Indian Financial System
            Introduction and Meaning
 Financial system is a set of complex and closely interlinked financial institutions, financial markets, financial instruments and services which facilitate the transfer of funds. Financial institutions mobilise funds from suppliers and provide these funds to those who demand them. Similarly, the financial markets are also required for movement of funds from savers to intermediaries and from intermediaries to investors. 
The following characteristics are of the financial systems in general:
1. It links the savers and investors.  It helps in mobilizing and allocating the savings efficiently and effectively.  It plays a crucial role in economic development through saving-investment process. This savings– investment process is called capital formation.
 2. It helps to monitor corporate performance.
 3. It provides a mechanism for managing uncertainty and controlling risk. 
4. It provides a mechanism for the transfer of resources across geographical boundaries. 
5. It offers portfolio adjustment facilities (provided by financial markets and financial intermediaries). 
6. It helps in lowering the transaction costs and increase returns.  This will motivate people to save more. 
7. It promotes the process of capital formation. 
8. It helps in promoting the process of financial deepening and broadening. Financial deepening means increasing financial assets as a percentage of GDP and financial broadening means building an increasing number and variety of participants and instruments. In short, a financial system contributes to the acceleration of economic development.  It contributes to growth through technical progress. 
The Indian financial system is a complex network of financial institutions, markets, instruments, and services that facilitate the flow of funds between savers and investors. It comprises of various entities such as banks, non-banking financial companies (NBFCs), insurance companies, stock exchanges, mutual funds, pension funds, and other financial intermediaries.

The Indian Financial System plays a crucial role in mobilizing savings, allocating capital, and facilitating economic growth and development in the country. It is made up of various components that work together to facilitate the flow of funds between savers and investors. The structure of the Indian financial system can be broadly divided into two parts: the organized sector and the unorganized sector.

The organized sector includes formal financial institutions such as banks, insurance companies, NBFCs, mutual funds, stock exchanges, and pension funds. These institutions are regulated by the Reserve Bank of India (RBI) and other regulatory bodies such as the Securities and Exchange Board of India (SEBI), the Insurance Regulatory and Development Authority of India (IRDAI), and the Pension Fund Regulatory and Development Authority (PFRDA).

The unorganized sector, on the other hand, includes informal financial intermediaries such as moneylenders, chit funds, and other unregulated entities that cater to the financial needs of the unbanked and underserved sections of society.

Broadly the organised sector may be classified into several sections :

1.	Banks:	Banks are financial institutions that accept deposits from customers and provide loans and other financial services. In India, banks can be classified into public sector banks, private sector banks, and foreign banks.
2.	Non-Banking Financial Companies (NBFCs)	:NBFCs are financial institutions that provide banking services without holding a banking license. They offer a wide range of financial services, such as loans, leasing, hire purchase, and investment advisory services.
3.	Insurance Companies	: Insurance companies offer a range of life and non-life insurance products, including health insurance, motor insurance, and property insurance. They are regulated by the Insurance Regulatory and Development Authority of India (IRDAI).
4.	Capital Markets: The capital markets in India comprise the stock exchanges, such as the Bombay Stock Exchange (BSE) and the National Stock Exchange (NSE), and other capital markets intermediaries such as brokers, depositories, and registrars. They provide a platform for companies to raise capital through the issuance of equity and debt instruments.
5.	Mutual Funds: Mutual funds are investment vehicles that pool money from various investors and invest in a diversified portfolio of stocks, bonds, and other securities. They are regulated by the Securities and Exchange Board of India (SEBI).
6.	Pension Funds: Pension funds in India offer retirement solutions to individuals and are regulated by the Pension Fund Regulatory and Development Authority of India (PFRDA)

Functions of the Indian Financial System

The Indian financial system has several functions that help to meet the financial needs of individuals and businesses. Here are some of the key functions of the Indian financial system:
Mobilization of Savings: The Indian financial system helps to mobilize savings from various sectors of the economy and channel them towards productive investments. This is achieved through various financial intermediaries such as banks, mutual funds, and insurance companies.
Allocation of Credit: The Indian financial system also plays a key role in allocating credit to different sectors of the economy. Banks and other financial institutions provide loans and credit facilities to businesses and individuals to help them meet their financial needs.
Payment System: The financial system provides a safe and efficient payment mechanism to facilitate transactions between different individuals and businesses. This is achieved through various payment systems such as NEFT, RTGS, and IMPS.
Risk Management: The financial system helps to manage risks associated with financial transactions. Financial intermediaries such as insurance companies provide risk management products such as life insurance, health insurance, and property insurance.
Price Discovery: The Indian financial system also helps in the discovery of prices of financial assets such as stocks, bonds, and commodities. This is achieved through various financial intermediaries such as stock exchanges and commodity exchanges.
Economic Development: The financial system plays a critical role in the economic development of the country. It provides financial resources for investment in infrastructure, industries, and other productive sectors of the economy.
Financial Inclusion: The Indian financial system also strives to promote financial inclusion by providing access to financial services to individuals and businesses in remote and underdeveloped areas of the country

Indian Financial System from financial neutrality to financial activism

Financial neutrality refers to a state where government does not take any financial decisions to support any particular policy or any particular industrial house. The taxation system is impartial no regressive system is followed which means neither the poor nor that rich are given any benefit.

