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PREFACE TO THE FIRST EDITION

The financial service sector has been increasingly influenced in recent times by financial
innovations in terms of products and instruments, adoption of modern technologies and emerging
dynamics in the present liberalisation era. Accordingly, many financial services are introduced
to cater to the varied risk-return requirements of both corporates and individual investors.
In the aftermath of this changing financial scenario, students of Commerce and Management
are badly in need of a suitable textbook covering all these aspects.

Many universities have restructured their Commerce curriculum incorporating therein
many new subjects. In this context, the Telangana, Osmania and other neighbouring universities
have rightly introduced ‘FINANCIAL SERVICES’ as one of the subjects in the thrust area for
their Commerce stream. Realising the imperative need to bring out a suitable book on
‘FINANCIAL SERVICES’, tailored to meet the specific requirements of these universities,
a modest attempt has been made to present this edition in the hands of the academic community.
The present book gives a fairly complete idea about the financial services in all their major
aspects. The speciality of this volume is that all matters are presented in a lucid manner and in
simple language, notwithstanding the technical nature of the subject.

We hope that this volume will serve as an invaluable guide to both the teachers and students.
We are greatly indebted to all our well-wishers for their constant encouragement and valuable
suggestions. Our publishers deserve special thanks for their wholehearted support and cooperation
in bringing out this edition elegantly and in time.

Critical comments and constructive suggestions for the improvement of this book are most
welcome and will be greatly appreciated.

Sivakasi E. Gordon
June, 2018 K. Natarajan
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MEANING, SCOPE AND INNOVATIONS

The Indian financial service industry has undergone a metamorphosis since 1990. During

the late seventies and eighties, the Indian financial service industry was dominated by

commercial banks and other financial institutions which cater to the requirements of the Indian

industry. In fact, the capital market played a secondary role only. The economic liberalisation

has brought in a complete transformation in the Indian financial services industry.

Prior to the economic liberalisation, the Indian financial service sector was characterised

by so many factors which retarded the growth of this sector. Some of the significant factors

were:

(i) Excessive controls in the form of regulations of interest rates, money rates, etc.

(ii) Too many control over the prices of securities under the erstwhile controller of capital

issues.

(iii) Non-availability of financial instruments on a large-scale as well as on different

varieties.

(iv) Absence of independent credit rating and credit research agencies.

(v) Strict regulation of the foreign exchange market with too many restrictions on foreign

investment and foreign equity holding in Indian companies.

(vi) Lack of information about international developments in the financial sector.

(vii) Absence of a developed government securities market and the existence of stagnant

capital market without any reformation.

(viii) Non-availability of debt instruments on a large-scale.

However, after the economic liberalisation, the entire financial sector has undergone a

sea-saw change and now we are witnessing the emergence of new financial products and services

almost everyday. Thus, the present scenario is characterised by financial innovation and financial
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2 FINANCIAL SERVICES

creativity and before going deep into it, it is imperative that one should understand the meaning

and scope of financial services.

MEANING OF FINANCIAL SERVICES

In general, all types of activities which are of a financial nature could be brought under the

term ‘financial services’. The term ‘Financial Services’ in a broad sense means ‘mobilising and

allocating savings’. Thus, it includes all activities involved in the transformation of saving into

investment.

The ‘financial service’ can also be called ‘financial intermediation’. Financial intermediation

is a process by which funds are mobilised from a large number of savers and make them available

to all those who are in need of it and particularly to corporate customers. Thus, financial service

sector is a key area and it is very vital for industrial developments. A well developed financial

service industry is absolutely necessary to mobilise the savings and to allocate them to various

investable channels and thereby to promote industrial development in a country.

FEATURES OF FINANCIAL SERVICES

Financial services have certain basic features as stated below:

(i) Customer-oriented: Like any other service industry financial service industry is

also a customer-oriented one. That customer is the king and his requirements must

be satisfied in full should be the basic tenant of any financial service industry. It calls

for designing innovative financial products suitable to varied risk-return requirements

of customers. Above all, there should be timely delivery of services.

