
          
         International Journal of Scientific Research in Engineering and Management (IJSREM) 

                       Volume: 09 Issue: 04 | April - 2025                             SJIF Rating: 8.586                                 ISSN: 2582-3930                                                                                                                                               

  

© 2025, IJSREM      | www.ijsrem.com                                                                                                                   |        Page 1 
 

Function of Money Market and Capital Market 

 

Author: Yash Bhardwaj (yashbhardwaj9408@gmail.com) 

Co Author: Shubham Swain (swainshubham2006@gmail.com) 

 

 

Abstract: 

The development of both Money market and Capital market has been active in fostering its economic advancement 

which overshadowed the growth of its monetary market. In the course of the past fifteen years reforms have bolstered 

the capital market’s importance within the framework of overall economic reform. Initially development emphasized 

mobilization of available financial resources through government securities to resolve the central government deficit. 

The bond market evolved into an essential instrument of financial discipline illustrating the degree of government 

dependence on this market. .As the market advanced, the government securities market started transforming to more 

of a true market, although it was still heavily regulated. This transformation marks a slow shift to a market driven 

economy. The evolution of the capital market of China illustrates the difficulties encountered in the shift from a 

command economy to a market economy. The attempts of the government to control it and at the same time loosen 

its grip were most responsible for the development of the economy. 
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Introduction: 

The financial market serves as a meeting ground for those who want to buy and sell financial instruments. This 

market helps to connect investors and savers, acting as a way to fund various activities. To put it another way, the 

financial market is where money changes hands, involving everyone from individuals to institutions that help with 

these transactions (intermediation). It also includes financial tools, processes, rules, and accepted practices. The main 

goal of financial intermediation is to move available money in the economy (savings) to those who need it (Losoncz-

Farkas, 2011). Within the financial market, there are money markets and capital markets. The difference between 

them is due to how each country or culture finances its economy, which depends on local customs. Some places rely 

on commercial banks for financing, often through short-term loans. Others use stock exchanges to provide direct 

funding through securities, which usually have longer terms. 

Experts usually divide financial markets into money markets and capital markets. The key question is how to 

separate these two beyond just the length of time involved, and why that division matters. We want to create a clear 

definition that can be used consistently in discussions, academic work, and legal contexts. 

This disagreement comes from the different ways people look at it. Some focus on the types of products (like 

securities) when defining the capital market, while others focus on the time frame (short-term). However, existing 

definitions either don't resolve the conflict between these views (for example, short-term securities) or treat them as 

exceptions to the rule. 

 

Review of Literature: - 

Reuters (2009) Article: India call money ends near reverse repo rate, cash abundant. India overnight money rates 

brought down to the reverse repo rate of 3.25% on Wednesday these cash surplus in the system will help the banks 
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meet their reserve needs comfortably. Cheaper money usable at the security borrowing and lending agreement 

(CBLO) also reduce the pressure on the inter-bank cash rates. On that day banks were guided to report their 

position to RBI once in two weeks. This alteration created an expectation on liquidity resistance. And some analysts 

said that the central bank may start rolling back the liquidity as early as on December 2009, as they already 

pressured the consumer prices could pose significant inflationary threat to the economy, in the thick of easy cash 

conditions Overnight rates are supported around the reverse repo rate because banks holding the surplus funds 

could also break up with the same central bank at that rate in its daily liquidity adjustment auctions. 

Rastogi Nikhil (2008) Article: Money Market Integration in India: A Time Series Study Says that Indian financial 

markets have achieved much from the highly controlled pre-liberalization era. He denotes that the main focus is on 

achieving efficiency, which is the trade mark of any developed financial market. This research paper tests the 

efficiency and extent of integration between financial markets observed at the short end of the market. 

The rates are mainly taken for the purpose of the study of, the compound call market rate, CD (Certificate of Deposit) 

rate, CP (Commercial Paper) rate, 91-day T-bill (Treasury bill) rate and 3-month forward premium. 

The results, though promising, are mixed. In his research he concluded that although markets have achieved 

integration in some of its branches, but they still have to attain full integration. 

It has absolute implications on the monetary policy of the Reserve Bank of India. (RBI) since the changes in one 

market (gilt market) can be used to coordinate the other market (forex market). 

