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ABSTRACT 

     Financial system aims at establishing and providing a regular, smooth, efficient and cost 

efficient and cost effective linkage between depositors and investors. A well developed 

financial system allows for the transfer of resources from surplus spending units and thus 

plays a crucial role in the functioning of the economy. Therefore, financial system is 

generally defined as the one engaged in the creation of different types of assets that creditor 

which to hold, and financial liabilities that debtors are willing to incur. The financial system 

allocates savings efficiently in an economy to ultimate users; either for investment allocates 

savings efficiently in an economy to ultimate users, either for investment in real assets or for 

consumption. Thus, financial system as a sector in the economy utilizes productive resources 

to facilitate capital formation through the provision of a wide range of financial instruments 

to meet the different requirements of borrowers and lenders. The financial system mobilises 

and intermediates savings and ensures that resources are allocated efficiently to productive 

sectors. 

KEY WORDS: Meaning; Components, Financial Institutions, Functions, structure, 

Recent Development. 

INTRODUCTION 

      Financial system is essential for the economic development of any country. The 

“Financial System” is a broader one which includes the financial markets and financial 

institutions. The emergence of securities markets in India owes their origin to British 

Government in India raised funds through issue of Government securities in London. During 

the later part of the nineteenth century, the Government issued treasury bills and 

Government securities in rupees. Thus, in India, Government securities market emerged.  

Later, it developed as an integral part of financial system. 

PROBLEMS OF THE STUDY 

     Financial system as a sector in the economyutilises productive resources to facilitate 

capital formation through the provision of a wide range of financial instruments to meet the 

different requirements of borrows and lenders. The financial system mobilises and 

intermediates savings, and ensures that resources are allocated efficiently to productive 

sectors.Thus, financial system comprises of financial institutions, financial markets, 

financial instruments and financial services and a large regulatory body a Central Bank, 

which overseas and supervises the operations of these intermediaries. Country depends upon 

a well – knit financial system. 
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OBJECTIVES OF THE STUDY 

 To study an “ Over view of an Indian Financial System” in India are based on following 

objectives: 

 To know about the nature and importance of money market; 

 To explain the concept and functions of financial markets; 

 To identify the differences between capital market and money market. 

METHODOLGY 

    The study is purely based on the secondary data which has been collected from various 

journals, books, Government official records and so on. 

RESULTS AND DISCUSSION 

     According to Robinson, “primary function of the system is to provide a link between 

savings and investments for the creation of new wealth and to permit portfolio adjustment in 

the composition of the existing wealth.” 

COMPONENTS OF FINANCIAL SYSTEM 

 Financial institutions consists of    commercial, co- operative banks, ( public, private, 

RRB’s, Foreign Banks) 

 Financial markets includes    money market, call money market, treasury bills, 

commercial bills 

 Capital markets   comprise primary market, secondary market, derivative markets. 

 Financial instruments   such as term , short, medium, long term type; primary securities, 

secondary secure ties, innovative securities 

 Financial services   are the inclusion of   fund based, leasing, hire purchase, factoring, 

fee based, merchant banking, credit banking, and mergers. 

 Of all these components there by performing five important functions: Facilitate 

trading, hedging, diversifying and pooling of risk; Allocation of resources; Monitor 

mangers and exert corporate control; Mobilise savings and facilitate the exchange of 

goods and services. 

DEVELOPMENT OF FINANCIAL INSTITUTIONS IN INDIA 

     The financial system as it existed in India at the time of independence in 1947 was not so 

strong. It was characterised by the absence of issuing institutions and non participation of 

intermediary financial institutions. The capital formation which is the prime function of 

saving and investment was not encouraging. The private sector and including the 

unorganised sector were primarily providing liquidity. The adoption of the policy of mixed 

economy gives fill-up to the development of the financial system. The following table shows 

that the trends in the estimates of Gross Domestic Savings in India.  