(ii) Intangibility: Financial services are intangible and therefore, they cannot be

standardised or reproduced in the same form. Hence, there is a need to have a track

record of integrity, reputation, good corporate image and timely delivery of services.

(iii) Simultaneous performance: Yet another feature is that both production and supply

of financial services have to be performed simultaneously. Therefore, both suppliers

of services and consumers should have a good rapport, clear-cut perception and effective

communication.

(iv) Dominance of human element: Financial services are dominated by human element

and thus, they are people-intensive. It calls for competent and skilled personnel to

market the quality financial products. But, quality cannot be homogenised since it

varies with time, place and customer-to-customer.

(v) Perishability: Financial services are immediately consumed and hence inventories

cannot be created. There is a greater need for balancing demand and supply properly.

In other words, marketing and operations should be closely interlinked.

FUNCTIONS OF FINANCIAL SERVICES

Financial services cater to the requirements of both individual and corporate customers.

In fact, the successful functioning of any financial system depends upon the range of financial

services offered by vendors of services. Financial services can be defined to include not only the
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provision of a financial service but also the sale of a financial product or both. The important

functions of financial services are the following:

(i) Economic growth: The financial service industry mobilises the savings of the people

and channels them into productive investment by providing various services to the

people. In fact, the economic development of a nation depends upon these savings

and investment.

(ii) Promotion of savings: The financial service industry promotes savings in the country

by providing transformation services. It provides liability, asset and size

transformation service by providing large loans on the basis of numerous small

deposits. It also provides maturity transformation services by offering short-term

claim to savers on their liquid deposit and providing long-term loans to borrowers.

(iii) Capital formation: The financial service industry facilitates capital formation by

rendering various capital market intermediary services. Capital formation is the very

basis for economic growth. It is the principal mobiliser, of surplus funds to finance

productive activities and thus, it promotes capital accumulation.

(iv) Provision of liquidity: The financial service industry promotes liquidity in the

system by allocating and reallocating savings and investment into various avenues of

economic activity. It facilitates easy conversion of financial assets into liquid cash at

the discretion of the holder of such assets.

(v) Financial intermediation: The financial service industry facilitates the function of

intermediation between savers and investors by providing a means and a medium of

exchange and by undertaking innumerable services.

(vi) Contribution to GNP: The contribution of financial services to GNP has been going

on increasing year-after-year in almost all countries in recent times.

(vii) Creation of employment opportunities: The financial service industry creates

and provides employment opportunities to millions of people all over the world.

CLASSIFICATION OF FINANCIAL SERVICE INDUSTRY

The financial intermediaries in India can be traditionally classified into two:

 (i) Capital market intermediaries, and

(ii) Money market intermediaries.

The capital market intermediaries consist of term lending institutions and investing

institutions which mainly provide long-term funds. On the other hand, money market

intermediaries consists of commercial banks, co-operative banks and other agencies which supply

only short-term funds. Hence, the term ‘financial services industry’ includes all kinds of

organisations which intermediate and facilitate financial transactions of both individuals and

corporate customers.
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SCOPE OF FINANCIAL SERVICES

Financial services cover a wide range of activities. They can be broadly classified into two

namely:

 (i) Traditional activities

(ii) Modern activities

Traditional activities

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

encompassing both capital and money market activities. They can be grouped under two heads,

viz.;

(i) Fund-based activities, and

(ii) Non-fund-based activities.

Fund-based activities

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

(i) Underwriting of or investment in shares, debentures, bonds, etc., of new issues

(primary market activities).

(ii) Dealing in secondary market activities.

(iii) Participating in money market instruments like commercial papers, certificate of

deposits, treasury bills, discounting of bills, etc.

(iv) Involving in equipment leasing, hire purchase, venture capital, seed capital, etc.

(v) Dealing in foreign exchange market activities.

Non-fund-based activities

Financial intermediaries provide services on the basis of non-fund-based activities also.

