


UNIT – 1 
INDIAN FINANCIAL SYSTEM



1.1 INTRODUCTION 

•FINANCIAL SYSTEM IS A SET OF INSTITUTIONAL
ARRANGEMENTS THROUGH WHICH FINANCIAL
SURPLUSES IN THE ECONOMY ARE MOBILIZED
FROM SURPLUS UNITS AND TRANSFERRED TO
DEFICIT SPENDERS.



1.2 STRUCTURE OF INDIAN FINANCIAL SYSTEM



THE BASIC STRUCTURE OF INDIAN FINANCIAL SYSTEM IS 
DIVIDED INTO FOUR COMPONENTS WHICH ARE: 

•1. FINANCIAL INSTITUTIONS

•2. FINANCIAL MARKETS

•3. FINANCIAL INSTRUMENTS

•4. FINANCIAL SERVICES



1.3 FINANCIAL INSTITUTIONS–REGULATORY, INTERMEDIARIES, 
NON- INTERMEDIARIES
• I. FINANCIAL INSTITUTIONS – REGULATORY

THE INDIAN FINANCIAL SYSTEM IS REGULATED BY FIVE MAJOR REGULATORY 
BODIES, THEY ARE:



1. RBI as an apex monetary institution:
Established in April, 1935 in Calcutta, the Reserve Bank of India (RBI) later moved to
Mumbai in 1937. After its nationalization in 1949, RBI is presently owned by the Govt. of
India. It has 19 regional offices, majorly in state capitals, and 9 sub-offices. It is the issuer
of the Indian Rupee. RBI regulates the banking and financial system of the country by
issuing broad guidelines and instructions.

Role of RBI
• Control money supply.
• Monitor key indicators like GDP and inflation.
• Maintain people’s confidence in the banking and financial system by providing tools

such as ‘Ombudsman’.
• Formulate monetary policies such as inflation control, bank credit and interest rate

control.



2. SEBI as a regulatory body for the securities market:
Securities Exchange Board of India (SEBI) was established in 1988 but got legal status in 
1992 to regulate the functions of securities market to keep a check on malpractices and 
protect the investors. Headquartered in Mumbai, SEBI has its regional offices in New 
Delhi, Kolkata, Chennai and Ahmedabad.

Role of SEBI
• Protect the interests of investors through proper education and guidance
• Regulate and control the business on stock exchanges and other security markets
• Stop fraud in capital market
• Audit the performance of stock market



3. Insurance Regulatory and Development Authority of
India (IRDAI)

IRDAI is an autonomous apex statutory body for regulating and
developing the insurance industry in India. It was established in 1999
through an act passed by the Indian Parliament. Headquartered in
Hyderabad, Telangana, IRDA regulates and promotes insurance
business in India.



4. Forward Market Commission of India (FMC)

Headquartered in Mumbai, FMC is a regulatory authority governed
by the Ministry of Finance, Govt. of India. It is a statutory body,
established in 1953 under the Forward Contracts (Regulation) Act,
1952. The commission allows commodity trading in 22 exchanges in
India. The FMC is now merged with SEBI.



5. Pension Fund Regulatory and Development
Authority (PFRDA)

Established in October 2003 by the Government of India, PFRDA
develops and regulates the pension sector in India. The National
Pension System (NPS) was launched in January 2004 with an aim to
provide retirement income to all the citizens. The objective of NPS is
to set up pension reforms and inculcate the habit of saving for
retirement amongst the citizens.



II. Financial Intermediaries

When it comes to financial intermediaries, there is a long list of those who
qualify. Often times, people may not even realize that they are interacting
with a middlemen who is just overseeing the transaction in question.
Nevertheless, without these entities, the investment markets would be
crippled and unable to operate.

A financial intermediary is an institution which connects the deficit and the
surplus. The best example of an intermediary can be a bank which
transforms the bank deposits to bank loans. The role of financial
intermediary is to channel funds from people who have extra inflow of
money i.e., the savers to those who do not have enough money to full fill
the needs or to carry out the basic activities i.e. the borrowers.



Functions of Financial Intermediaries 
Functions of Financial Intermediary are basically classified in three 
parts which are as follows: 

1. Maturity transformation – Deals with the conversion of short-
term liabilities to long term assets. 

2. Risk transformation – Conversion of risky investments into 
relatively risk-free ones.

3. Convenience denomination – Way of making the unmatched 
matching which is matching small deposits with large loans and 
large deposits with small loans. 



1. Commercial Banks:

A commercial bank is a kind of financial institution which carries all the
operations related to deposit and withdrawal of money for the general
public, providing loans for investment, etc. These banks are profit-
making institutions and do business only to make a profit.

The two primary characteristics of a commercial bank are lending and
borrowing. The bank receives the deposits and gives money to various
projects to earn interest (profit). The rate of interest that a bank offers to
the depositors are known as the borrowing rate, while the rate at which
banks lends the money is called the lending rate.





Types of Commercial Banks:



2. Cooperative Banks: 

• The cooperative banking structure is the oldest segment of the Indian
banking system.
• Cooperative Bank is the district feature of the co-operative credit
structure in the Indian banking system
• Cooperative banks CATER to the financial needs of agriculture, retail
tree, small industries, self-employed, urban, semi-urban, rural areas.

Cooperative Banks fall under the Cooperative Societies Act which is
regulated by the RBI and are governed by the Banking Regulations Act 1949
and Banking Laws (Cooperative Societies) Act, 1965. It is originated in India
with the enactment of the Co-operative Credit Societies Act of 1904. The
Anyoya Cooperative Bank was the first Co-operative Bank in Asia.





Objectives of Cooperative banks:
1. Engage in rural financing and micro-financing.
2. To remove the dominance of the common man by the middleman
and money lenders.
3. Ensure credit services to farmers at the low rate of interest
providing the socioeconomic condition to the people
4. Provide financial support for the needy people and farmers in the
rural areas.
5. Provides personal financial services for those engaged in small-
scale industries and self-employment driven activities for people in
both rural and urban areas.



Functions of Cooperative Banks in India:

1. They function with the rule of “one member, one vote” and function on “no profit, no
loss” basis.
2. It performs all the main banking functions of deposit mobilization, the supply of credit
and provision of remittance facilities.
3. It provides financial assistance to the people with small means to protect them from
the debt trap of the moneylenders.
4. It is engaged in tasks of production, processing, marketing, distribution, servicing and         
banking in India.
5. It supervises and guides affiliated societies.
6. Mobilization of funds from their members.
7. Advance loans to the members.
8. Rural financing for farming, cattle, milk, hatchery, personal finance, etc.
9. Urban financing for Self – employment, Industries Small scale units, Home finance,
Consumer finance, Personal finance.



III.Non- Intermediaries 

Non- Banking Financial Markets.

A non-banking financial institution (NBFI) or non-bank financial
company (NBFC) is a financial institution that does not have a full
banking license or is not supervised by a national or international
banking regulatory agency. NBFI facilitate bank-related financial
services, such as investment, risk pooling, contractual savings, and
market brokering. Examples of these include insurance firms, pawn
shops, cashier's check issuers, check cashing locations, payday
lending, currency exchanges, and microloan organizations.



1.4 Financial Markets

Financial Market is a mechanism that allows people to indulge
themselves in the buying and selling i.e. trade of financial securities
(for example stocks and bonds), commodities (for example precious
metals) at prices that reflect the market’s effectiveness.



Various Types of financial market: 



1.5 Financial Instruments

Financial Instrument is a trade-able asset which can be in terms of
cash, agreement, evidence of an ownership in an entity; or a
contractual right which has the right to deliver cash or any kind of
asset.



The types of financial instrument used worldwide are in the form
deposits, stock, and debt.

1. Deposits – Deposit in a layman’s term, means to save or to keep safely. Deposits can
be made either with banking or non-banking firm.
2. Stock – Stocks represents the ownership of the issuing company. It is a form of
corporate equity ownership where in the total stock of the company is divided into
shares and the individuals has the provision to trade the shares in the exchange.
3. Debts – Unlike the stocks, financial assets which are in the form of debts create an
obligation on the borrower of the fund to repay the amount borrowed. The debt
instrument, thus in a sense, is a contract entered into by the borrower and the lender
which specifies the amount of fund borrowed, period of borrow, the rate of interest that
will be charged and the repayment methods.



