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Topic: MONEY MARKET AND ITS INSTRUMENTS 

Subject: BUSINESS STUDIES 
 

 

What is Money Market? 

Money market is a market which deals in short term funds. It provides means for meeting short term financial 
needs and deployment of surplus funds for short period.  

 

Who are the major participants in Money market? 

The major participants are RBI, Commercial banks, non- banking financial companies, state governments, 
large corporate houses. 

 

Which instruments are traded in Money Market? 

Treasury Bills(T- Bills)-    

1. It is a short term borrowing instrument issued by RBI on behalf of Government of India. 

2. It is also known as zero Coupon Bonds. 

3. It is issued at discount and repaid at par.  

4. It is in the form of promissory note. 

5. It has a maturity of less than one year. 

6. It is highly liquid and has negligible risk.  
 

7. It is issued in denominations of 25,000 and its multiples. 

Commercial Paper(CP) 

1. It is issued by large credit worthy companies to raise short term funds. 

2. It is issued at discount and redeemed at par. 

3. It is an unsecured promissory note having a maturity period of 15 days to one year. 

4. It is a negotiable instrument transferable by endorsement and delivery, 

5. It is an alternative to bank borrowing. 

6. The original purpose of CP was to  meet working capital needs of companies. 

7. It is used by companies as BRIDGE FINANCING. That is to meet the floatation costs related to issuing 
shares and debentures. 

Call Money 

1. It is a method used by commercial banks to borrow funds from each other to maintain Cash Reserve 
Ratio. 

2. Cash Reserve ratio is the minimum balance of cash to be maintained by banks. 

3. Call money is a short term finance repayable on demand. 



4. Maturity period of call money is 1 day to 15 days. 

5. The interest paid on call money is called CALL RATE. 

6. Call rate is highly volatile (fluctuating). It varies from day to day or even hour to hour. 

7. There is an inverse relationship between interest on call money and demand for other short term 
money instruments. 

8. An increase in call rates makes the demand for call money and increase in demand for other short 
term instruments and vice versa. 

Certificate of Deposit 

1. It is issued by commercial banks or developmental financial institutions to individuals, institutions , 
corporations and companies. 

2. It is an unsecured negotiable instrument in bearer form. 

3. It is issued in times of tight liquidity when demand for credit is high but the deposits (supply) of 
households is less. 

Commercial Bill 

1. It is used by business firms to meet their working capital needs. 

2. It is used for financing credit sales of a firm. 

3. It is a short term, self liquidating negotiable instrument. 

4. When goods are sold on credit the seller (drawer) draws a bill of exchange on the buyer (drawee). 

5. When the buyer accepts the bill it is called a TRADE Bill. 

6. When the seller discounts it with the bank before the maturity date and the bank accepts it, it is 
called COMMERCIAL BILL. 
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Meaning: Financial market is a market which deals in the purchase and sale of Financial assets. 
                        It transfers funds from those who have surplus money(savers) to those who are in need of 
investment(borrowers). In doing so it performs ALLOCATIVE function. This whole process is known as Financial 
Intermediation.  

Functions of financial Market:   

 It facilitates the flow of capital from savers to borrowers for productive purposes. 

 It facilitates price discovery by the equality of the forces of demand (households) and supply 
(households). 

 It facilitates liquidity by convertibility of financial assets into cash. 

 It saves the cost of transactions by providing a platform to the buyers and sellers to meet each other.  

Classification of Financial Market:    

Financial Market is classified into two categories: Capital Market (Long term and Medium term funds) and 
Money Market( Short term funds). Capital Market is further classified into Primary and Secondary Market 

 

What is a Primary Market? 

Primary Market is a market which deals with the issue of new securities. It is also known as the New Issues 
Market 

 

What is meant by secondary Market? 
 

Secondary Market is a market for purchase and sale of existing securities. It is also known as the stock 
exchange. 

 

What are the methods of Floatation in a Primary Market? 

The methods are: 

a. Offer through Prospectus: Under this method the companies issue prospectus to inform and attract 
the general public to subscribe to the shares of the company. The prospectus contains details 
regarding the purpose for which the funds are being raised, past performance of the company etc. 

b. Offer for Sale: Under this method the sale of securities takes place in two steps. 
In the first step the company sells the securities to the intermediaries at an agreed price. 
In the second step the intermediaries sell it to the investors at a higher price. 

c. Private Placement: Under this method the securities are sold to selected individuals, institutions at an 
agreed price. 
 

d. Rights Issue- Under this method right is given to the existing shareholders to subscribe to the new 
shares in the proportion of shares already held by him.                                                                                                                                                                                                        

e. E-IPO’s- In this method securities are issued through online system of stock exchange. A company 
issuing securities through this method has to enter into an agreement with the stock exchange. This is 
called as Initial Public offer. 



What are the functions of a stock Exchange ? 

Functions  are : 
 

a. Provides Liquidity and Marketability to Existing Securities- Stock exchange provides a ready and 
continuous market for the purchase and sale of securities and its conversion into cash whenever 
required. 

b. Pricing of securities- It helps in determining the price of securities through the forces of demand and 
supply. 

c. Safety of transactions- Stock exchange ensures that the investing public gets a safe and fair deal 
through its rules and regulations. 

d. Contributes to economic growth- Savings of the household sector is channelized into productive 
avenues. This leads to capital formation and economic growth. 

e. Spreading of Equity Cult- Stock exchange helps in spreading equity cult by educating the public about 
investments, by better trading practices. 

f. Scope for Speculation- It provides scope for healthy speculation within the provisions of the law. 

 

Define Stock Exchange. 

According to Securities Contracts Regulation Act 1956 

“Stock exchange means any body of individuals, whether incorporated or not, constituted for the purpose of 
assisting, regulating or controlling the business of buying and selling of securities. 
                                        

 

 

 

 










