
 

 

 

 

 

FINANCIAL SERVICES 

 

 

Mrs.S.INDIRANI 

ASSISTANT PROFESSOR  

DEPARTMENT OF MBA 
 

 

 

 
 

 
 

 
 

Sengamala Thayaar Educational Trust Women’s College 
(Affiliated to Bharathidasan University) 

(Accredited with ‘A’ Grade {3.45/4.00} By NAAC) 

(An ISO 9001: 2015 Certified Institution) 

Sundarakkottai, Mannargudi-614 016. 

Thiruvarur (Dt.), Tamil Nadu, India. 
 



II MBA 

SEMESTER III 

ELECTIVE COURSE- II  FINANCIAL SERVICES- P16MBA3EF2 

Inst. Hours/Week : 5                                              Credit : 4 

 
Course Objectives: 

This course provides an understanding of the following fund-based and fee-based 

financial services offered by financial intermediaries such as non-banking finance 

companies, banks and financial institutions and also gives some insights into the 

operations of the Indian Stock Market. 
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Evolution of Financial Services –Indian Financial System – Formal Financial System 

and Informal Financial System – Financial Institutions –Banking Companies and Non 

Banking Companies – Classification of Non Banking Companies – Classification of 

Activities of Non Banking Finance Companies- Fund Based Activities – Fee Based 

Activities – concepts, growth and trends of fee Based and Fund Based activities 

Unit II 

Equipment Leasing: Overview, Legal & Tax Aspects, Lease Evaluation, Lease 

Accounting, Recent Development, International Leasing. 

Unit III 

Hire Purchase & Consumer : Overview, Legal & Tax Aspects, Financial Evaluation 

of Hire Purchase, Accounting for Hire Purchase, Consumer Credit. 

Unit IV 

Accessing Capital Market: Issue Management: Regulatory & Tax Framework, Issue 

Pricing Models – Equity and Debt Convertible Instruments, Financial Engineering, 

Raising funds from the International Capital Markets, Assessing Money Markets. 
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Organisation and functions of stock exchanges - regulation and control of stock 

exchanges - NSE, BSE, OTCEI, regional exchanges. 
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UNIT -I 

 

AN INTRODUCTION 

 

Financial Services is a term used to refer to the services provided by the finance market. 

Financial Services is also the term used to describe organizations that deal with the management 

of money. Examples are the Banks, investment banks, insurance companies, credit card companies 

and stock brokerages. 

professional services involving the investment, lending, and management of money and 

assets."the firm provides a range of financial services, including tax preparation, insurance 

coverage, and investment portfolios". 

Financial Services is the economic services provided by the finance industry, which 

encompasses a broad range of businesses that manage money, including credit unions, banks, 

credit card companies, insurance companies, accountancy companies, consumer-finance 

companies, stock brokerages, investment funds, individual managers and some government-

sponsored enterprise 



Financial services can be defined as the products and services offered by institutions. . Like 

banks of various kinds for the facilitation of various financial transactions and other related 

activities in the world of finance like loans, insurance, credit cards, investment opportunities, and 

money management as well as providing information on the stock market and other issues like 

market trends. 

Financial service is part of financial system that provides different types of finance through various 

credit instruments, financial products and services. 

In financial instruments, we come across cheques, bills, promissory notes, debt 

instruments, letter of credit, etc. In financial products, we come across different types of mutual 

funds. extending various types of investment opportunities. 

 In addition, there are also products such as credit cards, debit cards, etc.In services we 

have leasing, factoring, hire purchase finance etc., through which various types of assets can be 

acquired either for ownership or on lease. There are different types of leases as well as factoring 

too.Thus, financial services enable the user to obtain any asset on credit, according to his 

convenience and at a reasonable interest rate. 

 Financial services are the economic services provided by the finance industry, which 

encompasses a broad range of businesses that manage money, including credit unions, banks, 

credit-card companies, insurance companies, accountancy companies, consumer-finance 

companies, stock brokerages, investment funds, individual managers and some government-

sponsored enterprises.Financial services companies are present in all economically developed 

geographic locations and tend to cluster in local, national, regional and international financial 

centers such as London, New York City, and Tokyo. 

Financial services refer to services provided by the finance industry. The finance industry 

encompasses a broad range of organizations that deal with the management of money. Among 

these organizations are banks, credit card companies, insurance companies, consumer finance 

companies, stock brokerages, investment funds, and some government-sponsored enterprises. 
 

ON OVERVIEW OF FINANCIAL SERVICES 

In this modern money- oriented economy, banks and financial institutions become the 

most important part of the economy. The socio-economic development of any part of the world 

largely depends on the functioning of these banks and financial institutions and availability of 

their services, especially the credit facilities.  

In absence of these banks and financial institutions which handle the business of money it 

is not possible to bring industrial and commercial development of a society which is ultimately 

responsible for the socio–economic development of the society. The financial system in India 

comprises of various institutions engaged in the financial market of the economy.  

These institutions include (a) the all India level development financial institutions like 

Industrial Finance Corporation of India (IFCI),Industrial Development Bank Of India (IDBI), 

Industrial Credit And Investment Corporation Of India (ICICI), National Bank For Agriculture 

And Rural Development (NABARD) ; the investment institution like Life Insurance Corporation 

Of India(LIC) and Unit Trust Of India (UTI), the state level financial institutions like State 

Financial Corporations (SFCs), Small Industry Development Corporation (SIDCs), and the co-

operative banks, mutual funds and the like; (b) commercial/banking sector comprises of Public 

Sector Banks (PSBs), Old Private Sector Banks, New Generation Private Sector Banks(NPSBs), 

Foreign Banks and Regional Rural Banks(RRBs) and (c) Non-Banking Financial 

Companies(NBFCs) like leasing and hire purchase companies, mutual benefit companies, Petty 

Finance Corporations (known as Unincorporated Bodies i.e. UIBs) in the private sector. Money 



lenders and indigenous bankers have also been playing an important role in  the society since 

time immemorial. Thus, the financial system in India is closely interwoven with its various 

financial sub-systems in which NBFCs, UIBs and money lenders do play an important role and 

constitute significant elements in the organization of the financial system. 

