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Abstract

“Financial Globalisation™ refers to the
growing interconnectedness of theworld asaresult
of cross-border financial transactions. The ties
between a country and the international capital
markets are referred to as financial integration.
Money flows between industrialised countrieshave
greatly expanded in the most recent era of financial
globalisation, particularly between devel oped and
developing countries. Although some emerging
countries’ excellent growth rates have been
associated with capital inflows, several of them
have also experienced periodic growth rate
crashes. Thereport provides broad ideas for how
countries might optimise the importance of
globalisation and reduceitsrisks. Itindicatesthat
domestic institutional strength is particularly
significant. Even while multiple indices of
ingtitutional quality are clearly related, there is
rising evidence of the benefits of strong legal and
regulatory frameworks, low levels of corruption,
high levels of transparency, and efficient
gover nance practises.
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I ntroduction

Financial markets, which include the stock
market, bond market, currency market, and derivatives
market, among others, are any marketplace where
trading in securities takes place. For capitalist
economies to run smoothly, financial markets are
essential. Financial marketsall ocate resources and
provideliquidity for firmsand entrepreneurs, whichis
essential for the proper operation of capitalist
economies. Trading financid holdingsismadesmple

for buyersand sellersby the markets. Financial markets create securities productsthat provideareturn for
thosewho have excessfunds (Investors/lenders) and make these fundsavail ableto those who need additional
money (borrowers). Oneform of financial market isthe stock market. Buying and selling different kinds of
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financid assets, such asshares, bonds, currencies, and derivatives, crestesthefinancia markets. Toensurethat
pricesarecfficient and appropriate, financia marketsprimarily rely oninformationa transparency. Themarket
pricesof securitiesmay not beindicativeof their intring c val ue because of macroeconomicforcesliketaxes.

Types of Financial Markets

Financia market consstsof two mgor segments: (8) Money Market; and (b) Capital Market. Whilethe
money market dealsin short-term credit, the capita market handlesthe mediumterm and long-term credit.

Money Market

Themoney market isamarket for short-term funds, which dealsin financial assetswhose period of
maturity isupto oneyear. A market for credit instrumentslikebills of exchange, promissory notes, commercia
paper, treasury hills, etc. isal that the money market does; it doesnot tradein cash or money itself. These
financia productsclosely resemblemoney. Thesetoolsmakeit easier for the Government, other organisations,
and corporate unitsto borrow money to cover their immediate needs. Money market doesnot refer to a
particular market. Insteed, it refersto theentire networksof financid ingtitutionsthat ded in short-termfinancing
and serve asboth asource of supply for borrowersand amarket for lenders. The mgjority of money market
transactionsoccur over thephone, fax, or internet. The Reserve Bank of India, commercia banks, cooperative
banks, and other speciaised financial organisations make up the Indian money market. The Indian money
market isdominated by the Reserve Bank of India. Thelndian money market isalso used by afew Non-
Banking Financial Companies (NBFCs) and financia organisationslikeLIC, GIC, UTI, etc.

Money Market | nstruments
Following are some of theimportant money market instrumentsor securities:

(@ Call Money: Banksprimarily employ call money to satisfy their short-term cash needs. They often
lend and borrow money from one another every day. It isrepayableimmediately, and the maturity
period ranges from one day to two weeks. The term “call rate” refers to the interest rate charged on
cal moneyloans.

(b) Treasury Bill: A treasury bill isapromissory note that the RBI issues to provide the short-term
funding needs. Treasury billsarevery liquid financid instruments, thustheir holderscan dwaystransfer
them or seek adiscount fromthe RBI. Typically, thesebillsareissued for lessthan their facevaueand
repadfor that amount. Therefore, theinterest earned on theinvestment isrepresented by the di screpancy
between theissue price and thefacevaue of the Treasury bill. Thesebills are secured securitiesthat
have amaximum 364-day maturity. Inthemarket for Treasury hills, banks, financid institutions, and
businessestypicaly play asgnificant role.

(c) Commercial Paper: Commercial paper (CP) is acommon tool for funding businesses’ need for
operating capital. The CPisapromissory note-based unsecured financia instrument. Thistool was
made availableto corporate borrowersin 1990 so they could raise short-term capitd. It may beissued
for aduration of between 15 daysand oneyear. Commercia papersareassignableviadelivery and
endorsement. Theprimary playersinthe commercia paper sector arewell-known businesses (Blue
Chip corporations).

(d) Certificateof Deposit: Certificatesof Deposit (CDs) areshort-term financia instrumentsthat can be
fredy transferred from one party to another. They areissued by commercia banksand specid financia
institutions (SFIs). Thematurity timefor CDsisbetween 91 and 12 months. Thesemay begivento
private persons, cooperatives, or businesses.

() TradeBill: Typically, dealersuse credit to purchase products from manufacturersor wholesalers.
After thecredit period hasexpired, the sellersreceive payment. However, if asdller needsmoney right
away or does not want to wait, they can draw a bill of exchange in the buyer’s favour. The bill becomes
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anegotiableinstrument and isknown asabill of exchange or tradebill if the buyer acceptsit. Witha
bank, thistradebill can now be discounted beforeit matures. The drawee, or the purchaser of the
commodities, paysthebank at maturity. Tradebillsarereferred to ascommercid billswhen commercia
banks accept them. So tradebill isan instrument, which enablesthe drawer of thebill to get fundsfor
short period to meet theworking capital needs.

