
FINANCIAL MARKET

1.  What are Financial Markets?

     Financial markets are structured systems or pla�orms that enable the crea�on, exchange, and trading of financial 

     assets such as money, shares, bonds, debentures, deriva�ves, and currencies between different par�cipants in

     an economy. They act as a bridge between surplus units (savers and investors) and deficit units (businesses, 

     governments, and ins�tu�ons that need funds), thereby facilita�ng the mobiliza�on of savings and efficient 

     alloca�on of capital. Financial markets provide essen�al func�ons such as liquidity (easy conversion of assets into

     cash), price discovery (determina�on of fair market value through demand and supply), capital forma�on, and 

     risk management through instruments like insurance and deriva�ves. By suppor�ng investment, produc�on, trade, 

     and infrastructure development, financial markets play a central role in promo�ng economic growth, financial 

     stability, and overall development of the economy.

2.  Types of Financial Markets

     Financial markets can be classified into different types based on the nature of instruments traded, maturity period 

     of funds, nature of claims, and the stage of issue of securi�es. This classifica�on helps in understanding how funds

     flow within the economy and how different segments of the financial system perform specialized func�ons. Each

     type of financial market serves a specific purpose—such as mee�ng short-term fund requirements, providing long

     -term capital, facilita�ng investment, managing risk, and enabling interna�onal trade and finance. Broadly, 

     financial markets are divided into various categories such as money market, capital market, primary market, 

     secondary market, foreign exchange market, and deriva�ve market, each playing a dis�nct and complementary 

     role in the efficient func�oning of the financial system. Let's have a look one by one:

ü  Capital Market

     Capital market mobilisa�on and alloca�on of long-term funds is a segment of the financial market that deals with the  

     (generally for a period of more than one year) for produc�ve purposes in the economy. It provides a pla�orm through 

     which  for business expansion, infrastructurecompanies, governments, and ins�tu�ons raise long-term capital

     development, industrial growth, and economic development by issuing financial instruments such as equity shares,

     preference shares, debentures, bonds, and government securi�es. At the same �me, it offers investors 

     opportuni�es to invest their savings and earn returns in the form of  dividends, interest, and capital apprecia�on.

     The capital market plays a crucial role in capital forma�on, economic growth, employment genera�on, and 

     development of industries. It is broadly divided into – 

 (where new securi�es are issued)     ·   Primary market

          Primary market is a segment of the capital market where new securi�es are issued for the first �me directly by 

          companies, governments, or ins�tu�ons to raise fresh capital. It acts as the channel through which savings of 

          investors are converted into long-term produc�ve investments. In the primary market, funds flow directly from 

          investors to the issuers, helping businesses finance expansion, new projects, diversifica�on, and infrastructure 

          development. Securi�es in the primary market are issued through methods such as Ini�al Public Offerings (IPOs)

     , Follow-on Public Offerings (FPOs)      (first-�me issue of shares by a company to the public) (addi�onal issue of shares 

          by an already listed company) (offer of new shares to exis�ng shareholders in propor�on to their , rights issues 

          holdings) (issue of free shares to exis�ng shareholders from company reserves), bonus issues , private placements 

          (issue of securi�es to a selected group of investors instead of the public) (issue of , and preferen�al allotments 

          shares to specific investors at a predetermined price). The primary market is the main source of fresh funds for the 



      corporate and public sector.

      Secondary market (where exis�ng securi�es are traded)

      The secondary market is the segment of the financial market where already issued securi�es such as shares, 

      debentures, bonds, and other financial instruments are bought and sold among investors through recognized 

      stock exchanges and over-the-counter pla�orms. In this market, the issuing company does not receive funds 

      directly, as transac�ons take place between exis�ng holders of securi�es and new buyers. The secondary market

       provides liquidity and marketability to financial instruments, allowing investors to easily convert their investments into cash. 

üMoney Market

   The money market is a specialized segment of the financial market that deals in short-term funds and highly liquid 

   financial instruments with a maturity period of one year or less, and it serves as the backbone of short-term finance

   in an economy. It provides a pla�orm for banks, financial ins�tu�ons, corporates, governments, and other 

   par�cipants to manage their short-term liquidity needs, working capital requirements, and temporary surplus funds.

   The money market ensures the smooth flow of short-term credit through instruments such as treasury bills, 

   commercial bills, commercial paper, cer�ficates of deposit, call money, and repo and reverse repo agreements,

   which are characterized by high safety, low risk, and high liquidity. This market plays a crucial role in maintaining

   stability in the banking system, balancing demand and supply of short-term funds.

