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In this lecture session I am going to discuss the money market 

instruments. 

 

Money market instruments 

 
As per the Reserve Bank of India, the term ‘Money Market’ is used to define a 

market where short-term financial assets with a maturity up to one year are traded. 

The assets are a close substitute for money and support money exchange carried 

out in the primary and secondary market. In other words, the money market is a 

mechanism which facilitate the lending and borrowing of instruments which are 

generally for a duration of less than a year. High liquidity and short maturity are 

typical features which are traded in the money market. The non-banking finance 

corporations (NBFCs), commercial banks, and acceptance houses are the 

components which make up the money market. 

 

As the name suggests, money market instrument is an investment mechanism that 

allows banks, businesses, and the government to meet large, but short-term 
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capital needs at a low cost. They serve the dual purpose of allowing borrowers 

meet their short-term requirements and providing easy liquidity to lenders. 

Examples of Money market instrument 

 Banker’s Acceptance 

 Treasury Bills 

 Repurchase Agreements 

 Certificate of Deposits 

 Commercial Papers 

 

Characteristics of money market instruments 

 Provides Funds 

The Money Market Instruments help to provide short-term funds to the private 

and public institutions who need finance for their working capital requirements. 

These funds are provided by discounting the trade bills through commercial 

banks, brokers, discount houses, and acceptance houses. Therefore, the money 

market instruments, in turn, can help the development of trade, industry and 

commerce within and outside the country. 

 Use of Surplus Funds 

Money market instruments provide opportunity to the banks and financial 

institutions to use their surplus funds profitably for a small period of time. They 
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include commercial banks as well as large non-financial corporations, states and 

other local governments. 

 No need to borrow from banks 

In case of a developed money market, there is no need to borrow money from 

commercial and central bank. However, if there is a short of cash requirement, 

they can call in some of their loans from the money market. Also, the most of the 

commercial banks would rather prefer to recall their loans than recalling it from 

the central banks at a higher rate of interest. 

 Helps Government 

The money market instruments are very helpful to the government in borrowing 

short-term funds on the basis of treasury bills at low interest rates. Besides, it 

would lead to inflationary pressures in the economy if the Government had to 

issue paper money or borrow from the central bank. 

 Helps in Monetary Policy 

The existence of a well-developed money market will help in successfully 

implementing the monetary policies of central bank. Is only through money 

market the central banks can control the banking system and therefore Influence 

commerce and the industry. 

 Helps in Financial Mobility 

The Monet market helps in financial stability by smoothening the transfer for 

funds from one sector to another. And, financial mobility is important for the 

development of commerce and industry. 
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 Promotes Liquidity and Safety 

Apart from encouraging savings and investments, the money market instruments 

promote liquidity and safety of financial assets. 

 Equilibrium between Demand and Supply of Funds 

The money market instruments bring a balance between the demand and supply 

of loanable funds by allocating saving into investment channels. 

 Economy in Use of Cash 

The money market instruments deal with assets which are not cash but equivalent 

to cash and thus help in economizing the use of cash and hence it can be 

considered as a convenient way to transfer funds from one place to another. 

 

Important Objectives of Money Market Instruments 

 The money market instruments not only help in the storage of short-term 

surplus funds but also help in lowering short term deficits. 

 Money markets instruments help the central bank in regulating liquidity in 

the economy. 

 Money market assists the short-term fund users to fulfill their needs at a 

very reasonable rate. 

 It helps in the development of capital market and trade and industry. 

 Money market instruments help in designing effective monetary policies. 

 It also facilitates in streamlined functioning of commercial banks.  