This can also be called ‘fee-based’ activity. Today, customers whether individual or corporate

are not satisfied with mere provision of finance. They expect more from financial service

companies. Hence, a wide variety of services, are being provided under this head. They include

the following:

(i) Managing the capital issues, i.e., management of pre-issue and post-issue activities

relating to the capital issue in accordance with the SEBI guidelines and thus enabling

the promoters to market their issues.

(ii) Making arrangements for the placement of capital and debt instruments with

investment institutions.

(iii) Arrangement of funds from financial institutions for the clients’ project cost or his

working capital requirements.

(iv) Assisting in the process of getting all government and other clearances.

Modern activities

Besides the above traditional services, the financial intermediaries render innumerable

services in recent times. Most of them are in the nature of non-fund-based activity. In view of
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the importance, these activities have been discussed in brief under the head ‘New financial

products and services’. However, some of the modern services provided by them are given in

brief hereunder:

(i) Rendering project advisory services right from the preparation of the project report

till the raising of funds for starting the project with necessary government approval.

(ii) Planning for mergers and acquisitions and assisting for their smooth carry out.

(iii) Guiding corporate customers in capital restructuring.

(iv) Acting as trustees to the debentureholders.

(v) Recommending suitable changes in the management structure and management style

with a view to achieving better results.

(vi) Structuring the financial collaboration/joint ventures by identifying suitable joint

venture partner and preparing joint venture agreement.

(vii) Rehabilitating and reconstructing sick companies through appropriate scheme of

reconstruction and facilitating the implementation of the scheme.

(viii) Hedging of risks due to exchange rate risk, interest rate risk, economic risk and political

risk by using swaps and other derivative products.

(ix) Managing the portfolio of large Public Sector Corporations.

(x) Undertaking risk management services like insurance services, buy-back options,

etc.

(xi) Advising the clients on the question of selecting the best source of funds taking into

consideration the quantum of funds required, their cost, lending period, etc.

(xii) Guiding the clients in the minimisation of the cost of debt and in the determination of

the optimum debt-equity mix.

(xiii) Undertaking services relating to the capital market such as:

(a) Clearing services,

(b) Registration and transfers,

(c) Safe custody of securities,

(d) Collection of income on securities.

(xiv) Promoting credit rating agencies for the purpose of rating companies which want to

go public by the issue of debt instruments.

Sources of revenue

Accordingly, there are two categories of sources of income for a financial service company

namely: (i) fund-based, and (ii) fee-based.

Fund-based income comes mainly from interest spread (difference between the interest

paid and earned), lease rentals, income from investments in capital market and real estate. On

the other hand, fee-based income has its sources in merchant banking, advisory services, custodial

services, loan syndication, etc. In fact, a major part of the income is earned through fund-based

activities. At the same time, it involves a large share of expenditure also in the form of interest

and brokerage. In recent times, a number of private financial companies have started accepting
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deposits by offering a very high rate of interest. When the cost of deposit resources goes up, the

lending rate should also go up. It means that such companies should have to compromise the

quality of its investments.

Fee-based income, on the other hand, does not involve much risk. But, it requires a lot of

expertise on the part of a financial company to offer such fee-based services.

CAUSES FOR FINANCIAL INNOVATION

Financial intermediaries have to perform the task of financial innovation to meet the

dynamically changing needs of the economy and to help the investors cope with an increasingly

volatile and uncertain marketplace. There is a dire necessity for the financial intermediaries to

go for innovation due to the following reasons:

(i) Low profitability: The profitability of the major financial intermediary, namely the

banks has been very much affected in recent times. There is a decline in the profitability

of traditional banking products. So, they have been compelled to seek out new products

which may fetch high returns.

(ii) Keen competition: The entry of many financial intermediaries in the financial sector

market has led to severe competition among themselves. This keen competition has

paved the way for the entry of varied nature of innovative financial products so as to

meet the varied requirements of the investors.