1.6 Financial Services
As the name suggests financial services are the services provided by the Financial
Institutions. These services generally include the banking services, Foreign exchange
services, investment services, insurance services and few others.

Following is a very brief description of the services
1. Banking Services – Includes all the operations provided by the banks including to
the simple deposit and withdrawal of money to the issue of loans, credit cards etc.
2. Foreign Exchange services – this includes the currency exchange, foreign
exchange banking or the wire transfer.
3. Investment Services – It generally includes the asset management, hedge fund
management and the custody services
4. Insurance Services – It deals with the selling of insurance policies, brokerages,
insurance underwriting or the reinsurance
5. Some of the other services include the advisory services, venture capital, angel
investment etc.



1.7 Indicators of Financial Development

a) Finance Ratio (FR)
b) Financial Inter-relation Ratio (FIR)
c) New Issue Ratio (NIR)
d) Intermediation Ratio (IR)
e) The Ratio of Money to National Income
f) The proportion of current account deficit which is financial by market 
related flows
g) Developed Financial Sector is fully integrated
h) Transaction Cost and Information Cost



i) Predominance of Private Banking
j) Good Management
k) Developed Financial Structure
l) Openness of the Economy
m) Effective and Quick Enforcement
n) Well-Developed Secondary Markets
o) Indirect Techniques of Monetary Policy





UNIT – 2
INDIAN MONEY MARKET



INTRODUCTION

Money market refers to the market where money and highly liquid
marketable securities are bought and sold having a maturity period of
one or less than one year. It is not a place like the stock market but an
activity conducted by telephone. The money market constitutes a very
important segment of the Indian financial system.

The highly liquid marketable securities are also called as ‘ money
market instruments’ like treasury bills, government securities,
commercial paper, certificates of deposit, call money, repurchase
agreements etc.



CONTENTS

 What is Money Market?
 Features of Money Market
 Objectives of Money Market
 Importance of Money Market
 Composition of Money Market
 Instruments of Money Market
 Structure of Indian Money Market
 Disadvantage of Money Market



Continued…….

 Characteristic features of a developed money Market
 Recent development in Money Market
 Summary



1! What is Money Market?

As per RBI definitions “ A market for short terms financial assets that
are close substitute for money, facilitates the exchange of money in
primary and secondary market”.

 The money market is a mechanism that deals with the lending and
borrowing of short term funds (less than one year).
 A segment of the financial market in which financial instruments
with high liquidity and very short maturities are traded.



Continued…….

 It doesn’t actually deal in cash or money but deals with
substitute of cash like trade bills, promissory notes & govt papers
which can converted into cash without any loss at low transaction
cost.
 It includes all individual, institution and intermediaries.



2 ! Features of Money Market

 It is a market purely for short-terms funds or financial assets
called near money.
 It deals with financial assets having a maturity period less than
one year only.
 In Money Market transaction can not take place formal like
stock exchange, only through oral communication, relevant
document and written communication transaction can be done.



Continued……..

 Transaction have to be conducted without the help of brokers.
 It is not a single homogeneous market, it comprises of several
submarket like call money market, acceptance & bill market.
 The component of Money Market are the commercial banks,
acceptance houses & NBFC (Non-banking financial companies).



3! Objective of Money Market

 To provide a parking place to employ short term surplus funds.
 To provide room for overcoming short term deficits.
 To enable the central bank to influence and regulate liquidity in
the economy through its intervention in this market.
 To provide a reasonable access to users of short term funds to
meet their requirement quickly, adequately at reasonable cost.



4 ! Importance of Money Market

o Development of trade & industry.
o Development of capital market.
o Smooth functioning of commercial banks.
o Effective central bank control.
o Formulation of suitable monetary policy.
o Source of finance to government.



5 ! Composition of Money Market

Money Market consists of a number of submarkets which collectively 
constitute the money market. 

They are:
 Call Money Market
 Commercial bills market or discount market
 Acceptance market
 Treasury bill market



6 ! Instruments of Money Market

A variety of instrument are available in a developed money market. 
In India till 1986, only a few instrument were available.

They were:
• Treasury bills
• Money at call and short notice in the call loan market.
• Commercial bills, promissory notes in the bill market.



New instrument

Now, in addition to the above the following new instrument are 
available:
 Commercial papers.
 Certificate of deposit.
 Inter-bank participation certificates.
 Repo instrument
 Banker's Acceptance
 Repurchase agreement
 Money Market mutual fund



Treasury Bills (T-Bills)

 (T-bills) are the most marketable money market security.
 They are issued with three-month, six-month and one-year
maturities.
 T-bills are purchased for a price that is less than their par (face)
value; when they mature, the government pays the holder the full
par value.
 T-Bills are so popular among money market instruments because
of affordability to the individual investors.



Certificate of deposit (CD)

 A CD is a time deposit with a bank.
 Like most time deposit, funds can not withdrawn before maturity
without paying a penalty.
 CD’s have specific maturity date, interest rate and it can be issued
in any denomination.
 The main advantage of CD is their safety.
 Anyone can earn more than a saving account interest.



Commercial paper (CP)

 CP is a short term unsecured loan issued by a corporation typically
financing day to day operation.
 CP is very safe investment because the financial situation of a
company can easily be predicted over a few months.
 Only company with high credit rating issues CP’s.



Repurchase agreement (Repos)

 Repo is a form of overnight borrowing and is used by those who
deal in government securities.
 They are usually very short term repurchases agreement, from
overnight to 30 days of more.
 The short term maturity and government backing usually mean
that Repos provide lenders with extremely low risk.
 Repos are safe collateral for loans.



Banker's Acceptance

 A banker’s acceptance (BA) is a short-term credit investment
created by a non-financial firm.
 BA’s are guaranteed by a bank to make payment.
 Acceptances are traded at discounts from face value in the
secondary market.
 BA acts as a negotiable time draft for financing imports, exports or
other transactions in goods.
 This is especially useful when the credit worthiness of a foreign
trade partner is unknown.



7 ! Structure of Indian Money Market



8 ! Disadvantages of Money Market

 Purchasing power of your money goes down, in case of up in 
inflation.
 Absence of integration.
 Absence of Bill market.
 No contact with foreign Money markets.
 Limited instruments.
 Limited secondary market.
 Limited participants.



9 ! Characteristic features of a developed money 
Market?

 Highly organised banking system
 Presence of central bank
 Availability of proper credit instrument
 Existence of sub-market
 Ample resources
 Existence of secondary market
 Demand and supply of fund



10 ! Recent development in Money Market

 Integration of unorganised sector with the organised sector
 Widening of call Money market
 Introduction of innovative instrument
 Offering of Market rates of interest
 Promotion of bill culture
 Entry of Money market mutual funds
 Setting up of credit rating agencies
 Adoption of suitable monetary policy
 Establishment of DFHI
 Setting up of security trading corporation of India ltd. (STCI)



11 ! Summary

 The money market specializes in debt securities that mature in less
than one year.
 Money market securities are very liquid, and are considered very
safe. As a result, they offer a lower return than other securities.
 The easiest way for individuals to gain access to the money market
is through a money market mutual fund.
 T-bills are short-term government securities that mature in one year
or less from their issue date.
 T-bills are considered to be one of the safest investments.



Continued…….

 A certificate of deposit (CD) is a time deposit with a bank.
 Annual percentage yield (APY) takes into account compound interest, 
annual percentage rate (APR) does not.
 CDs are safe, but the returns aren't great, and your money is tied up 
for the length of the CD.
 Commercial paper is an unsecured, short-term loan issued by a 
corporation. Returns are higher than T-bills because of the higher 
default risk.
 Banker’s acceptance (BA) are negotiable time draft for financing 
transactions in goods.
 Repurchase agreement (repos) are a form of overnight borrowing 
backed by government securities.



UNIT – 3
INDIAN CAPITAL MARKET



3.1 Introduction

Capital market is the market for medium and long-term funds. It
refers to all the facilities and the institutional arrangements for
borrowing and lending term funds (medium-term and long-term
funds). The demand for long-term funds comes mainly from industry,
trade, agriculture and government.

The central and state governments invest not only on economic
overheads such as transport, irrigation, and power supply but also a
basic and consumer goods industry and hence require large sums
from capital market. The supply of funds comes largely from
individual savers, corporate savings, banks, insurance companies,
specialized financial institutions and government.



