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WHAT IS MONEY MARKET?

The money market is a component of the economy which provides short-
term funds. The money market deals in short-term loans, generally for a
period of less than or equal to 365 days. There are certain organization

in the financial market which deal in money while keeping a synch. This

institution combined together are called Money Market.
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We also can say the trade in short term loans between banks
and other financial institutions. It is important part of the
economy which provides short term fund. The Money Market is
the part of financial market which deals in the borrowing and

lending of short term loans.
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MONEY MARKET INSTRUMENTS IN INDIA

The money market's primary players are the Reserve Bank
of India (RBI), commercial banks and financial institutions
like LIC, etc., The main money market instruments are
Treasury bills, commercial papers, certificate of deposits,

and call money.
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PROMISSORY NOTE:

It refers to as a note payable is a legal instrument. In which
one party make promises in writing to pay a determinate
sum of money to the other (the payee) either at fixed
determinable future time or on demand of the payee under
specific terms. The terms of a note usually include the
principal amount. The interest rate if any, the parties, the
date, the terms of repayment (which could include interest)

and the maturity date.
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CALL MONEY MARKET

®* This is a method by which Banks lend or borrow money

from each other.

®* No Collateral security is needed, but interest need to be
paid.
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Eligible participants are-

®* Scheduled Commercial Banks (excluding Local Area Banks);

®* Payment Banks; Small Finance Banks; Regional Rural Banks;

* State Co-operative Banks, District Central Co-operative Banks and
Urban Co-operative Banks (hereinafter Co-operative Banks); and

®* Primary Dealers. ( Got approval in 1995)
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CALL MONEY MARKET

Under call money market, funds are transacted on an overnight
NH Call Money

basis.

MH [ Under notice money market, funds are transacted for a period }
Notice Money

between 2 days and 14 days.

Under term money market, funds are transacted for a period of

Term Money
MH more than 15 to 364 days.
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Treasury bills

®* Treasury bills or T-bills which are money market instruments, are short
term debt instruments issued by the Government of India and are
presently issued in three tenors namely 91 day, 182 day and 364 day.

®* Treasury bills are zero coupon securities and pay no interest.

® They are issued at a discount and redeemed at the face Value at
maturity.

® Treasury bills are short term up to one year.

®* Min value of T-Bill is Rs 25000 or its multiple.

®* They are auctioned by RBI at regular intervals and issued at a discount

to face value.
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Why Does the Government Issue Treasury Bills?

A short term treasury bill helps the government raise funds to
meet its current obligations, which are in excess of its annual
revenue generation. Its issue is aimed at reducing total fiscal
deficit in an economy, and also in regulating the total currency in

circulation at any given point of time.
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COMMERCIAL PAPERS:

Commercial Papers are negotiable short term insecured notes

with fixed maturities, Issued by an financial organization.
These are generally sold on discount basis. Organization can
issue Commercial Paper either directly or through banks or
merchant banks.

MINIMUM- 7 DAYS

MAXIMUM- 364 DAYS

Limit- Min — 5 lakh

Max- No limit
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CERTIFICATES OF DEPOSITS:

Certificates of Deposits are issued by banks and financial

institutions. This instruments was first time allowed in India in 1989.
A Certificates of Deposits is a negotiable promissory note, secured
and short term of up to a year. Minimum days of Certificates of
Deposits issued by a bank.

Minimum-7 Days.

Maximum-364 Days.
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NEGOTIABLE INSTRUMENT:

According to Section 13 of the Negotiable Instrument Act 1881.
A negotiable instrument is a document guaranteeing the payment
of a specific amount of money, either on demand, or at a set time,

whose payer is usually named on the document.
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