DEFINITION OF FINANCIAL SERVICES: 

“Services and products provided to consumers; and businesses by financial institutions 

such as banks, insurance companies, brokerage firms, consumer finance companies, and 

investment companies all of which comprise the financial services industry”. 

“Facilities such as savings accounts, checking accounts, confirming, leasing, and money 

transfer, provided generally by banks, credit unions, and finance companies. Financial Services 

may simply define as services offered by financial and banking institutions like the loan, insurance, 

etc”. 

“The financial services concerns with the design and delivery of financial instruments and 

advisory services to individuals and businesses within the area of banking and related institutions, 

personal financial planning, investment, real assets, and insurance, etc”. 

FINANCIAL SERVICES IN INDIA 

The role being played by the Private Financial Institutions in the socioeconomic 

development of the state is through their financial services. To have a better idea and understanding 

about the functioning and services of these Private Financial Institutions it would be more helpful 

to make a broader watch towards the Financial Services in India.  Financial services are an 

important component of the financial system. Financial Services fulfill the needs of financial 

institutions, financial markets and financial instruments. 

The smooth functioning of financial system will depend upon the range of financial 

services extended by the providers. Financial services contribute a lot to the efforts of speeding up 

the process of economic growth and development. The financial services industry is growing at a 

very fast rate. “Financial services in India have witnessed remarkable changes in the recent past 

after the implementation of Liberalisation, Privatisation and Globalisation (LPG) Policy in the 

economy. 

 Policies of the government, rapid development in the Information and Communication 

Technology in the financial services sector created radical changes in respect of firms, generation 

of innovative financial products and financial markets.”1 “In fact, the efficiency of the emerging 

financial system primarily depends upon the quality and range of the package of financial services 

largely provided by the non-banking financial companies. Although some of these services in India 

are at the nascent stage, they represent developments of considerable significance for the financial 

systems.”2 Financial services fall broadly into two groups; fund/asset based and fee based/advisory 

services.  

There are different categories of such companies, based on their principal business  

 1. Loan Companies  



2. Investment Companies  

3. Hire-Purchase Finance Companies 

4.Equipment Leasing Companies 

 5. Mutual Benefit Finance Companies (Nidhi)  

6. Insurance Companies  

7. Miscellaneous Non-Banking Companies (Chit) 

 8. Residuary Non-Banking Companies 

 9. Housing Finance Companies 

 10. Stock Broking Companies, and  

11. Merchant Banking Company. Some of the financial services being provided in India are as 

follows 

I) Merchant Banking  

II) Mutual Funds 

 III) Venture Capital 

IV) Credit Rating  

V) Lease Financing  

VI) Underwriting VII) Factoring  

VIII) Registrars  

IX) Security and Exchange Board of India’s Services  

X) Stock Exchange Services  

XI) Depository Systems, etc.  

EVOLUTIONARY HISTORY 

 The history of banking dates back to the thirteenth century when the first bill of exchange 

was used as money in medieval trade. Banking in India has its origin in Vedic times, i.e., 2000 to 

1400 BC. Indigenous bankers and money lenders have played a vital role for centuries. Modern 

researchers have revealed that the business of banking was perfectly understood and fairly 

practiced by the people of ancient India.  

During the early Muslim and Mughal periods the indigenous bankers played an important 

role in financing trade and lending money to business men and rulers. However, the development 

of modern banking in India began with the banking activities  undertaken by the English Agency 

Houses at Calcutta and Mumbai, which combined banking with trading.  

The modern banks were introduced in our country during the period of British Rule. The 

modern banking in India emerged between the eighteenth and the beginning of the nineteenth 

centuries when European agency houses erected a structure of European controlled banks with 

limited liability.  

In 1683, the first bank was set up in Madras by the officers of East India Company. Banking 

in India, on modern lines, was started by English Agency Houses in Calcutta and Bombay. M/S 

Alexander & Co., one of the leading agency houses of Calcutta, started the Bank of Hindustan in 

1770, which was the earliest European Bank in India. The bank was wound up in 1832 after the 

failure of the founder company.  



The earliest bank unconnected with any of the agency houses was the bank of Calcutta set 

up in 1806 under the active support of Govt. of Bengal, with the East India Company having 

contributed Rs. 10 lakhs out of the capital of Rs. 50 lakhs. This was the first Presidency Bank 

subsequently renamed as Bank of Bengal in 1809, after having received the formal Charter of 

Incorporation. The initiative for setting up camp from the Govt. of Bengal as it needed the help of 

a bank to prevent the depreciation of its bills which constituted an important mode of raising money 

for financing its wars and which could not be discounted, if required, except on substantial 

discount5 . The Charter contains several restrictive provisions on the form and volume of business, 

with the Government reserving to itself ample powers of control. The Bank of Bombay was 

incorporated in 1840 and the Bank of Madras in 1843, with their Charters containing the structural 

and regulatory framework designed on lines similar to that of the Bank of Bengal.  