Reserve Bank of India (2010) in his discussion paper “Deregulation of Savings bank Interest rates: A Discussion 

paper” try to put the pros and cons of deregulation of savings deposits interest rates in India. Regulation of interest 

rates imparts rigidity to the instrument/product as rates are either not changed in response to changing market 

conditions or changed slowly. This adversely affects the attractiveness of a product/instrument. In the case of savings 

bank deposits, its interest rate has remained unchanged at 3.5 per cent since March 1, 2003 even as the Reserve 

Bank’s policy rates and call rates (representing a proxy for operative policy rate as at a time, only one rate – either the 

repo rate or the reverse repo rate – is operative depending on liquidity conditions) moved significantly in either 

direction. Regulation of savings deposits interest rate has not only reduced its relative attractiveness but has also 

adversely affected the transmission of monetary policy. For transmission of monetary policy to be effective, it is 

necessary that all rates move in tandem with the policy rates. This suggests that regulation of the interest rate on 

savings deposits has impeded the monetary transmission and that deregulation of interest rate will help improve the 

transmission of monetary policy. 

In sum, deregulation of savings deposit interest rates has both pros and cons. Savings deposit interest rate cannot be 

regulated for all times to come when all other interest rates have already been deregulated as it creates distortions in 

the system. International experience suggests that in most of the countries, interest rates on savings bank accounts 

are set by the commercial banks based on market interest rates. 

Research Methodology: 

Methodology is an essential part of research to find answer to the research objective that initiate the same. Therefore, it 

figures as an important part of the study. This chapter focuses on the design and research method utilized in the study. 

In addition, the procedure followed to collect, capture, process and analyzed data is presented. The research approach 

used in the study is presented below: 

 

Data Collection: - 

 

Data for the study was collected from the primary as well as secondary sources. 

 

PRIMARY SOURCE OF DATA COLLECTION: - 

Primary source of data collection consisted of survey method. The survey was collected through a Structured 

Questionnaire. The questionnaire was prepared keeping in mind the objectives of the study and factors that were to 
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be considered for the study. Questionnaire was prepared in such a manner that it could be easily understood by the 

respondents. The questionnaire being structured was in a single format to save time of the respondents. 

SECONDARY SOURCE OF DATA COLLECTION: - 

The secondary source of data collection is assessed to gain information and knowledge about our research problem 

that may be previously discussed by some other researcher. The secondary is referred to know what has already been 

discussed and what more scope can be there for research. 

The secondary data is taken from selective websites and from online publication of some researchers. The secondary 

data was useful for the study of Review of Literature. We could study various aspects of different researchers which 

gave us an idea about the factors being previously discussed and also the conclusions drawn from them. It also gave 

us an insight on what more could be studied to solve the research problem. 

 

Finding And Suggestion: 

The implications of finding money market and capital market are numerous and significant. Here are some of the 

key implications: 

 

Money Market Implications: 

1. Short-term Funding: Money markets provide short-term funding options for individuals, businesses, and 

governments. 

2. Liquidity Management: Money markets help manage liquidity by providing a platform for buying and selling 

short-term securities. 

3. Risk Management: Money markets offer risk management tools, such as hedging and derivatives, to 

mitigate interest rate and credit risks. 

4. Monetary Policy Transmission: Money markets play a crucial role in transmitting monetary policy decisions to 

the broader economy. 

 

Capital Market Implications: 

1. Long-term Funding: Capital markets provide long-term funding options for businesses, governments, and 

individuals. 

2. Investment Opportunities: Capital markets offer investment opportunities for individuals, institutions, and 

governments. 

3. Risk Capital: Capital markets provide risk capital for businesses, enabling them to invest in new projects and 

expansion. 

4. Economic Growth: Capital markets contribute to economic growth by facilitating the allocation of resources 

to productive sectors. 

 

 

Combined Implications: 

1. Financial Intermediation: Money and capital markets facilitate financial intermediation, enabling the flow of 

funds from savers to investors. 

2. Economic Efficiency: The presence of both money and capital markets promotes economic efficiency by 

allocating resources to their most productive uses. 