CAPITAL MARKET



Meaning:

Capital market is a market where buyers and sellers engage in
trade of financial securities like bonds, stocks, etc. The
buying/selling is undertaken by participants such as individuals
and institutions.



Definition:

According to Arun K. Datta, the capital market may be defined as
“The capital market is a complex of institutions investment and
practices with established links between the demand for and supply
of different types of capital gains”.

According to F. Livingston defined the capital market as “In a
developing economy, it is the business of the capital market to
facilitate the main stream of command over capital to the point of the
highest yield. By doing so it enables control over resources to pass
into hands of those who can employ them most effectively thereby
increasing productive capacity and spelling the national dividend”.





Functions of Capital Market:

• It acts in linking investors and savers 
• Facilitates the movement of capital to be used more profitability and 
productively to boost the national income 
• Boosts economic growth 
• Mobilization of savings to finance long term investment 
• Facilitates trading of securities 
• Minimization of transaction and information cost 



• Encourages a massive range of ownership of productive assets 
• Quick valuations of financial instruments 
• Through derivative trading, it offers insurance against market or 
price threats 
• Facilitates transaction settlement 
• Improvement in the effectiveness of capital allocation 
• Continuous availability of funds 

Continue....



Significance of Capital Market in economic 
development. 

1. Mobilization of Savings
2. Channelization of Funds into Investments
3. Industrial Development
4. Modernization and Rehabilitation of Industries
5. Technical Assistance
6. Encourage Investors to invest in Industrial Securities
7. Reliable Guide to Performance



Deficiencies in The Indian Capital Market



Participants of Capital Market

1 Bombay Stock Exchange

Bombay Stock Exchange is the oldest
stock exchange in India as well as Asia. It
is an integral component of the “$1
trillion” club, having the 11th largest
market capitalisation value at $2.2 trillion.
BSE stock exchange was founded by
Premchand Roychand in 1875 and is
currently managed by Sethurathnam Ravi,
serving as the chairman.



2 National Stock Exchange (NSE)

The National Stock Exchange of India Ltd. (NSE) is
an Indian stock exchange located at Mumbai,
Maharashtra, India. National Stock Exchange
(NSE) was established in 1992 as a demutualized
electronic exchange. It was promoted by leading
financial institutions on request of the
Government of India. It is India’s largest
exchange by turnover. In 1994, it launched
electronic screen-based trading. Thereafter, it
went on to launch index futures and internet
trading in 2000, which were the first of its kind in
the country. Mr. Vikram Limaye is the MD and
CEO of NSE.



3 Over the Counter Exchange of India 
(OTCEI)

The OTC Exchange Of India was founded in 1990 under 
the Companies Act 1956 and was recognized by the 
Securities Contracts Regulation Act, 1956 as a stock 
exchange. The OTCEI is no longer a functional exchange as 
the same has been de-recognised by SEBI vide its order 
dated 31 Mar 2015.

It is India's first exchange for small companies, as well as the 
first screen-based nationwide stock exchange in India. 
OTCEI was set up to access high-technology enterprising 
promoters in raising finance for new product development in 
a cost-effective manner and to provide a transparent and 
efficient trading system to investors. 



Types of Capital Market



1. Primary Market

It is that market in which shares,  debentures and other securities  
are sold for the first time for  collecting long-term capital.

This market is concerned with  new issues. Therefore, the  primary 
market is also called NEW  ISSUE MARKET.



2. Secondary Market:

It is the market where the trading of the securities actually takes
place, thus it is also referred to as the stock market.

Here the buying and selling of securities take place, the existing
investors sell the securities and new investors by the securities.



Instruments of Indian Capital Market

(1) Pure Instruments: Equity shares, preference shares, debentures and bonds which
are issued with the basic characteristics without mixing the features of other instruments
are called pure instrument.

(2) Hybrid Instruments: Instruments which are created by combining the features of
equity, preference, bond are called as hybrid instruments. Example: Hybrid instruments
are: -
Convertible preference shares
- Non-convertible debentures with equity warrant
- Partly convertible debentures
- Secured premium notes

(3) Derivative Instrument: A derivative instrument is a financial instrument which
derives its value from the value of some other financial instrument or variable.
Example: Futures and Options belong to the categories of derivatives.





SIMILALARITES OF MONEY MARKET AND CAPITAL 
MARKET

• Complementary: The Money Market and the Capital Market are complementary to
each other and are not competitive. The difference between two is only of degree
rather than of kind.

• Same Institutions: Certain institutions operate in money as well as capital markets.
For example, commercial banks operate in money market as well as in Capital Market.

• Interdependence: Money Market and Capital Market are interdependent. The
activities and policies of one market have their impact on those of the other.



DIFFERECES BETWEEN MONEY MARKET AND
CAPITAL MARKET

1. Maturity Period
2. Credit Instruments
3. Institutions
4. Risk
5. Market Regulation
6. Relation with Central Bank



RECENT TRENDS IN THE CAPITAL MARKET

1. Growth of Capital Market
2. New Financial Instruments
3. New Specialized Financial Institution
4. Financial Services
5. Regulation of Capital Market





UNIT – 4
FOREIGN EXCHANGE MARKET



Meaning of Foreign Exchange

Foreign exchange, or forex, is the conversion of one country's
currency into another. In a free economy, a country's currency is
valued according to the laws of supply and demand. In other words, a
currency's value can be pegged to another country's currency, such
as the U.S. dollar, or even to a basket of currencies. A country's
currency value may also be set by the country's government.

However, many countries float their currencies freely against those of
other countries, which keeps them in constant fluctuation.



Definition of Foreign Exchange

According to section 2(b) of the Foreign Exchange Regulation Act,
1973,“foreign exchange” means foreign currency and includes—

(i) all deposits, credits and balances payable in any foreign currency
and any drafts, traveller’s cheques, letters of credit and bills of
exchange, expressed or drawn in Indian currency but payable in
any foreign currency;

(ii) any instrument payable, at the option of the drawee or holder
thereof or any other party thereto, either in Indian currency or in
foreign currency or partly in one and partly in the other.



Need for Foreign Exchange

1. Trade Requirements
2. Requirements of other Transactions
3. Capital Transactions
4. Credit Transactions
5. Remittances
6. Third Country Currencies



Foreign Exchange Market: Meaning

The foreign exchange market (also known as forex, FX or the
currency market) is an over-the-counter (OTC) global marketplace
that determines the exchange rate for currencies around the world.
Participants are able to buy, sell, exchange and speculate on
currencies.

Foreign exchange markets are made up of banks, forex dealers,
commercial companies, central banks, investment management
firms, hedge funds, retail forex dealers and investors.





Structure of Foreign Exchange Market



Participants in the Foreign Exchange Market



Operation of the Foreign Exchange Market

Foreign exchange market operates either as:-

1. Spot Market: (Current Market)
Spot market for foreign exchange is that market which handles only
spot transaction or current transactions.

Principle characteristics:-
 Spot Market is of daily nature. It does not trade in future deliveries.
 Spot rate of exchange is that rate which happens to prevail at the
time when transactions are incurred.



2. Forward Market:
Forward Market for foreign exchange is that market which handles
such transaction of foreign exchange as are meant for future
delivery.

Principles Characteristics:-
 It only caters to forward transaction.
 It determines forward exchange rate at which forward transaction
are to be honoured. 



Exchange Rate

►Fixed Exchange Rate System
Fixed rates provide greater certainty for exporters and
importers.

►Flexible Exchange Rate System
Flexible exchange rate or floating exchange rates change freely
and are determined by trading in the forex market.



Exchange rate fluctuations

A reliable forecast or future
spot rate is called study of
empirical patterns of exchange
rate fluctuation. It provides
essential information for an
exchange rate exposure.



Foreign Exchange Rates & Quotations

• A foreign exchange rate is the price of one currency expressed in terms 
of other currency.
• Spot Exchange Rate = applies when the transaction is completed at the 
same time the price is agreed on (delivery is usually within two days)
• Forward Exchange Rate = Price of foreign exchange to be delivered at 
some future time, e.g., in 30 days, 60 days, …
• A foreign exchange quotation is a statement of willingness to buy or sell 
at an announced rate.
• Professional dealers and brokers may state foreign exchange quotations 
in one of two ways: 1) the foreign currency price of one $, or 2) the $ price 
of one unit of foreign currency.