Capital Market

Capita Market may be defined asamarket dedingin medium andlong-termfunds. Itisaninstitutiona
arrangement that offers opportunitiesfor the selling and trading of securitiesaswell asthe borrowing of
medium- and long-term funds. Therefore, itincludesall long-term loansfrom banksand financial ingtitutions,
loansfrominternationa markets, and capita raising through theissuance of variousinstrumentssuch asshares,
debentures, bonds, etc. The SecuritiesMarket isthe placewhere securitiesaretraded. It isdivided into two
parts, the main market and the secondary market. The primary market, al so known asthe new issue market,
dealswith thenew or freshissuance of securities, whereasthe secondary market, a so known asthe stock
market or stock exchange, offersavenuefor the buying and sal e of existing assets.

Primary Market

The Primary Market ismade up of agreementsthat makeit easier for businessesto raiselong-term
capital by issuing new shares and debentures. You know that companies make fresh issue of sharesand/or
debenturesat their formation stageand, if necessary, subsequently for the expansion of business. Itisusualy
donethrough private placement to friends, rel ativesand financid ingtitutionsor by making publicissue. Inany
event, the corporations are required to adhereto atried and true legal process and work with numerous
intermediaries, including underwriters, brokers, etc., who are essential to the primary market. You must be
awareof thenumerousinitid public offerings (IPOs) that severd public sector organi sations, including ONGC,
GAIL, and NTPC, havelately made.

Secondary Market

By supplying therequired liquidity to holdingsin shares and debentures, the secondary market, often
known asthe stock market or ock exchange, playsan equaly significant roleinmobilising long-term finances.
It offersalocation where these securities can be cashed out quickly and easily. It isaregulated market where
sharesand debentures are frequently exchanged with ahigh level of security and transparency. Inredlity, an
active secondary market helpsthe primary market flourish becauseit givesinvestorsinthe primary market the
assurancethat therewill dwaysbeamarket for theliquidity of their holdings. Themajor playersintheprimary
market are merchant bankers, mutual funds, financia institutions, and theindividua investors; andinthe
secondary market you have all these and the stockbrokerswho are members of the stock exchange who
fecilitatethetrading.

Globalisation in Financial Marketing

Intheory, financia globalisation and financia integration aretwo distinct ideas. Increasing worldwide
links brought about by cross-border financial flows are collectively referred to as “financial globalisation.”
Financial integration describes the connections a nation has to the world’s capital markets. These ideas are
undoubtedly connected. For instance, growing financid integration isinvariably linked to growing financia
globalisation. the contrast between red capitd flowsand dejurefinancial integration, whichisconnectedto
capita account liberali sation measures. For instance, theliterature frequently makesuse of indicator measures
of how much the Government restricts money movementsacross borders.

The consequences of financial marketing globalisation: In the most recent age of financial
globalisation, money flows between industriaised nations haveincreased significantly, especially between
developed and developing nations. Even if certain emerging countries’ excellent growth rates have been
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associated with capital inflows, many of them have a so experienced periodic growth rate collapses and
catagtrophicfinancid crisestha havehad asignificant negativeimpact on macro-economicandsocid conditions.
Asaresult, theeffect of financia integration on emerging economies hasbeen ahot topic of discussion. The
andysisreved sbroad guiddinesfor how nationsmay maximi sethe advantages of globaisation and minimise
itshazards. Thestrength of domesticingtitutionsappearsto beparticularly important. It may haveaquantitatively
significant influence on a nation’s capacity to draw crisis susceptibility, according to a growing body of studies.
Thereismounting proof of theadvantagesof strong legd and supervisory frameworks, low levelsof corruption,
ahighleve of transparency, and sound corporate governance.

Features of capital flows across the globe: During last ten years, the amount of cross-border
money movementshass gnificantly increased. Theamount of flowsbetweenindudtridised nationshasincreased
significantly, but there has a so been asharp increasein flowsfrom devel oped to underdevel oped nations.
Second, both “pull” and “push” forces have contributed to the recent increase in international capital flows to
devel oping nations. Changesin legidation and other aspectsof opening up by devel oping nations create pull
factors. Theseinclude extensiveprivatisation initiativesaswell astheliberaisation of loca stock marketsand
capital accounts. Bus nesscyclecircumstances and macro-economic policy changesinindustriaised nations
areexamplesof push forces. From alonger-term vantage point, this second group of causesasoincludes
demographic shifts(such astherdativeageing of the populaioninindustria nations) and thegrowing significance
of indtitutiona investorsinindustria countries. The significance of thesed ementsshowsthat been marked by
secular pressuresfor increased globa capita flowsto the devel oping world, notwithstanding brief disruptions
during crisisperiodsor globa bus ness-cycledownturns. Componentsof theseflowsfluctuatesignificantly in
termsof volatility isanother significant aspect of internationa capitd flows. Particularly morevolatilethan
foreigndirect investment are portfolio flowsand bank borrowing. Themix of capital flowsmay significantly
impact a country’s susceptibility to financial crises, notwithstanding the difficulty of accurately classifying capital
movements.

Financial Globalisation
Risksand Returns

A morelinked global financial systemisthe potentia advantagesof financid globaisation. Evenif it
appearsthat financia globalisation isexpandingtoday, theglobal financia systemisstill far from being fully
interconnected. Thereisproof of persi stent home country biasand capital market ssgmentation. A returnto
the past ismore expensive and thus more challenging dueto therecent liberalisation of financia systems,
technica advancementsin globadisation. Althoughitisstill possible, financia globalisationisnot likely tobe
stopped, especidly for economiesthat are only partially connected.

Conclusion

Findly, resarcherswant to underlinetheimportanceof ingtitutionsand Government i ncentivesin ensuring
that globalisation benefitsto everyone. They may also act fast to harmoni se disparate laws, regulationsand
practisesthat impede cross-border financial integration. Furthermore, it ispossibleto anticipatethat over
time, thelegd flexibility to engageinfinancia innovation will lessen obstaclesto capitd flow. Butitwill require
several yearsof amarket-drivenintegration to reach at that position.
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