
Depository Services

1. Mobilization of savings 

2. Allocation of Savings

3. Provide payment and settlement 
system

4. Monitor Corporate Performance

5. Helps in risk reduction

6. Provide price related information

FunctionsMeaning

1. A system that allows the exchange of funds 
between lenders, investors, and borrowers.

2. Operate at national, global, and firm-specific 
levels.

3. They consist of complex, closely related 
services, markets, and institutions intended to 
provide an efficient and regular linkage between 
investors and depositors.

4. Enable individuals and companies to share the 
associated risks.

Key Elements 

Key elements of well functioning Financial System 
1. A strong legal and regulatory environment is must

2. Stable Money 

3. Sound public finances and public debt management

4. A Central Bank

5. Sound Banking System

6. Information System 

7. Well functioning securities market.

Design Types 

Basis Market Based Bank Based

Economy Economy is dependent 
on how well or poorly 
the stock market is 
performing.

The economy is 
dependent on how well 
or poorly the banking 
system is doing.

Interest from 
Loans

Banks are less 
dependent on interest 
from loans.

Banks are more 
dependent on Interest 
from loans for their 
revenue increase

Wealth The wealth is spread 
more unevenly

Wealth is more evenly 
spread

Opportunities 
to gain or 
lose

Each individual within 
the society has the 
opportunity to gain or 
lose on any given day

Only a few are given the 
opportunity to maximize 
their gain

Law Based on civil law rather 
than common law

Based on common law

Countries USA, UK, 
Singapore ,Malaysia, 
Brazil, Mexico, 
Philippines, Turkey

Japan, Germany, France, 
Italy, India, Argentina, 
Pakistan, Srilanka

Difference Between 

Advantages  
1. Facilitate diversification of 

securities

2. Helps in investors to reduce 
their risk.

3. Provides an information 
system.

4. Facilitate financing of new 
technologies.

Disadvantage 
1. Market based system is 

prone to instability as 
market may be fluctuating 
in turbulent times. 

2. Consequently, investors are 
exposed to market risk.

3. There is a free rider 
problem.

Market Based Bank Based 

Advantages  
1. Close relationship with 

parties;

2. Provide tailor made 
contracts;

3. Efficient risk sharing;

4. No free rider problem;

Disadvantage 
1. Retards innovation and 

growth as banks may have 
preference for low risk, low 
return projects.

2. Impedes competition and 
entry of new firms because 
banks may collude with 
business managers against 
investors.

Formal Informal 

Financial 
Markets 

Financial 
Services 

Financial 
Institutions 

Basis NBFC BANK

Meaning Non Banking Financial 
Company (NBFC) is a 
company that provides 
banking services to people 
without holding a bank 
license.

Bank is a government 
authorized financial 
intermediary that aims at 
providing banking services 
to the general public.

Incorporated under Companies Act Banking Regulation Act

Demand Deposit Not Accepted Accepted

Foreign Investment Allowed up to 100% Allowed up to 74% for 
private sector banks

Payment Settlement 
System

Not a part of system.
 Integral part of the system.

Maintenance of Reserve 
Ratios

Not required Compulsory

Deposit Insurance Facility Not available Available

Credit Creation NBFC do not create credit. Banks create credit.

Transaction Services Not provided by NBFC. Provided by banks.

Difference Between 

Financial 
Instruments 

To facilitate 
creation and 
allocation of 
credit and 
liquidity

To serve as 
intermediaries for 

mobilization of 
savings

To help in the 
process of 
balanced 
economic 
growth.

To provide 
financial 

convenience.


To provide 
information and 

facilitate 
transactions at 

low cost.

To cater to the 
various credits 
needs of the 

business 
organizations.

1 2 3 4 5 6

Characteristics 
of Financial 
Instruments

Functions of 
Financial 
Market 

Liquidity Marketing Collateral 
Value

Transferability 

Transaction 
Cost

Risk

Maturity 
Period

Future 
Trading

Types of 
Financial 
Services 

Investment Banking

Credit Rating

Consumer Finance

Housing Finance

Factoring

SEBI

RBI

Objectives of SEBI 

1.Protect the interest of investors in securities.

2.Promotes the development of securities 
market. 

3. Regulating the securities market..

Functions of SEBI 

1. Regulating the business in stock exchanges;

2. Prohibiting fraudulent and unfair trade 
practices;

3. Promoting investors' education and training;

4. Prohibiting insider trading in securities;

5. regulating take-over of companies.