3. Financial Stability: The interaction between money and capital markets helps maintain financial stability by 

providing a mechanism for managing risk and absorbing shocks. 

4. Investor Confidence: The existence of both markets helps build investor confidence, as investors can choose 
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from a range of investment options and manage their risk exposure. 

CONCLUSION 

To sum up, the money market is a key component of the financial system as it is the fulcrum of monetary operations 

conducted by the central bank in its pursuit of monetary policy objectives. It is a market for short-term funds with 

maturity ranging from overnight to one year and includes financial instruments that are deemed to be close substitutes 

of money. The money market performs three broad functions. Firstly, it provides an equilibrating mechanism for 

demand and supply of short-term funds. Secondly, it enables borrowers and lenders of shortterm funds to fulfil their 

borrowing and investment requirements at an efficient market clearing price. Three, it provides an avenue for central 

bank intervention in influencing both quantum and cost of liquidity in the financial system, thereby transmitting 

monetary policy impulses to the real economy. The objective of monetary management by the central bank is to align 

money market rates with the key policy rate. As excessive money market volatility could deliver confusing signals 

about the stance of monetary policy, it is critical to ensure orderly market behaviour, from the point of view of both 

monetary and financial stability. Thus, efficient functioning of the money market is important for the effectiveness of 

monetary policy. 

 

REFERENCES: 

1. Bailey, R. E. (2005). The Economics of Financial Markets, Publisher: Cambridge 

University Press, ISBN: 9780521612807. https://doi.org/10.1017/CBO9780511817458 

 

2. Bod, P. Á. (2001). A pénz világa – a világ pénze (The world of money – money in the world), 

 

Publisher: KJK-Kerszöv, ISBN 9632245849 

 

3. Bodie, Z., Merton, R. C., Cleeton, D. L. (2011). A pénzügyek közgazdaságtana (Financial Economics), 

Publisher: Osiris, ISBN 9789632761824. Available at: 

https://www.academia.edu/36740595/ Financial_ Economics_2Ed_by_Bodie_Merton_and_Cleeton 

 

4. Cégvezetők Kiskönyvtára (Library of managers), 2005/02. Publisher: Hírtőzsde (News exchange), ISSN 

2062-459X. Available at: https://cegvezetokklubja.hu/2005/04/ 

 

5. Erdős, M., Katalin, M. (2010). Pénzügyi közvetítő intézmények / Bankok és antimony befektetők 

(Financial intermediaries / banks and institutional investors), Publisher: Akadémiai, ISBN 9789630589604 

 

6. Gábler Gergely: Pénz és tőkepiacok (Money- and capital markets) Pénzügyi Feladatok Nemzeti Szakképzési és 

Felnőttképzési Intézet (Institution of Financial Tasks for National Education) SzT- 031-8. Available at: 

http://193.231.19.17/kozgazdaszforum.ro/admin/upload/775_KF_2017_4._cikk2.pdf 

7. Haan, de J., Oosterloo, S., Schonmaker, D. (2015). Financial Markets and Institutions, Publisher: 

Cambridge University Press, ISBN: 9781107539365 

 

8. Jaksity, G. (2004). A pénz természete (The attribute of money), Publisher: Alinea, ISBN 9638630655. 

Available at: 

https://www.academia.edu/6214382/P%C3%89CSI_TUDOM%C3% 81NYEGYETEM_K% 

 

 

 

http://www.ijsrem.com/
https://doi.org/10.1017/CBO9780511817458
https://www.academia.edu/36740595/
https://cegvezetokklubja.hu/2005/04/
http://193.231.19.17/kozgazdaszforum.ro/admin/upload/775_KF_2017_4._cikk2.pdf
https://www.academia.edu/6214382/P%C3%89CSI_TUDOM%C3%25


          
         International Journal of Scientific Research in Engineering and Management (IJSREM) 

                       Volume: 09 Issue: 04 | April - 2025                             SJIF Rating: 8.586                                 ISSN: 2582-3930                                                                                                                                               

  

© 2025, IJSREM      | www.ijsrem.com                                                                                                                   |        Page 5 
 

C3%96ZGAZDAS%C3%81GTUDOM%C3%81NYI_KAR_GAZD%C3%81LKOD%C3%8 1STANI_DOK 

TORI_ISKOLA 

 

