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Chapter 1

Financial System in India

[image: ]


Learning Objectives

After studying this chapter, students will be able to:

	Understand the meaning and functions of the financial system. 

	Explain the major financial concepts. 

	Identify various financial assets and financial instruments. 

	Understand the role of financial intermediaries. 

	Explain the structure of financial markets. 

	Analyze the development of the Indian financial system. 

	Examine the relationship between the financial system and economic development. 

	Evaluate the weaknesses of the Indian financial system. 


1.1 Introduction

A modern economy cannot function effectively without a well-developed financial system. The financial system acts as the backbone of economic development by facilitating the transfer of funds from surplus units to deficit units. It mobilizes savings from individuals, institutions, and organizations and channels them into productive investments.

In every economy, there are individuals and institutions that have excess funds and others who require funds for investment and consumption purposes. The financial system serves as a bridge between these two groups, ensuring efficient allocation of financial resources.

India possesses one of the largest and most diversified financial systems among emerging economies. Over the years, various reforms introduced by the Government of India and the Reserve Bank of India (RBI) have significantly strengthened the financial sector.

1.2 Meaning of Financial System

A financial system refers to a network of institutions, markets, instruments, and services that facilitate the transfer of funds between savers and investors.

According to Van Horne,

"The financial system comprises various institutions and markets serving business firms, households, governments, and individuals."

The financial system plays a crucial role in mobilizing savings, facilitating investments, promoting economic growth, and maintaining financial stability.

1.3 Definitions of Financial System

Definition by Robinson

"The financial system provides the channels through which savings are accumulated and directed towards productive investment."

Definition by Goldsmith

"A financial system consists of financial instruments, financial institutions, and financial markets operating together for the efficient allocation of resources."

1.4 Components of Financial System

The financial system is a complex framework that facilitates the efficient allocation of financial resources within an economy. It consists of various institutions, markets, instruments, and services that work together to mobilize savings, promote investments, and support economic development. These components are interrelated and collectively contribute to the smooth functioning of the economy. The four major components of the financial system are Financial Institutions, Financial Markets, Financial Instruments, and Financial Services.

1. Financial Institutions

Financial institutions are organizations that act as intermediaries between savers and borrowers. They mobilize savings from individuals and institutions and channel these funds into productive investments. Financial institutions play a crucial role in maintaining financial stability, facilitating economic growth, and ensuring efficient allocation of resources.

These institutions accept deposits, provide loans, facilitate investments, offer insurance protection, and provide a variety of other financial services. They reduce transaction costs and risks by acting as professional financial intermediaries.

Some of the major financial institutions in India include:

Commercial Banks: These banks accept deposits from the public and provide loans and advances to individuals, businesses, and governments. Examples include the State Bank of India (SBI), Punjab National Bank (PNB), and HDFC Bank.

Cooperative Banks: These institutions are formed on cooperative principles and primarily serve rural and agricultural sectors by providing credit facilities to farmers and small businesses.

Insurance Companies: Insurance institutions provide protection against various risks. They collect premiums from policyholders and compensate them in case of specified losses. Examples include Life Insurance Corporation of India (LIC) and New India Assurance.

Mutual Funds: Mutual funds pool money from investors and invest in diversified portfolios of securities such as shares, bonds, and money market instruments. They provide professional fund management and diversification benefits.

Non-Banking Financial Companies (NBFCs): NBFCs provide financial services similar to banks, such as loans, leasing, hire purchase, and investment services, but they do not possess a full banking license.

Thus, financial institutions act as the backbone of the financial system by facilitating savings, investments, and credit creation.

2. Financial Markets

Financial markets are organized platforms where financial assets and securities are bought and sold. They facilitate the transfer of funds from those who have surplus funds to those who require funds for productive purposes. Financial markets contribute to efficient resource allocation, liquidity creation, and price discovery.

The major financial markets include:

Money Market: The money market deals with short-term funds and financial instruments having a maturity period of less than one year. It provides liquidity to financial institutions and supports short-term borrowing and lending activities. Instruments such as Treasury Bills, Commercial Papers, and Certificates of Deposit are traded in this market.

Capital Market: The capital market deals with long-term funds and securities. It enables companies and governments to raise long-term capital through the issue of shares, debentures, and bonds. It consists of the primary market and secondary market.

