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SEMESTER III (UG) 

INDIAN FINANCIAL SYSTEM 

UNIT- II (A) 

Dr. ANTARA DHAR 

LECTURE NO. 01 
 

In this lecture session I will discuss some topics related to the money market 

such as concept of money market, participants in the money market, features of 

money market, functions of money market, objectives of money market, 

structure of Indian money market etc. All of you must read the books as 

suggested by the University of Calcutta. 

 

Concept of money market 

The financial system of an economy plays a very significant role in the growth 

process of the economy. It helps in production, capital accumulation and 

economic growth of a country by encouraging savings, mobilising savings, and 

allocating the same in proper uses. The main objectives of the financial system 

are as follows — 

Accelerate the growth of economic development, encourage rapid 

industrialization, accelerate development of backward and rural areas, 

infrastructure, and livelihood, control the interest rate etc.  

The financial system in India comprises financial institutions, financial markets, 

financial regulators, financial services and financial instruments. 
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Financial markets of an economy have two major components. One is money 

market and other is capital market. 

 

 

The money market is a very important segment of the Indian financial system. It 

is the market where short term monetary assets are dealt in to raise short term 

requirements of funds and/ or to park short term surpluses or we can say that the 

money market is a market for lending and borrowing of short-term funds. It 

deals in funds and financial instruments having a maturity period of one day to 

one year. It covers money and financial assets that are close substitutes for 

money. The instruments in the money market are of short term nature and 

highly liquid. In particular, money market meets the working capital needs of 

business firms. The participants in the Money market are — 
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a. Reserve Bank of India  

b. Commercial banks 

c. Central and State Government  

d. Public sector undertaking  

e. Private sector companies  

f. Non-banking financial institutions  

g. Money market mutual funds  

h. Insurance companies 

In this market transactions between borrowers and lenders may take place 

through telephone, email etc. No personal contact or presence of the two parties 

is essential for negotiations in a money market. The general features of a money 

market are as follows — 

1. It is a market for short-term fund or financial assets 

2. It deals with monetary assets whose period of maturity is less than or up 

to one year 

3.  It deals with financial assets which can be promptly converted into 

money  

4. Transaction normally takes place through phone or email 

5. Transactions are made without the help of the brokers 

6. The main intermediaries are the Central Bank, Commercial bank, Non-

banking financial companies, discount houses etc. 



4 

 

Functions of money market 

1. A money market by providing profitable investment opportunities for short-

term surplus funds helps to enhance the profit of financial institutions. 

2. A money market enhances the amount of liquidity available to the entire 

country. 

3. A well-developed money market helps to avoid wide seasonal fluctuations in 

the interest rates. 

4. A well-developed money market, through quick transfer of funds from one 

place to another, helps to avoid the regional gluts and stringencies of funds. 

5. By providing various kinds of credit instruments suitable and attractive for 

different sections, a money market augments the supply of funds. 

6. A well organised money market is essential for the successful operation of 

the central banking policies. 

OBJECTIVES: 

1. To cater to the requirements of borrowers for short term funds, and provide 

liquidity to the lenders of these funds. 

2. To provide parking place for temporary employment of surplus fund. 

3. To provide facility to overcome short term deficits. 

4. To enable the central bank to influence and regulate liquidity in the economy. 

5. To help the government to implement its monetary policy through open 

market operation. 
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Structure of Indian Money Market: 

Broadly speaking, the money market in India comprises two sectors- (a) 

Organised sector, and (b) Unorganised sector. 

The organised sector consists of the Reserve Bank of India, the State Bank of 

India with its seven associates, twenty nationalised commercial banks, other 

scheduled and non-scheduled commercial banks, foreign banks, and regional 

rural banks. It is called organised because its part is systematically coordinated 

by the RBI. Non-bank financial institutions such as the LIC, the GIC and 

subsidiaries, the UTI also operate in this market, but only indirectly through 

banks, and not directly. Quasi-government bodies and large companies also 

make their short-term surplus funds available to the organised market through 

banks. Cooperative credit institutions occupy the intermediary position between 

organised and unorganised parts of the Indian money market. These institutions 

have a three-tier structure. At the top, there are state cooperative banks. At the 

local level, there are primary credit societies and urban cooperative banks. 

Considering the size, methods of operations, and dealings with the RBI and 

commercial banks, only state and central, cooperative banks should be included 

in the organised sector. The cooperative societies at the local level are loosely 

linked with it. 
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The unorganised sector consists of indigenous banks and money lenders. It is 

unorganised because activities of its parts are not systematically coordinated by 

the RBI.  The money lenders operate throughout the country, but without any 

link among themselves. Indigenous banks are somewhat better organised 

because they enjoy rediscount facilities from the commercial banks which, in 

turn, have link with the RBI. But this type of organisation represents only a 

loose link with the RBI. 

 

Constituents of Indian Money Market: 

Money market is a centre where short-term funds are supplied and demanded. 

Thus, the main constituents of money market are the lenders who supply and the 

borrowers who demand short-term credit. 

Supply of Funds: There are two main sources of supply of short-term funds in 

the Indian money market: 

(a) Unorganised indigenous sector, (The unorganised sector as already 

mentioned comprises numerous indigenous bankers and village money lenders. 

It is unorganized because its activities are not controlled and coordinated by the 

Reserve Bank of India.) 

(b) Organised modern sector (The organized modern sector of Indian money 

market comprises: RBI; SBI and its associate banks; commercial banks 

(scheduled and non-scheduled) of which 20 scheduled banks have been 
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nationalised; exchange banks which mainly finance Indian foreign trade, 

Cooperative banks; Other special institutions, such as, IDBI, State Finance 

Corporations, NABARD, Export-Import Bank, etc., which operate in the money 

market indirectly through banks; and Quasi-government bodies and large 

companies also make their funds available to the money market through banks) 

 

Demand for Funds: In the Indian money market, the main borrowers of short-

term funds are: (a) Central Government, (b) State Governments, (c) Local 

bodies, such as, municipalities, village panchayats, etc., (d) traders, 

industrialists, farmers, exporters and importers, and (e) general public. 

 

 

 

 

 

 

 

 

 

 