The three presidency banks had the privilege for the issue of currency notes on a restrictive 

scale. The first joint-stock bank with limited liability, the General Bank of India, was set up in 

1786, but it perished in 1793. The Act of 1860 permitted the organization of joint-stock banks with 

limited liability. As a result some big banks came into existence, prominent among them being the 

Allahabad Bank (1865), the Alliance Bank of Simla (1865), the Oudh Commercial Bank (1881), 

the Punjab National Bank (1894), and the People’s Bank of India (1901). Up to 1874, 14 joint-

stock banks with limited liability were established mostly by the Europeans. The first fully Indian 

bank was the Oudh Commercial Bank followed by the Punjab National Bank and the People’s 

Bank of India.  

However, all the banks established during the period, except the Allahabad Bank and the 

Punjab National Bank, failed subsequently. The next stage of the development of joint-stock 

banking began in 1906 with the launching of the Swadeshi Movement. As a result the Bank of 

India (1906), the Canara Bank (1906), the Indian Bank of Madras (1907), the Bank of Baroda 

(1908), the Central Bank of India (1911) and a large number of small banks were established before 

the outbreak of First World War in 1914. In 1913, there were 13 large banks, each having capital 

and reserves exceeding Rs. 5 lakhs, and about 500 small banks operating in the country. As in all 

other countries, banking in India had its teething troubles. The banking crises developed from time 

to time and resulted into failure of many banks. 

There was a serious banking crisis between 1913 and 1917 when 87 banks with a total 

paid-up capital of Rs. 175 lakhs had failed. Another crisis developed between 1921 and 1924. The 

Great Depression of 1930s also affected the banks adversely. Between 1922 and 1936, no less than 

373 banks had collapsed. 372 more banks closed their doors between 1936 and 1940. The banks 

in Southern India particularly had failed in a larger number during this period.  

The Second World War gave an opportunity of development and expansion of banking in 

India. Some of the most important banks established during the war period were the United 

Commercial Bank, the Hindustan Commercial Bank, the Hindustan Mercantile Bank, the Bank of 

Rajasthan, the Bank of Maharashtra, the Indian Overseas Bank, and the Dena Bank. But the growth 

of banking was neither well planned nor properly controlled. Between 1939 and 1943, 482 banks 

with a total paid-up capital of Rs. 94 lakh had failed.  



These were mostly small banks. In 1947, the partition of the country put a heavy strain on 

the banks. The Reserve Bank and the Government helped the banks facing crisis and some of these 

escaped failure. Between 1947 and 1951, the number of bank failures each year was 37, 45, 53, 

45, and 62 respectively.6 “Between 1770 and 1850, agency houses established the Bank of 

Hindustan, the Commercial Bank, the Calcutta Bank, the Bank of Calcutta and the Bank of 

Bombay. Later, the Commercial Bank and the Calcutta Bank merged to form the Union Bank.”7 

“Indian banks came to be established primarily in the wave of Swadesi Movement in 1905, 

and the growth of Indian Joint Stock Banks followed an all together different patterns.”8 They 

were not allowed to enjoy the advantages of financing foreign trades instead these Indian banks 

depended on their own social roots for financing local trade and industries. 

 The larger of the banks usually confined their business to the larger land holders, 

plantation community and others who posses tangible and marketable security. Smaller banks were 

generally loan offices and advanced money to the professional and agricultural classes.                

“The banking crisis of 1913-14 appeared to be the first occasion when the issue of Government’s 

duties and responsibilities in such circumstances was raised. In the four years following 1913, 

eighty seven banks with over half of the total paid up capital had failed.” 

The authorities were constrained to accept a certain measure of responsibility by playing 

interest free Government balances at the disposal of Presidency banks to enable them to help banks 

in temporary difficulties.  

“The sudden boom of investment in the 1900s, led to the emergence of leading joint stock 

banks such as the Punjab National Bank (1895), the Bank of India (1906), the Indian Bank (1907), 

the Bank of Baroda (1909), Central Bank of India (1911), and the Union Bank of India (1919). 

The major function of these banks was to finance foreign trade while domestic trade was largely 

handled by the Multani shroffs and moneylenders.” 

“Between 1941 and 1945, the number of banks rapidly increased from 473 to 737 but these 

banks suffered from certain limitations such as inadequate capital structure and unsound methods 

of operations and management. To overcome these limitations, the government, in consultation 

with the RBI, enacted the Banking Companies Act in 1949.  

Through elimination and mergers, the number of banking institutes was reduced.” 

“Between 1947and 1969, the banks were under private ownership of the Maharajas, or Kings, of 

the princely states of India.  

These banks used to serve rich families and industrial houses and this narrowed the growth 

of banking system. The RBI accelerated the task of consolidation in 1960, when the scope of the 

Banking Companies Act was widened. This compulsory reconstruction and/or merger of weak 

units with sound ones led to a decline in the number of banks from 548 in 1947 to 89 in 1969.” 

INDIAN FINANCIAL SYSTEM 
The financial system of a country is an important tool for economic development of the country 

as it helps in the creation of wealth by linking savings with investments. It facilitates the flow of funds 



from the households (savers) to business firms (investors) to aid in wealth creation and development 

of both the parties. The institutional arrangements include all condition and mechanism governing the 

production, distribution, exchange and holding of financial assets or instruments of all kinds. There are 

four main constituents of the financial system as follows: 

 
1. Financial Services  

2. Financial Assets/Instruments  

3. Financial Markets  

4. Financial Intermediaries 

 

I- FINANCIAL SERVICES  

Financial Services is concerned with the design and delivery of financial instruments, 

advisory services to individuals and businesses within the area of banking and related 

institutions, personal financial planning, leasing, investment, assets, insurance etc. These 

servicesinclude 
 

o Banking Services: Includes all the operations provided by the banks including to the 

simple deposit and withdrawal of money to the issue of loans, credit cards etc.  

o Foreign Exchange services: Includes the currency exchange, foreign exchange banking 

or the wire transfer.  

o Investment Services: It generally includes the asset management, hedge fund 

management and the custody services.  

o Insurance Services: It deals with the selling of insurance policies, brokerages, 

insurance underwriting or the reinsurance.  

o Some of the other services include advisory services, venture capital, angel investment 

etc.  