 In case of investment the financial neutrality refers to the absence of bias towards a particular asset class for example all asset classes are given similar preferences there is no requirement to support a particular asset class. Hence equities and fixed income markets or the commodities are given equivalent importance and no special preference is given for investing in equities. The policy making of the government also shows neutrality which means the government gives equal emphasis to all sectors.

While this may sound very ideological, however it has its own limitations. Some sectors which had been traditionally been neglected, example in the agricultural sector pre independence era the farmers were poor and obviously were subject to exploitation by the village money lenders Now since the government was not paying more attention to the conditions of the farmers it was found The agricultural sector was not developing as it should have been. 

Similarly the industries were also not developing. The capitalist mindset was very strong in this type of thinking. Since government was not there to support the industry only those industries which had a good profit making capability were able to thrive in the economy. Remaining industries lagged behind. Companies which from the point of view of employment generation  and  developing the country’s infrastructure but did not have profit objective was not able to thrive. Similarly in the infrastructure sector since the gestation period is very high the profit could be made only after several number of years.

Post independence the Indian government had the mandate to develop the society and the country. The foremost development which was required was of the farmers and the small size industries. Our  constitution  was socialist in nature so profit was not the ultimate objective hence government led stress on development of agricultural finance and aiding the farmers in ways such as providing seeds training etc 

Similarly several industrial banks was set up to help the small industries reach their goal even though they were not be making profits in the past few years Huge infrastructure projects had to be undertaken so that the country developed. Such infrastructure projects required huge amount of investment and only government was in a position to bring in huge amount of investment This resulted in the growth of financial activism.  The government was found to be very active on that economic front and this has continued till today several industries where we need to focus on receives incentives and subsidies while others industries do not. 

Financial activism led to development of several industries and ultimately it was aimed for development of a balanced economy The mixed economy led to participation of private sector and the public sector in equal roles, however majority of the government schemes was directed at developing the agricultural and industries . Post 1991, after the economic liberalisation we saw the equity markets and the fixed income markets developing hugely. Stress was given on companies raising capital from these markets As a result government wanted huge amount of investments from the Indian citizens moving to the equity markets. As a result government gave incentives for investing in equity markets tax incentives were announced which led to the growth of the equity market till 2008.  

Indian financial system from financial volatility to financial stability

One of the prime importance of a developed financial system is the stability of the markets The markets should not be swayed by factors apart from demand and supply Market manipulations should be taken care of by the regulators and investors or traders including speculators should be getting a market where they may be able to invest their money in a rational manner.

 Volatility is the reaction of the markets to the uncertainty, more the uncertainty more is the volatility We observe that if the markets are small in volume and are controlled by few people then volatility resulting from  the uncertainty is huge Also if the regulators are not very active the chance of markets getting rigged are more As a result financial volatility leads ultimately to the genuine investors staying away from the market Under such circumstances it becomes difficult for the companies to raise finances In fact if the fixed income markets are also not properly controlled or there is a presence of volatility the government also will be finding it difficult to raise funds by issuing bonds in the fixed income markets hence the regulators were given the most important mandate of stabilising the markets 

The financial system should be stable so that even if there are uncertainties the system should not fluctuate too much the volatility should not be too much. The regulators namely Reserve Bank of India in case of debt markets and foreign exchange markets, SEBI in case of the capital markets has been taking ample precautions through their monitoring systems to ensure that the markets are functioning in a fair manner. 

Since the markets are functioning in a fair manner over the period of time the volume of the markets have increased Number of people taking part in the equity markets have increased. People are attracted to the equity market because of the stability and the returns rather than the tax incentives. In a phase manner tax incentive towards equity markets will be phased out. 