üDeriva�ve Market

   The deriva�ves market is a type of financial market where people trade special contracts instead of actual goods 

   or shares. The value of these contracts depends on something else, like the price of a share, commodity, currency, 

   or index. These contracts are used mainly to protect against future losses or to make profit from price changes.

   For example, a farmer may use deriva�ves to lock the price of crops in advance, or an investor may use them to

   protect their investment from falling prices. Common deriva�ve contracts include futures, op�ons, forwards, and

   swaps. In simple words, the deriva�ves market helps people manage risk, plan safely for the future, and deal with

   price uncertainty in business and investment.

üOver the Counter Market

   The over-the-counter (OTC) market is a type of market where buying and selling of financial instruments happens

   directly between two par�es, without using a formal stock exchange like NSE or BSE. There is no central physical 

   place or trading floor; instead, trading happens through banks, brokers, dealers, phones, and online networks. 

   This market is commonly used for instruments like bonds, deriva�ves, currencies, and some shares. Suppose a 

   company wants to borrow money for a short period and directly makes a deal with a financial ins�tu�on to issue

   commercial paper at a fixed interest rate, without lis�ng it on any stock exchange. This direct transac�on between 

   the company and the ins�tu�on happens in the over-the-counter (OTC) market.

üForeign Exchange Market

   The foreign exchange market is the market where currencies of different countries are bought and sold. It is used

   when people, companies, or governments need to exchange one country's money for another country's money 

   for purposes like trade, travel, study abroad, investment, or interna�onal business. This market works through 

   banks, financial ins�tu�ons, and online trading pla�orms, and not through a single physical loca�on. Example: If 

   an Indian student is going to the USA for studies, their family will exchange Indian rupees (₹) for US dollars ($) 

   

·



sugar, coffee, and other raw materials are bought and sold. These goods are used in daily life and in industries for

produc�on. People trade in commodi�es either in actual form (physical delivery) or through contracts based on 

future prices. Farmers, producers, companies, and traders use this market to fix prices in advance, reduce risk, 

and earn profit from price changes.

Example: A jewellery maker buys gold from the market for making ornaments, and a farmer sells wheat in the

market a�er harvest. Both of these ac�vi�es happen in the commodity market.

Cryptocurrency Market

The cryptocurrency market is a digital market where online money called cryptocurrencies like Bitcoin, Ethereum,

and other digital coins are bought and sold. These are not physical currencies like rupees or dollars and are not 

controlled by any single government or central bank. Trading happens through online pla�orms and mobile apps, 

using internet and digital wallets. People buy cryptocurrencies for investment, trading, and digital payments. Prices 

change quickly because of demand, supply, and market news. Example: If a person buys Bitcoin using Indian rupees

through a crypto app and later sells it when the price increases, this buying and selling happens in the cryptocurrency market.

ü

through a bank or forex service. This exchange of currencies happens in the foreign exchange market.

üCommodity Market

   The commodity market is a market where physical goods (commodi�es) like gold, silver, oil, wheat, rice, co�on,

3.  What is a Stock Market?

     Introduc�on

     The stock market is an important part of the financial system that provides a pla�orm for the buying and selling 

     of shares and other securi�es, enabling companies to raise capital and investors to invest their savings in produc�ve

     economic ac�vi�es. Through organized stock exchanges and regulated trading systems, the stock market ensures

     transparency, price discovery, and liquidity, allowing securi�es to be easily converted into cash.

     Instruments traded in stock market

     The stock market facilitates the trading of a wide variety of financial instruments that serve different investment,

     financing, and risk management needs of investors and companies. These instruments include equity shares, 

     which represent ownership in a company and provide returns through dividends and capital apprecia�on; 

     preference shares, which offer fixed dividends with limited ownership rights; and debt instruments such as bonds,

     debentures, and government securi�es, which provide fixed income and capital safety. The market also trades 

     mutual fund units, allowing investors to invest indirectly in diversified por�olios managed by professionals, and 

     deriva�ve instruments such as futures and op�ons, which are used for hedging risk and managing price vola�lity. 

     In addi�on, exchange-traded funds (ETFs), index funds, and other structured financial products are traded to meet 

     modern investment needs. Together, these instruments provide investors with mul�ple op�ons based on risk 

     appe�te, return expecta�ons, investment horizon, and financial goals, making the stock market a diversified and

     dynamic investment pla�orm.

