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SEMESTER III (UG) 

INDIAN FINANCIAL SYSTEM 

UNIT- II (A) 

Dr. ANTARA DHAR 

LECTURE NO. 02 
 

We have already discussed the concept, features, functions, objectives, and 

structures of money market in lecture session 1. In this lecture session, I will 

discuss the characteristics of an organised or developed money market, 

difference between organised and unorganised money market, etc.    

 

A well organised money market is the basis for an effective monetary policy. A 

money market may be defined as the market for lending and borrowing of short 

term fund. It is the market where the short-term surplus investible funds of bank 

and other financial institutions are demanded by borrowers comprising 

individual companies and the government. Let us analyse the characteristics of 

an organised money market. 

 

Characteristics of an organised or developed money market   

 In every country some types of money market exist. Some of them are highly 

developed while others are not well developed. A well developed and efficient 

money market is necessary for the development of any economy. The following 
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are the characteristics or prerequisites of a developed and efficient money 

market: 

1. Highly developed commercial banking system: Commercial banks are 

the nerve centre of the whole short term funds. They serve as a vital link 

between the central bank and the various segments of the money market. 

When the commercial banking system is developed or organized, the 

money market will be developed. 

2. Presence of a central bank: In a developed money market, there is 

always a central bank. The central bank is necessary for direction and 

control of money market. Central bank absorbs surplus cash during off-

seasons and provides additional funds in busy seasons. This is done 

through open market operations. Being the bankers’ bank, central bank 

keeps the reserves of commercial banks and provides them financial 

accommodation in times of need. If the central bank cannot influence the 

money market it means the money market is not developed. In short, 

without the support of a central bank a money market cannot function. 

3. Existence of sub markets: Money market is a group of various sub 

markets. Each sub market deals in instruments of varied maturities. There 

should be large number of submarkets. The larger the number of sub 

markets, the broader and more developed will be the structure of money 

market. Besides, the sub market must be interrelated and integrated with 
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each other. If there is no co-ordination and integration among them, 

different interest rates will prevail in the sub markets. 

4. Availability of credit instruments: The continuous availability of 

readily acceptable negotiable securities (near money assets) is necessary 

for the existence of a developed money market. In addition to variety of 

instruments or securities, there should be a number of dealers 

(participants) in the money market to transact in these securities. It is the 

dealers in securities who actually infuse life into the money market. 

5. Existence of secondary market: There should be active secondary 

market in these credit instruments. The success of money market always 

depends on the secondary market. If the secondary market develops, then 

there will be active trading of the instruments. 

6. Availability of ample resources: There must be availability of sufficient 

funds to finance transactions in the sub markets. These funds may come 

from within the country and outside the country. Under developed money 

markets do not have ample funds. Thus availability of sufficient funds is 

essential for the smooth and efficient functioning of the money market. 

7. Demand and supply of funds: Money market should have a large 

demand and supply of funds. This depends upon the number of 

participants and also the Govt. policies in encouraging the investments in 

various sectors and monetary policy of RBI. 



4 

 

8. Other factors: There are some other factors that also contribute to the 

development of a money market. These factors include industrial 

development, volume of international trade, political stability, trade 

cycles, foreign investment, price stabilisation etc. 

 

Difference between organised and unorganised money market 

Organised Unorganised 

This market is governed by specific 

rules and regulations. 

Not governed by specific rules and 

regulations. 

Reasonable rate of interest High rate of interest 

Consists of RBI, SBI along with 

associated state bank, 20 public sector 

banks, private banks (Indian and 

foreign) 

Consists of indigenous bankers, money 

lenders, non-banking financial 

companies 

Main instruments are call money, 

commercial bills, treasury bills, 

certificate of deposits, commercial 

papers etc. 

Main instrument is Hundi —which is 

indigenous bill of exchange. 

It is under the direct control and 

supervision of the central bank 

Not under the direct control and 

supervision of the central bank 
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Small as well as large corporate houses 

and the government are generally the 

customers of credit  

Small businessman and consumers are 

generally the customers of credit 

Personal acquaintance doesn’t 

influence the terms of credit. 

Personal acquaintance or past 

performance to repay debt may 

influence the terms of present credit. 

 