Similarly looking at the performance of the mutual fund companies the amount of - that is getting generated every month we can well understand that people are wishing to go for a balanced income- both stability and growth are required by the investors If the markets are stable the foreign institutional investors will be attracted and it will result in a virtuous cycle: more the foreign institutional investors are coming the markets will be pulled to higher levels and the domestic institutions will be gaining from that.
            Overview of development of the Indian Financial System
Post independence era (1947 to 1990)
Pre-Independence era, especially the period of 1857 to 1947, was a mixed bag for the re-birth of the modern “Indian Financial System”. In this era, the financial system was highly informal with elementary financial market structures. Financial intermediaries were taking some shape and capital flow for long-term financing was non-existent. 
After India gained independence in 1947 the economy was in a very poor condition The agricultural sector was hugely neglected the industries especially the small industries were equally neglected However the Indian government had a challenge in front of it to develop both agricultural and the industrial sector For that it needed to set up industries heavy industries were set up and  it required huge amount of capital The banks were till not privatised so government needed  large financial institutions which will be helping government setup source of capital into the public sector enterprises in the 1950s and 60s. 
This need for control resulted in the public ownership of financial institutions starting with the Reserve Bank of India (established: 1935 Nationalized: 1949). In the year 1956, the “Imperial Bank” became the “State Bank of India”. In this same year, political leadership nationalized 245 insurance companies and provident societies to create “Life Insurance Company” (LIC) of India. In the year 1969, they nationalized 14 banks, the year 1980 government nationalized 6 more banks. This era also witnessed the establishment of government-controlled new institutions, like “Unit Trust of India” (1964) which gave birth to the Mutual Fund industry in the country. Government controlled the insurance industry and the establishment of “General Insurance Corporation” (GIC) in the year 1972 . 
Development Finance Institutions (DFIs) like “Industrial Finance Corporation of India” (IFCI) in the year 1948 and State Finance Corporations at the state level. One of the most significant events in the development finance space was the establishment of “Industrial Credit and Investment Corporation Ltd.” (ICICI) as an initiative of “Government of India” (GOI) and the “World Bank”.
The above measures show that the government was trying to get a control over the economy through its different institutions namely banks NBFCS DFIS insurance companies etc One of the reason the the government was trying to get in control over the economy was because it wanted to control the credit flow it also wanted that institution should not be run solely with the profit motive but with the motive of upliftment of the society creating employment, food security, development of education, etc. Govt. was keen to develop capital formation processes.
However everything was not going properly ,  the government in its quest to raise capital had to borrow frequently from the market The only source of borrowing from the market was issuing bonds through a Reserve Bank of India Now when this borrowing was continuing fiscal responsibility was minimum This fiscal imbalance resulted in the economy going towards a debt trap Since government was too much active private sector was not encouraged and the private sector did not have the room to play There were too much of controls regarding exports and imports so foreign trade was hugely affected till 1990 the participation of private sector was very much limited owing to the dominance of the government.

Era of liberalisation (1990 onwards)
Indian Financial System hit with a wave of transformation after the BOP crisis of 1991 and consequent liberalization of the economy. Post-1991 Indian political leadership embraced the ideals of a liberal market economy.
It attracted private investors to some existing DFIs like IFCI and IDBI. RBI also played a key role in the facilitation of the NBFC sector and Fintech Space.
Several important institutions like National Stock Exchange Ltd. (NSE Est. 1992, started operations in 1994), Stock Holding Corporation of India, ICICI Securities and Finance Limited (Est 1995, started an electronic brokerage platform in 2000), came in to being. In the year 1992, NSE introduced screen-based trading. Another major disruptive change was the setting up of two depositors, namely National Securities Depository Limited (NSDL, Est. 1996), Central Depository Services Limited (CDSL, Est. 1999) with the enactment of The Depository Act, 1996. NSDL and CDSL have dematerialized almost all the traded shares.
Banking sector reforms were flagged off by the Narashimhan Committee returns in 1991 and 1998. Important steps were taken for liberalisation in the banking sector
1. Interest rates were deregulated 
2. Private banks were allowed to function in the banking sector along with the private sector banks
3. Income recognition was redefined. Income which was actually received by the banks was allowed to be accounted for any amount of income which was not received by the banks actually but were booked in the book of accounts of the bank were not allowed to be accounted for.
4. Asset classification was introduced as per  international norms.
5. Since the liberation also took place in imports and exports the licences and quotas were abolished the banks were free from ensuring that any import or export which was taking place had to be within the limits
6. Banks started finding out ways of earning income without giving loans they started finding out ways of NFNI income which means non fund non interest income example fees charges that were levied for one time. The private sector banks example ICICI bank HDFC bank Axis Bank and Kota Bank came up with several innovative ways of earning this NFNI income any account in which balance was not there the charges were very high as compared to the public sector banks.
7. Since giving loans to undeserving borrowers were getting abolished the banks became very sensitive to the credit rating of the forward loans were given to those borrowers from whom the money was more easily recoverable than to those borrowers from which money was not easily recoverable.
8. Interference of the government in the banking sector reduced as government had to manage huge amount of funds the banks were given the Liberty to raise funds as per as their balance sheets.
9. The private sector banks started recruiting talented manpower hence the banking sector was witnessing a surge in young people working in the banks as a result the service provided by the private sector banks were markly different from the service provided by the public sector banks.
10. Cross selling became very important banks where previously not selling insurance products and mutual funds however they started selling mutual funds and insurance products and earning income without providing any loans
11. Towards the end of the ticket foreign exchange regulations also to add change shera got replaced by FEMA this resulted in huge slows both in source and outsource of foreign exchange the banks had to gear up to handle such inflows reporting to Reserve Bank of India became very very important as it was the duty of the banks to ensure that FEMA was being complied with.
12. With the growth of mutual fund industry lot of private sector finance companies and public sector banks became interested to open mutual funds 1996 onwards there were regulations in the mutual fund in markets After 2000 when government wanted to popularise the equity investments earning from dividends declared to be tax free 
13. In the first decade of 21st century we found rbi was popularising the payment systems NPCI started handling and operating RTGS and NEFT transactions this brought a huge change in the way people were trading in the capital markets and banking slowly Internet banking became popular followed by mobile banking in all of these cases the transfer of money became fast transparent and trustworthy.
14. Government borrowing was made in a responsible fashion in 2003 FRBM act came into place whereby government which was borrowing at any point of time started inculcating a fiscal discipline and government borrowing was reduced this gave the private companies more space to participate in the money markets and debt markets.