(iii) Economic liberalisation: Reform of the financial sector constitutes the most

important component of India’s programme towards economic liberalisation. The recent

economic liberalisation measures have opened the door to foreign competitors to enter

into our domestic market. Deregulation in the form of elimination of exchange controls

and interest rate ceilings have made the market more competitive. Innovation has

become a must for survival.

(iv) Improved communication technology: The communication technology has become

so advanced that even the world’s issuers can be linked with the investors in the

global financial market without any difficulty by means of offering so many options

and opportunities. Hence, innovative products are brought into the domestic market

in no time.

(v) Customer service: Nowadays, the customer’s expectations are very great. They want

newer products at lower cost or at lower credit risk to replace the existing ones. To

meet this increased customer sophistication, the financial intermediaries are

constantly undertaking research in order to invent a new product which may suit to

the requirement of the investing public. Innovations, thus, help them in soliciting

new business.

(vi) Global impact: Many of the providers and users of capital have changed their roles

all over the world. Financial intermediaries have come out of their traditional approach

and they are ready to assume more credit risks. As a consequence, many innovations

have taken place in the global financial sector which have its own impact on the

domestic sector also.
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(vii) Investor awareness: With a growing awareness amongst the investing public, there

has been a distinct shift from investing the savings in physical assets like gold, silver,

land, etc., to financial assets like shares, debentures, mutual funds, etc. Again, within

the financial assets, they go from ‘risk free’ bank deposits to risky investments in

shares. To meet the growing awareness of the public, innovation has become the need

of the hour.

Financial engineering

Thus, the growing need for innovation has assumed immense importance in recent times.

This process is being referred to as financial engineering. Financial engineering is the lifeblood

of any financial ability. ‘Financial engineering is the design, the development and the

implementation of innovative financial instruments and processes and the formulation of creative

solutions to problems in finance’.

FINANCIAL SERVICES AND PROMOTION OF INDUSTRIES

Financial service companies play a vital role in pooling surplus funds from the public and

deploying them in an efficient manner for the growth of the economy as a whole. They channel

the funds of surplus economic units to those who intend to spend on real capital investment.

The efficient transformation of mobilised funds into real capital helps to promote and develop

industries on a large-scale. Their role in the promotion of industries can be summarised as

follows:

(i) Industrial promotion through merchant banking services: Most of the financial

institutions function as promoters of industrial enterprises by rendering merchant

banking services. As merchant bankers, they help the prospective entrepreneurs to

conceive an idea, identify project, prepare feasibility reports, prepare necessary

documents, get necessary licences and approvals from regulatory bodies and so on.

They also arrange for tie-up loans and provide their skills and experience for the

successful issue management of companies. They also render corporate advisory

services for financial restructuring, merger and acquisitions, bought out deals, etc.

Thus, merchant banking services are a real boon for industrial development.

(ii) Working capital finance through factoring services: For most of the industries,

in particular small-scale and medium industries, a lot of working capital is tied up in

the form of trade debts and bills. Delays in collection process lead to liquidity problems

and consequently to delay in production and supplies for many industries. To speed

up the cash flow and solve the problems of undue delays in collections, factoring services

are provided to industries. Factoring is an arrangement whereby the factoring service

provider buys trade debts and bills and pays 80 per cent of the debts taken over

immediately so that quick and convenient funding is available to corporate clients.

Thus, factoring converts credit bills and trade debts into cash so that industries may

not suffer due lack of working capital.

(iii) Equipment finance through leasing: High rate of inflation, severe cost escalation,

heavy taxation, meagre internal resources and paucity of funds at the disposal of

financial institutions have forced many corporate bodies to go for alternative means of
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financing their projects. To them, a new source of financing capital assets has emerged

in the form of financial lease or equipment lease. An equipment lease is also contractual

arrangement whereby the financial intermediary (lessor) transfers the right to use

the capital asset (equipment) to the lessee (corporate customer) for an agreed period

of time, in return for the payment of rent. Thus, leasing entails companies to acquire

the right to use a capital asset without the necessity of making any down payment at

all. Hence, leasing serves as a hundred per cent financing tool to industries.