RERA Other

AMFI

Objectives of AMFI 

1. Maintain high professional 
and ethical standards;

2. Recommend and promote 
best business practices and 
code of conduct;

3. Represent to the 
Government, Reserve Bank 
of India, SEBI etc.

4. To undertake nationwide 
investor awareness 
programme

5. To protect the interest of 
investors/unit holders.

FEDAI

Functions of FEDAI 

1. Guidelines and Rules for 
Forex Business.

2. Training of Bank Personnel in 
the areas of Foreign Exchange 
Business.

3. Accreditation of Forex 
Brokers.

4. Represent member banks on 
Government/Reserve Bank of 
India/Other Bodies. 

5. Announcement of daily and 
periodical rates to member 
banks.

FIMMDA

It is a voluntary market body 
for the bond, money and 
derivatives markets 

Role of FIMMDA 

1. Suggests Legal and Regulatory 
framework for the development 
of new products.

2. Training & Development 
Support to the Debt & 
Derivatives Market.

3. Standardisation of market 
practices.

4. Functions as the principal 
interface with Regulators 

Banking Functions

Supervisory Functions

Promotional Functions

Functions of 
RBI

IRDAI

Importance of IRDA 

1. Regulation of Insurance Sector;

2. Protection of Policy Holders Interest;

3. Awareness of Insurance;

4. Development of Insurance Product;

5. Saving and Investment of Individual.

PFRDA

Benefits- National 
Pension Scheme (NPS) 

1. Additional Tax Benefit of 
₹50000 (80CCD);


2. Flexibility to choose 
between 8 Fund 
Managers


3. Flexibility to choose 
between Active and 

Auto Choice for 
distribution;


4. Portable


5. Simple 


6. Regulated


7. Low Cost

Regulatory 
Authorities 
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corporations which 
provide services as 
intermediaries of 
financial markets

 a broad term describing 
any marketplace where 
trading of securities 
including equities, 
bonds, currencies and 
derivatives occurs.

Are those instruments 
which have a monetary 
value.

Are services which 
involves investment, 
lending, and 
management of money 
and assets

classified as banking and 
non-banking financial 
institutions.

can be divided into 
money market and 
capital market.

 Can be classified into 
debt based securities 
and equity based 
securities.

are essential for the 
creation of new business, 
expansion of existing 
industries and economic 
growth.

Banks are creators and 
providers of credit. While 
non-banking financial 
companies are only 
providers of credit.

Money market is a 
market for short term 
securities having a 
maturity period

of less than one year.

Equity based securities 
consist of equity share 
capital which is 
ownership based 
securities and represents 
risk capital. Debt based 
securities consists of 
bonds and debentures.

Financial services 
rendered by financial 
institutions bridge the 
gap between lack of 
knowledge on the part of 
investors and latest 
trends in the financial 
instruments and markets.

Example

1.Export Import Bank of 
India (EXIM),

2. Tourism Finance 
Corporation of India 
(TFCI),

3. Infrastructure 
Development Finance 
Company (IDFC) etc.

Capital Market is a 
market for long term 
securities having a 
maturity period of more 
than one year.

Further, capital market 
can be divided into 
primary market and 
secondary market.

Debenture is an 
acknowledgement of 
debt which has to be 
repaid in full in certain 
number of years 
mentioned at the time of 
issue of debenture itself.


The producers of 
financial services are 
financial intermediaries 
or institutions such as 
banks, insurance 
companies, mutual funds 
and stock exchanges.


4. National Bank for 
Agriculture and Rural 
Development (NABARD)

5. National Housing Bank 
(NHB).


In primary market, 
securities (shares, bonds, 
debentures) are issued to 
the public for the first 
time.

While in secondary 
market, trading 
(purchase and sale) takes 
place in those securities 
are already issued to the 
public

On the other hand, 
bonds are financial 
instruments issued by 
companies which are 
basically a financial 
contract between a 
company (borrower) and 
investors (lenders).

Financial services are 
needed for the following 
activities:

(i) Borrowing and lending

(ii) Investing

(iii) Buying and selling 
securities

(iv) Making and enabling 
payments and 
settlements

(v) Managing risk
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When you’re a carpenter making a beautiful chest of drawers, you’re not going to use a piece of plywood on the back, even though it faces the wall and nobody will see it. You’ll know it’s there, so you’re going to use a beautiful piece of wood on the back. For you to sleep well at night, the aesthetic, the quality, has to be carried all the way through.
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