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ABSTRACT

Purpose: This article aims to examine the Indian money market, focusing on its
characteristics, strategies, linkages with other markets, functions, and the impact of Reserve
Bank of India (RBI) policies. The objective is to develop new knowledge and ideas about the
money market and to understand the challenges it faces.

Methodology: The research is based on descriptive methodology, utilizing both qualitative
and quantitative aspects to analyze the Indian money market. Data was collected through
surveys and structured questionnaires, with a sample size of 51 respondents. Statistical and
graphical methods were used to interpret the empirical data.

Findings:The study finds that a majority of respondents (58%) agree or strongly agree that
the Indian money market is developed. Additionally, 53% of participants believe that the RBI
is the most important constituent in the money market, while 56% agree that the RBI plays a
significant role. However, there is a considerable minority expressing skepticism or neutrality
about the market's development and the RBI's influence.

Practical Implications: The insights from this study highlight the strengths and areas for
improvement within the Indian money market. The findings suggest the need for continuous
evaluation of strategies and policies to enhance market efficiency and address stakeholder
concerns.

Keywords: Indian Money Market, Reserve Bank of India, Market Development, Financial
Strategies, Market Linkages, Descriptive Research.

I. INTRODUCTION

The Indian money market, a cornerstone of the nation's financial system, plays a crucial role
in ensuring liquidity and stability. This market comprises various instruments and institutions
that facilitate short-term borrowing and lending, thereby supporting the broader economy.
Understanding the dynamics of the Indian money market is essential for stakeholders,
including policymakers, financial analysts, and investors, who rely on its mechanisms for
effective financial planning and decision-making.

Money Market:As to the RBI, the money market is a hub for trading mostly in short-term
monetary assets. "It caters to the immediate needs of borrowers and offers liquidity or cash to
lenders.” A marketplace where borrowers, including financial institutions, individuals, and the
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government, bid for short-term excess investible money held by financial and other
institutions and people.

Functions of Money Market:

e To promote economic growth. The money market can do this by making funds
available to various units in the economy such as agriculture, small scale industries,
etc.

e To maintain the balance between the demand and supply for money when it comes to
short-term money-related transactions (monetary equilibrium).

e To help in Capital Formation. The money market makes available investment avenues
for the short-term period. It helps in generating savings and investments in the
economy.

e To provide help to Trade and Industry. The money market provides adequate finance
to trade and industry. Similarly, it also provides the facility of discounting bills of
exchange for trade and industry.

e To help in implementing Monetary Policy. It provides a mechanism for the effective
implementation of the monetary policy.

Features of Money Market:The money market offers the government with non-inflationary
means of obtaining funds. Short-term loans may be obtained by issuing treasury bills.
Nevertheless, this does not result in price hikes. The Money Market encompasses all the
organisations and entities involved in the trading or facilitation of transactions involving
short-term debt instruments. The institutions included in this list are the Reserve Bank of
India (RBI), commercial banks, cooperative banks, non-banking financial corporations such
as LIC, GIG, UTI, and specialised institutions like the Discount and Finance House of India
(DFHI).

Role of Money Market in Economy:Money markets are crucial for banks to manage their
liquidity and facilitate the transmission of monetary policy. During typical periods, money
markets exhibit high levels of liquidity compared to other sectors in the financial industry.
The money market enables the refinancing of short and medium-term positions and helps
mitigate liquidity risk for businesses by offering suitable instruments and partners for
liquidity trading. The banking system and the money market are the exclusive environments
in which monetary policy functions. An advanced, dynamic, and effective interbank market
improves the effectiveness of the central bank's monetary policy by efficiently delivering its
signals to the economy. Therefore, the establishment of the money market facilitates the
process of financial intermediation and enhances lending to the economy, therefore enhancing
the economic and social well-being of the nation. Hence, the advancement of the money
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market is advantageous for all parties involved, including the banking sector itself, the
Central Bank, and the overall economy.

Growth of Money Market in India: The capital or financial markets fulfil the need for long-
term financing, whereas the money market is a mechanism that facilitates the borrowing and
lending of short-term cash. The post-reforms era in India has seen significant expansion of
the Indian money markets. Financial institutions have successfully fulfilled the demanding
requirements for providing short-term credit to crucial sectors such as manufacturing,
services, and agriculture. The Indian money markets have shown the necessary maturity and
resilience over the last two decades while operating under the jurisdiction and direction of the
Reserve Bank of India (RBI). "The government's decision to provide permission for private
sector banks to operate has introduced vital competition in the money markets, leading to
significant enhancements in their performance.” Despite global changes and severe liquidity
circumstances in local markets, the Indian financial markets remained well-organized. The
call rate increased in line with the policy rates and the tight liquidity circumstances. During
the third quarter of 2010-11, it mostly stayed above the top limit of the LAF corridor. Both
the commercial paper (CP) and certificate of deposit (CD) markets continued to be active as
alternate means of obtaining financing. The yield curve for Government Securities (GSec)
has changed, indicating anticipated adjustments to policy rates in an inflationary setting. The
Indian Rupee had a small increase in value compared to the US dollar, but stock prices saw a
rise due to significant inflows of foreign investments.