Foreign Exchange Market: The foreign exchange market facilitates the buying and selling of foreign currencies. It plays an essential role in international trade, foreign investment, and exchange rate management.

Financial markets enhance economic efficiency by ensuring that funds are directed toward productive investment opportunities.

3. Financial Instruments

Financial instruments are legal documents that represent a financial claim or ownership interest. They serve as vehicles through which funds are transferred between investors and borrowers. Financial instruments provide investment opportunities and enable organizations to raise capital for business operations and expansion.

The major financial instruments include:

Shares: Shares represent ownership in a company. Equity shareholders are entitled to voting rights and a share in the company's profits through dividends.

Debentures: Debentures are long-term debt instruments issued by companies to borrow funds from the public. Debenture holders receive fixed interest payments and are considered creditors of the company.

Bonds: Bonds are debt securities issued by governments, corporations, or financial institutions. They provide regular interest income and repayment of principal upon maturity.

Treasury Bills: Treasury Bills are short-term government securities issued by the Reserve Bank of India on behalf of the Government of India. They are considered one of the safest investment instruments.

Financial instruments facilitate investment, savings, risk management, and capital formation in the economy.

4. Financial Services

Financial services refer to a wide range of services provided by financial institutions to assist individuals, businesses, and governments in managing their financial activities. These services support investment decisions, risk management, capital formation, and wealth creation.

Some important financial services include:

Merchant Banking: Merchant banks provide advisory services related to issue management, corporate restructuring, mergers and acquisitions, and project financing.

Leasing: Leasing enables businesses to use assets such as machinery and equipment without purchasing them outright. The ownership remains with the leasing company while the user pays periodic lease rentals.

Factoring: Factoring involves the purchase of accounts receivable by a financial institution at a discount, providing immediate cash to businesses.

Venture Capital: Venture capital financing provides funds to innovative startups and emerging businesses with high growth potential in exchange for equity participation.

Mutual Fund Services: Mutual fund companies offer investment management services by pooling funds from investors and investing them in diversified portfolios.

Financial services enhance the efficiency of the financial system by providing specialized financial solutions and supporting economic activities.

1.5 Functions of Financial System

The financial system plays a crucial role in the development and stability of an economy. It acts as a mechanism through which savings are mobilized, investments are facilitated, and financial resources are efficiently allocated among various sectors. A well-developed financial system promotes economic growth, enhances productivity, and ensures the smooth functioning of financial activities. The major functions of the financial system are discussed below.

1. Mobilization of Savings

One of the primary functions of the financial system is the mobilization of savings from individuals, households, and business organizations. Many people possess surplus funds but may not have the expertise or opportunities to invest them productively. Financial institutions such as banks, insurance companies, and mutual funds collect these savings and channel them into various investment avenues.

The mobilization of savings helps convert idle funds into productive capital, thereby supporting economic development. It also encourages a savings culture among individuals by providing safe and attractive investment opportunities.

Example: When individuals deposit money in banks, the banks utilize these funds to provide loans to businesses for expansion, modernization, and new projects.

2. Allocation of Resources

The financial system facilitates the efficient allocation of financial resources among different sectors of the economy. It ensures that funds are directed toward productive activities and investment opportunities that offer the highest potential returns.

Efficient resource allocation promotes industrial growth, technological advancement, and infrastructure development. Financial institutions evaluate investment proposals and allocate funds based on their viability and profitability.

Example: Financial resources may be allocated to sectors such as infrastructure, manufacturing, renewable energy, information technology, and healthcare based on their economic significance and growth potential.

3. Capital Formation

Capital formation refers to the creation and accumulation of productive assets such as machinery, equipment, factories, transportation facilities, and infrastructure. The financial system contributes significantly to capital formation by encouraging savings and converting them into investments.

A higher rate of capital formation increases the productive capacity of the economy, leading to greater output, employment generation, and economic growth. Through various financial institutions and markets, funds are made available for long-term investment projects.

Thus, the financial system serves as a catalyst for economic development by supporting capital accumulation and productive investment.

4. Facilitates Economic Growth

A sound financial system is essential for achieving sustainable economic growth. It promotes industrialization, entrepreneurship, innovation, and business expansion by providing adequate financial resources.

By facilitating investments in productive sectors, the financial system increases national income, employment opportunities, and living standards. It also supports the development of small and medium enterprises (SMEs), which play an important role in economic progress.