 

II-FINANCIAL ASSETS/INSTRUMENTS  

Financial Instruments can be defined as a market for short-term money and financial 

assets that is a substitute for money. The term short-term means generally a period of one year 

substitutes for money is used to denote any financial asset which can be quickly converted into 

money. Some of the important instruments are as follows: 
 

o Call /Notice-Money: Call/Notice money is the money borrowed on demand for a very 

short period. When money is lent for a day it is known as Call Money. Intervening 

holidays and Sunday are excluded for this purpose. Thus money borrowed on a day and 

repaid on the next working day is Call Money. When the money is borrowed or lent for 

more than a day up to 14 days it is called Notice Money. No collateral security is required 

to cover these transactions.  

o Term Money: Deposits with maturity period beyond 14 days is referred to as the term 

money. The entry restrictions are the same as that of Call/Notice Money, the specified 

entities not allowed to lend beyond 14 days.  

o Treasury Bills: Treasury Bills are short-term (up to one year) borrowing instruments of 

the union government. It’s a promise by the Government to pay the stated sum after the 

http://www.bankexamstoday.com/2015/01/money-market-and-capital-market.html
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expiry of the stated period from the date of issue (less than one year). They are issued at 

a discount off the face value and on maturity, the face value is paid to the holder.  

o Certificate of Deposits: Certificates of Deposits is a money market instrument issued 

in dematerialised form or as a Promissory Note for funds deposited at a bank, other 

eligible financial institution for a specified period.  

o Commercial Paper: CP is a note in evidence of the debt obligation of the issuer. On 

issuing commercial paper the debt is transformed into an instrument. CP is an unsecured 

promissory note privately placed with investors at a discount rate of face value 

determined by market forces.  
 

III-FINANCIAL MARKETS  

This markets are classified into two groups: 

    (i)Capital Market:  

A capital market is an organised market which provides long-term finance for business. 

Capital Market also refers to the facilities and institutional arrangements for borrowing and 

lending long-term funds. Capital Market is divided into three groups: 

o Corporate Securities Market: Corporate securities are equity and preference shares, 

debentures and bonds of companies. The corporate security market is a very sensitive 

and active market. It can be divided into two groups: primary and secondary.  

o Government Securities Market: In this market government securities are bought and 

sold. The securities are issued in the form of bonds and credit notes. The buyers of such 

securities are Banks, Insurance Companies, Provident funds, RBI and Individuals.  

o Long-Term Loans Market: Banks and Financial institutions that provide long-term 

loans to firms for modernization, expansion and diversification of business. Long-Term 

Loan Market can be divided into Term Loans Market, Mortgages Market and Financial 

Guarantees Market.  

 

(ii)-Money Market 

Money Market is the market for short-term funds. The money market is divided into 

two types: Unorganised and Organised Money Market. 

o Unorganized Market: It consists of Moneylenders, Indigenous Bankers, Chit Funds, 

etc.  

o Organized Money Market: It consists of Treasury Bills, Commercial Paper, Certificate 

Of Deposit, Call Money Market and Commercial Bill Market. Organised Markets work 

as per the rules and regulations of RBI. RBI controls the Organized Financial Market in 

India.  

 

 

IV- FINANCIAL INTERMEDIARY 

A financial intermediary is an institution which connects the deficit and surplus money. 

The best example of an intermediary is a bank which transforms the bank deposits to bank 

loans. The role of the financial intermediary is to distribute funds from people who have an 

extra inflow of money to those who don’t have enough money to fulfil the needs. Functions of 

Financial Intermediary are as follows: 

http://www.bankexamstoday.com/2017/02/certificate-of-deposits-all-you-need-to.html
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o Maturity transformation: Deals with the conversion of short-term liabilities to long-

term assets.  

o Risk transformation: Conversion of risky investments into relatively risk-free ones.  

o Convenience denomination: It is a way of matching small deposits with large loans 

and large deposits with small loans.  

Financial Intermediaries are divided into two types:  

➢ Depository institutions: These are banks and credit unions that collect money 

from the public and use that money to advance loans to financial customers  

➢ Non-Depository institutions: These are brokerage firms, insurance and mutual 

funds companies that cannot collect money deposits but can sell financial products 

to financial customers. 

FUNCTIONS OF FINANCIAL SERVICES:  

The following functions of financial services below are 

(i) Facilitating transactions (exchange of goods and services) in the economy. 

(ii) Mobilizing savings (for which the outlets would otherwise be much more limited). 

(iii) Allocating capital funds (notably to finance productive investment). 

(iv) Monitoring managers (so that the funds allocated will spend as envisaged). 

(v) Transforming risk (reducing it through aggregation and enabling it to carry by those 

more willing to bear it). 

 
CHARACTERISTICS AND FEATURES OF FINANCIAL SERVICES: 

The following Characteristics and Features of Financial Services below are; 
1] Customer-Specific:  

They are usually customer focused. The firms providing these services, study the needs of their 

customers in detail before deciding their financial strategy, giving due regard to costs, liquidity and 

maturity considerations. Financial services firms continuously remain in touch with their customers, 

so that they can design products that can cater to the specific needs of their customers. 