This article aims to delve into the work and strategies of the Indian money market, exploring
its connections with both domestic and international markets. By examining the market's
applications, functions, and the impact of policies implemented by the Reserve Bank of India
(RBI), we seek to provide a comprehensive overview of its current state and future prospects.

Our research is grounded in a descriptive methodology, which allows us to capture both
qualitative and quantitative aspects of the market. Through the collection and analysis of
empirical data, we aim to shed light on recent trends, challenges, and opportunities within the
Indian money market. By incorporating insights from literature reviews and primary data
collection, we strive to develop new knowledge and ideas that can inform future strategies
and policies.

In this context, the role of the RBI is particularly significant. As the central bank, the RBI not
only regulates and supervises the money market but also implements monetary policies that
have far-reaching effects on the economy. Understanding how the RBI's policies influence the
money market is crucial for assessing its overall impact and effectiveness.
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This article is structured to first present our research methodology, followed by a detailed
analysis and interpretation of the collected data. We will then discuss the implications of our
findings, leading to a conclusion that summarizes our insights and suggests pathways for
future research and development in the Indian money market.

Il. REVIEW OF LITERATURE

Mishra et al (2001) provide more verification of CIP failure. Nevertheless, Jain and
Bhanumurthy (2005) discovered evidence of cointegration among the Indian call money
rate, US Dollar Libor, and the Dollar-Rupee exchange rate. They determine that "the level of
integration seems to be increasing,” while the process of integration is yet incomplete. In their
study, Sharma and Mitra (2006) examined the variables that influence the forward premium
of the dollar versus the rupee. They discovered that the primary factor driving this premium is
the interest rate difference, which is in line with the concept of Covered Interest Parity (CIP).
Nevertheless, they discovered that other factors used in the examination, such as net portfolio
flows, the current account balance, and exchange rate fluctuations, all shown some capacity
to explain the phenomenon. In addition, when the researchers conducted separate regression
analyses for an earlier and later time frame, they saw a reduced significance of the interest
rate difference in the later era. As a result, they concluded that forward premia are
increasingly being driven by the forces of demand and supply.