RATE QUOTATION CONVENTIONS IN-DIRECT 
QUOTATION:

“Price of one Unit of Foreign Currency in terms
of Domestic Currency”
e.g. USD/INR = 48.50/60

Buy One USD at 48.50
Sell One USD at 48.60
Spread                 00.10
In the international market, almost all currencies are quoted 
indirectly.



RATE QUOTATION CONVENTIONS DIRECT QUOTATION:

“Price of one Unit of Domestic Currency in terms of Foreign Currency”
e.g. EURO= 1.2805/12
Buy One Euro at 1.2805
Sell One Euro at 1.2812
Spread                  0.0007

Five Currencies are quoted in Direct Terms
1) Pound Sterling
2) Euro
3) Australian Dollar
4) New Zealand Dollar
5) Irish Punt



Methods of Foreign Exchange Control

The various methods of exchange control may broadly be classified 
into two types, direct and indirect. Direct methods of exchange control 
include those devices which are adopted by governments to have an 
effective control over the exchange rate, while indirect methods are 
designed to regulate international movements of goods.
There are many ways to introduce exchange control in an economy.

These are usually classified into two groups:
(i) Direct Exchange Control and
(ii) Indirect Exchange Control.



Types of Exposure:



Role of RBI in controlling Foreign Exchange Market

• To manage the exchange rate mechanism.
• Regulate inter-bank forex transactions and monitor the foreign 

exchange risk of the banks.
• Keep the exchange rate stable.
• Manage and maintain country's foreign exchange reserves.
• RBI has imposed foreign exchange exposure limits on banks (FE

12 of 1999).
• The limits are tied with the Paid up capital of the bank.
• Previously banks had NOP limit, which was based on foreign 

exchange volume handled by the bank.



UNIT – 5
NBFIS (NON - BANKING FINANCIAL 
INSTITUTIONS)



Meaning of NBFIs

"The Non-Banking Financial Intermediaries (NBFIs) are just
intermediaries or middlemen transferring funds from ultimate
lenders to ultimate borrowers. The financial intermediaries
obtain funds by issuing to the public their own liabilities such as
saving deposits and loan shares and then use this money to buy
financial assets namely stocks, bonds and mortgages for
themselves. In this way the financial intermediaries intermediate
between original savers and final borrowers".



Definition of NBFIs

According to Reserve Bank Act "Non-Banking Finance Company"
(NBFC) means:
1) A financial institution which is a company,
2) A non-banking institution is a company which has as its principal
business of receiving of deposits and advancing loans,
3) Such other non-banking institution or class of such institutions as
the bank may with the previous approval of the central government
specify.



Types of NBFIs



Distinguish between Banks and NBFIs/NBFCs

(A) Similarities between Commercial Banks and NBFIs:
1. Like NBFIs, commercial banks acquire the primary securities of borrowers, loans and deposits,
and in turn, they provide their own indirect securities and demand deposits to the lenders.
Commercial banks resemble NBFIs in that both create secondary securities in their role as
borrowers.
2. Commercial banks create demand deposits when they borrow from the central bank, and NBFIs
create various forms of indirect debt when they borrow from commercial banks.
3. Both commercial banks and NBFIs act as intermediaries in bringing ultimate borrowers and
ultimate lenders together and facilitate the transfer of currency balances from non-financial lenders
to non-financial borrowers for the purpose of earning profits.
4. Both commercial banks and NBFIs provide liquid funds. The bank deposits and other assets of
commercial banks and the assets provided by NBFIs are liquid assets. Of course, the degree of
liquidity varies in accordance with the nature and the activity of the concerned financial
intermediaries.
5. Both banks and NBFIs are important creators of loanable funds. The commercial banks by net
creation of money and the NBFIs by mobilising existing money balance in exchange for their own
newly issued financial liabilities.



(B) Difference between Commercial Banks and NBFIs



Functions of the following:

(A)Lease Financing

Lease financing is the source of payment which comes when the
owner of assets (lesser) ready to provide their assets to another
person in exchange of that lessor provides some agreed payment. In
this way, the lessor leases the assets for a period of time on rent and
lesser gets funds from the lessor. The periodical payment made by
the lessee to the lessor is called the lease rental.



Types of lease financing

i. Finance Lease:

It is the lease where the lessor transfers substantially all the risks and
rewards of ownership of assets to the lessee for lease rentals. In other
words, it puts the lessee in the same condition as he/she would have
been if he/she had purchased the asset. Finance lease has two phases:
The first one is called primary period. This is non-cancellable period
and in this period, the lessor recovers his total investment through
lease rental. The primary period may last for indefinite period of time.
The lease rental for the secondary period is much smaller than that of
primary period.



Features of Financial Lease

1. A finance lease is a device that gives the lessee the right to use 
an asset.
2. The money charged by the lessor on the primary period of 
lease is pretty much sufficient to recover his/her investment.
3. The lessee is responsible for the maintenance of asset.
4. Lessee is responsible for the maintenance of asset.
5. No asset-based risk and rewards is taken by lessor.
6. Such type of lease is non-cancellable; the lessor’s investment is 

assured.



ii. Operating Lease:

This is also known as service lease, in this type of lease the risks and
rewards incidental to the ownership of asset are not transferred by the
lessor or the lessee. The term of such lease is much less than the
economic life of the asset and thus the total investment of the lessor is
not recovered through lease rental during the period of lease. In
operating lease, the lessor usually provides advice to the lessee for
repair, maintenance and technical know-how of the leased asset.



Features of Operating Lease:

1. The lease term is much lower than the economic life of the
asset.

2. The lessee has the right to terminate the lease by giving a short
notice and no penalty is charged for that.

3. The lessor provides the technical knowhow of the leased asset
to the lessee.

4. Risks and rewards incidental to the ownership of asset are
borne by the lessor.

5. Lessor has to depend on leasing of an asset to different lessee
for recovery of his/her investment.



Advantages of lease financing

To the Lessor:
• Assured regular income: the lessor gets lease rental by leasing an
asset during the period of the lease which is an assured regular income.
• The benefit of tax: as ownership lies with the lessor, the tax benefit is
enjoyed by the lessor by way of depreciation of respect of the leased
asset.

To the lessee:
• Tax benefits: a company is able to enjoy the tax advantage on lease
payments as payments can be deducted as a business expense.
• Cheaper: leasing is a source of financing which is cheaper than
almost all sources of all the source of financing.



Disadvantages of lease financing

To the Lessor:
• Double taxation: sales tax may be charged twice; first at the time of
purchase of assets and second at the time of leasing the asset.
• Unprofitable in case of inflation: lessor gets a fixed amount of lease rental
every year and they cannot increase this even if the cost of the asset goes up.

To the Lessee:
• Ownership: the lessee will not become the owner of the asset at the end of
lease agreement unless he decides to purchase it.
• Compulsion: finance lease is non-cancellable and even if a company does
not want to use the asset, the lessee is required to pay the lease rentals.



(B) Mutual Funds

Mutual fund is a trust that pools money from a group of investors
(sharing common financial goals) and invest the money thus
collected into asset classes that match the stated investment
objectives of the scheme. Since the stated investment objective of a
mutual fund scheme generally forms the basis for an investor's
decision to contribute money to the pool, a mutual fund can not
deviate from its stated objectives at any point of time.





(C) Factoring

Factoring may broadly be defined as the relationship, created by 
an agreement, between the seller of goods/services and a financial 
institution called .the factor, whereby the later purchases the 
receivables of the former and also controls and administers the 
receivables of the former. 



Types of Factoring



Functions of a Factoring

The purchase of book debts or receivables is central to the 
function of factoring permitting the factor to provide basic 
services such as: 
1. Administration of sellers’ sales ledger. 
2. Collection of receivables purchased. 
3. Provision of finance. 
4. Protection against risk of bad debts/credit control and credit 
protection. 
5. Rendering advisory services by virtue of their experience in 
financial dealings with customers.



(D) Housing Finance

The Housing Finance Company is yet another form of non-
banking financial company which is engaged in the principal
business of financing of acquisition or construction of houses
that includes the development of plots of lands for the
construction of new houses.