     Indian stock market structure

     The Indian stock market structure is a well-organized and regulated system designed to ensure transparent,

     

ü

ü

ü



4.  How Stock Market Works?

  Companies go public

     Companies go public through a formal and regulated process known as an Ini�al Public Offering (IPO), in which a

     private company offers its shares to the general public for the first �me. The process begins with the company 

     appoin�ng intermediaries such as merchant bankers, investment bankers, legal advisors, auditors, and registrars

     to manage the issue. The company then prepares a prospectus containing detailed informa�on about its business, 

     financial performance, risks, objec�ves, and share offering, which is approved by the regulatory authority. A�er 

     regulatory approval, the company decides the issue price and number of shares to be offered through methods

     such as fixed price issues or book building. The shares are then offered to the public through stock exchanges, 

     investors apply for shares, and allotment is made based on demand. Finally, the shares are listed on the stock 

     exchange, enabling public trading.

     Investors buy & sell stocks

     Once companies go public and their shares are listed on the stock exchange, investors par�cipate in the market by

     buying and selling these shares through recognized trading pla�orms and registered brokers. Investors use trading 

     and demat accounts to place orders electronically, and transac�ons take place in the secondary market where

     ownership of shares is transferred from one investor to another. Through this con�nuous buying and selling 

     process, investors aim to earn returns in the form of dividends and capital apprecia�on, while the market provides

     liquidity, price discovery, and smooth circula�on of capital, thereby keeping the stock market ac�ve, dynamic, 

     and func�onal.

ü  Prices are set by supply & demand

     As investors ac�vely buy and sell shares in the stock market, the prices of stocks are con�nuously determined by

     the forces of supply and demand. When more investors want to buy a par�cular share than sell it, demand 

     increases and the price rises, whereas when more investors want to sell than buy, supply increases and the price

     falls. These price movements reflect various factors such as company performance, financial results, economic 

     condi�ons, industry trends, news, and investor expecta�ons. This demand–supply mechanism ensures fair price

     discovery, meaning that share prices represent the collec�ve judgement of the market. In this way, the interac�on 

ü
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efficient, and secure trading of securi�es in the country. It is primarily organized around recognized stock exchanges

such as the Bombay Stock Exchange (BSE) and the Na�onal Stock Exchange (NSE), which provide electronic trading

pla�orms for buying and selling securi�es. The market operates through a structured network of intermediaries 

including stock brokers, sub-brokers, merchant bankers, por�olio managers, investment advisors, custodians, and

depository par�cipants, who facilitate smooth market func�oning. The depository system, consis�ng of NSDL and

CDSL, enables dematerializa�on of securi�es and electronic transfer of ownership, while clearing corpora�ons 

handle clearing, se�lement, and risk management of trades. The en�re system is regulated and supervised by the

Securi�es and Exchange Board of India (SEBI), which ensures investor protec�on, market integrity, and fair-trading

prac�ces. Suppor�ng ins�tu�ons such as the Reserve Bank of India (RBI), clearing banks, and se�lement agencies 

further strengthen the opera�onal framework. This integrated structure ensures transparency, liquidity, investor

confidence, efficient capital mobiliza�on, and stability in the Indian stock market system.



    of buyers and sellers naturally decides the value of stocks, making pricing dynamic, transparent, and market-driven.

üStock exchange match buyers & sellers

    As prices are determined by supply and demand, stock exchanges play a crucial role by providing a centralized 

    electronic pla�orm that automa�cally matches buyers and sellers of shares. When investors place buy and sell orders

    through brokers or online trading systems, these orders enter the exchange's trading system, where they are matched

    based on price priority and �me priority. This automated matching process ensures fairness, speed, transparency,

    and accuracy in transac�ons. By efficiently connec�ng buyers and sellers, stock exchanges enable smooth trading, 

    con�nuous price discovery, and uninterrupted market ac�vity, making the stock market an organized, reliable, and 

    well-func�oning system.

üInvestors make and loose money

    As buyers and sellers are matched on the stock exchange and prices move based on supply and demand, investors

    may make profits or face losses depending on market movements. When an investor buys a share at a lower price 

    and sells it later at a higher price, they earn a capital gain, but if the share price falls a�er purchase and is sold at

    a lower price, the investor incurs a loss. In addi�on, investors may also earn income through dividends when 

    companies distribute profits. These gains and losses are influenced by factors such as company performance, 

    market condi�ons, economic changes, and investor decisions. This possibility of profit and loss makes the stock 

    market both an opportunity for wealth crea�on and a space that involves risk, requiring informed decision-making 

    and financial discipline.