(iv) Financial resources through mutual funds: Mutual funds act as a vehicle in

galvanising the savings of the people by offering various schemes suitable to various

classes of investors for the development of industries. All industrial units have to

raise their funds by resorting to the capital market by the issue of shares and

debentures. The mutual funds not only create a demand for these capital market

instruments but also supply a large source of funds to the market. Thus, the industries

are assured of their capital requirements.

(v) Long-term risk capital through venture capital: The financial service firms

promote industrial development by encouraging innovative entrepreneurs to take up

high technology projects involving heavy risks by means of providing not only capital

but also management skills. The venture capital company generally enters into a

project as a co-promoter and shares the risks and rewards of the enterprise.

(vi) Risk management through derivatives: In these days of free market economy,

the corporate customers are exposed to various risks such as exchange rate risk,

interest rate risk, political risk and so on. There is an imperative need for them to

protect their operating projects by shifting some of the uncontrollable financial risks

to the financial service companies. Today, risk management becomes a must for the

survival of industries. Financial service companies undertake these risks by means

of offering derivative products like forwards, futures, options, swaps, etc.

(vii) Debenture issue through credit rating: Credit rating agencies facilitate limited

companies to borrow necessary funds from the public without much difficulties by

rating their debentures. These ratings are useful in instilling confidence in investors.

Ratings can be used as a marketing tool to create better image of the companies.

Thus, the industry as a whole benefits from ratings by direct mobilisation of savings

from the public at a lesser cost than from lending institutions.

(viii) Development finance through development banking services: The industrial

development in any country virtually depends upon the nature and talent of

development financial services available to industries. Generally, these development

banks extend finance for modernisation, expansion, revival and rehabilitation of

industries. They also promote new industries by rendering services like underwriting,

guaranteeing and refinancing.

(ix) Industrial development through specialised services: Financial service firms

provide a number of specialised services like bill discounting, underwriting,

guaranteeing, refinancing, promoting backward areas, stock lending, depository

services, credit card services, stock broking services and so on. By providing these

services, they also contribute for the industrial development.
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NEW FINANCIAL PRODUCTS AND SERVICES

Today, the importance of financial services is gaining momentum all over the world. In

these days of complex finance, people expect a Financial Service Company to play a very dynamic

role not only as a provider of finance but also as a departmental store of finance. With the

injection of the economic liberalisation policy into the economy and the opening of the economy

to multinationals, the free market concept has assumed much significance. As a result, the

clients — both corporates and individuals are exposed to the phenomena of volatility and

uncertainty and hence they expect the financial service company to innovate new products and

services so as to meet their varied requirements.

As a result of innovations, new instruments and new products are emerging in the capital

market. The capital market and the money market are getting widened and deepened. Moreover,

there has been a structural change in the international capital market with the emergence of

new products and innovative techniques of operation in the capital market. Many financial

intermediaries including banks have already started expanding their activities in the financial

services sector by offering a variety of new products. As a result, sophistication and innovations

have appeared in the arena of financial intermediations. Some of them are briefly discussed

below:

(i) Merchant banking: A merchant banker is a financial intermediary who helps to

transfer capital from those who possess it to those who need it. Merchant banking

includes a wide range of activities such as management of customers securities,

portfolio management, project counselling and appraisal, underwriting of shares and

debentures, loan syndication, acting as banker for the refund orders, handling interest

and dividend warrants, etc. Thus, a merchant banker renders a host of services to

corporates and thus promotes industrial development in the country.

(ii) Loan syndication: This is more or less similar to ‘consortium financing’. But, this

work is taken up by the merchant banker as a lead manager. It refers to a loan arranged

by a bank called lead manager for a borrower who is usually a large corporate customer

or a government department. The other banks who are willing to lend can participate

in the loan by contributing an amount suitable to their own lending policies. Since a

single bank cannot provide such a huge sum as loan, a number of banks join together

and form a syndicate. It also enables the members of the syndicate to share the credit

risk associated with a particular loan among themselves.