Monitoring framework for financial conglomerates
The Reserve Bank of India defines a financial conglomerate(FC) as a cluster of companies belonging to a Group which has significant presence in at least two financial market segments out of banking business, insurancebusiness, Mutual Fund business and NBFC business (deposit taking and non-deposit taking).

Regulation and supervision of such large and diversified financial institutions assumes special significance considering the system wide damage that their failure could potentially cause. Fears of such damage lead to costly bank bail-outs by governments (eg 2008 sub prime crisis). When the US Government bailed out the AIG and not Lehman Brothers many questions were asked and debated on why this move; what kind of financial institutions are “too big to fail” or are systematically important for the financial system.
Financial Stability Board (FSB) undertook work in this area and defined a systemically important financial institution (SIFIs)as financial institutions whose distress or disorderly failure, because of theirsize, complexity and systemic interconnectedness, would cause significant disruption to the wider financial system and economic activity.
  With an important role played by financial conglomerates in the precipitation of the global crisis, the design of policy towards financial conglomerates has now been largely subsumed under that for systemically important financial institutions (SIFIs), referred commonly as “Too Big to Fail”
Financial Conglomerates that would be subjected to focused regulatory oversight; capturing intra-group transactions and exposures (which are not being captured now) amongst entities within the identified financial conglomerate and large exposures of the groups to other financial conglomerate as well as outside counterparties;identifying a designated entity within each financial conglomerate that would collate data in respect of all other group entities and furnish the same to its regulator (principal regulator for the group); and formalising a mechanism for inter-regulatory exchange of information.

Since India is a member of FSB, it is committed to pursuing the reforms agenda outlined by it in the area, among others, of regulation and effective supervision of financial conglomerates in the country. This is a “work in progress’ under the FSB umbrella.

The RBI set up an inter-regulatory Working Group in 2004 to propose a list of financial conglomerates based on set criteria and advise on a monitoring/reporting system for them. The Group submitted its report in June 2004. The basic building blocks of the new framework proposed by the Group included identifying Financial Conglomerates that would be subjected to focused regulatory oversight; capturing intra-group transactions and exposures (which are not being captured now) amongst entities within the identified financial conglomerate and large exposures of the groups to other financial conglomerate as well as outside counterparties, identifying a designated entity within each financial conglomerate that would collate data in respect of all other group entities and furnish the same to its regulator (principal regulator for the group); and formalising a mechanism for inter-regulatory exchange of information.
In March 2013, the financial sector regulators (Reserve Bank of India, Securities and Exchange Board of India, Insurance Regulatory and Development Authority and Pension Fund Regulatory and Development Authority)signed a Memorandum of Understanding (MoU) for co-operation in the field of consolidated supervision and monitoring of financial groups identified as financial conglomerates.
Since India is a member of FSB, it is committed to pursuing the reforms agenda outlined by it in the area, among others, of regulation and effective supervision of financial conglomerates in the country. This is a “work in progress’ under the FSB umbrella.