The providers of financial services constantly carry out market surveys so they can offer new 

products much ahead of need and impending legislation. Newer technologies are being used to 

introduce innovative, customer-friendly products and services which indicate that the concentration of 

the providers of financial services is on generating firm/customer-specific services. 
2] Intangibility:  

 a highly competitive global environment, brand image is very crucial. Unless the financial 

institutions providing financial products; and services have a good image, enjoying the confidence of 

their clients, they may not be successful. Thus institutions have to focus on the quality and 

innovativeness of their services to build up their credibility. 
3] Concomitant:  

 of financial services and the supply of these services have to be concomitant. Both these 

functions i.e. production of new and innovative services and supplying of these services are to perform 

simultaneously. 
4] The tendency to Perish:  

Unlike any other service, they do tend to perish and hence cannot be stored. They have to 

supply as required by the customers. Hence financial institutions have to ensure proper synchronization 

of demand and supply.  
5] People-Based Services:  

https://en.wikipedia.org/wiki/Brand_management
https://www.ilearnlot.com/production-system-introduction-meaning-definition-and-elements/59603/


Marketing of financial services has to be people-intensive and hence it’s subjected to the 

variability of performance or quality of service. The personnel in their organizations need to select 

based on their suitability and trained properly so that they can perform their activities efficiently 

and effectively. 

6] Market Dynamics:  

The market dynamics depends to a great extent, on socioeconomic changes such as 

disposable income, the standard of living and educational changes related to the various classes of 

customers. 

The Scope of Financial Services:  

scope of Financial services, and cover a wide range of activities. They can broadly classify 

into two, namely: 

1] Traditional Activities:  

, the financial intermediaries have been rendering a wide range of services encompassing 

both capital and money market activities. They can group under two heads, viz. 

A.Fund based activities and 

B.Non-fund based activities. 

A. Fund based activities: 

The traditional services which come under fund based activities are the following: 

Underwriting or investment in shares, debentures, bonds, etc. of new issues (primary market 

activities). 

✓ Dealing with secondary market activities. 

✓ Participating in money market instruments like commercial papers, certificates of  

deposits, treasury bills, discounting of bills, etc. 

✓ Involving in equipment leasing, hire purchase, venture capital, seed capital, etc. 

✓ Dealing in foreign exchange market activities. Non-fund based activities 

B. Non-fund based activities:  

Financial intermediaries provide services-based on non-fund activities also. This can calls 

“fee-based” activity. Today customers, whether individual or corporate, not satisfy mere 

provisions of finance. They expect more from their companies. Hence a wide variety of services, 

are being provided under this head. 

They include: 

Managing the capital issue i.e. management of pre-issue and post-issue activities relating 

to the capital issued by the SEBI guidelines and thus enabling the promoters to market their 

issue.Making arrangements for the placement of capital and debt instruments with investment 

institutions.The arrangement of funds from financial institutions for the client’s project cost or his 

working capital requirements.Assisting in the process of getting all Government and other 

clearances. 

2] Modern Activities:  

Besides the above traditional services, the financial intermediaries render innumerable 

services in recent times. Most of them are like the non-fund based activities. Because of the 

importance, these activities have been in brief under the head “New-financial-products-and-

services”. However, some of the modern services provided by them are given in brief hereunder. 

Rendering project advisory services right from the preparation of the project report until 

the raising of funds for starting the project with necessary Government approvals. 

Planning for M&A and assisting with their smooth carry out. 

➢ Guiding corporate customers in capital restructuring. 

https://www.ilearnlot.com/marketing-management-meaning-characteristics-and-objectives/57373/
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➢ Acting as trustees to the debenture holders. 

➢ Recommending suitable changes in the management structure and management 

style to achieve better results. 

➢ Structuring the financial collaborations/joint ventures by identifying suitable joint 

venture partners and preparing joint venture agreements. 

➢ Rehabilitating and restructuring sick companies through an appropriate scheme of 

reconstruction and facilitating the implementation of the scheme. 
 

IMPORTANCE OF FINANCIAL SERVICES 
It is the presence of financial services that enables a country to improve its economic condition 

whereby there is more production in all the sectors leading to economic growth. 

The benefit of economic growth is reflected on the people in the form of economic prosperity 

wherein the individual enjoys higher standard of living. It is here the financial services enable an individual 

to acquire or obtain various consumer products through hire purchase. In the process, there are a number of 

financial institutions which also earn profits. The presence of these financial institutions promote 

investment, production, saving etc. 

➢ Vibrant Capital Market. 

➢ Expands activities of financial markets. 

➢ Benefits of Government. 

➢ Economic Development. 

➢ Economic Growth. 

➢ Ensures Greater Yield. 

➢ Maximizes Returns. 

➢ Minimizes Risks. 

➢ Promotes Savings. 

➢ Promotes Investments. 

➢ Balanced Regional Development. 

➢ Promotion of Domestic & Foreign Trade. 

1.Promoting investment 

The presence of financial services creates more demand for products and the producer, in order to 

meet the demand from the consumer goes for more investment. At this stage, the financial services comes 

to the rescue of the investor such as merchant banker through the new issue market, enabling the producer 

to raise capital. 

The stock market helps in mobilizing more funds by the investor. Investments from abroad is 

attracted. Factoring and leasing companies, both domestic and foreign enable the producer not only to sell 

the products but also to acquire modern machinery/technology for further production. 

2. Promoting savings 

Financial services such as mutual funds provide ample opportunity for different types of saving. 