Countries with efficient financial systems generally experience higher rates of economic growth compared to those with underdeveloped financial sectors.

5. Provides Liquidity

Liquidity refers to the ease with which financial assets can be converted into cash without significant loss of value. The financial system provides liquidity by creating organized markets where securities can be bought and sold easily.

Investors are more willing to invest when they know that their investments can be converted into cash whenever required. Financial markets such as stock exchanges ensure continuous trading and enhance market liquidity.

Example: Shares listed on recognized stock exchanges can be sold quickly, enabling investors to access cash whenever needed.

6. Risk Management

Investment activities involve various types of risks, including market risk, credit risk, operational risk, and foreign exchange risk. The financial system provides several mechanisms to manage and reduce these risks.

Financial institutions and financial markets offer specialized products and services that help individuals and businesses protect themselves against uncertainties and potential losses.

Some of the major risk management tools include:

	Insurance: Protects against financial losses arising from unforeseen events. 

	Derivatives: Instruments such as futures and options help manage price fluctuations. 

	Hedging Instruments: Reduce exposure to market and foreign exchange risks. 


Effective risk management enhances investor confidence and promotes financial stability.

7. Payment and Settlement Services

The financial system provides efficient payment and settlement mechanisms that facilitate the smooth transfer of funds among individuals, businesses, and governments. Modern payment systems have significantly improved the speed, convenience, and security of financial transactions.

Digital payment infrastructure has transformed the way transactions are conducted, reducing dependence on cash and promoting a cashless economy.

Some commonly used payment systems in India include:

	UPI (Unified Payments Interface) 

	NEFT (National Electronic Funds Transfer) 

	RTGS (Real Time Gross Settlement) 

	IMPS (Immediate Payment Service) 


These systems ensure quick and secure transfer of funds across the country.

8. Price Discovery

Another important function of the financial system is price discovery. Financial markets determine the prices of securities through the interaction of demand and supply forces. The prices of shares, bonds, and other financial assets continuously change based on market expectations, economic conditions, company performance, and investor sentiment.

Price discovery helps investors make informed investment decisions and ensures efficient allocation of resources. It also provides valuable information regarding the performance and prospects of companies and industries.

For example, if the demand for a company's shares increases due to strong financial performance, the market price of those shares is likely to rise. Conversely, negative information may result in a decline in share prices.

1.6 Financial Concepts

To understand the functioning of financial markets and the financial system, it is essential to familiarize oneself with certain fundamental financial concepts. These concepts form the foundation of investment decisions, financial planning, risk assessment, and portfolio management. Investors, financial institutions, businesses, and policymakers rely on these concepts to evaluate financial opportunities and make informed decisions.

Among the most important financial concepts are risk, return, liquidity, safety, and profitability. A thorough understanding of these concepts helps investors balance risk and reward while achieving their financial objectives.

1. Risk

Risk refers to the possibility that the actual outcome of an investment may differ from the expected outcome. In financial terms, risk is the uncertainty associated with future returns and the possibility of suffering a financial loss. Every investment carries some degree of risk, and generally, higher returns are associated with higher levels of risk.

Investors must evaluate the level of risk before making investment decisions because risk directly influences the potential return and safety of an investment.

Definition of Risk

Risk can be defined as the possibility of losing some or all of the original investment due to various uncertainties in the financial environment.

Importance of Risk

Risk is an unavoidable aspect of investment. Understanding risk helps investors:

	Make informed investment decisions. 

	Select suitable investment alternatives. 

	Diversify investment portfolios. 

	Minimize potential losses. 

	Balance risk and return effectively. 


Types of Risk

1. Market Risk

Market risk refers to the possibility of losses arising from changes in market conditions such as stock prices, interest rates, exchange rates, or economic events. Market fluctuations can significantly affect the value of investments.

Example: A sudden decline in stock market indices due to economic recession may reduce the value of shares held by investors.

2. Credit Risk

Credit risk arises when a borrower fails to repay the principal amount or interest on borrowed funds. It is particularly relevant in debt instruments such as bonds and debentures.

Example: If a company defaults on its bond payments, investors may suffer financial losses.

3. Liquidity Risk

Liquidity risk occurs when an investor is unable to sell an asset quickly without significantly reducing its price. Some investments may be difficult to convert into cash during emergencies.