                 Structure of the Indian Financial System
Banking and Non Banking Financial Institutions
The definition of a financial institution typically describes an establishment that completes and facilitates monetary transactions, such as loans, mortgages, and deposits. Financial institutions are a place where consumers can effectively manage earnings and develop financial footing. Consumers can make an informed choice when choosing a bank to keep their money by knowing the core features of financial institutions.
The banking system in India, which evolved over several decades, is well established and has been serving the credit and banking needs of the economy. The banking ecosystem is providing impetus to economic growth and development of the country and catering to the specific and varied financial requirements of different customers and borrowers.
The major role of banks is to intermediate resources from the depositor to the lender for their mutual benefit while allocating them in an efficient manner, thereby contributing to economic growth through enhanced efficiency in usage of resources.
Presently, 137 scheduled commercial banks are providing banking services in India. In addition, co-operative banks and local area banks are also providing banking services in various segments in different locations of the country. For the purpose of lending to specific sectors/segments, around 9,516 Non-Banking Financial Companies and 5 All India Financial Institutions are also catering to the needs of the borrowers.
Over the years, the ease of access to banking services strengthened by ensuring every village has at least one banking outlet, branch or business correspondent within a 5-kilometre distance, which has enabled coverage of 99.97% of in habited mapped villages across the country.
Banks that are included in the Second Schedule of the Reserve Bank of India Act, 1934 are considered to be scheduled commercial banks. Other than public sector banks and regional rural banks, all other scheduled commercial banks are granted banking licenses by RBI under Banking Regulation Act, 1949. In addition, RBI also gives licenses to Co-operative Banks for providing banking services under Banking Regulation Act, 1949.
Within the banking sector, Foreign Direct Investment (FDI) in private sector banks is permitted up to 49% through automatic route, and beyond that up to 74% through government approval route. FDI in public sector banks is permitted up to 20% through government approval route.
[image: Banking Chart]
[image: ]
Scheduled Commercial Banks—
Scheduled Commercial banks includes public sector, private sector, foreign banks, Regional Rural Banks (RRB), Small Finance Banks and Payment Banks.
· Public Sector Banks are constituted under the State Bank of India Act, 1955 and Banking Companies (Acquisition and Transfer of Undertakings) Act, 1970/Banking Companies (Acquisition and Transfer of Undertakings) Act, 1980. Presently, there are 12 public sector banks.
· Foreign Banks is a bank that has its headquarters outside India but runs its offices as a private entity at any other locations in India. Such banks are under an obligation to operate under the regulations provided by the Reserve Bank of India as well as the rule prescribed by the parent organization located outside India.
· Private Sector Banks are banking companies licensed to operate under Banking Regulation Act, 1949.
· Regional Rural Banks (RRB) are the banks established under the Regional Rural Banks Act, 1976 with the aim of ensuring sufficient institutional credit for agriculture and other rural sectors. The area of operation of RRBs is limited to the area notified by the Central Government. RRBs are owned jointly by the Government of India, the State Government and Sponsor Banks.
· Small Finance Banks (SFB) licensed under Banking Regulation Act, 1949 and created with an objective of furthering financial inclusion by primarily undertaking basic banking activities to un-served and underserved sections including small business units, small and marginal farmers, micro and small enterprises and other underserved sections.
· Payment Banks are public limited companies licensed under Banking Regulation Act, 1949, with specific licensing conditions restricting its activities mainly to acceptance of demand deposits and provision of payments and remittance services.
Co-operative Banks—
Co-operative Banks means State Co-operative Banks, Central Co-operative Banks and Primary Co-operative Banks. Primary Co-operative Banks are also known as Urban Cooperative Banks and over the years, it has registered a significant growth in number, size and volume of business handled. State Cooperative Banks are the highest-level cooperative banks in each of the states. They raise funds and assist in their proper allocation among various sectors. Individual borrowers receive funds from state cooperative banks via central cooperative banks and primary credit societies.
Co-operative Banks are registered under State Co-operative Societies Act of the State concerned or the Multi State Cooperative Societies Act, 2002 and its banking business is licensed and regulated by Reserve Bank of India. These banks are the financial entities that belong to its members, who are also the owners as well as the customers of their bank. Cooperative banks primarily support the agricultural activities, some small-scale industries and self-employed workers.
In addition to Scheduled Commercial Banks and co-operative banks, All India Financial Institutions and Non- Banking Financial Companies also plays an important role in promoting inclusive growth in the country.
All India Financial Institutions —
Financial Institutions plays an important role in the Indian financial system as they provide medium to long term finance to different sectors of the economy. These institutions have been set up to meet the growing demands of particular sectors, such as export, import, rural, housing and small industries. These institutions have been playing a crucial role in channelizing credit to these sectors and addressing the challenges / issues faced by them.
Export-Import Banks of India, Small Industries Development Bank of India, National Bank for Agriculture and Rural Development, National Housing Bank and National Bank for Financing Infrastructure and Development, are operating as All India Financial Institutions in India.
Non-Banking Financial Companies (NBFCs)—
NBFCs is are playing an important role in sustaining consumption demand as well as capital formation in small and medium industrial segment of the country. The reach and last mile advantages of NBFCs have empowered them with agility and innovation with cutting edge technology in providing formal financial services to under banked and unserved sections of the society.
A Non-Banking Financial Company (NBFC) is a company registered under the Companies Act, 1956 engaged in the business of loans and advances, acquisition of shares/stocks/bonds/debentures/securities issued by Government or local authority, etc. and regulated by Reserve Bank of India.
NBFCs lend and make investments and hence their activities are akin to that of banks. However, there are a few differences as given below:
· NBFC cannot accept demand deposits;
· NBFCs do not form part of the payment and settlement system and cannot issue cheques drawn on themselves
· Deposit insurance facility of Deposit Insurance and Credit Guarantee Corporation is not available to depositors of NBFCs, unlike in case of banks. NBFCs are classified on the basis of asset/liability structures, systemic importance and the activities they undertake. However, with effect from 1.10.2022, regulatory structure for NBFCs comprises four layers based on their size, activity, and perceived riskiness.
Key Performance Parameters of Scheduled Commercial Banks (as on 31st March 2022)
(amount in ₹trillion)

