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1. MEANINGOFFINANCIALMARKET:- 

FinancialMarketisaplaceforcreationandexchangeoffinancialassets.Financialasse

tsareequityshares,preferenceshares,debentures,mutualfundsetc. 

 
2. PARTICIPANTSOFFINANCIALMARKETS:- 

i) Investors 

ii) Brokers 

iii) BusinessFirms 

iv) Banks 

v)FinancialInstitutions 

vi) InvestmentCompanies 

vii) MutualFundCompanies 

viii) InsuranceCompanies 

 
Thetwomajoralternativemechanismsthroughwhichallocationoffundscanbedonearebanksandfinancialmarkets. 

3. FUNCTIONSOFFINANCIALMARKETS:- 

 
i) MobilisationofSavingsandChannelingthemintotheMostProductiveUses:Financialmarkethelpsinmovementof

savingsfromhouseholdstoindustries.Itprovidesmoreopportunitiesofearningprofitsthroughinvestmentsinbankdeposits

,shares,debenturesetc. 

 
ii) FacilitatePriceDiscovery:Financialmarketsalsohelpsindeterminingthemarketvalueoffinancialassets.Theintera

ctinbetweeninvestorsandthebrokershelpsinpricediscoveryforfinancialassetssuchassharesanddeben-tures. 

 
iii) ProvideLiquidity toFinancialAssets:Financialmarketsprovideafacilityofconvertingsharesanddebentures 

intocashasandwhenrequiredbytheinvestors.Thus,financialmarketsprovideliquiditytofinancialassets.



 

iv) ReducetheCostofTransactions:Financialmarkethelpstheinvestorsinbuyingandsellingsharesanddeben-

turesatminimumcost.Financialassetscanbepurchasedandsoldatminimumbrokerageorcommissionwithoutwastingtim

eandefforts.Financialmarketsalsohelpthecompaniesinissuinglargenumberofsharesanddebentures. 

Sothecostandpertransactionwillbeveryless. 

 
3. CLASSIFICATIONOFFINANCIALMARKETS:- 

A. MoneyMarket:- 

 
1. Meaning:MoneyMarketisamarketforshort-

termfundswhichdealsinmonetaryassetswithamaturityperiodofupto1year. 

Monetoryassetsareshort-termdebtinstrumentswhicharehighlyliquidhavinginsignificantriskofchangeintheir 

values.Thesesecuritiesaretradedactivelyalmosteveryday. 

Moneymarketdoesnothaveanyfixedphysicallocationfortradingbutmoneymarkettransactiontakeplaceoverthetele

phonelinesandinternetnetworks. 

 
2. ParticipantsofMoneyMarket: 

i) ReserveBankofIndia. 

ii) CentralGovernment. 

iii) StateGovernments. 

iv) CommercialGovernments. 

v) Non-BankingFinanceCompanies. 

vi) MutualFundCompanies. 

vii) LargeCorporateHouses. 

 
3. InstrumentsofMoneyMarket: 

i)TreasuryBill. 

ii) CommercialPapers. 

iii) CallMoney. 

iv) CertificateofDeposit. 

v) CommercialBill(TradeBill) 

 
i)TreasuryBill:AtreasurybillisjustlikezerocouponbondissuedbyRBIonbehalfoftheGovernmentofIndia.Treasury

billsareavailableforaminimumamountofRs.25,000andinmultiplesthereofwithamaturityperiodof15 

daysto1year.Theyareissuedatadiscountedpricebutrepaidatparonmaturitydate. 

ii) Commercial Papers :Commercial papers are short term unsecured promissory notes issued by large size 

companies with a maturity period of 15 days to 1 year. It is also issued at discount and redeemable at par. It 

helps in providing short term fund for seasonal demand, working capital needs and for the purpose of bridge 

financing. 