Example: Real estate properties often involve higher liquidity risk compared to shares traded on stock exchanges.

4. Operational Risk

Operational risk arises from failures in internal systems, processes, technology, or human errors. It can affect financial institutions and businesses significantly.

Example: A technical failure in an online banking system may disrupt financial transactions and cause losses.

5. Inflation Risk

Inflation risk refers to the possibility that rising prices may reduce the purchasing power of future returns.

Example: An investment generating 5% annual returns may not provide real gains if inflation increases by 7%.

6. Interest Rate Risk

Interest rate risk affects fixed-income securities such as bonds. Changes in market interest rates influence the market value of these securities.

Example: When interest rates rise, the market value of existing bonds generally falls.

7. Foreign Exchange Risk

Foreign exchange risk arises due to fluctuations in currency exchange rates. It mainly affects international trade and foreign investments.

Example: An Indian exporter may suffer losses if the value of the foreign currency received declines against the Indian Rupee.

Risk and Investment

Risk is not always negative. It also creates opportunities for higher returns. Investors must assess their risk tolerance and choose investments accordingly. Younger investors may prefer higher-risk investments such as equity shares, while conservative investors may opt for safer alternatives such as government securities and fixed deposits.

2. Return

Return refers to the income or gain earned from an investment over a specific period. It represents the reward received by investors for assuming risk and committing their funds.

Return is one of the most important factors influencing investment decisions because investors seek to maximize returns while minimizing risk.

Components of Return

Investment returns generally consist of two components:

1. Current Income

Current income includes regular earnings generated by an investment.

Examples:

	Interest from bonds and fixed deposits. 

	Dividends from shares. 

	Rental income from real estate. 


2. Capital Gain

Capital gain refers to the increase in the market value of an investment over time.

Example: If an investor purchases shares for ₹100 per share and later sells them for ₹150 per share, the capital gain is ₹50 per share.

Formula for Calculating Return
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Illustration

Suppose an investor invests ₹10,000 in shares and earns a profit of ₹1,500 after one year.

Return = (1,500 ÷ 10,000) × 100

Return = 15%

Thus, the investment generates a return of 15%.

Types of Return

Nominal Return

The actual percentage return earned on an investment without adjusting for inflation.

Real Return

The return earned after accounting for inflation.

Expected Return

The return an investor anticipates earning from an investment.

Actual Return

The return actually realized by the investor.

Importance of Return

Return is important because it:

	Measures investment performance. 

	Helps compare alternative investments. 

	Assists in portfolio selection. 

	Indicates investment efficiency. 

	Supports wealth creation objectives. 


The relationship between risk and return is fundamental in finance. Generally, investments with higher risk offer the possibility of higher returns.

3. Liquidity

Liquidity refers to the ability of an asset to be converted into cash quickly and easily without significant loss of value. Liquidity is one of the most important characteristics of a financial asset because investors often require immediate access to funds.

Assets that can be sold quickly at their fair market value are considered highly liquid.

Importance of Liquidity

Liquidity is important because it:

	Provides financial flexibility. 

	Helps meet emergency financial needs. 

	Reduces financial uncertainty. 

	Enhances investor confidence. 

	Facilitates smooth financial transactions. 


Examples of Highly Liquid Assets

	Cash 

	Savings Bank Deposits 

	Current Account Balances 

	Treasury Bills 

	Listed Shares 

	Money Market Instruments 


Examples of Less Liquid Assets

	Real Estate 

	Collectibles 

	Specialized Machinery 

	Long-Term Investments 


Characteristics of Liquidity

Ease of Conversion

The asset can be converted into cash quickly.

Minimal Value Loss

Conversion does not significantly reduce the asset's value.

Marketability

There is an active market for buying and selling the asset.

Liquidity and Financial Markets

Financial markets play a crucial role in providing liquidity. Stock exchanges, money markets, and bond markets allow investors to buy and sell securities efficiently.

For example, an investor holding shares listed on the National Stock Exchange (NSE) can sell them within seconds and receive funds through the settlement process.

4. Safety

Safety refers to the protection of the principal amount invested against the risk of loss. Investors generally prefer investments that offer a high degree of safety, especially when preserving capital is their primary objective.

Safety is a critical consideration for conservative investors, retirees, and institutions that prioritize capital preservation over high returns.