9. Kerekes Márton et al. (1998). Pénzügyi piacok (Financial markets), Publisher: Saldo, ISBN 9636218668. 

 

10. Losoncz, M., Farkas, P. (2011). Nemzetközi pénzpiacok (International money markets), Publisher: 

Széchenyi István Egyetem. Available at: http://docplayer.hu/487191- Nemzetkozi-penzpiacok.html 

 

11. Meir Kohn (2007). Bank- és pénzügyek, pénzügyi piacok (Banking and finance, financial markets), Publisher: 

Osiris, ISBN: 9789633899564. 

12. Marmilava, K. (2017). Miskolci Egyetem, University of Miskolc, Ph.D. házi dolgozat, Ph.D. home 

assignment. Available at: http://studyinhungary.hu/institution/university-of- miskolc-82.html 

13. Mishkin, F.S. (1992). The Economics of Money, Banking, and Financial Markets (3rd edition), 

Publisher: HarperCollins Publisher ISBN 0-673-52141-9. Available at: 

https://www.com/Economics- 

Banking-Financial-Markets-Harpercollins/dp/0673523780 

 

14. Haan J., Oosterloo S., and Schoenmaker, D. (2009). European financial markets and institutions. 

Cambridge University Press, New York. Available at: 

https://forfreeshare.weebly.com/uploads/1/2/5/1/ 12515971/ european_financial_markets_and_institutions.pdf 

15. O’Sullivan, Arthur; Sheffrin, Steven M. (2003). Economics: Principles in Action. Upper Saddle River, NJ: 

Pearson Prentice Hall. P. 283. Available at: 

http://www.gbv.de/dms/zbw/640430643.pdf 

 

16. Pálinkó Éva – Szabó Márta (2006). Vállalati pénzügyek, (Corporate finance) Publisher: Typotex. Available 

at: 

https://www.typotex.hu/book/396/palinko_eva_szabo_marta_vallalati_penzugyek 

17. Samuelson-Nordhaus (2005). Közgazdaságtan (Economics), Publisher: Akadémiai, ISBN 9630582996. 

Available at: 

https://akademiai.hu/187/economics_books/economics/kozgazdasagtan_bovitett_ atdolgozott _kiadas 

18. Savchenko T.G., Piontkovska Y.O. (2013). Struktura ta instrumenty` groshovo- 

kredy`tnogo ry`nku (Structure and Instruments of the Money Market), Problemy` i 

perspekty`vy` rozvy`tku bankivs`koyi sy`stemy` Ukrayiny`: Zbirny`k naukovy`x pracz. (Problems and Prospects for 

Development of the Banking System of Ukraine. Collection of sciences papers). Publisher: UAB NBU, p.169 

 

19. Katalin, S. Gáspár, K. (2007). Pénzügytan II., Pénzügyi piacok, (Finance theory II. Financial markets), 

Universitas-Győr Kht. Available at: 

https://www.antikvarium.hu/konyv/dr-solt-katalin-dr-vigvari-andraspenzugytan-i-586294 

 

20. Szász, A. (1947). Banküzemtan, (Commercial Banking) Publisher: TÉBE (Budapest). 

21. Vígvári, A. (2008). Pénzügy(rendszer)tan (Finance (taxanomy), Publisher: Akadémiai, ISBN 

9789630585958. 

 

 

 

http://www.ijsrem.com/
http://docplayer.hu/487191-Nemzetkozi-penzpiacok.html
http://docplayer.hu/487191-Nemzetkozi-penzpiacok.html
http://studyinhungary.hu/institution/university-of-miskolc-82.html
http://studyinhungary.hu/institution/university-of-miskolc-82.html
https://forfreeshare.weebly.com/uploads/1/2/5/1/
http://www.gbv.de/dms/zbw/640430643.pdf
https://www.typotex.hu/book/396/palinko_eva_szabo_marta_vallalati_penzugyek
https://akademiai.hu/187/economics_books/economics/kozgazdasagtan_bovitett_
https://www.antikvarium.hu/konyv/dr-solt-katalin-dr-vigvari-andraspenzugytan-i-586294