üRegula�ons keep it fair

    To ensure that this en�re process of company par�cipa�on, investor trading, price discovery, profit and loss, and

    market opera�ons remains fair and trustworthy, the stock market is governed by strict regula�ons and regulatory

    authori�es. Regulatory bodies such as SEBI in India monitor market ac�vi�es, control malprac�ces, prevent fraud, 

    insider trading, and market manipula�on, and ensure transparency and ethical conduct. Rules related to disclosures, 

    lis�ng requirements, trading prac�ces, and investor protec�on are enforced to create a safe and disciplined 

    market environment. These regula�ons protect investors' interests, maintain market integrity, and build public 

    confidence, ensuring that the stock market func�ons as a fair, stable, and reliable system for all par�cipants.

5.  SEBI – Watchdog of Indian Stock Market

    The Securi�es and Exchange Board of India (SEBI) is the apex regulatory authority of the Indian securi�es market, 

    responsible for regula�ng, supervising, and developing the stock market and related financial markets in the 

    country. It was established to protect the interests of investors, ensure fair and transparent market prac�ces, and

    promote the healthy growth of the securi�es market. By regula�ng stock exchanges, listed companies, and market 

    intermediaries, and by framing rules, guidelines, and policies, SEBI plays a central role in maintaining discipline,

    integrity, and stability in the Indian financial system. 

    Func�ons of SEBI:

ü Insider Trading

    Preven�ng insider trading is one of the key regulatory func�ons of SEBI to ensure fairness and transparency in the

    securi�es market. Insider trading refers to the prac�ce of buying or selling securi�es by individuals who possess 

    unpublished price-sensi�ve informa�on about a company, such as financial results, mergers, acquisi�ons, or major

    business decisions, before this informa�on is made public. SEBI frames strict rules and regula�ons to prohibit such 

    prac�ces, monitors trading ac�vi�es, inves�gates suspicious transac�ons, and takes legal ac�on against individuals

    and en��es involved in insider trading. By preven�ng misuse of confiden�al informa�on, SEBI ensures equal access

    



to informa�on for all investors, protects small investors from unfair disadvantages, and maintains trust, integrity, 

and ethical standards in the stock market system.

Regula�ng Intermediaries

Regula�ng market intermediaries is an important func�on of SEBI to ensure the orderly and efficient func�oning 

of the securi�es market. SEBI registers, supervises, and monitors various intermediaries such as stock brokers, 

sub-brokers, merchant bankers, mutual funds, por�olio managers, investment advisors, registrars, depository

par�cipants, and other financial service providers. It frames rules, codes of conduct, and opera�onal guidelines for

 their ac�vi�es and ensures compliance through inspec�ons, audits, and regulatory ac�ons. By regula�ng 

intermediaries, SEBI ensures ethical behaviour, professional standards, transparency, and accountability in market 

opera�ons, protects investors from malprac�ces, and maintains discipline and stability in the securi�es market ecosystem.

Approving IPOs

Approving Ini�al Public Offerings (IPOs) is an important regulatory func�on of SEBI to ensure transparency, investor 

protec�on, and fair capital raising in the securi�es market. Before a company can issue shares to the public, SEBI 

examines and approves the prospectus and disclosure documents to ensure that all necessary financial, legal, and

business informa�on is properly disclosed to investors. SEBI verifies that the company has complied with regulatory 

norms, lis�ng requirements, and disclosure standards, and that investors are provided with accurate, complete, 

and truthful informa�on for informed decision-making. By regula�ng and approving IPOs, SEBI prevents misleading 

informa�on, protects investors from fraudulent issues, and ensures that public fund mobiliza�on takes place in a 

transparent, fair, and legally compliant manner.

Promo�ng Investor Awareness

Promo�ng investor awareness is a vital func�on of SEBI aimed at educa�ng investors and protec�ng them from 

financial frauds, mis-selling, and market manipula�on. SEBI conducts awareness programmes, financial literacy 

campaigns, workshops, seminars, digital ini�a�ves, and educa�onal drives to help investors understand basic 

investment concepts, market risks, rights and responsibili�es, and safe investment prac�ces. It also provides

guidelines, educa�onal content, and informa�on pla�orms to improve financial knowledge among retail investors.

By promo�ng investor educa�on, SEBI empowers investors to make informed financial decisions, reduces 

vulnerability to exploita�on, and strengthens investor confidence, thereby contribu�ng to a more transparent, 

responsible, and stable securi�es market.