Objectives of Housing Finance

(a) To promote a sound, healthy viable and cost effective housing finance system to
cater to all segments of the population and to integrate the housing finance system with
the overall financial system.
(b) To promote a network of dedicated housing finance institutions to adequately serve
various regions and different income groups.
(c) To augment resources for the sector and channelize them for housing.
(d) To make housing credit more affordable.
(e) To regulate the activities of housing finance companies based on regulatory and
supervisory authority derived under the Act.
(f) To encourage augmentation of supply of buildable land and also building materials
for housing and to upgrade the housing stock in the country.
(g) To encourage public agencies to emerge as facilitators and suppliers of serviced
land, for housing.



The National Housing Bank has the following functions:

i. To promote and develop specialized housing finance institutions for
mobilizing resources and extending credit for housing
ii. To provide refinance facilities to housing finance institutions and
scheduled banks
iii. To provide guarantee and underwriting facilities to housing finance
institutions
iv. To formulate schemes for mobilization of resources and extension of
credit for housing, especially catering to the needs of economically
weaker sections of society
v. To provide guidelines to housing finance institutions to ensure their
healthy growth
vi. To co-ordinate the working of all agencies connected with housing.



(E) Venture Capital Finance

It is a private or institutional investment made into early-stage /
start-up companies (new ventures). As defined, ventures involve risk
(having uncertain outcome) in the expectation of a sizeable gain.
Venture Capital is money invested in businesses that are small; or
exist only as an initiative, but have huge potential to grow. The
people who invest this money are called venture capitalists (VCs).
The venture capital investment is made when a venture capitalist
buys shares of such a company and becomes a financial partner in
the business.



Features of Venture Capital investments

• High Risk
• Lack of Liquidity
• Long term horizon
• Equity participation and capital gains
• Venture capital investments are made in innovative projects
• Suppliers of venture capital participate in the management of the 
company



Methods of Venture capital financing

• Equity
• participating debentures
• conditional loan



The venture capital funding process typically involves 
four phases in the company’s development:

• Idea generation
• Start-up
• Ramp up
• Exit



(F) Merchant Banking

Merchant banking can be defined as a skill-oriented professional
service provided by merchant banks to their clients, concerning
their financial needs, for adequate consideration, in the form of fee.
Merchant banks are a specialist in international trade and thus, excel
in transacting with large enterprises.



Functions of Merchant Banking

• Fundraising
• Project Management
• Financial Advising
• Brokering
• Restructuring
• Underwriting
• Financial Management



UNIT- - 6
DEVELOPMENT FINANCIAL 
INSTITUTIONS (DFIS)



6.1 Introduction

A development finance institution (DFI) also known as a development
bank or development finance company (DFC) is a financial institution
that provides risk capital for economic development projects on non
commercial basis. They are often established and owned by
governments or charitable institutions to provide funds for projects
that would otherwise not be able to get funds from commercial lenders.
Some development banks include socially responsible investing and
impact investing criteria into their mandates. Governments often use
development banks to form part of their development aid or economic
development initiatives.



Objectives of Development Banks

The main objectives of the development banks are
1. to promote industrial growth,
2. to develop backward areas,
3. to create more employment opportunities,
4. to generate more exports and encourage import substitution,
5. to encourage modernization and improvement in technology,
6. to promote more self employment projects,
7. to revive sick units,
8. to improve the management of large industries by providing training,
9. to remove regional disparities or regional imbalance,
10. to promote science and technology in new areas by providing risk capital,
11. to improve capital market in the country.



Functions of Development Banks



(A) Industrial Finance Corporation of India (IFCI)



(A) Industrial Finance Corporation of India (IFCI)

Government of India set up the Industrial Finance Corporation of
India (IFCI) in July 1948 under a special Act. This is the first financial
institution set up in India with the main object of making medium and
long term credit to industrial needs.
The Industrial Development Bank of India, Scheduled banks,
insurance companies, investment trusts and co-operative banks are
the shareholders of IFCI. The Union Government has guaranteed the
repayment of capital and the payment of a minimum annual dividend.



Continued…

The corporation is authorised to issue bonds and debentures in the
open market, to borrow foreign currency from the World Bank and
other organisations, accept deposits from the public and also borrow
from the Reserve Bank.
The authorised share capital of the IFCI was Rs. 10 crore at the initial
stage, According to the Industrial Finance Corporation (Amendment)
Act, 1986, the authorised capital of the corporation has been raised
from Rs. 100 crore to Rs. 250 crore (the authorised capital may be
fixed by the government of India by notification from time to time)



Functions:

The functions of the IFCI base as follows:
(i) The corporation grants loans and advances to industrial
concerns.
(ii) Granting of loans both in rupees and foreign currencies.
(iii) The corporation underwrites the issue of stocks, bonds, shares
etc.
(iv) The corporation can grant loans only to public limited
companies and co-operatives but not to private limited companies
or partnership firms.



Organization and Management:

The Head Office of the IFCI is in New Delhi. It has also established its
Regional offices in Bombay, Chennai, Kolkata, Chandigarh, Hyderabad,
Kanpur and Guwahati. The branch office of IFCI is located in Bhopal,
Pune, Jaipur, Cochin, Bhubaneswar, Patna, Ahmedabad and Bangalore.

The IFCI is managed by a Board of Directors, headed by a Chairman,
who is appointed by the Government of India, in consultation with RBI.
The chairman holds his position for a period of 3 years, subject to
extension.



Continued…

Of the 12 directors, 4 are nominated by the IDBI, three of whom are
experts in the fields of industry, labour and economics and the fourth
is the General Manager of the IDBI. The remaining 8 directors are
nominated.
Two directors are nominated for a term of 4 years by each of the
following-scheduled banks, co-operative banks, insurance companies
and investment companies making up eight directors.



Activities of the IFCI:

The promotional activities of IFCI are explained below:
1. Soft Loan Assistance

2. Entrepreneur Development

3. Industrial Development in Backward Areas

4. Subsidized Consultancy

5. Management Development



Working of the IFCI:

The working of the IFCI came in for a large measure of criticism. In the first place,
the rate of interest which the corporation charged was extremely high. Secondly,
there was a great delay in sanctioning loans and in making the amount of the loans
available.
Thirdly, the ‘corporation’s insistence on the personal guarantee of managing
directors in addition to the mortgage of property was considered wrong In the last
two decades the corporation had entered into new lines of activity, viz,
underwriting debentures and shares and guaranteeing of deferred payment in
respect of imports from abroad of plant an equipment by industrial concerns and
subscribing to stocks and shares of industrial concerns directly Besides, the
performance of IFCI together with the work of other public sector financial
institutions has been extremely credit worthy in the last two decades.



(B) Small Industries Development Bank of India (SIDBI)



(B) Small Industries Development Bank of India (SIDBI)

Small Industries Development Bank of India (SIDBI) helps small scale
industrial units by refinancing loans extended by primary lending
institutions. It serves as a major financial institution for Micro, Small and
Medium Enterprises (MSME) sectors. They help MSMEs get the funds that
they need to grow, market, develop and commercialize the products that
they create. SIDBI’s key initiatives over 25 years have been:
• Providing an assistance of around Rs. 5.40 lakh crore to the MSME sector
• Extending loans to lakhs of disadvantaged people, mostly women,
through its Microfinance operations
• Supporting budding and existing entrepreneurs by taking initiatives to
help them build their skills.



Objectives of SIDBI

1. To promote marketing of products of small scale sector.
2. To upgrade technology and also undertaking modernization of
small scale units.
3. To provide more financial assistance to small scale ancillary and
tiny sector.
4. To encourage employment oriented industries.
5. To coordinate all the other institutions involved in the promotion of
small scale industries.



Functions of Small Industries Development Bank of India
(SIDBI):

• SIDBI refinances loans that are extended by financial institutions to
small scale industries
• Helps in expanding marketing channels for the products of Small
Scale Industries
• It offers services like factoring, leasing etc to small-scale sector
• Promotes employment opportunities across small scale industries in
semi-urban areas
• Initiates steps towards technology upgradations
• Enables credit flow as working capital or as term loans to Small Scale
Industries.



Benefits of Small Industries Development Bank of 
India

• Tailor-made 
• Size 
• Attractive Rate of Interest
• Venture & Equity Funding 
• Subsidies
• Transparency



(C) State Finance Corporation (SFCs)



(C) State Finance Corporation (SFCs)

At the time of setting up of the Industrial Finance Corporation of
India, the necessity of establishing similar other institutions at the
state level for assisting the smaller industrial concern had not been
recognized because it was not possible for a single institution to
satisfy the capital needs of smaller concerns spreaded all over the
country. In 1951, the State Financial Corporation was passed by the
Central Government to create a separate financial corporation for the
states. The S.F.C. meets the financial requirements of small industrial
concerns in the private sectors.