iii) Call Money: The short term finance repayable on demand to meet temporary shortage in a commercial bank 

in cash reserve ratio(CRR). It is an inter banking transaction where finance is readily available on a telephone 

call. Call money is available for a period of  1 day to 15 days interest is charged even on hourly basis. 

iv) Certificate of Deposits: It is an unsecured short term negotiable instrument issued by commercial banks and 

financial institutions with a maturity period of 91 days to 1 year time. These are issued by the banks when the 

deposit growth is slowbut credit demand is high. 

v) Commercial bill( Trade Bill): A commercial bill is the bill of exchange issued as a short term negotiable 

self- liquidating instrument. It helps in credit sales and purchase of goods. It can be discounted by the bank. It 

can also be endorsed to a third party. 

B) Capital Market: 
Meaning: 

Capital market is a market for medium and long term loans through financial assets of debt and equity. 

Financial assets are those securities which are issued for acquiring medium term and long term finance such as 

shares, debentures, bonds etc. 



Participants of Capital Market: 

i) Individual investors 

ii) Institutional Investors 

    a) Financial Institutions 

   b) Insurance companies 

   c) Mutual Fund companies 

  d) Foreign Institutional Investors 

iii) Stock brokers (share Brokers) 

iv) Stock Exchanges 

Instruments of the Capital Market: 

i) Equity shares 

ii) Preference Shares 

iii) Debentures 

iv) Mutual Funds 

v) Bonds 

vi) Units 

vii) Public Deposits 

 

Types of Capital Market: 

1. Primary Market: The part of capital market which deals with new issue of securities (first hand securities). 

Thus, in a primary market a company issue shares to investors and collect capital. 

Primary market contributes directly in capital formation because company issue shares directly to the investors 

and collect medium term and long term finance for modernisation, expansion and diversification. 

Methods of Floatation in Primary Market: 

i) Public Issue through Prospectus: under this method company issues a prospectus to invite general public 

for subscription of shares. The potential investors apply for the shares and thus a company can collect medium 

and long term finance. 

ii) Offer for sale: Under this method, new securities are offered by the company to an intermediary in bulk at 

face value. Afterwards the intermediary will issue shares to general public at higher price to earn profit. Thus a 

company can save time in legal formalities and complexities of issue process. 

iii) Private Placement: Under this method, shares are issued by company in bulk to pre-identified persons at 

pre-determined price. In such a case a statement in lieu of prospectus is required to be filed at the company 

registrar office. Mostly, shares are issued to LIC or UTI or any other mutual fund company with a minimum 

lock-in period of one year. 

iv) Right Issue: When a company offers additional equity shares to existing shareholders before offering to 

outsiders. It is known as right issue of shares. It helps in avoiding dilution of control for the existing 

shareholders. Shares offered in the proportion of the number of shares already held by them. 

v) E- IPO’s : A company issuing shares through the online system of stock exchange to general public. 

Companies take the helps of registered brokers and also from the depository for receiving applications and 

online allotment of shares. The lead manager coordinates all the activities of e-IPOs. 

 

2. Secondary Market: 

Secondary market is the market for exchange of existing securities which means that it is the market for 

purchase and sale of second hand securities. It provides the facility of re-investment and disinvestment to the 

investors. Thesecondary market contributes indirectly in capital formation of a company by providing liquidity 

and marketability to its shares. 

 

Difference between Primary market and secondary market: 

 

Basis Primary Market 

(New Issue Market) 

Secondary Market 

(Stock Exchange) 

1. Type of Securities There is sale of 

securities by new 

companies or 

further(new issue of 

There is trading of 

existing shares only. 



securities by existing 

companies to investors) 

2. Involvement Securities are sold by 

the company to the 

investors directly. 

Ownership of existing 

securities is exchanged 

between investors. The 

company is not 

involved at all. 

3. Capital Formation The flow of funds is 

from savers to investors 

ie. The primary market 

directly promotes 

capital formation 

Enhances encashibility 

of shares ie.the 

secondary market 

indirectly promotes 

capital formation. 