	Parameter
	Amount

	Gross Loan & Advances 
	127.5

	Deposits
	171.7

	Capital to Risk Weighted Assets Ratio (%)
	16.7%

	Total Brick and Mortar Branches (number)
	1,51,460



Organised and Unorganised Financial Markets
Unorganised Financial Markets
The economy on one hand performs through organised sector and on other hand in rural areas there is continuance of unorganised, informal and indigenous sector. The unorganised money market mostly finances short-term financial needs of farmers and small businessmen. 
The main constituents of unorganised money market are:-
 1) Indigenous Bankers (IBs) Indigenous bankers are individuals or private firms who give loans and thereby operate as banks. IBs accept deposits as well as lend money. They mostly operate in urban areas, especially in western and southern regions of the country. The volume of their credit operations is however not known. Further, their lending operations are completely unsupervised and unregulated. Over the years, the significance of IBs has declined due to growing organised banking sector.
 2) Money Lenders (MLs) They are those whose primary business is money lending. Money lending in India is very popular both in urban and rural areas. Interest rates are generally high. Large amount of loans are given for unproductive purposes. The operations of money lenders are prompt, informal and flexible. The borrowers are mostly poor farmers, artisans, petty traders and manual workers. Over the years the role of money lenders has declined due to the growing importance of organised banking sector. 
3) Non - Banking Financial Companies (NBFCs) They consist of :-
 1. Chit Funds Chit funds are savings institutions. It has regular members who make periodic subscriptions to the fund. The beneficiary may be selected by drawing of lots. Chit fund is more popular in Kerala and Tamilnadu. RBI has no control over the lending activities of chit funds. 
2. Nidhis  Nidhis operate as a kind of mutual benefit for their members only. The loans are given to members at a reasonable rate of interest. Nidhis operate particularly in South India.
 3. Loan or Finance Companies Loan companies are found in all parts of the country. Their total capital consists of borrowings, deposits and owned funds. They give loans to retailers, wholesalers, artisans and self -employed persons. They offer a high rate of interest along with other incentives to attract deposits. They charge high rate of interest varying from 36% to 48% p.a. 4. Finance Brokers They are found in all major urban markets especially in cloth, grain and commodity markets. They act as middlemen between lenders and borrowers. They charge commission for their services.