ü
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6. Careers in Stock Market

    Equity Research Analyst

    Studies companies and markets to give investment recommenda�ons

    Stock Broker

    Executes buy and sell orders for clients on stock exchanges

    Por�olio Management

    Manages investment por�olios for individuals and ins�tu�ons

    Trader

    Buys and sells securi�es for short-term profit

    Investment Banker

    Helps companies raise capital and manage IPOs, mergers, and acquisi�ons

    Wealth Manager

    Manages and grows the wealth of high-net-worth individuals by providing personalized investment planning, 

    por�olio management, tax planning, and long-term financial strategies

ü
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  Quan�ta�ve Analyst

  Uses mathema�cs, sta�s�cs, programming, and data analysis to build financial models, trading algorithms, and 

  risk management systems for investment and trading decisions

  Financial Journalist

  Covers stock markets, companies, economic trends, and financial news through ar�cles, reports, TV shows, digital

  media, and analysis, helping the public understand market movements and financial developments

ü

ü

7. Func�ons of Financial Markets

üMobiliza�on of Savings

    Mobiliza�on of savings is one of the most important func�ons of financial markets, as it involves collec�ng 

    sca�ered savings from individuals, households, and ins�tu�ons and channelizing them into produc�ve investment 

    ac�vi�es. Financial markets provide a wide range of financial instruments such as bank deposits, shares, bonds,

    mutual funds, insurance products, pension schemes, and other investment op�ons that encourage people to save

    their money instead of keeping it idle. By offering different levels of risk, return, liquidity, and investment horizons, 

    financial markets a�ract savings from various sec�ons of society and convert them into capital for businesses, 

    industries, infrastructure projects, and government development programmers. This process not only increases

    the availability of funds for economic ac�vi�es but also promotes financial inclusion, capital forma�on, and long-

    term economic growth by ensuring that savings are effec�vely transformed into produc�ve investments that 

    contribute to na�onal development.

üEconomic Indicator

    Financial markets act as an important economic indicator by reflec�ng the overall health, performance, and future

    direc�on of the economy through movements in prices, indices, and market trends. Changes in stock prices, bond

    yields, interest rates, trading volumes, and market indices o�en signal investor confidence, business performance, 

    economic growth, infla�on expecta�ons, and financial stability. A rising market generally indicates economic 

    expansion, strong corporate performance, and posi�ve investor sen�ment, while a falling market may indicate 

    economic slowdown, uncertainty, or financial stress. Policymakers, governments, businesses, and investors use 

    market trends and indicators as signals for economic planning, policy formula�on, investment decisions, and 

    strategic planning. In this way, financial markets func�on as a mirror of economic condi�ons, providing valuable 

    insights into the present and future state of the economy.

ü Price Discovery

    Price discovery is a key func�on of financial markets, referring to the process through which the prices of financial 

    instruments such as stocks, bonds, commodi�es, and deriva�ves are determined based on the interac�on of demand 

    and supply. In well-func�oning markets, the collec�ve buying and selling decisions of investors reflect the perceived 

    value of assets, taking into account factors like company performance, economic condi�ons, interest rates, infla�on, 

    and market expecta�ons. This process ensures that prices are transparent, market-driven, and fair, providing

    investors and businesses with accurate informa�on for making financial and investment decisions. Effec�ve price

    discovery also helps in efficient alloca�on of resources, as funds are directed toward assets and sectors that are 

    valued higher by the market, ul�mately contribu�ng to economic growth and stability.

üSupport to Government

    Financial markets provide crucial support to the government by facilita�ng the raising of funds for public expenditure,

    infrastructure development, and welfare programs through instruments such as government securi�es, bonds, 

    treasury bills, and other debt instruments. By issuing these securi�es in the primary market, the government can 

    



borrow funds from investors, including banks, financial ins�tu�ons, and the general public, to meet fiscal 

requirements without relying solely on taxa�on. The secondary market ensures liquidity and tradability of these 

instruments, making government borrowing more efficient and a�rac�ve to investors. Addi�onally, financial 

markets help the government in implemen�ng monetary and fiscal policies, managing public debt, and regula�ng

interest rates, thereby suppor�ng macroeconomic stability and the smooth func�oning of the economy.

Foreign Investment Flows

Financial markets play a key role in a�rac�ng and facilita�ng foreign investment flows into the economy, including

Foreign Direct Investment (FDI) and Foreign Por�olio Investment (FPI). By providing transparent, liquid, and regulated 

pla�orms such as stock exchanges and bond markets, financial markets enable foreign investors to invest in domes�c 

companies, government securi�es, and financial instruments with confidence. These inflows bring addi�onal 

capital, technology, exper�se, and global market access, helping domes�c businesses expand and modernise. 

Moreover, foreign investment flows contribute to exchange rate stability, increased liquidity, and enhanced market

depth, while signalling interna�onal confidence in the country's economic prospects. Effec�ve management and 

regula�on of these flows by financial markets ensure that foreign capital is mobilised efficiently and supports 

sustainable economic growth.
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