George and Mallik (2009a) found that central bank interventions to stabilise interest rates
and prices create a discrepancy between the forward premium and the interest rate difference.
George and Mallik (2009b) discovered in a separate research that the forward premium is
affected not only by the interest rate difference, but also by international oil prices, the real
effective exchange rate (REER) of the rupee, and the level of current account openness. It is
observed that the forward premia are more significantly affected by current account
transactions rather than capital movements. Hutchison et al (2009) employs the Self Exciting
Thresold Autoregression (SETAR) methodology to calculate a range around the CIP mark.
The range has two key characteristics: deviations within the range follow a random process,
whereas deviations outside the range initiate an autoregressive adjustment process towards
the boundaries. The band is interpreted in the following manner. Arbitrage efforts are not
successful because to market frictions when there are CIP variations within the band. The
fluctuations within the band from one period to another are thus completely unpredictable.
When the deviations are significant enough outside the band, arbitrage becomes lucrative. As
a result, arbitrageurs take action to change rates, causing the variances to move back towards
the closer border. They include structural breakdowns and calculate distinct ranges for
different subperiods, namely, from January 1999 to January 2003, January 2003 to April
2005, and April 2005 to January 2008. They discover that the bandwidth is more limited in
the second and third subperiods in comparison to the first. Moreover, they discover that if the
deviation exceeds the band, the return to the bounds occurs rather quickly. In summary, their
conclusion is that obstacles to arbitrage have decreased since 2003
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Buigut, Steven, and Rao, Vadhindran. (2011). The paper examines the impact of financial
liberalisation in India on the integration of Indian markets with global markets. Initially, we
examine the concept of covered interest rate parity (CIP) by comparing the 3-month
interbank interest rates and 1 year swap rates between India and the US. The findings indicate
a lack of substantial evidence for a stable and lasting connection between the domestic
interest rate and the covered interest rate. The mostly adverse outcomes suggest the existence
of a nation risk premium and/or stringent limits on capital movements and/or restrictive
limitations on interbank borrowing and lending. Subsequently, we use a Vector Error
Correction Model (VECM) to analyse the interrelationships among the Indian interest rate,
the covered interest rate, and the US interest rate. The findings indicate a certain level of
cointegration between Indian and US interest rates, implying the presence of connections
between US and Indian money markets that go beyond covered interest arbitrage. The task of
identifying the binding restrictions is deferred for future investigation. An argument against
counterparty risk being significant is that arbitrageurs have the ability to borrow money in the
Indian money market with collateral, specifically through the use of 'Collateralized
Borrowing and Lending Obligations'. This instrument was introduced by the Reserve Bank of
India in the fiscal year 2002-03, as mentioned in the Reserve Bank of India's 2005-2006
Report on Currency and Finance. These remaining factors include regulations on borrowing
from other countries, limitations on overnight lending, and the assessment of national risk. If
foreign banks are using maximum external borrowing, then the likely cause for breach of the
CIP (Covered Interest Parity) is the implementation of capital constraints on such borrowing.
If foreign banks are fully using overnight lending limitations, then the cause might be due to
overnight lending restrictions, assuming the opposite scenario is not true. If none of the
aforementioned conditions are satisfied, then it might be attributed to national risk. The
second round of experiments focused on examining the correlation between interest rates in
the United States and India. The VECM analysis reveals a certain level of three-way
cointegration among the domestic, covered, and dollar (international) interest rates. This is
particularly intriguing considering the absence of cointegration between the domestic interest
rate and the covered interest rate. When considered together, these findings suggest that the
dollar-rupee forward premium is influenced by variables beyond only the interest rate
difference. This aligns with prior research, such as the study conducted by Sharma and
Mitra(2006), which concludes that the forward premium on the dollar compared to the rupee
is influenced not only by the interest rate differential, but also by the demand and supply
conditions for hedging. Additionally, George and Mallik (2009b) find that factors related to
the current account have a significant impact on forward premiums. Furthermore, the
presence of cointegration (even if it is poor) between Indian and US interest rates implies that
there could be connections between Indian and global markets beyond just arbitrage.
Although domestic and covered interest rates may not be cointegrated, there is a possibility
that they have a shared stochastic pattern with US rates. The relationship may relate to
trading. Conversely, fluctuations in interest rates in the United States might prompt global

UGC CARE Group-1, 177



Industrial Engineering Journal

ISSN: 0970-2555

Volume : 53, Issue 1, January : 2024
corporations and portfolio investors to make modifications. Exploring the nature of these
potential connections is a task that will be undertaken in future studies.

Nath, Golaka, Raja N, and Aparna (2012). The short-term market serves as a crucial means
for banks and institutions to get cash in order to address any imbalances between their short-
term assets and liabilities. Central Banks use the market as a means to communicate changes
in their policy position. The Reserve Bank of India employs monetary policy in India not
only to indicate policy positions but also to analyse the economic dynamics of the economy.
The short-term rates often align with policy rates in a way that facilitates the seamless
transmission of monetary policy. In India, the short-term market is primarily influenced by
the daily Liquidity Adjustment Facility (LAF) of the Reserve Bank of India, as well as the
overnight inter-bank Call Money, Repo, and Collateralized Borrowing and Lending
Obligation (CBLO) markets. The endeavour to establish a term money market has proven to
be mostly unsuccessful. The essay examined the development of an indexed rate that
incorporates all three sectors, rather than relying on a single rate. The liquidity was calculated
by dividing the Liquidity Adjustment Facility (LAF) by the Net Demand and Time Liability
(NDTL). A reasonable link between the indexed rate and liquidity was investigated and
confirmed. The paper also discovered a logical connection between the expansion of Inter-
bank Call and Repo and the proportion of LAF and NDTL, in addition to the number of
money market transactions.