4. Transactions Only buying of 

securities takes place in 

the primary market 

securities cannot be sold 

there. 

Both the buying and 

selling of securities can 

take place on the stock 

exchange. 

5. Determination Prices are determined 

by the management of 

the company. 

Prices are determined 

by demand and supply 

for the security. 

6. Location There isno fixed 

geographical location. 

Located at specific 

places. 

 

Stock Exchange: 

Stock Exchange is an institution which provides a platform for buying and selling of existing securities. 

Stock Exchange helps the companies indirectly for capital formation by providing marketability to its securities. 

It also helps the investors by providing liquidity and safety of their investments. 

 

Important terms: 

1. Demutualisation: The separation of ownership and controlling powers of brokers from their trading rights in 

the stock exchange is called demutualization. 

Demutualisation of stock exchange has increased the confidence of investors and reduce the chances of 

exploitation in stock market transactions. 

2. Dematerialization: Electronic book entry system of holding and transferring securities is known as 

dematerialization. 

Shares are not issued in material form but now they are issued in electronic form through DEMAT accounts 

opened by investors. It reduces the difficulty of shortage, exchange, duplicacy and delay in paper work. 

3. Broker: A broker is a registered member of stock Exchange. Normally, he buys and sells securities on behalf 

0of investors and earn commission income. 

4. Jobber: A jobber is a registered member of stock exchange. He buys and sells securities for himself and 

earns profits through interests, dividend and profit due to market fluctuation. 

5. Speculator: A speculator is a person who makes transaction for future date in a stock market. After careful 

study of the performance of the company, its past events and future plans, he also analyses the trend of the 

market and accordingly books the transaction for future dates.  

He does not intend to acquire  securities or give away the securities held by him but his intention is to make his 

profit due to price difference on  the decide future date. 

 

Types Of Speculators: 

 

i) Bull Speculator: The speculators who anticipate future price rise in the market value of securities are called 

bull speculators (Teziwalas). 

 

ii) Bear Speculator: The speculators who anticipate future fall in the market value of securities are called Bear 

Speculators. 



iii) Stag Speculators: The speculators who intend to subscribe the fresh issue of shares by filing the application 

forms. If the shares are allotted they anticipate profit by selling such shares in the share market. 

 

Functions of Stock Exchanges: 

 
i) Providing liquidity and marketability: The basic function of Stock Exchange is to provide a ready market 

for buying and selling securities. Thus it provides an opportunity to investors for disinvestments and 

reinvestments of existing securities. 

 

ii) Pricing of securities: Stock Market determines the market value of securities by considering the demand and 

supply of securities. It also consideres the performance of the company in its mechanism of valuation. Such a 

valuation is very useful for potential investors. 

iii) Safety of transaction: The transactions taking place at a stock exchange are regulated by Stock Exchange 

authorities and SEBI who ensure a fair dealing to the investors without any exploitations, Cheating or fraud. 

 

iv) Contributes to economic growth: Stock Market provides encouragement to the process of capital 

formation. Investors can channelise their savings into more productive use which ultimately results in economic 

growth of the entire nation. Stock Exchanges are also called ‘ barometers of economic growth of a country’. 

 

(v) Spreading Of Equity Cults: Stock exchanges play a very important role in encouraging 
vi) Providng Scope for speculation: Stock exchange provides scope for speculationwithin the legal boundaries. They allow 

speculation in securities in a restricted and controlled manner. Specualtion is necessary to maintain liquidity and price 

continuity in the share market. 

Trading Procedure(Online Trading on Stock Exchange): 

1. Selection of a Broker 

2. Placing order 

3. Execution of Transaction 

4. Settlement 

5. Opening DEMATaccount with the depository. 

Earlier, trading used to take place in the auction ring at the stock eexchange where broker use to purchase and sellthe shares 

in a noisy environment. That system was not haingtransperancy in share market transaction. 