Importance of Safety

Safety is important because it:

	Protects invested capital. 

	Reduces financial uncertainty. 

	Enhances investor confidence. 

	Supports long-term financial planning. 

	Ensures stable investment performance. 


Factors Affecting Safety

Creditworthiness of Issuer

Investments issued by financially strong entities are generally safer.

Government Guarantee

Government-backed securities provide a high level of safety.

Economic Stability

Stable economic conditions improve investment safety.

Regulatory Protection

Strong regulatory frameworks enhance investor protection.

Examples of Safe Investments

	Government Securities 

	Treasury Bills 

	Sovereign Gold Bonds 

	Public Provident Fund (PPF) 

	Bank Fixed Deposits 

	National Savings Certificates 


Safety versus Return

There is often a trade-off between safety and return. Highly safe investments generally provide lower returns, whereas riskier investments may offer higher returns.

For example, government securities are safer than equity shares but typically generate lower returns.

5. Profitability

Profitability refers to the ability of an investment, business, or financial asset to generate income or profits over a period of time. It indicates how effectively funds are utilized to produce returns.

Profitability is a key consideration for investors because the ultimate objective of investment is wealth creation and income generation.

Importance of Profitability

Profitability helps investors:

	Evaluate investment performance. 

	Compare investment alternatives. 

	Assess financial viability. 

	Measure wealth creation potential. 

	Make informed investment decisions. 


Factors Influencing Profitability

Market Conditions

Economic growth and market performance affect profitability.

Risk Level

Higher-risk investments generally offer higher profit potential.

Management Efficiency

Efficient management enhances profitability.

Investment Duration

Long-term investments often generate greater profits.

Industry Performance

Profitability depends on the growth prospects of the industry.

Examples of Profitable Investments

	Equity Shares 

	Mutual Funds 

	Real Estate 

	Corporate Bonds 

	Exchange Traded Funds (ETFs) 


Profitability and Financial Markets

Financial markets provide investors with numerous opportunities to earn profits through dividends, interest, capital appreciation, and trading gains. Investors continuously evaluate profitability while balancing factors such as risk, liquidity, and safety.

Relationship Among Risk, Return, Liquidity, Safety, and Profitability

These financial concepts are closely interconnected. Investors must balance them while making investment decisions.

	Higher risk generally offers the possibility of higher returns and profitability. 

	Higher safety often results in lower returns. 

	Greater liquidity may sometimes reduce profitability. 

	Investments with high profitability may involve greater uncertainty and risk. 

	An ideal investment balances risk, return, liquidity, safety, and profitability according to the investor's objectives. 


Understanding these concepts enables investors to construct efficient portfolios and make sound financial decisions in an increasingly complex financial environment.

1.7 Financial Assets

Financial assets are financial claims that derive their value from a contractual relationship between parties. Unlike physical assets such as land, buildings, machinery, or equipment, financial assets do not possess physical form. Instead, they represent ownership rights, debt claims, or future income streams. Financial assets play a crucial role in the financial system by facilitating savings, investments, capital formation, and wealth creation.

In simple terms, a financial asset is a document or instrument that gives its holder a legal claim to receive future cash flows, income, or benefits. These assets are created when one party provides funds to another party in exchange for a promise of future payment or ownership rights.

Financial assets serve as an important link between savers and borrowers. Individuals and institutions with surplus funds invest in financial assets, while businesses and governments use these funds for productive purposes. Thus, financial assets contribute significantly to economic growth and financial market development.

Meaning of Financial Assets

Financial assets are claims against future income generated by real assets. They represent ownership rights or contractual claims that entitle the holder to receive future benefits in the form of interest, dividends, capital gains, or repayment of principal.

For example, when an investor purchases shares of a company, the investor acquires ownership rights and becomes entitled to dividends and capital appreciation. Similarly, when an investor purchases a bond, the investor obtains a contractual right to receive periodic interest and repayment of principal at maturity.

Definition of Financial Assets

Financial assets may be defined as financial instruments that represent a claim on the future income or assets of an individual, business organization, or government entity.

Importance of Financial Assets

Financial assets play a significant role in the economy because they:

	Facilitate the transfer of funds from savers to investors. 

	Promote capital formation. 

	Provide investment opportunities. 

	Generate income for investors. 

	Enhance liquidity in financial markets. 

	Support economic growth and development. 

