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In this lecture session we are going to discuss the characteristics of Indian 

money market. 

Characteristics of Indian money market 

Indian money market is not a very well organised and truly coordinated entity 

so as to be placed in the category of highly developed money market. In fact, it 

is composed of two categories of financial agencies: 1) organised, and 2) 

unorganised segments.  

The organised sector contains well-established, scientifically-managed financial 

institutions, whereas unorganised sector comprises agencies which have 

diversified policies without uniformity and consistency in the lending business. 

In between these two segments lie post-office savings banks and the cooperative 

banks.  

1) Organised Segment: At the apex level there is RBI, which is leader of the 

money market and controls the banking sector. Besides, there are joint stock 

commercial banks which are of two types: (i) scheduled banks and (ii) non-

scheduled banks. Since July 1969, all major banks in India have been 

nationalised. Besides, State Bank of India and its subsidiaries are also owned by 
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the Central Government. The public sector banks control nearly 90% of the 

finances of organised banking system. There are fifteen foreign exchange banks 

as well. Besides, the post office savings banks, cooperative banks, rural banks 

and chit funds also play a significant role by mobilising savings and catering to 

the needs of small holders particularly in semi-urban and rural areas.  

2) Unorganised Segment: It comprises of indigenous bankers and money-

lenders including unregistered chit fund companies. In India there are almost 

more than 2,500 indigenous bankers who provide nearly 50% of the rural 

finance. The financial activities of indigenous bankers and money-lenders are 

mostly confined to small towns and rural areas which lack modem banking 

facilities. They operate in n limited way in big cities also. They basically cater 

to the needs of local demand for funds and grant loans to those who are 

personally known to them, normally against collateral securities to minimise 

risk. Hence, it is evident that Indian money market is neither a well organised 

nor a coordinated and homogeneous entity.  

 

Some of the major features of Indian money market are as follows:  

 Duality: The Indian money market is composed of two segments, viz., 

the organised and unorganised sectors. The former consists of modem, 

well organised and scientifically operating financial institutions like the 

RBI, scheduled and non-scheduled banks in the private and public 
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sectors, foreign banks, post office saving banks and the cooperative banks 

falling somewhat between organised and unorganised sectors of the 

money market. The unorganised sector consists of widely scattered 

indigenous bankers, money-lenders, chit funds, etc., which lack scientific 

organisation.  

 Predominance of Government and Semi-Government Securities: The 

bill market is an important and the most sensitive constituent of the 

organised money market, is also underdeveloped in India. As compared 

to advanced countries, there is great paucity of good commercial bills in 

the country. Hence, the lion's share of the securities bought and sold are 

government and semi-government securities. 

 Absence of Discount Houses: There is almost complete absence of 

discount houses in the Indian money market. This is due to the fact that 

there is no market for commercial bills. Traders in India resort to hundis 

rather than scientifically drawn bills of exchange.  

 Seasonal Stringency of Funds and Fluctuations in Interest Rates: 

Indian economy, being essentially agricultural in nature, has its bearing 

on activities of the Indian money market. Considering the demand for 

funds, there are busy and slack seasons in India. The busy season 

coincides with production and marketing activities of agricultural 

produce. This requires additional funds during October/November to 
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April/May which creates monetary stringency, and results in higher 

interest rate during the busy season and lower interest rates in slack 

season.  

 Limited Scope of Banking Facilities: Before nationalisation of 14 major 

banks in India in 1969, there was one branch for about 65,000 persons 

with majority of banks being in big cities only. There were practically no 

banks in villages and small towns. Situation has improved a lot due to 

expansion of branches during the last 20 years. Some banking facilities 

have no doubt reached rural areas and small towns, but these are 

inadequate.  

 Isolation from International Money Markets: The Indian money 

market is more or less isolated from foreign markets. There is hardly any 

movement of funds between the Indian money market and the foreign 

markets. This is partly due to exchange control restrictions on capital 

movements and partly due to underdeveloped nature of the Indian money 

market. 

 


