


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 Jus. Vikramajit Sen,
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. Girish Chandra Chaturvedi
(Chairman), 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 buy 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



KEY REFORMS IN THE CAPITAL MARKET

1. Establishment of SEBI
2. Setting up of Private Mutual Funds 
3. Opening up to Foreign Capital
4. Access to International Capital Markets
5. Banks and Capital Markets



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.