Objectives and Scopes:

The main objectives of the S.F.C are to provide financial
assistance to medium and small scale industries which are outside
the scope of I.F.C.I. The main function of S.F.C. is limited within its
states. It covers not only public limited companies but also private
limited companies, partnership firms and proprietary concerns.



Functions Of SFC:

The main functions of S.F.C. are as follows:
1.It grants loan and advances to industrial concerns that are
repayable within the maximum period of 20 years.
2.It subscribes the shares and debentures of industrial concerns.
3.It underwrites the shares and debentures of the industrial concerns.
4.It guarantees loans raised by the industrial concerns repayable
within 20 years.
5.Guarantees deferred payments for purchase of capital goods with
India.
6.It acts as an agent of the State and central Government.



Organization and Management:

The State Finance Corporations management is vested in a Board of
ten directors. The State Government appoints the managing director
generally in consultation with the Reserve Bank and nominates three
other directors.
The insurance companies, scheduled banks, investment trusts, co-
operative banks and other financial institutions elect three directors.
Thus, the majority of the directors are nominated by the government
and quasi-government institutions.



Working of SFCs:

The government of India passed the State Financial Corporation Act
in 1951 and made it applicable to all the States. The authorized
Capital of a State Financial Corporation is fixed by the State
government within the minimum and maximum limits of Rs. 50 lakh
and Rs. 5 crore and is divided into shares of equal value which were
taken by the respective State Governments, the Reserve Bank of
India, scheduled banks, co-operative banks, other financial
institutions such as insurance companies, investment trusts and
private parties.



(D)National Small Scale Industrial Development 
Corporation (NSSIDC)



(D)National Small Scale Industrial Development
Corporation (NSSIDC)

The National Small Industries Corporation Ltd. (NSIC), an ISO 9000
certified company, since its establishment in 1955, has been working to
fulfill its mission of promoting, aiding and fostering the growth of small-
scale industries and industry related small-scale services/businesses in
the country.
Over a period of six decades of transition, growth and development, the
NSIC has proved its strength within the country and abroad by promoting
modernization, up gradation of technology, quality consciousness,
strengthening linkages with large and medium enterprises and
enhancing export projects and products from small-scale enterprises.



Functions of NSIC:

a. Provide machinery on hire-purchase scheme to small-scale industries.
b. Provide equipment leasing facility.
c. Help in export marketing of the products of small-scale industries.
d. Participate in bulk purchase programme of the Government.
e. Develop prototype of machines and equipments to pass on to small-scale
industries for commercial production.
f. Distribute basic raw material among small-scale industries through raw
material depots.
g. Help in development and up-gradation of technology and implementation of
modernization programmes of small-scale industries.
h. Impart training in various industrial trades.
i. Set up small-scale industries in other developing countries on turn-key basis.
j. Undertake the construction of industrial estates.



(E) Mudra Bank



(E) Mudra Bank

'Micro Units Development and Refinance Agency Bank (or 'MUDRA
Bank is a public sector financial institution in India. It provides
loans at low rates to micro-finance institutions and non-banking
financial institutions which then provide credit to MSMEs. It was
launched by Prime Minister Narendra Modi on 8 April 2015.



Primary Products of Mudra:



(F) Bharatiya Mahila Bank



(F) Bharatiya Mahila Bank

Bharatiya Mahila Bank (BMB) was an Indian financial services
banking company based in Mumbai, India. Former Indian Prime
Minister Manmohan Singh inaugurated the system on 19 November
2013 on the occasion of the 96th birth anniversary of former Indian
Prime Minister Indira Gandhi. As part of the Modi government's
banking reforms and to ensure greater banking outreach to women,
the bank merged with State Bank of India on 1 April 2017.
While being run by women, and lending exclusively to women, the
bank allowed deposits to flow from everyone. India was the third
country, after Pakistan and Tanzania, to have a bank exclusively to
benefit women.



Banking for women

In India, only 26% of women have an account with a formal financial
institution, compared with 46% of men. This has changed after the
initiation of Pradhan Manthri Jan Dhan Yojana – accounts of women
jumped radically to 60%. That means an account in either a bank, a
credit union, a co-operative, post office or a microfinance institution,
according to a study by the World Bank. Also, for women, per capita
credit is 80 per cent lower than males.
Furthermore, the results of a study using a global dataset covering 350
Microfinance Institutions (MFIs) in 70 countries indicates that more
women clients is associated with lower portfolio-at-risk, lower write-offs,
and lower credit-loss provisions, ceteris paribus. Provision.



Objective

The bank placed an emphasis on funding for skills developments to
help in economic activity. Moreover, the products were designed in a
manner to give a slight concession on loan rates to women.

The bank also aimed to inspire people with entrepreneurial skills and,
in conjunction with NGOs, planned to locally mobilise women to train
them in vocations like toy-making or driving tractors or mobile repairs,
according to Usha Ananthasubramanian (CMD).
One of the other objectives of the bank was to promote asset ownership
amongst women customers. Studies have shown that asset ownership
amongst women reduces their risk of suffering from domestic violence.



Capital

The Bank's initial capital consisted of Rs 1,000 crores. The
government planned to have 25 branches of the said bank by the
end of March 2014 and 500 branches by 4th year of operation
(2017). As on date of merger it had 103 Branches.

US-based FIS Global, in partnership with Wipro was providing IT
systems at the country's first women-focussed bank.



Branches

The bank had 103 branches and was planning to open more than 700 branches
within next two years. Bharatiya Mahila Bank's branches were located in
Mumbai-Nariman Point, Central Mumbai-Ghatkopar, Thane, Pune, Patna, Noida,
Chandigarh, Bhubaneshwar, Panchkula, Kochi, Vadodara, Ahmedabad, Indore,
Bhopal, New Delhi-Nehru Palace, New Delhi-Model Town, Chandigarh,
Gurgaon, Patna, Ranchi, Raipur, Guwahati, Shimla, Shillong, Gangtok,
Thiruvananthapuram, Chennai, Coimbatore, Madurai, Bengaluru, Mangalore,
Hyderabad, Visakhapatnam, Jaipur, Alwar, Dholpur, Komargiri, Kakinada, Goa-
Panji, Agartala, Agra, Haridwar, Kanpur, Lucknow, Dehradun, Doddapalya,
Kutiyatu, Murshidabad and Lalithadripura.

The merger of this bank with SBI would mean 103 branches and business of Rs.
1,600 crores added to SBI.



Key management

Bharatiya Mahila Bank was wholly owned by Government of India. Initially the bank
had a board of directors consisting of eight women. Mrs. Usha Ananthasubramanian
was the chairman and managing director and SM Swathi was executive director. The
board consisted of a business graduate sarpanch from Rajasthan, Chhavi Rajawat, Dalit
entrepreneur Kalpana Saroj, who turned around a tubes business, retired public
banker Nupur Mitra, academic Pakiza Samad, private equity professional Renuka
Ramnath, Godrej Group executive Director Tanya Dubash and a government nominee.

One of the key objective of the Bank was focus on the banking needs of women and
promote economic empowerment through women's growth and developments. The
largest branch by way of volume of business, Mumbai Branch situated in the iconic Air
India Building was headed by A.J. Gogoi, Chief Manager, deputed from United Bank of
India.



Criticism

The bank has been criticised as adopting a segregationist
approach to gender equality. Uma Shashikant of The Hindu writes:
Women-only banks are another instance of wanting to treat women
‘differently’. We guise this in many forms, some in garbs of
reverence, some as protection, but they are all forms of
discrimination that promote gender-based stereotyping. Women-
only organizations stem from this eagerness to patronize women in
the name of preferential treatment.



UNIT – 7
INVESTMENT INSTITUTIONS IN 
INDIA



Unit Trust of India (UTI)

Unit Trust of India (UTI) is a statutory public sector investment
institution which was set up in February 1964 under the Unit Trust of
India Act, 1963.
UTI began operations in July 1964. It provides opportunity for small-
savers to invest in areas where their risk is diversified.
The Unit-holders, if necessary, can sell their units to UTI at the
prices determined by UTI. One of the attractions is that the
investment in UTI has an income-tax rebate and the income from
the UTI is exempted; from income-tax subject to certain limits.