(iii) Leasing: A lease is an agreement under which a company or a firm, acquires a right

to make use of a capital asset like machinery, on payment of a prescribed fee called

‘rental charges’. The lessee cannot acquire any ownership to the asset, but he can use

it and have full control over it. He is expected to pay for all maintenance charges and

repairing and operating costs. In countries like the USA, UK and Japan equipment

leasing is very popular and nearly 25 per cent of plant and equipment is being financed

by leasing companies. In India also, many financial companies have started equipment

leasing business. Commercial banks have also been permitted to carry on this business

by forming subsidiary companies.
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(iv) Mutual funds: A mutual fund refers to a fund raised by a financial service company

by pooling the savings of the public. It is invested in a diversified portfolio with a view

to spreading and minimising risk. The fund provides investment avenue for small

investors who cannot participate in the equities of big companies. It ensures low risks,

steady returns, high liquidity and better capital appreciation in the long run.

(v) Factoring: Factoring refers to the process of managing the sales ledger of a client by

a financial service company. In other words, it is an arrangement under which a

financial intermediary assumes the credit risk in the collection of book debts for its

clients. The entire responsibility of collecting the book debts passes on to the factor.

His services can be compared to a del credere agent who undertakes to collect debts.

But, a factor provides credit information, collects debts, monitors the sales ledger and

provides finance against debts. Thus, he provides a number of services apart from

financing.

(vi) Forfaiting: Forfaiting is a technique by which a forfaitor (financing agency) discounts

an export bill and pay ready cash to the exporter who can concentrate on the export

front without bothering about collection of export bills. The forfaitor does so without

any recourse to the exporter and the exporter is protected against the risk of non-

payment of debts by the importers.

(vii) Venture capital: A venture capital is another method of financing in the form of

equity participation. A venture capitalist finances a project based on the potentialities

of a new innovative project. It is in contrast to the conventional ‘security based

financing’. Much thrust is given to new ideas or technological innovations. Finance is

being provided not only for ‘start-up capital’ but also for ‘development capital’ by the

financial intermediary.

(viii) Custodial services: It is yet another line of activity which has gained importance, of

late. Under this, a financial intermediary mainly provides services to clients,

particularly to foreign investors, for a prescribed fee. Custodial services provide agency

services like safe keeping of shares and debentures, collection of interest and dividend

and reporting of matters on corporate developments and corporate securities to foreign

investors.

(ix) Corporate advisory services: Financial intermediaries particularly banks have

set up corporate advisory service branches to render services exclusively to their

corporate customers. For instance, some banks have extended computer terminals to

their corporate customers so that they can transact some of their important banking

transactions by sitting in their own office. As new avenues of finance like Euro loans,

GDRs, etc. are available to corporate customers, this service is of immense help to the

customers.

(x) Securitisation: Securitisation is a technique whereby a financial company converts

its illiquid, non-negotiable and high value financial assets into securities of small

value which are made tradable and transferable. A financial institution might have a

lot of its assets blocked up in assets like real estate, machinery, etc., which are long-

term in nature and which are non-negotiable. In such cases, securitisation would
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help the financial institution to raise cash against such assets by means of issuing

securities of small values to the public. Like any other security, they can be traded in

the market. It is best suited to housing finance companies whose loans are always

long-term in nature and their money is locked up for a considerable long period in

real estates. Securitisation is the only answer to convert these illiquid assets into

liquid assets.