The organized money market in India is not a single market but is a conglomeration of markets of various instruments.  Eg
  1. Call Money / Notice Money / Term Money Market Call Money, Notice Money and Term Money markets are sub-markets of the Indian Money Market. These refer to the markets for very short term funds. Call Money refers to the borrowing or lending of funds for 1 day. Notice Money refers to the borrowing and lending of funds for 2-14 days.  Term money refers to borrowing and lending of funds for a period of more than 14 days. 
 2. Treasury Bills (T – Bills) Treasury Bills are one of the safest money market instruments as Central Government issues them. They are zero-risk instruments, and hence returns are not that attractive. T-Bills are circulated by both primary as well as the secondary markets. They come with the maturities of 3-month, 6-month and 1-year. The Central Government issues T-Bills at a price less than their face value and the difference between the buy price and the maturity value is the interest earned by the buyer of the instrument.  T-bills are been bought by bidding process through auctions. At present, the Government of India issues three types of treasury bills through auctions namely, 91-day, 182-day and 364-day. 
 3. Commercial Bills Commercial Bills are issued by financial institutions. Commercial bills market is basically a market of instruments similar to Bills of Exchange. The participants of commercial bill market in India are banks and financial institutions but this market is not yet developed. 
4. Certificate of Deposits (CDs) Certificate of Deposit (CD) refers to a money market instruments, which is negotiable and equivalent to a promissory note. Certificate of Deposit is like a promissory note issued by a bank in form of a certificate entitling the bearer to receive interest. It is similar to bank term deposit account. The certificate bears the maturity date, fixed rate of interest and the value. These certificates are available in the tenure of 3 months to 5 years. The returns on certificate of deposits are higher than T-Bills because they carry higher level of risk.  
5. Commercial Papers (CP) Commercial Paper (CP) is yet another money market instrument in India, which was first introduced in 1990 to enable the highly rated corporates to diversify their resources for short terms fund requirements. Commercial Paper is the short terms unsecured promissory note issued by corporate and financial institutions at a discounted value on face value. They come with fixed maturity period ranging from 1 day to 270 days. These are issued for the purpose of financing of accounts receivables, inventories and meeting short terms liabilities. The return on commercial papers is higher as compared to T-Bills so as the risk as they are less secure in comparison to these bills. It is easy to find buyers for the firms with high credit ratings. These securities are actively traded in secondary market.
 6. Money Market Mutual Funds (MMMFs) Money Market Mutual Funds (MMMFs) were introduced by RBI in 1992 but since 2000, they are brought under the purview of the SEBI.  They provide additional short-term avenue to individual investors. 
7. The Repo / Reverse Repo Market Repurchase Agreements, which are also called as Repo or Reverse Repo, are short term loans that buyers and sellers agree upon for selling and repurchasing. Repo or Reverse Repo transactions can be done only between the parties approved by RBI and allowed only between RBI-approved securities such as state and central government securities, T-Bills, PSU bonds and corporate bonds.  They are usually used for overnight borrowing. Repurchase agreements are sold by sellers with a promise of purchasing them back at a given price and on a given date in future. On the flip side, the buyer will also purchase the securities and other instruments with a promise of selling them back to the seller. Concept of Repo Rate and Reverse Repo Rate Repo (Repurchase) Rate: Repo (repurchase agreement) was introduced in December 1992. Repo means selling a security under an agreement to repurchase it at a predetermined date and rate. Repo transactions are affected between banks and financial institutions and among bank themselves, RBI also undertake Repo.  Repo rate also known as Repurchase rate is the rate at which banks borrow funds from the RBI to meet short-term requirements. RBI charges some interest rate on the cash borrowed by banks. This interest rate is called repo rate. If the RBI wants to make it more expensive for the banks to borrow money, it increases the repo rate; similarly, if it wants to make it cheaper for banks to borrow money, it reduces the repo rate. Reverse Repo Rate:  In 1996, Reverse Repo was introduced.  Reverse Repo means buying a security on a spot basis with a commitment to resell on a forward basis. Reverse Repo transactions are affected with scheduled commercial banks and primary dealers. Reverse Repo rate is the rate at which Reserve Bank of India (RBI) borrows money from banks. This is the exact opposite of repo rate. RBI uses this tool when it feels there is too much money floating in the banking system. If the reverse repo rate is increased, it means the RBI will borrow money from the bank by offering lucrative rate of interest. Banks feel comfortable lending money to RBI since their money would be in safe hands and with a good interest.  It is also a tool, which can be used by the RBI to drain excess money out of the banking system. 
8.  Bankers Acceptance Bankers Acceptance is like a short term investment plan created by non-financial firm, backed by a guarantee from the bank. Its like a bill of exchange stating a buyers promise to pay to the seller a certain specified amount at a certain date. In addition, the bank guarantees that the buyer will pay the seller at a future date. Firm with strong credit rating can draw such bill. These securities come with the maturities between 30 and 180 days and the most common term for these instruments is 90 days. Companies use these negotiable time drafts to finance imports, exports and other trade.
 Call money market deals in short term finance repayable on demand, with a maturity period varying from one day to 14 days.  Commercial banks, both Indian and foreign, co-operative banks, Discount and Finance House of India Ltd.(DFHI), Securities Trading Corporation of India (STCI) participate as both lenders and borrowers and Life Insurance Corporation of India (LIC), Unit Trust of India(UTI), National Bank for Agriculture and Rural Development (NABARD)can participate only as lenders.
The interest rate paid on call money loans, known as the call rate, is highly volatile. It is the most sensitive section of the money market and the changes in the demand for and supply of call loans are promptly reflected in call rates.  There are now two call rates in India: the Interbank call rate and the lending rate of DFHI. The ceilings on the call rate and inter-bank term money rate were dropped, with effect from May 1, 1989. 

Financial assets/ Instruments

      1. Cash and its Equivalents
Cash and its equivalents include cash, money in the bank account, and cheques. These are short-term financial assets that can be easily converted into cash. Cash equivalents are financial assets that are highly liquid and generate income in the short term. Money market funds, marketable securities, etc., are highly liquid financial assets. Although cash has huge liquidity however it has an opportunity cost. If the cash is sparked in bank accounts it will not earn huge amount of interest so we lose the opportunity of earning interest if we are not converting into other assets however liquidity is very important for households during the pandemic we found people were having the money but they were not neither spending nor they were investing the main reason was because they wish to have enough liquidity because huge amount of uncertainty was there So we can conclude cash and its equivalents gain huge amount of parity when the uncertainty in the economy is large when the unemployment problem is large and when businesses do not perform to their potential.
2. Fixed Deposits
Fixed deposits are a sum of money maintained by a financial institution. It is a common way of preserving your financial assets safely and earning an interest. The percentage of interest may vary from one financial institution to another.  Free deposits were the most popular assets or instruments which were used by people banks had been making a huge inroads to the rural areas People were having a good opportunity to earn interest through the fixed deposits Thirty or forty years back the interest rates were also high and other assets were absent today fixed deposits are not a very attractive option as tax are imposed on its income and it is not having the means to beat inflation.
3. Equity Shares
When you invest in an equity share, it means that you own a part of the company that you have invested in. Equity shares are financial asset types that give you the right to vote, receive dividends, receive capital appreciation of your stocks, etc. By holding equity shares of a company, you are liable to bear the losses and profits of the company. Thus, these can be risky investments. Equities offer an opportunity to earn huge amount of returns through the dividends However the dividends are given only when profits are incurred. Companies can retain the profits or can distribute the profits So since the certainty of making the profits is not very high they certainty of earning through dividends is also low However the most popular avenue for investment in India today are direct investment into buying of shares.
4. Bonds or Debentures
Bonds or debentures are financial instruments issued by a company to raise funds as debt for short-term and long-term projects. The holders receive interest on the invested amount, and the principal amount is repaid on maturity. Unlike dividends paid on equity shares, the interest payment on debentures is mandatory even if the company suffers losses. In the case of the liquidation of the company, the debenture and bondholders get preference over preference and equity shareholders. 
5. Commodities
Commodities are an important asset class where investment may be made the popular commodities in which investment is made in India include gold and silver Similarly other commodities in which trading takes place are crude petroleum, metals, agricultural commodities. Commodities investment may be done through spot markets or through future markets Generally future markets are the more popular form of investment or assets futures are a form of derivatives also the commodity market size is more than the equity market or the debt markets it is oldest form of investment and gaining popularity after gold has been included in the form of electronic investment classes
6. Mutual Funds
In the case of mutual funds, money is collected from smaller investors and the collected money is invested in the financial markets, which include debt, equity, and commodity markets. The mutual fund investor receives some units according to the invested amount. These units are purchased and sold in the financial market on the basis of the market price. The ROI is the sum of the income generated on the original invested amount and the capital appreciation. A few charges may be deducted here, which differ for various fund houses. However, if the value of the units diminishes, the investor will incur losses. Thus, it is an investment plan under which you may earn profits and incur losses. 
7. Life Insurance 
Life insurance policies are also contracts under which the insurer accepts an insurance risk and agrees to compensate the insured if a specific event covered in the policy occurs. The value of an insurance contract is calculated based on the amount of risk it covers. Additionally, some life insurance policies pay the insured a specified amount on the maturity date. In such cases, life insurance policies act like financial assets when they mature. The policyholder received the maturity amount they can utilise for their financial requirements. 
8. Derivatives
These are a type of contracts that derive their value from the underlying assets that are used for speculation, hedging, etc. However, these are different from debentures in the sense that there is no repayment of the principal amount or accrual of investment income under this investment plan. Some of the common derivatives are futures, options, etc