In fact, different types of investment options are made available for the convenience of pensioners as well 

as aged people so that they can be assured of a reasonable return on investment without much risks. 

For people interested in the growth of their savings, various reinvestment opportunities are 

provided. The laws enacted by the government regulate the working of various financial services in such a 

way that the interests of the public who save through these financial institutions are highly protected. 

Financial Services offered by various financial institutions 

 

➢ Factoring. 

➢ Leasing. 

➢ Forfaiting. 

➢ Hire Purchase Finance. 

➢ Credit card. 
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➢ Merchant Banking. 

➢ Book Building. 

➢ Asset Liability Management. 

➢ Housing Finance. 

➢ Portfolio Finance. 

➢ Underwriting. 

➢ Credit Rating. 

➢ Interest & Credit Swap. 

➢ Mutual Fund. 

3. Minimizing the risks 

The risks of both financial services as well as producers are minimized by the presence of insurance 

companies. Various types of risks are covered which not only offer protection from the fluctuating business 

conditions but also from risks caused by natural calamities. 

Insurance is not only a source of finance but also a source of savings, besides minimizing the risks. Taking 

this aspect into account, the government has not only privatized the life insurance but also set up a 

regulatory authority for the insurance companies known as IRDA, 1999 (Insurance Regulatory and 

Development Authority) . 

4. Maximizing the Returns 

The presence of financial services enables businessmen to maximize their returns. This is possible 

due to the availability of credit at a reasonable rate. Producers can avail various types of credit facilities for 

acquiring assets. In certain cases, they can even go for leasing of certain assets of very high value. 

Factoring companies enable the seller as well as producer to increase their turnover which also increases 

the profit. Even under stiff competition, the producers will be in a position to sell their products at a low 

margin. With a higher turnover of stocks, they are able to maximize their return. 

5. Ensures greater Yield 

As seen already, there is a subtle difference between return and yield. It is the yield which attracts 

more producers to enter the market and increase their production to meet the demands of the consumer. The 

financial services enable the producer to not only earn more profits but also maximize their wealth. 

Financial services enhance their goodwill and induce them to go in for diversification. The stock market 

and the different types of derivative market provide ample opportunities to get a higher yield for the 

investor. 

6. Economic growth 

The development of all the sectors is essential for the development of the economy. The financial 

services ensure equal distribution of funds to all the three sectors namely, primary, secondary and tertiary 

so that activities are spread over in a balanced manner in all the three sectors. This brings in a balanced 
growth of the economy as a result of which employment opportunities are improved. 

The tertiary or service sector not only grows and this growth is an important sign of development of any 

economy. In a well developed country, service sector plays a major role and it contributes more to the 

economy than the other two sectors. 

 

7. Economic development 

Financial services enable the consumers to obtain different types of products and services by which 

they can improve their standard of living. Purchase of car, house and other essential as well as luxurious 

items is made possible through hire purchase, leasing and housing finance companies. Thus, the consumer 

is compelled to save while he enjoys the benefits of the assets which he has acquired with the help of 

financial services. 

8. Benefit to Government 

The presence of financial services enables the government to raise both short-term and long-term 

funds to meet both revenue and capital expenditure. Through the money market, government raises short 
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term funds by the issue of Treasury Bills. These are purchased by commercial banks from out of their 

depositors’ money. 

In addition to this, the government is able to raise long-term funds by the sale of government 

securities in the securities market which forms apart of financial market. Even foreign exchange 

requirements of the government can be met in the foreign exchange market. The most important benefit for 

any government is the raising of finance without offering any security. In this way, the financial services 

are a big boon to the government. 

9. Expands activities of Financial Institutions 

The presence of financial services enables financial institutions to not only raise finance but also 

get an opportunity to disburse their funds in the most profitable manner. Mutual funds, factoring, credit 

cards, hire purchase finance are some of the services which get financed by financial institutions. 

The financial institutions are in a position to expand their activities and thus diversify the use of their funds 

for various activities. This ensures economic dynamism. 

10. Capital Market 

One of the barometers of any economy is the presence of a vibrant capital market. If there is hectic 

activity in the capital market, then it is an indication of the presence of a positive economic condition. The 

financial services ensure that all the companies are able to acquire adequate funds to boost production and 

to reap more profits eventually. 

11. Promotion of Domestic and Foreign Trade 

Financial services ensure promotion of domestic as well as foreign trade. The presence of factoring 
and forfaiting companies ensures increasing sale of goods in the domestic market and export of goods in 

the foreign market. Banking and insurance services further contribute to step up such promotional activities. 

12. Balanced Regional development 

The government monitors the growth of economy and regions that remain backward 

economically are given fiscal and monetary benefits through tax and cheaper credit by which more 

investment is promoted. This generates more production, employment, income, demand and ultimately 

increase in prices. 

The producers will earn more profits and can expand their activities further. So, the presence of financial 

services helps backward regions to develop and catch up with the rest of the country that has developed 

already. 

 

Components of Indian financial system in india 

The financial system of an economy provides the way to collect money from the people 

who have it and distribute it to those who can use it best. So, the efficient allocation of economic 

resources is achieved by a financial system that distributes money to those people and for those 

purposes that will yield the best returns. 

The financial system is composed of the products and services provided by financial 

institutions, which includes banks, insurance companies, pension funds, organized exchanges, and 

the many other companies that serve to facilitate economic transactions. Virtually all economic 

transactions are effected by one or more of these financial institutions. They create financial 

instruments, such as stocks and bonds, pay interest on deposits, lend money to creditworthy 

borrowers, and create and maintain the payment systems of modern economies. 