Nowadays, the traditional system has been replaced by an online screen based electronic trading system in all the stock 

exchanges. The investors can purchase or sell escurities at the brokers office by observing the trading on the computer 

screen. Through dematerialization and demutualization, transperancy in the stock market transactions has built the 

confidence of investors in stock market transactions. 

1. Selection of a Broker:  The buying and selling of securities can be done only through a registered broker so the 

investors must select a broker who will buy or sell the securities on his behalf. A broker will charge commission for 

such transactions. 

2. Opening DEMAT  account with the depository:  Every investor must open DEMAT account with the help of depository 

participant (bank) for trading in stock exchange. Securities can be held by an investor in electronic form by 

depository. At present there are 2 depositories in India: 

a) National Securities depository limited(NSDL) 

b) Central Depository services Limited(CDSL) 

3. Placing the order :After opening a DEMAT account an investor can place the order personally through a phone call to 

the broker. The investor must specify the no. of shares, name of the company, the minimum and the maximum limit 

of the price. For ex: 500 equity shares of RIL @rs. 200 +_50 per share. 

4. Execution of Transaction: After getting the order from the investor the broker executes the order for buying and 

selling the securities. The broker prepares a contract note for the transaction and takes the signature of the 

investors. Such a process maintain transperancy in stock market transactions. 

5. Settlement: The process of exchange of securities with money through DEMAT account is called settlement. There 

can be two kind of settlements: 



a) On the stop Settlement: It means the exchange takes place immediately by following T+2 rolling settlement 

which means if the transaction has taken place on Monday the settlement must be done till Wednesday. 

b) Forward Settlement: When the settlement takes place on some future date is known as forward settlement.  

 

Securities and Exhange Board of India(SEBI):  

Meaning: SEBI is a regulatory body that governs the activities of participants in primary and secondary market in India. 

Participants Of Primary and Secondary Market are: 

i) Issuer: The companies who issue shares and debentures. 

ii)  Intermediary: These are brokers and joggers and also underwriters who help in buying and selling of securities. 

iii) Investors: Individuals, speculators and institutional investors such as banks, insurance companies, mutual fund 

companies, financial institutions and FIIs. 

Establishment of SEBI: 

It was established on 12
th

 April 1998 as an interim administrative body under the direct control of finance minister of 

Government of India. But till 1992 it worked as a watchdog. Without any authority to exercise strict control over the 

capital market in India. 

On January 30,1992 SEBI was given a legal status by passing SEBI Act, 1992 by the Indian Parliament. 

Need Of Establishment of SEBI: 

1. Self styled merchant Bankers. 

2. Unofficial Private Placement of Shares. 

3. Price Rigging 

4. Unofficial Premium charged by the companies. 

5. Violation of listing rules 

6. Delay in transfer of securities. 

Objectives Of SEBI: 

1. To regulate stock exchanges. 

2. To promote orderliness in function in function of security market. 

3. To protect the benefits of investors. 

4. To prevent fraudulent and malpractices in stock market transaction. 

5. To regulate and develop a code of coduct for intermediaries. 

Functions of SEBI: 

A. Regulatory Functions: 

1. Registration of brokers and sub brokers. 

2. Registration of collective investment scheme and mutual funds. 

3. Regulating stock brokers, underwriters, merchant bankers and portfolio exchange. 

4. Regulating takeovers and mergers of the companies. 

5. Inspection, enquiry and audit of stock exchanges. 

B. Protective Functions: 

1. Prohibits insider trading. 

2. Prohibits unfair trade practices such as manipulations, price rigging etc. 

3. Undertaking steps for the protection of investors. 

4. Promotion of fair practices and code of conduct in securities market. 

C. Development Functions: 

1. Training of intermediaries. 

2. Conducting research and publishing reports. 

3. By adopting flexible approach it allows progressive steps taken for development of capital market. 

 

 

 

 



 

 

 
 