Ajay Sahendra Yadav (2020). The money market in India plays a crucial part in the
development of the economy. However, in comparison to the money markets in America and
London, it is evident that it is not as well established. In this market, players who are
authorised by the RBI borrow and lend short-term cash. The Money Market provides a means
for institutions with excess cash to receive guaranteed returns on their funds. Alternatively, if
not used, these monies will remain inactive inside the institutions. Similarly, the money
market provides cash to those in need at a fair interest rate. Money market activities provide a
secure liquidity position. Now, let's examine the different financial products in the Indian
money market. The Reserve Bank of India (RBI) regulates the Money Market in India.
Therefore, the instruments that are traded and the participants in the market must get approval
from the Reserve Bank of India (RBI). India's well-established institutions provide foreign
investors with a transparent environment that ensures the security of their long-term
investments. These elements include a press that is both independent and dynamic, a court
that has the authority to overturn government decisions, a complex legal and accounting
system, and an intellectual infrastructure that is accessible and easy to use. The private sector
in India, known for its dynamism and intense competition, has always played a crucial role in
driving the country's economic activities. It constitutes more than 75% of its Gross Domestic
Product and has significant opportunities for joint ventures and partnerships. Currently, India
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stands as one of the most dynamic and promising rising financial markets globally. India has
highly proficient managerial and technical workforce that is on par with the best globally,
together with a middle class that surpasses the population of both the USA and the European
Union. This gives India a clear advantage in global competitiveness. The daily average
turnover of the money market in India exceeds Rs. 40,000 crores. This is almost 3 percent of
the overall money supply in the Indian economy and 6 percent of the total sums that
commercial banks have lent to the system. This indicates that a significant portion, namely 2
percent, of India's yearly Gross Domestic Product (GDP) is exchanged in the money market
within a single day. Although the money market is far bigger than the capital market, it
represents just a small portion of the daily trade volume in established markets.

Dr. M.N. Patil 2023. An effectively regulated financial sector is crucial in a globalised
economy. Financial innovation has played a significant role in fostering economic growth. A
financial institution is an establishment that offers financial services to its consumers or
members. Financial institutions primarily serve as financial intermediates, which is perhaps
their most crucial financial function. Government imposes strict regulations on the majority
of financial organisations. Money, in the context of the money market, encompasses more
than just bank notes. It encompasses a variety of assets that may be easily converted into
cash, such as short-term government securities, bills of exchange, and bankers' acceptances.
This article examines the tangible impacts of financial markets after the liberalisation of the
economy, taking into account risk-averse savers and the concept of learning via lending. The
shift from complete financial repression to complete financial liberalisation may initially
impede the development process or possibly trigger a recession, particularly if the initial
amount of value investments recognised by financial institutions is insufficient. Nevertheless,
engaging in lending activities results in the acquisition of knowledge (known as learning by
lending) about worthwhile assets. This study aims to promote and foster the role of financial
markets in the overall economic growth. "The money market offers the government with
financing sources that do not contribute to inflation.”" Treasury bills may be used to obtain
short-term loans. Nevertheless, this does not lead to any price hikes. Financial markets
provide investors an equitable chance to participate in various asset types. The mobilisation
of investments is essential for facilitating the circulation of money throughout the economy
and fostering its overall development and advancement. Financial markets serve as vehicles
for employment growth in the economy and may also provide favourable prospects for
alternative career paths.

I11. OBJECTIVES OF THE STUDY

The objectives of this study are multifaceted, aiming to provide a thorough understanding of
the Indian money market and its various dimensions. Specifically, the study seeks to:
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1. To Understand the work and strategies of the Indian money market.

2. To Explore linkages with other markets, both domestically and internationally.

3. To Examine policies and the role of the Reserve Bank of India (RBI) in influencing
the money market.

IV. RESEARCH METHODOLOGY
4.1 Research Method

This descriptive research studies the characteristics and issues of the Indian Money Market,
incorporating both qualitative and quantitative aspects.

4.2 Sampling Objective

The objective is to identify recent trends in the Indian money market and its impact on India's
capital growth.

4.3 Sample Size

The sample size for this study is 51 respondents.
4.4 Data Collection

Primary Source of Data Collection:

Data was collected through a structured questionnaire designed to be easily understood and
time-efficient for respondents.

4.5 Data Analysis

Statistical and graphical methods were used to analyze data, highlighting the Indian money
market's role in increasing per capita income.

V. ANALYSIS AND INTERPRETATIONS

Indian money market as Developed money market:

Particulars Percentage
Agree 35%
Strongly agree 23%
Disagree 6%
Strongly disagree 11%
Neutral 25%

UGC CARE Group-1, 180



Industrial Engineering Journal

ISSN: 0970-2555

Volume : 53, Issue 1, January : 2024
The survey results reveal a varied perception of the Indian money market's development
status. A notable 35% of respondents agree that the Indian money market is developed, while
an additional 23% strongly agree with this statement. Together, these figures indicate that
58% of the participants hold a positive view, recognizing the market as developed. This
majority suggests a prevailing belief in the robustness and effectiveness of the Indian money
market among the respondents.

Indian money market as Developed
money market

AGREE STRONGLY AGREE DISAGREE STRONGLY NEUTRAL
DISAGREE

Conversely, a smaller segment of the survey, comprising 6% who disagree and 11% who
strongly disagree, represents a combined total of 17% who express skepticism about the
development of the Indian money market. This group may perceive shortcomings or areas
needing improvement, indicating that there is still some doubt about the market's maturity
and functionality.