	Assist in wealth creation and financial planning. 


As financial markets continue to expand, financial assets have become increasingly important for both individual and institutional investors.

Features of Financial Assets

Financial assets possess certain distinctive characteristics that make them attractive investment instruments.

1. Transferability

Transferability refers to the ability of a




	Increases flexibility for investors. 

	Enhances market efficiency. 

	Facilitates investment decisions. 

	Improves liquidity. 







	Facilitates easy trading. 

	Enhances investor confidence. 

	Reduces transaction difficulties. 

	Supports liquidity in financial markets. 






	Cash 

	Treasury Bills 

	Listed Shares 

	Money Market Instruments 



	Long-term deposits 

	Certain government savings schemes 



	Provides financial flexibility. 

	Supports emergency financial needs. 

	Encourages investment participation. 

	Reduces investment risk. 







	Encourages wider investor participation. 

	Increases accessibility. 

	Promotes investment diversification. 

	Enhances market efficiency. 














	Encourages savings and investments. 

	Supports wealth creation. 

	Provides regular income. 

	Helps achieve financial goals. 









	Easily transferable. 

	Highly liquid. 

	Traded in organized markets. 

	Market prices are readily available. 

	Subject to demand and supply forces. 
















	High liquidity. 

	Easy transferability. 

	Better price discovery. 

	Potential for capital gains. 

	Portfolio diversification opportunities. 



	Subject to market fluctuations. 

	Prices may be volatile. 

	Investment value can decline during adverse market conditions. 






	Limited transferability. 

	Lower liquidity. 

	Stable returns. 

	Usually held until maturity. 

	Less affected by market fluctuations. 














	High safety. 

	Stable and predictable returns. 

	Low risk. 

	Suitable for conservative investors. 



	Limited liquidity. 

	Restricted transferability. 

	Lower return potential compared to some marketable assets. 



	
	
	
	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	










	Ownership claims. 

	Debt obligations. 

	Rights to future cash flows. 

	Risk management contracts. 





	Facilitate capital formation. 

	Mobilize savings from the public. 

	Provide investment opportunities. 

	Generate income and wealth. 

	Enhance market liquidity. 

	Enable risk management. 

	Support economic growth and development. 

	Promote efficient allocation of financial resources. 














	Issued for short periods. 

	Highly liquid. 

	Low risk. 

	Sold at a discount and redeemed at face value. 










	Unsecured instrument. 

	Short-term maturity. 

	Issued at a discount. 

	Lower borrowing cost. 



	Flexible source of finance. 

	Quick fund mobilization. 

	Attractive returns for investors. 







	Fixed maturity period. 

	Tradable instrument. 

	Higher returns than ordinary savings deposits. 

	Issued in large denominations. 



	Safety. 

	Liquidity. 

	Stable returns. 






















	Permanent source of capital. 

	Voting rights. 

	Variable dividends. 

	Residual claim on assets. 



	Potential for high returns. 

	Capital appreciation. 

	Ownership participation. 



	High risk. 

	Uncertain dividends. 







	Fixed dividend rate. 

	Preference in liquidation. 

	Limited voting rights. 



	Stable income. 

	Lower risk than equity shares. 



	Limited capital appreciation. 

	Fixed dividend obligation. 







	Fixed interest payments. 

	Long-term financing. 

	No voting rights. 

	May be secured or unsecured. 



	Regular income. 

	Lower risk compared to equity shares. 



	Limited growth potential. 

	Fixed financial commitment for issuers. 







	Government Bonds 

	Corporate Bonds 

	Municipal Bonds 

	Tax-Free Bonds 

	Floating Rate Bonds 



	Stable income. 

	High safety. 

	Lower volatility. 



	Lower return potential compared to equity. 

	Interest rate risk. 










	Standardized contracts. 

	Traded on organized exchanges. 

	Daily settlement. 

	High liquidity. 



	Hedging risk. 

	Speculation. 

	Arbitrage opportunities. 












	Flexibility. 

	Limited loss potential. 

	Effective risk management. 












	Risk reduction. 

	Lower financing costs. 

	Improved financial flexibility. 




	
	
	
	
	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	













	They promote savings and investment. 

	They facilitate capital formation. 

	They support industrial and agricultural development. 

	They improve resource allocation. 

	They provide liquidity to investors. 

	They reduce financial risks. 