Fund based Services
The banks basically accept deposits for the purpose of lending now while accepting deposits the banks provide an interest to the depositor and while lending they collect interest from the borrowers. In the form of a fund based services lending takes place and interest is related to the amount of fund deposited or lent In case of banks lending to borrowers there may be different type of objectives. So there are different type of loans which are given by the banks The loans have the tenure from 3 years to 25 years or now banks even provide housing loans upto 30 years also The personal loans are generally provided for a period of three years, car loans are generally given for a period of seven years and housing loans are given for a period ranging from 10 years to 30 years as per as the requirement of the borrower. 
The interest charged to the borrowers depend upon the category of the loan and also upon the creditworthiness of the borrower so housing loans have lesser rate of interest while personal loans attract higher rate of interest the banks also provide working capital finance, credit cards etc which do not have a fixed tenure of the loan. In case of loans the repayment is done through EMIs however in case of credit cards or working capital based financing the repayment is done as and when the due date comes or as an when the demand is raised by the bank. The credit cards attract the highest rate of interest the personal loans since they are unsecured in nature are also attracting a higher rate of interest. Fund based activity also includes activities like hire financing,  bill discounting etc which is provided to customers against security or are provided to the best customers of the bank The income generated by earning from the loans and the interest expenses given to the depositors the difference between the two provides the bank’s interest income.
The most Important risk that is associated with fund based activity of the banks is credit risk. Bank assess the borrowers and provide the funds however the repayment depends upon the economic conditions and the attitude of the borrowers In case the borrower is not able to repay the funds within the given time frame the bank loses the interest and also the principal Non payment of dues to the bank results in the borrowers getting termed as non performing assets. In India non performing assets or NPAs as they are popularly called has become a very negative part of the banking sector especially the public sector banks. In India the public sector banks are more involved in the fund based activities than the private sector banks.
NFNI (Non Fund Non Interest) sources

The banks mainly depend upon interest from loans as their main source of income for providing interest to depositors. However there is credit risk associated with the loans and the income will be coming at a future date. 
Since a credit risk is associated, the banks have to make a provision from their capital, which makes it expensive.
To bypass these problems, banks in addition to the interest income is trying to raise the profitability by supplementing revenue generation through NFNI sources, i.e where the bank doesnot have to deploy fund for generating revenue. 
NFNI sources are exemplified below:
1. Loan processing fee
2. Loan origination fee
3. Late payment charges,
4. Foreclosure charges
5. Over limit charges,
6. Credit card annual charges,
7. Cheque book issue charge
8. Demand draft issuage charges
9. Insufficient funds charges,
10. Service charges
11. Dishonor charges
12. Penalties
13. Bancassurance
14. Safe deposit locker charges
15. Pension commission, tax collection from government
16.  Custodian charges
17. Correspondent banking
18. Rental income from its premises
NFNI income is a risk free income, an incidental income ie generated when an incidence takes place, and is readily recoverable upfront. This adds to current profitability rather than future and helps in improving market price of shares. 
Since capital is not involved, this income route is preferred. In India private banks and foreign banks are focussed more on revenue generation through NFNI route than funded route.
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