ESTIMATES OF GROSS DOMESTIC SAVINGS IN INDIA (RS.CRORES) 

TABLE 

Year 
House hold saving 

sector 

Private saving 

sector 

Public saving 

sector 
Total 

1990-91 1,08,603 15,164 10,641 1,34,408 

1991-92 1,05,632 20,304 17,594 1,43,530 

1992-93 1,27,943 19,968 16,709 1,64,621 

1993-94 1,51,454 29,866 11,674 1,92,994 
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1994-95 1,87,142 35,260 24,266 2,46,668 

1995-96 1,98,585 59,153 31,527 2,89,265 

1996-97 2,24,653 62,540 31,194 3,18,387 

1997-98 2,84,127 66,080 29,583 3,79,790 

1998-99 3,52,114 69,191 -3,146 4,18,159 

1999-2000 4,38,851 87,234 -9,233 5,16,847 

2000-01 4,63,750 81,062 -29,266 5,15,545 

2001-02 5,45,288 76,906 -36,820 5,85,374 

2002-03 5,64,161 99,217 -7,148 6,56,230 

2003-04 6,57,587 1,29,816 36,372 8,23,775 

2004-05 7,63,785 2,12,519 74,499 10,50,703 

2005-06 8,68,988 2,77,208 88,955 12,35,151 

2006-07 9,99,396 3,38,584 1,52,929 14,85,909 

2007-08 11,18,347 4,69,023 2,48,962 18,36,332 

2008-09 13,30,873 4,17,467 54,280 18,02,620 

2009-10 16,30,799 5,40,955 10,585 21,82,338 

2010-11 18,00,174 6,20,300 2,01,268 26,21,742 

2011-12 20,54,737 6,58,428 1,11,295 28,24,459 

Source: Government of India, Economic Survey, 2014-15; Volume: I; Ministry of Finance, 

Department of Economic Affairs, Feb: 2015, pp: A12-A13. 

       From the Table, the estimates of GDS in the Indian economy of the following years. 

The Gross Domestic Savings increased fourfold is Rs.5, 15,545 crores in 2000-01. The 

house hold sectorhas been the main contributor to the Gross Domestic Savings 

(Rs.20,54,737crores) in 2011-12. The next largest contribution comes from the private 

corporate sector.( Rs.6,58,428) 

FUNCTIONS OF INDIAN FINANCIAL SYSTEM 

    The financial system of a country performs certain valuable functions for the economic 

growth of that country.The functions of a financial system may be defined as:  

1.Savings Function: An important function of a financial system to mobilize savings and 

channelize them into productive activities. It is through financial system, savings are 

transferred into investments. 

2. Liquidity Function: the most important function of financial system is to provide money 

and monetary assets for the production of goods and services. All activities in a financial 

system are related to liquidity either provision of liquidity or trading in liquidity. 

3. Payment and Risk function: the financial system offers a very convenient mode of 

payment for goods and services. The cheque system and credit system are the easiest 

methods of payment in the economy. The cost and time of transactions is considerably 

reduced. The financial markets provide protection against life, health and income risks. The 

guarantees are accomplished through the sale of life, health insurance and property 

insurance policies.  

4. Transfer Function: A financial system provides a mechanism for the transfer of the 

resources across geographic boundaries. 
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5. Reformatory Function: A financial system undertakes the functions of developing, 

introducing innovative financial assets/ instruments services and practices and restructuring 

the existing assets, services etc. To cater to the emerging needs borrowers and investors. 

6. Other Functions:  It assists in the selection of projects to be financed and also reviews 

performance of such projects periodically. It also promotes the process of capital formation 

by bringing together the supply of savings and the demand for investible funds. 

STRUCTURE OF FINANCIAL MARKET IN INDIA 

The financial system in India consists of financial market and its supporting financial 

markets that exist in India are as follows: 

       Money market consists of call money market, treasury bills market, commercial bills 

market, short-term loan market; and Capital market includes Government securities market, 

industrial securities market, term loan market, mortgages market and market for financial 

guarantees. 

       Money market is a market for purely short- term funds; The call money market such as 

LIC, GIC, and UTI give loans to banks; Treasury bills issued by the RBI on behalf of the 

Government.  The purpose is to meet out temporary Government deficits. 

       Capital market can be divided in to 1. Government Securities that consisting stock 

certificates, promissory notes; Industrial securities market consists of IDBI,ICICI,SFCI 

etc;Long term loan market, and these long term loan market sub divided in to :Term loan 

market- short, medium,, longMortgages market-market and HUDCO,LIC;Market for 

financial guarantees. 