These financial products and services are based on the following fundamental objectives 

of any modern financial system: 

I. To provide a payment system 

II. To give time value to money 

III. To offer products and services to reduce financial risk or to compensate risk-taking for 

desirable objectives 
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IV. To collect and disperse information that allows the most efficient allocation of 

economic resources 

V. To create and maintain financial markets that provide prices, which indicates how well 

investments are performing, determines the subsequent allocation of resources, and to maintain 

economic stability in the markets. 

 
FORMAL FINANCIAL SYSTEMAND INFORMAL FINANCIAL SYSTEM  

 

The informal financial system consists of: (i) Individual 

The Indian financial system can be broadly classified into 

➢ The formal(organized) financial system  

➢ The informal (unorganized) financial system. 

The formal financial system comes under the purview of the Ministry of 

Finance (MOF) Reserve Bank of India (RBI), Securities Exchange Board of 

India (SEBI) and other regulatory bodies. The informal financial system 

consists of: 

(i) Individual money lenders such as neighbors, relatives, land lords, 

traders, store owners and so on. 

(ii) Groups of persons operating as funds or ‘associations’. These groups 

function under a system of their own rules. 

(iii) Partnership firms consisting of local brokers, pawn brokers and non 

banking financial intermediaries such as finance, investment, chit 

fund companies.In India the spread of banking in rural areas has helped in enlarging the 

scope of the formal financial system. 

 

Componentsofformalfinancialsystem 

        Formal financial system consist of four segments, these are financial 

institutions, financial markets, financial instruments and financial services. 

Financial institutions are intermediaries that mobilize the savings and facilitate 

the allocation of funds in an efficient manner. Financial institutions are 

classified as banking and non banking financial institutions.  

       Banking institutions are creator of credit while non banking financial institutions are 

purveyors of credit. In India non banking financial institutions namely the 

Development Financial Institutions (DFIs) and Non Banking Financial 

Companies (NBFCs) as well as Housing Finance Companies (HFCs) are the 

major institutional purveyors of credit. 

Financial institutions are further classified as Term Finance Institutions 

such as Industrial Development Bank of India (IDBI), Industrial Credit and 

Investment Corporation of India (ICICI), Industrial Financial Corporation of 

India (IFCI), Small Industries Development Bank of India (SIDBI) and 

Industrial Investment Bank of India (IIBI). Specialized finance institutions like 

the Export Import Bank of India (EXIM), Tourism Finance Corporation of India (TFCI), ICICI 

Venture, Infrastructure Development Finance Company(IDFC) and sectoral financial institutions 

such as National Bank forAgricultural and Rural Development (NABARD) and National Housing 

Bank(NHB). Investment institutions in the business of mutual funds (UTI, Public Sector and 

Private Sector Mutual Funds) and insurance activity (LIC, GIC andits subsidiaries) are also 

classified as financial institutions.  



There are state level financial institutions such as State Financial Corporation and State 

IndustrialDevelopment Corporation (SIDCs) which are owned and managed by the State 

Governments.Financial markets are a mechanism enabling participants to deal in financial claims. 

Money market and capital market are the organized financial markets in India. Money market is 

for short term securities while capital market is for long term securities. Primary market deals in 

new issues, thesecondary market is meant for trading in outstanding or existing securities. 

Financial instrument is a claim against a person or an institution for the payment at a future date a 

sum of money or a periodic payment in the form of interest or dividend. Financial instruments may 

be primary or secondary securities.  

Primary securities are issued by the ultimate borrowers of funds to ultimate savers e.g. 

Bank Deposits, Mutual Fund Units, Insurance Policies,etc. Financial instruments help the financial 

markets and the financial intermediaries to perform the important role of channelising funds from 

leadersto borrowers .Financial services include merchant banking, leasing, hire purchase,credit 

rating etc. Financial services rendered by the financial intermediaries’bridge the gap between lack 

of knowledge on the part of the investors and increasing sophistication of financial market and 

instruments. 

 

Banking Company: 

Banking company - a financial institution that accepts deposits and channels the money 

into lending activities; "he cashed a check at the bank"; "that bank holds the mortgage on my 

home". 

A Bank is an establishment, office, and a company, which deals in money. A bank receives money 

in deposit accounts of its customers on certain conditions in different type of deposit accounts. The 

conditions of these accounts differ from the nature of accounts. 

In deposit accounts banks also pay interest to its customers as per the nature and conditions 

of the account. A bank also lends money to its customers as per decided guideline. Although no 

statuary definition of a bank is given anywhere but as per section 5(c) of Banking Regulation Act 

1949 a “Banking Company” means any company which transacts the business of a Banking 

Company in India. 
 

Non-Banking Financial Company 

A Non-Banking Financial Company (NBFC) is a company registered under the Companies 

Act, 1956 engaged in the business of loans and advances, acquisition of 

shares/stocks/bonds/debentures/securities issued by Government or local authority or other 

marketable securities of a like nature, leasing, hire-purchase, insurance. 

The Top 10 NBFCs in India: 

  Non-Banking Financial Companies (NBFC) are establishments that provide financial 

services and banking facilities without meeting the legal definition of a Bank. They are covered 

under the Banking regulations laid down by the Reserve Bank of India and provide banking 

services like loans, credit facilities, TFCs, retirement planning, investing and stocking in money 

market. However they are restricted from taking any form of deposits from the general public.             

These organizations play a crucial role in the economy, offering their services in urban as well as 

rural areas, mostly granting loans allowing for growth of new ventures. 

