Indian financial system

There are people with surplus funds & deficit.

A financial system acts as an intermediary & facilities flow of funds from areas of surplus to areas of deficit

Financial system determines both cost & volume of credit

Functions performed by financial system are




 





 






Financial Market – Market in which financial assets are created or transferred.

Financial Asset – Claim to payment of sum of money some time in future.
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Call Money Market




 





Call Rates










CAPITAL MARKETS

Markets are of two types


    Capital market                     





Money Market

1. To Provide Resources                                                               1. To Provide Resources 

   needed by medium &                                                                      needed by medium & 

   large scale industries                                                                       large scale industries

   For investment Purposes.                                                                For working capital

                                                                                                           Needs.

2. Deals in Long term                                       

       2. Deals in short term 

    sources of funds. 





            sources of funds.

3. Maturity Period > 1 year




       3. Maturity Period > 1  










Year

        Capital Market


    Primary Market                     




Secondary Market

Creates Long term Instruments                                    Provides Liquidity & marketability 








  to these instruments.

Depth of the Secondary Market depends on activities of primary market.

Primary Market: - 

1.) Company raises capital through issue of securities ( Shares & Debentures ).

2.) Capital issues controlled by Capital Issue Control Act 1947 

3.) Pricing of Issue was determined by Controller of Capital Issue ( CCI )

SEBI: - (Securities Exchange Board of India)

CCI controls on issue of capital by the company have been substituted by transparent & simplified guidelines issued by SEBI under SEBI Act 1992.

Functions of SEBI:-


Promote fair Dealings               Provide Protection to                          Fair Practices by 





       the investors                                       intermediaries

By Issuers of Securities         Safeguards their Rights 

like brokers and 





And interest.



Merchant banks

It is the Place where funds 

Can be raised at low cost.      Which leads to steady 

flow of savings

Powers of SEBI:-



Types of issue




 







Secondary Market:- Segment of capital market where outstanding securities ( Securities already issued ) are traded. Secondary market imparts liquidity to long term securities held by them by providing an auction market for these securities.

Persons at stock exchange


Orders
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Financial Institutions










 




































































Policy





Risk





Payment





Liduidity





Savings Function	





Public Savings








Finds their way into hands of those in production through financial system.





Money in the form of deposits --- least risk.





Stock, bonds, debentures etc





Financial markets provide investor opportunity to liquidate the investments.





Methods of payment are 


1. Credit card system – only in urban


2. Cheque system – in urban as well as rural.





RBI tries to force interest rate down & increase in availability of credit at cheaper rates.





Health insurance , Property insurance Policies etc





Secondary 





Primary 





Capital Market





Money Market 





Transactions in short term instruments 





Eg. Bills of exchange





Transactions in long term instruments.





E.g. Govt Bonds, Debentures





Call money market 	





Treasury bills marked





Market for Commercial paper





Certificate of deposits





Very short term in nature.


Maturity period 1 to 15 days.


These Loans – Highly liquid as repayable on demand of lender





Notice Money 


Money lent exceeds 1 day but less than 15 days.





Call Money 


Money lent for 1 day in market.





Purpose 	





Location 





Participants





Call Rates  


See Down





Meet sudden demand for funds due to large payments





Only lenders like financial institutions





Who can borrow and lend in the market such as RBI, its intermediaries such as DFHI, STCI & Commercial Banks.





DFHI – Discount & Finance House of India.





STCI – Securities Trading Corporation of India limited





GIC – General Insurance Company





Meet CRR 





CRR – Cash Reserve Ratio





Fill temporary gaps 





As they lend out of deposits they mobilize





Earlier only few large banks were operating. Now market has expanded & scheduled & non scheduled commercial banks,


State, District & urban cooperative banks,


Financial institutions such as LIC, UTI & its subsidiaries such as IDBI, NABARD, ICICI, IFCI, SIDBI etc.





Located in commercial centers & big industrial centres.Such as BCDM- Bombay, Delhi, Calcutta, Madras





Meet Requirements of commercial bill market & banks.





Interest paid on call loan is known as Call Rates.


Rates vary from day to day, often hour to hour.


High Rate – Tightness of liquidity


Low Rate – Easy Liquidity Position








Over Extension of loans by banks in excess of their own resources make banks to depend on call market





Demand to meet CRR Requirements Cause great demand for call rates.





Rates go up in the 1st week to meet CRR & subside in 2nd week .till the CRR are met.





Bank invests funds in Govt securities/ units of UTI in order to maximize earnings.





No buyers in market





Liquidity crises or illiquidity increase call money rates.





With drawl of funds to meet business requirements & to pay advance tax lead to increase in call money rates

































































To compel public company to list its share in any SE.





To amend bye laws of SE.





To call upon SE or any member to provide relevant information.





Power to appoint any person to make inquiries.





To call for periodical return from stock exchange.	





Brought out Deals - BOD





Private Placement





Bonus issue





Rights Issue





Public Issue	





Direct sale by public ltd or private ltd to ltd number of sophisticated investors like UTI, LIC, GIC, State Finance Corporation & Pensions & insurance funds








Distribute profits to existing share holders by way of fully paid in lieu of dividend. Bonus issue shares are issued in the ratio of existing shares














Raising additional finance from existing members by offering securities on prorata basis.


Send a letter of offer & how it ill utilize such amount





Method of raising capital & involves raising of funds from public











Shares are offered to the sponsor / merchant banker, who in turn off loads the shares at the appropriate time.





BEAR





Seller in the market





He is optimist





He believes in selling at minimum of profits





BULL





Buyer in the market





He is Pessimist





He considers things have reached its Peak








Immediate or Cancel Order





Best Rate Order





Open Order





Stop loss Order





Limited discretionary Order





Limit Orders	





Order limited by fixed price. It may or may not include Brokerage.











No time / Price limit to execute an order





If Price falls below the limit then broker can sell it in order to stop further occurrence of losses.





To execute order at price which is approximate to price fixed by client.








Order shall get cancelled if not executed immediately.














To execute buy / sell order at best possible price.





SIDCS – State industrial Development corporations





IFCI – Industrial Finance Corporation of India





IDBI – Industrial development Bank of India	





SFC – State Finance Corporation





EXIM – the Export Import bank of India





IIBI – Industrial Investment bank of India





Establishment – 1964


Main Objective – Serving as Apex financial institution.


Subsidiary of RBI











Establishment – 1971


Main Objective – To finance reconstruction & rehabitation of sick & closed industrial units


First it came as into existence as IRCI











Establishment – 1948


Main Objective – Medium & long term Finance to Industrial concern


First Financial Institution











Establishment – 1982


Main Objective – Provide Long term finance to institutions engaged in trade finance.





Establishment – 1951


Main Objective – Provide finance to medium & small scale industries.





Main Objective – Facilitate rapid industrial growth in respective states.


















































Open Order





Limited discretionary Order