Objectives:

The primary objectives of the UTI are:
(i) To encourage and pool the savings of the middle and low 
income groups.
(ii) To enable them to share the benefits and prosperity of 
the industrial development in the country.



Organization and Management:

UTI was established with an initial capital of Rs. 5 crore, contributed
by the RBI, LIC, SBI and its subsidiaries and scheduled banks and
financial institutions. The initial capital of Rs. 5 crore was divided into
1,000 certificates of Rs. 50,000 each. To supplement its financial
resources, the trust can borrow from the Reserve Bank of India, the
amount being repayable on demand’ or within a period of 18 months.
UTI is managed by a Board of Trustees, consisting of a chairman and
four members nominated by Reserve Bank of India, one member
nominated by LIC, one member nominated by the State Bank of India,
and two members elected by the contributing institutions.



Functions of UTI:

The UTI functions are discussed below:
(i) To accept discount, purchase or sell bills of exchange, promissory note, bill
of lading, warehouse receipt, documents of title to goods etc.,
(ii) To grant loans and advances.
(iii) To provide merchant banking and investment advisory service.
(iv) To provide leasing and hire purchase business.
(v) To extend portfolio management service to persons residing outside
India.
(vi) To buy or sell or deal in foreign exchange dealings.
(vii) To formulate unit scheme or insurance plan in association with or as
agent of GIC.
(viii) To invest in any security floated by the Central Government, RBI or
foreign bank.



Activities of UTI:

The UTI can sell and purchase the units issued by it, investing,
acquire, hold or dispose off securities. Keep money on deposit with
the scheduled banks and undertake related functions incidental or
consequential to that. All the units issued by the UTI are of the value
of Rs. 10 each. These units were put on sale at face value and
thereafter at prices fixed daily by the UTI. Units can be purchased
in ten or multiples of ten.



Schemes of UTI:

The familiar schemes of UTI are given below:
(i) Unit scheme—1964.
(ii) Unit Linked Insurance Plan—1971.
(iii) Children Gift Growth Fund Unit Scheme—1986.
(iv) Rajyalakhmi Unit Scheme—1992.
(v) Senior Citizen’s Unit Plan—1993.
(vi) Monthly Income Unit Scheme.
(vii) Master Equity Plan—1995.
(viii) Money Market Mutual Fund—1997.
(ix) UTI Growth Sector Fund—1999.
(x) Growth and Income Unit Schemes.



Advantages of Unit Trust:

(i) The investment is safe and the risk is spread over a wide range
of securities.
(ii) The Unit-holders will be getting regular and good income, as
90 percent of its income will be distributed.
(iii) Dividends up to Rs. 1,000 received by the individual are
exempt from income-tax.
(iv) There is a high degree of liquidity of investment as the units
can be sold back to the trust at any time at prices fixed by trust.



Life Insurance Companies

The Life Insurance Corporation of India (LIC) came into existence
on July 1, 1956 and the LIC began to function on September 1, 1956.
The LIC gets a large amount of insurance premium and has been
investing in almost all sectors of the economy, viz, public sector,
private sector, co-operative sector, Joint Sector and now it is one of
the biggest term-lending institutions in the country. LIC was
established to spread the message of Life Insurance in the country
and mobilise people’s savings for nation-building activities.



Organization and Management:

LIC with its central office in Mumbai and seven Zonal offices at
Mumbai, Kolkata, Delhi, Chennai Hyderabad, Kanpur and Bhopal
operates through 100 divisional offices in important cities and
2048 branch offices. As on March 31, 2003 LIC had 9.88 lakh
agents spread over the country. LIC also entered the
international insurance market and opened its offices in
England, Mauritius and Fiji.



Objectives of LIC:

(i) To mobilise maximum savings of the people by making insured savings
more attractive.
(ii) To extend the sphere of life insurance and to cover every person eligible
for insurance under insurance umbrella.
(iii) To act as trustees of the insured public in their individual and collective
capacities.
(iv) Promote all employees and agents of the LIC, in the sense of
participation and job satisfaction through discharge of their duties with
dedication towards achievement of LIC objectives.
(v) To ensure economic use of resources collected from policy holders.
(vi) To conduct business with utmost economy and with the full realization
that the money belong to the policy holders.



Activities of LIC:

The LIC subscribes to and underwrites the shares, bonds and debentures
of several financial corporations and companies and grants term-loans. It
maintains a relationship with other financial institutions such as IDBI, UTI,
IFCI, etc. for coordination of its investment.

The LIC is a powerful factor in the securities market in India. It subscribes
to the share capital of companies, both preference and equity and also to
debentures and bonds. Its shareholding extends to a majority of large
and medium sized non-financial companies and is significant in size.
It is no doubt to say that the LIC acts as a kind of downward stabilizer of
the share market, as the continuous inflow of fresh funds enables it to buy
even when the share market is weak.



Investment Policy:

The investment policy of the LIC of India should bring a fair return to
policy holders consistent with safety. Since the funds at the disposal
of the LIC are in the nature of the trust money, they should be invested
in such securities which do not diminish in value and give the highest
possible return.
In other words, principles of safety, yield, liquidity and distribution
should be taken into consideration while investing insurance funds.
The way in which these funds are invested is a great significance not
only to policy holders but also to the entire economy.



Non- Life Insurance Companies

GIC Re or GIC of India is a state owned enterprise in India. It was
incorporated on November 22, 1972 under Companies Act, 1956. GIC
Re has its registered office and headquarters in Mumbai. It was the
sole reinsurance company in the Indian insurance market until the
insurance market was open to foreign reinsurance players by late
2016 including companies from Germany, Switzerland and France.
GIC Re's shares are listed on BSE Limited and National Stock
Exchange of India Ltd. GIC Re was ranked in Forbes' list of World's
Best Employers and Top Regarded Companies in 2019.



Organization

GIC’s stated role was to function as the holding company of the four companies, and
superintend, control and carry on the business of General insurance on behalf of the
Government of India.
The first Chairman of GIC was A Rajagopalan, an Actuary and an officer of the Indian
Administrative Service (IAS). M K Venkateshan and S K Desai were appointed the two
Managing Directors of GIC.

On January 1, 1973, GIC was notified as the reinsurer under Section 101 A of Insurance
Act, 1938[6], making it the Indian reinsurer for receiving obligatory cessions, a role
hitherto played by two companies called India Reinsurance Corporation Limited
(India Re) and Indian Guarantee and General Insurance Company Limited (Indian
Guarantee).
GIC was reborn as a pure reinsurance company in November, 2000. It was re-notified
as ‘Indian reinsurer’ under Insurance Act, 1938 and continued to receive obligatory
cessions from direct insurers. It continued writing foreign inward reinsurance business
purely on its own account from April 1, 2002.



Operations

All direct general insurance companies of India are required by law to cede a
mandatory percentage of every policy value to GIC Re subject to some limitations and
exceptions.This percentage of cession is decided by the IRDAI on an annual basis.

As GIC Re spreads its wings to emerge as an effective reinsurance solutions partner
for the Afro-Asian region and has started leading the reinsurance programmes of
several insurance companies in SAARC countries, South East Asia, Middle East and
Africa. GIC Re has its liaison/representative/branch offices in Delhi, Chennai, Dubai,
Malaysia, London and Moscow.

In April 2020, GIC Re’s Operations in Brazil got status upgrade from ‘occasional
reinsurer’ to ‘admitted reinsurer’ by the Brazilian Superintendence of Private Insurance
(SUSEP). It was published in the Brazilian Gazette on April 14, 2020.



Post Office Savings Schemes

India Post, which controls the postal chain of the country, also provides several
deposit avenues for investors, commonly known as post office saving schemes.
These schemes were introduced to provide investment avenues and inculcate
savings discipline among Indians from across economic classes. Every post office
provides these savings schemes to enable individuals from across India to apply
and enrol easily.