	They contribute to economic growth and financial stability. 









	Encourages a savings culture. 

	Converts idle funds into productive investments. 

	Increases capital formation. 

	Supports economic development. 








	Supports industrial growth. 

	Facilitates business expansion. 

	Generates employment opportunities. 

	Enhances economic activity. 








	Minimizes investment risk. 

	Protects investor interests. 

	Improves portfolio performance. 

	Enhances financial stability. 








	Meets emergency financial needs. 

	Improves financial flexibility. 

	Encourages investment participation. 

	Supports market efficiency. 








	Reduces information asymmetry. 

	Supports investment decisions. 

	Enhances market transparency. 

	Improves financial awareness. 
























	Accept deposits. 

	Provide loans and advances. 

	Facilitate fund transfers. 

	Offer investment services. 

	Support trade and commerce. 



	State Bank of India (SBI) 

	Punjab National Bank (PNB) 

	HDFC Bank 

	ICICI Bank 






	Promote rural development. 

	Provide agricultural credit. 

	Support rural employment. 

	Encourage financial inclusion. 







	Provide credit to members. 

	Promote agricultural and rural development. 

	Encourage savings among local communities. 



	Primary Cooperative Banks 

	District Central Cooperative Banks 

	State Cooperative Banks 









	Life Insurance 

	General Insurance 

	Health Insurance 



	Risk coverage. 

	Long-term savings. 

	Investment of collected premiums. 



	Life Insurance Corporation of India (LIC) 

	New India Assurance 

	ICICI Lombard 






	Professional management. 

	Diversification. 

	Liquidity. 

	Accessibility. 



	SBI Mutual Fund 

	HDFC Mutual Fund 

	ICICI Prudential Mutual Fund 






	Consumer finance. 

	Vehicle loans. 

	Housing finance. 

	Business financing. 



	Bajaj Finance 

	Mahindra Finance 

	Muthoot Finance 






	Long-term wealth accumulation. 

	Retirement security. 

	Financial stability for retirees. 





	
	
	
	
	
	

	
	
	

	
	
	

	
	
	

	
	
	













	Shares 

	Bonds 

	Debentures 

	Treasury Bills 

	Foreign Currencies 

	Derivative Contracts 




















































	Money Market 

	Capital Market 

	Foreign Exchange Market 






	Deals in short-term funds. 

	High liquidity. 

	Low risk. 

	Short maturity period. 

	Large-volume transactions. 





	Treasury Bills 

	Commercial Papers 

	Certificates of Deposit 

	Call Money 










	Deals in long-term funds. 

	Facilitates capital formation. 

	Supports industrial development. 

	Higher risk and return potential. 

	Regulated by SEBI. 





	Equity Shares 

	Preference Shares 

	Debentures 

	Bonds 















	Global market. 

	High liquidity. 

	Continuous trading. 

	Electronic transactions. 

	Currency conversion mechanism. 



	Commercial Banks 

	Central Banks 

	Importers 

	Exporters 

	Multinational Corporations 

	Foreign Investors 



	Spot Transactions 

	Forward Contracts 

	Currency Futures 

	Currency Options 

	Currency Swaps 







	
	
	
	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	









































	
	
	
	

	
	

	
	

	
	






	Select suitable investments. 

	Construct investment portfolios. 

	Allocate resources efficiently. 

	Evaluate investment performance periodically. 










	Retirement planning. 

	Children's education. 

	Wealth creation. 

	Home purchase. 

	Business expansion. 










	Treasury Bills offer low risk and low returns. 

	Equity shares involve higher risk but may provide higher returns. 









	Fixed Deposits 

	Bonds 

	Debentures 

	Savings Accounts 

	Government Securities 









	Paid to shareholders. 

	Depends on company profitability. 

	Not guaranteed. 

	May be paid annually or periodically. 



























































































































	The financial system is a framework consisting of institutions, markets, instruments, and services. 

	It mobilizes savings and allocates resources efficiently. 

	Financial assets and instruments facilitate investment activities. 

	Financial intermediaries act as bridges between savers and borrowers. 

	Financial markets include money markets, capital markets, and foreign exchange markets. 

	The Indian financial system has undergone significant reforms since 1991. 

	A sound financial system promotes economic growth and development. 

	Challenges such as low financial literacy, NPAs, and cyber risks continue to exist. 
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