FOREX MARKET 

     The market deals with the multi currency requirements, which are met by the exchange 

of currencies. Depending on the exchange rate that is applicable, the transfer of funds takes 

place in this market. This is one of the most developed and integrated market across the 

Globe. 

RECENT TRENDS IN INDIAN FINANCIAL SYSTEM IN INDIA 

      Indian Government appointed a committee under the chairmanship of 

sukhamoyChakravarthy in 1984. To review the Indian monetary system.  Later, Narayanan 

was also set up. As per the recommendations of these study groups and with the financial 

sector reforms initiated in the early 1990’s the Government has adopted following major 

reforms in the Indian money market. 

 Deregulation of the interest rate; 

 Money market mutual funds; 

 Liquidity Adjustment facility (LAF); 

 Establishment of the (CIL); 

 Development of new market instruments: 

      The Government has consistently tried to introduce new short- term investment 

instruments.Commercial paper is an unsecured money market instrument issued in the form 

of a promissory note. It enables highly rated corporate borrowers and to provide an 

additional instrument to investors.A certificate of deposit is a negotiable money market 

instrument which is issued in dematerialised form or as a Usance promissory note, for funds 

deposited at a bank or other eligible financial institution for a specified time period. The 

minimum maturity period of CD is 8 days with effect from 29 April 2005.The Reserve Bank 
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has taken many initiatives towards introducing and upgrading safe and efficient modes of 

payment systems in the country to meet the requirements of the public at large. Since paper 

based payments occupy an important place in the country, Reserve Bank had introduced 

Magnetic  ink character recognition (MICR) Aechnology for speeding up and bringing in 

efficiency in processing of cheques. Recent developments in paper based industries include 

launch of speed clearing, ( for local clearance of outstation cheques drawn on core banking 

enabled of banks), introduction of cheque transaction system physical movement of cheques 

and enable use of images for payment, framing CTS-2010 standards. 

ELECTRONIC PAYMENTS 

    The continued increase in the volume of cheques added pressure on the existing set up, 

thus necessitating following cost effective alternative systems: 

Electronic Clearing Service ( ECS) 

Regional ECS (RECS) 

Electronic Clearing Services (ECS) debit; 

National Electronic Funds Transfer (NEFT) systems; 

Real Time Gross Settlement System (RTGS); 

Clearing   Corporation of India Limited ( CCIL) 

NATIONAL PAYMENTS CORPORATION OF INDIA 

      The Reserve Bank encouraged the setting up of national payments corporation of India 

(NPCI) to act as an Umbrella organisation for operating various Retail payment systems 

(RPS) in India. NPCI became functional early 2009. NPCI has taken over national switch 

(NFS) from institute for development and Research in banking technology. Oversight of the 

payment and settlement systems is a central bank function where by the objectives of safety 

and efficiency and planned systems, assessing them against these objectives and, where 

necessary, including change. By overseeing payment and settlement systems, central banks 

held to maintain systematic risk, and to maintain public confidence in payment and 

settlement systems. 

RECENT FINANCIAL SYSTEM AND ECONOMIC GROWTH 

      In developing countries, availability of finance is one of the important bottlenecks in the 

process of rapid economic development. Since personal savings are meagre due to lower per 

capita income in these countries, the chances of increasing the rate of savings appear to be 

poor. However, much can be done by putting greater emphasis on institution of savings. 

Therefore, one of the most pressing needs of the developing countries is to promote financial 

integrity, establish effective and cheap protection for rights of creditors and create financial 

institutions through which the savings of the community can be increased and effectively 

channelled in to the hands of investors. Further, in the developing countries, institutional 

arrangements for the mobilisation and channelling of financial resources must be 

continuously expanded and adopted to the growing and varied needs of the economy. 

CONCLUSION 

A financial system implies agents, set of complex and closely connected or inters mixed 

institutions, agents, practices, markets, claims and so on in an economy. A financial system 

helps to mobilise the financial surpluses of an economy and transfer them to areas of 
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financial deficit. Economic growth and development of any country depends on a well-knit 

financial system. 
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