Types of Savings Schemes Available

1. Public Provident Fund (PPF)
2.National Savings Certificate (NSC)
3.Post Office Monthly Income Scheme 
4.Sukanya Samriddhi Account
5.Senior Citizen Savings Scheme
6.Post Office Savings Account
7. 5-Year Post Office Recurring Deposit Account
8.Post Office Time Deposit Account
9.Kisan Vikas Patra (KVP)



Benefits of Post Office Savings Schemes

1.Risk-free and reliable
2.Attractive return generation
3.Simple investment process
4.Long term investments
5.Availability to investors across the economic strata
6.Tax benefits
7.Various types of product



Provident Fund

Provident fund is another name for pension fund. Its purpose is to
provide employees with lump sum payments at the time of exit from
their place of employment. This differs from pension funds, which
have elements of both lump sum as well as monthly pension
payments. As far as differences between gratuity and provident funds
are concerned, although both types involve lump sum payments at
the end of employment, the former operates as a defined contribution
plan, while the latter is a defined benefit plan.



Types of Provident Fund

There are mainly three different types of PFs, which include the 
following:

1.The General Provident Fund

2.The Recognized Provident Fund

3.The Public Provident Fund



Benefits of the Provident Funds

1.Tax-free and Long-term

2.Emergencies

3.Death

4.Insurance and Pension

5.UAN Number



UNIT- 8
REGULATORY INSTITUTIONS IN 
MARKET



8.1 SEBI

The Securities and Exchange Board of India (SEBI) is the regulator 
of the securities and commodity market in India owned by the 
Government of India. It was established in 1988 and given Statutory 
Powers on 30 January 1992 through the SEBI Act, 1992.



History

Securities and Exchange Board of India (SEBI) was first established in
1988 as a non-statutory body for regulating the securities market. It
became an autonomous body on 12 April 1992 and was accorded
statutory powers with the passing of the SEBI Act 1992 by the Indian
Parliament. Soon SEBI was constituted as the regulator of capital markets
in India under a resolution of the Government of India. SEBI has its
headquarters at the business district of Bandra Kurla Complex in Mumbai
and has Northern, Eastern, Southern and Western Regional Offices in New
Delhi, Kolkata, Chennai, and Ahmedabad respectively. It has opened local
offices at Jaipur and Bangalore and has also opened offices at Guwahati,
Bhubaneshwar, Patna, Kochi and Chandigarh in Financial Year 2013 - 2014.
Controller of Capital Issues was the regulatory authority before SEBI came
into existence; it derived authority from the Capital Issues (Control) Act,
1947.



Management

The SEBI is managed by its members, which consists of the following:
• The chairman is nominated by the Union Government of India.
• Two members, i.e., Officers from the Union Finance Ministry.
• One member from the Reserve Bank of India.
• The remaining five members are nominated by the Union
Government of India, out of them at least three shall be whole-time
members.
After the amendment of 1999, collective investment schemes were
brought under SEBI except nidhis, chit funds and cooperatives.



Functions and responsibilities

The Preamble of the Securities and Exchange Board of India describes
the basic functions of the Securities and Exchange Board of India as
"...to protect the interests of investors in securities and to promote the
development of, and to regulate the securities market and for matters
connected there with or incidental there to".
SEBI has to be responsive to the needs of three groups, which constitute
the market:
• issuers of securities
• investors
• market intermediaries



Continued…

SEBI has three functions rolled into one body: quasi-legislative, quasi-
judicial and quasi-executive. It drafts regulations in its legislative
capacity, it conducts investigation and enforcement action in its
executive function and it passes rulings and orders in its judicial
capacity. Though this makes it very powerful, there is an appeal
process to create accountability. There is a Securities Appellate
Tribunal which is a three-member tribunal and is currently headed by
Justice Tarun Agarwala, former Chief Justice of the Meghalaya High
Court. A second appeal lies directly to the Supreme Court. SEBI has
taken a very proactive role in streamlining disclosure requirements to
international standards.



Powers

For the discharge of its functions efficiently, SEBI has been vested 
with the following powers:
• to approve by−laws of Securities exchanges.
• to require the Securities exchange to amend their by−laws.
• inspect the books of accounts and call for periodical returns from 
recognized Securities exchanges.
• inspect the books of accounts of financial intermediaries.
• compel certain companies to list their shares in one or more 
Securities exchanges.
• registration of Brokers and sub-brokers



8.2 IRDA

The Insurance Regulatory and Development Authority of India
(IRDAI) is an autonomous, statutory body tasked with regulating
and promoting the insurance and re-insurance industries in India.
It was constituted by the Insurance Regulatory and Development
Authority Act, 1999,an Act of Parliament passed by the
Government of India.The agency's headquarters are in
Hyderabad,Telangana, where it moved from Delhi in 2001.
IRDAI is a 10-member body including the chairman, five full-time
and four part-time members appointed by the government of
India.



Structure

Section 4 of the IRDAI Act 1999 specifies the authority's composition.
It is a ten-member body consisting of a chairman, five full-time and
four part-time members appointed by the government of India. At
present (1 Sept, 2018), the authority is chaired by Dr. Subhash C.
Khuntia and its full-time members are Mrs T.L.Alamelu, K.Ganesh,
Pournima Gupte, Praveen Kutumbe and Sujay Banarji.



Functions

• Issuing, renewing, modifying, withdrawing, suspending or cancelling 
registrations
• Protecting policyholder interests
• Specifying qualifications, the code of conduct and training for 
intermediaries and agents
• Specifying the code of conduct for surveyors and loss assessors
• Promoting efficiency in the conduct of insurance businesses
• Promoting and regulating professional organizations connected with 
the insurance and re-insurance industry
• Levying fees and other charges
• Inspecting and investigating insurers, intermediaries and other 
relevant organizations
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• Regulating rates, advantages, terms and conditions which may be offered by 
insurers not covered by the Tariff Advisory Committee under section 64U of the 
Insurance Act, 1938 (4 of 1938)
• Specifying how books should be kept
• Regulating company investment of funds
• Regulating a margin of solvency
• Adjudicating disputes between insurers and intermediaries or insurance 
intermediaries
• Supervising the Tariff Advisory Committee
• Specifying the percentage of premium income to finance schemes for promoting 
and regulating professional organizations
• Specifying the percentage of life- and general-insurance business undertaken in 
the rural or social sector
• Specifying the form and the manner in which books of accounts shall be 
maintained, and statement of accounts shall be rendered by insurers and other 
insurer intermediaries.



8.3 PERDA 

On 23rd August, 2003, Interim Pension Fund Regulatory & Development Authority 
(PFRDA) was established through a resolution by the Government of India to promote, 
develop and regulate pension sector in India. The contributory pension system was 
notified by the Government of India on 22nd December, 2003, now named the National 
Pension System (NPS) with effect from the 1st January, 2004. The NPS was subsequently 
extended to all citizens of the country w.e.f. 1st May, 2009 including self employed 
professionals and others in the unorganized sector on a voluntary basis.

The Pension Fund Regulatory & Development Authority Act was passed on 19th 
September, 2013 and the same was notified on 1st February, 2014. PFRDA is regulating 
NPS, subscribed by employees of Govt. of India, State Governments and by employees 
of private institutions/organizations & unorganized sectors. The PFRDA is ensuring the 
orderly growth and development of pension market.



Structure

The Authority consists of a Chairperson and not more than six 
members, of whom at least three shall be whole-time members, to 
be appointed by the Central Government.
Current members
1. Shri Supratim Bandyopadhyay, Chairperson 
2. Shri Pramod Kumar Singh, Whole-Time Member (Law)



National Pension System

National Pension System is a defined contributory pension
introduced by Government of India. It is mandatory for all Central
Government employees with effect from 1 January 2004. It
extends to all citizens of India including workers of the
unorganized sector on a voluntary basis with effect from 1 May
2009. On 29 October 2015 the Reserve Bank of India allowed Non-
Resident Indians (NRI) to subscribe to NPS.



Pension Funds

A pension fund, also known as a superannuation fund in some countries, is any plan, 
fund, or scheme which provides retirement income.

Pension funds typically have large amounts of money to invest and are the major 
investors in listed and private companies. They are especially important to the stock 
market where large institutional investors dominate. The largest 300 pension funds 
collectively hold about $6 trillion in assets.[1] In January 2008, The Economist 
reported that Morgan Stanley estimates that pension funds worldwide hold over 
US$20 trillion in assets, the largest for any category of investor ahead of mutual 
funds, insurance companies, currency reserves, sovereign wealth funds, hedge 
funds, or private equity.

The Federal Old-age and Survivors Insurance Trust Fund is the world's largest 
public pension fund which oversees $2.72 trillion USD in assets.