             NBFCs also provide a wide range of monetary advices like chit-reserves and 

advances. Hence it has become a very important part of our nation’s Gross Domestic Product and 



NBFCs alone count for 12.5% raise in Gross Domestic Product of our country. Most people 

prefer NBFCs over banks as they find them safe, efficient and quick in assisting with financial 

requirements. Moreover, there are various loan products available and there is flexibility and 

transparency in their services. 

(i) Power Finance Corporation Limited 

(ii) Shriram Transport Finance Company Limited 

(iii) Bajaj Finance Limited 

(iv) Mahindra & Mahindra Financial Services Limited 

(v) Muthoot Finance Ltd 

(vi) HDB Finance Services 

(vii) Cholamandalam 

(viii) Tata Capital Financial Services Ltd 

(ix) L & T Finance Limited 

(x) Aditya Birla Finance Ltd.  

Differences between Banking Company and Non-Banking Company 

The following are the differences between Banking companies and Non-Banking 

companies (NBCs) which includes Non-Banking financial companies (NBFCs). 

1. Governing Act 

Banking companies are Governed by Banking Companies Act, 1949. Non banking 

companies are Governed by RBI Act, 

2. License 

Banking companies must obtain license from RBI for commencement. No license is 

required for NBCs. 

3. Ceiling on deposits 

No ceiling on deposits mobilization in banking company. Whereas for NBCs there is a 

ceiling on acceptance of deposits which is based on the net worth of the company. 

4. Capital Structure 

For a banking company, Capital structure is decided by RBI, which has a two-tier 1. core 

capital and 2. risk-weighted capital. But for NBCs, Capital structure is decided by RBI, which is 

purely based on business such as lending or Hire Purchase finance or Leasing, etc. 

5. Balance Sheet 

The Balance sheet proforma should be as per the format provided by RBI for a banking 

company. But for non banking company, the balance sheet is as per the Companies Act. 

6. Negotiable instruments 

There is use of negotiable instruments such as cheque, bill of exchange for various 

transactions in a bank. But Negotiable instruments cannot be used for withdrawal of money from 

Non Banks. 

7. Credit Rating 

Credit rating is not required for accepting deposits in a banking company. But NBCs has 

a mandatory requirement of Credit rating for accepting deposits from the public. 



8. Types of Accounts 

Different types of accounts can be opened by a bank for the benefit of customers in a banking 

company. A non-banking company can only accept deposits of different duration as prescribed 

by RBI. 

9. Interest on deposit 

The interest charged by a bank` on deposits is decided by the banks themselves. It is 

based on Prime Lending Rate (it is the interest rate charged by the banks while lending on 

Government securities which have no risks). But for a non banking company, the interest rate on 

deposits is decided by RBI. 

10. Insurance coverage on deposit 

All bank deposits are insured up to a certain limit compulsorily with Deposit Insurance 

Credit Guarantee Corporation. But there is no insurance cover for non banking company 

deposits. 

11. Lending policy 

The lending policy of commercial banks is influenced by the monetary policy of RBI. 

But for the other, Lending policy is more decided by the security offered by the borrower. 

12. Joint Operation 

All banking companies are necessarily joint stock companies. NBCs can be in the form of 

Nidhis, Benefit societies etc. However, partnership firms are prohibited now. 

13. Forex Transaction 

Commercial banks can undertake transactions in foreign exchange as Authorized Dealers. 

NBCs cannot undertake transactions in foreign exchange unless they are licensed by RBI. 

14. Suspension of operations 

Banking companies’ operations can be suspended only by RBI. But for NBCs, RBI will 

only notify the cancellation of registration from accepting deposits in leading newspapers 

15. Merger of banks 

A banking company can be merged with other commercial banks as per RBI orders. 

Merger of non-banking will be as per the Companies Act. 

16. Periodical Inspection 

There can be inspection of banks by RBI periodically. No such approval is required from RBI. 

But, non banks should comply with the provisions of the Companies Act. 

17. Appointment of Chairman & Directors 

Appointment of Chairman, and Managing directors in a banking company requires prior 

approval of RBI. But no such approval is required from RBI for a NBC. But, they should comply 

with the provisions of the Companies Act. 

18. Audit 

All commercial banks will come under Statutory audit, in addition to RBI audit. For a 

non banking company, audit is as per the Companies Act. 

19. Public Sector 

There are public sector commercial banks. But there are no public sector non-banking 

companies., 

20. Type of Advertisements 

Commercial banks can choose any type of advertisement for inviting public deposits. For 

non banks, advertisements for inviting public deposits should be as per RBI regulations. 

21. Customer grievance 



For a banking company, consumers’ Grievance Cell of respective banks will look after 

the grievance of customers. Company Law Board is the regulatory authority for non-banking 

companies in case of non refund of deposits. 

 

22. Recovery of bad debts 

Debt-recovery Tribunals are set up by banks for the recovery of bad debts. No such 

provisions are there for non banking companies. 

23. Rate of Interest 

Consumer credit is cheaper with banks as interest charged is on a declining rate of interest. But 

hire purchase finance of NBCs has a flat rate of interest and hence costlier. 

24. Legal disputes 

Banks are covered under the Bankers’ Book Evidence Act by which the statement 

provided by banks will be taken as an ultimate evidence in any legal dispute. But only provisions 

of Companies Act are applicable for non banks. 

25. Evidence between banker and customer 

Savings account and current account are operated in a bank and entries of the savings 

account are recorded in the pass book and the pass book is regarded as the conclusive evidence 

between a banker and customer. But there are no such accounts in non-banking companies. 

26. Public vs Private limited 

All banks have to be necessarily public limited companies. There can be private limited 

non banking companies. 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

 

 

 