The remaining 25% of respondents are neutral, neither agreeing nor disagreeing with the
statement. This neutrality may stem from a lack of sufficient information or a balanced view
that acknowledges both strengths and weaknesses in the market. The presence of this neutral
group highlights the complexity and multifaceted nature of perceptions regarding the Indian
money market.

Overall, the survey results paint a picture of general confidence in the development of the
Indian money market, tempered by a significant portion of neutrality and some skepticism.
This suggests that while the market is largely seen as developed, there is still room for
improvement and a need for further communication and transparency to address the concerns
of the skeptics and inform the neutral respondents.

RBI being the most important constituent in the money market:

Particulars Percentage
Agree 39%
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Strongly agree 14%
Disagree 18%
Strongly disagree 10%
Neutral 19%

The survey data regarding the perception of the Reserve Bank of India (RBI) as the most
important constituent in the Indian money market provides insightful perspectives. A
significant portion of respondents, 39%, agree that the RBI holds a pivotal role in the money
market, with an additional 14% strongly agreeing. Together, this accounts for 53% of the
participants, indicating a majority belief in the RBI's critical influence and authority in the
money market.

RBI being the most important
constituent in the money market

AGREE STRONGLY AGREE DISAGREE STRONGLY NEUTRAL
DISAGREE

On the other hand, 18% of the respondents disagree and 10% strongly disagree with the
statement, summing up to 28% who question the RBI's supremacy in the money market. This
dissenting view suggests that nearly a third of the participants may perceive other entities as
equally or more influential, or they may be critical of the RBI's role and impact.

The remaining 19% of respondents are neutral on this matter, neither agreeing nor
disagreeing. This neutrality might reflect a balanced perspective, acknowledging the RBI's
importance while also considering the roles of other significant entities in the money market.
Alternatively, it could indicate uncertainty or a lack of sufficient knowledge about the subject.

In summary, the survey results show that a majority of respondents view the RBI as the most
important constituent in the Indian money market. However, the substantial proportion of
disagreement and neutrality underscores the presence of diverse opinions and suggests that
the RBI's role, while largely acknowledged, is still subject to debate and varying
interpretations.

RBI as a great role player in Indian money market:
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Particulars Percentage
Agree 22%
Strongly agree 34%
Disagree 8%
Strongly disagree 16%
Neutral 20%

The survey results highlight the perception of the Reserve Bank of India (RBI) as a key
player in the Indian money market. A significant 22% of respondents agree that the RBI plays
a great role in the money market, with an additional 34% strongly agreeing. This combined
56% majority indicates a strong consensus on the RBI's influential and essential role in the
functioning and regulation of the Indian money market.

RBI as a great role player in Indian
money market

AGREE STRONGLY AGREE DISAGREE STRONGLY NEUTRAL
DISAGREE

However, 8% of the respondents disagree and 16% strongly disagree, making up a total of
24% who are critical of the RBI's role. This segment suggests that there is a noteworthy
minority who either perceive the RBI's influence as overrated or believe that its role should
be re-evaluated or shared with other entities.

The remaining 20% of respondents are neutral, reflecting uncertainty or a balanced view that
recognizes the RBI's contributions while also considering other factors and players in the
money market. This neutrality may also stem from a lack of detailed knowledge about the
RBI's specific actions and impact.

Overall, the survey indicates that while the majority of participants acknowledge and support
the RBI's significant role in the Indian money market, there is a considerable minority that
questions or is uncertain about its influence. This underscores the importance of ongoing
evaluation and communication regarding the RBI's activities and their impact on the market.

VI. CONCLUSION
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The study of the Indian money market reveals a complex landscape where the majority of
participants recognize it as a developed and integral part of the country's financial system.
Descriptive research has illuminated both qualitative and quantitative aspects, highlighting
the vital role played by various entities, particularly the Reserve Bank of India (RBI).

The findings suggest that a significant portion of respondents view the Indian money market
as developed, though a notable minority express skepticism or neutrality, indicating areas for
potential improvement and further development. The RBI, recognized as a key player in the
market, commands significant respect for its regulatory and operational functions. However,
some respondents question its dominance, reflecting the diverse perspectives within the
financial community.

Overall, the Indian money market is perceived as robust and influential, contributing
significantly to the nation's economic growth. The insights gained from this research
underscore the need for continuous evaluation and adaptation of strategies to ensure the
market's efficiency and inclusivity. By addressing the concerns and leveraging the strengths
identified in this study, stakeholders can work towards a more resilient and dynamic money
market in India.
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