(xi) Reverse mortgage: In 2007-08, the National Housing Bank and commercial banks

have introduced an innovative product, viz., reverse mortgage to enable the senior

citizens to fetch value out of their property without selling it. In a normal mortgage,

a home buyer borrows money to finance his home. In a Reverse Mortgage (RM), the

owner of a house property surrenders the title of his property to a lender and raises

money. Again, in a normal mortgage, the borrower gets 60-70 per cent of the money

upfront. But, in a RM, generally the lender does not pay the entire amount. On the

other hand, he pays out a regular sum each month for the agreed time. The owner,

normally a senior citizen, can use the property and stay with his spouse for the rest of

their lives. Thus, the owner can ensure a regular cash flow in times of need and enjoy

the benefit of using the property. Usually, after the death of the owner, the spouse

can continue to use the property. In case, both die during the period of the RM scheme,

the lender will sell the property, take his share and distribute the rest among the

heirs. It is called reverse mortgage because the payment stream is ‘reversed’. Instead

of making monthly payments to a lender, as in the case of a regular mortgage, a

lender makes regular payments to a senior citizen. A RM facilitates to convert an

immovable asset into an income generating one.

There are other options available to a senior citizen to payback the entire loan amount.

The legal heirs have also an option to payback the loan and take possession of the

property.

The concept of RM is very popular in US/UK. But it is quite new to India. Parents in

India still want their property to pass on to their children after they are no longer

there, mainly due to social and emotional considerations.

(xii) New reverse mortgage plan: Banks have started introducing a new reverse

mortgage plan along with life insurance companies. This new product is called ‘Reverse

Mortgage Enabled Annuity’ scheme. It requires an insurance company to undertake

the risk of uncertainty of life of the person availing this scheme.

Under this scheme, depending upon the age of both spouses, about 60-75 per cent of

loan value of the home is transferred by the bank to the insurance company. The

value as assessed by the bank will be taken into account and not the market value.

This corpus is treated an investment fund by the insurance company, which would

pay a monthly annuity till the last of spouses is alive.

However, there is some flexibility to withdraw 25 per cent of lump sum of the loan

value for health purposes or for other contingencies. There are two options available

to senior citizens under this scheme. They are:
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(a) Return a purchase price, and

(b) No return of purchase price.

The purchase price is nothing but the loan amount for single senior citizen. No return

of purchase price would be suitable since the monthly annuity is higher and after

their demise the account will be closed. ‘Return of Purchase Price’ option would be

suitable to couples since the annuity payments would continue even after the demise

of the first spouse. Of course, the annuity payments would be comparatively less

compared to the first option. Since it is a new product, it is not very popular among

senior citizens.

(xiii) Derivative security: A derivative security is a security whose value depends upon

the values of other basic variables backing the security. In most cases, these variables

are nothing but the prices of traded securities. A derivative security is basically used

as a risk management tool and it is resorted to cover the risks due to price fluctuations

by the investments manager. Just like a forward contract which is a derivative of a

spot contract, a derivative security is derived from other trading securities backing it.

Naturally, the value of a derivative security depends upon the values of the backing

securities. Derivative helps to break the risks into various components such as credit

risk, interest rates risk, exchange rates risk and so on. It enables the various risk

components to be identified precisely and priced them and even traded them if

necessary. Financial intermediaries can go for derivatives since they will have greater

importance in the near future. In India some forms of derivatives are in operation.

Example: Forwards in forex market.

(xiv) New products in forex market: New products have also emerged in the forex

markets of developed countries. Some of these products are yet to make full entry in

Indian markets. Among them, the following are the important ones:

(a) Forward contracts: A forward transaction is one where the delivery of a foreign

currency takes place at a specified future date for a specified price. It may have
a fixed maturity for, e.g., 31st May or a flexible maturity for, e.g., 1st to 31st
May. There is an obligation to honour this contract at any cost, failing which,
there will be some penalty. Forward contracts are permitted only for genuine
business transactions. It can be extended to other transactions like interest
payments.

(b) Options: As the very name implies, it is a contract wherein, the buyer of the
option has a right to buy or sell a fixed amount of currency against another

currency at a fixed rate on a future date according to his option. There is no
obligation to buy or sell, but it is completely left to his option. Options may be of
two types namely call options and put options. Under call options, the customer
has an option to buy and it is the option to sell under put options. Options trading
would lead to speculation and hence there are much restrictions in India.

(c) Futures: It is a contract wherein, there is an agreement to buy or sell a stated
quantity of foreign currency at a future date at a price agreed to between the
parties on the stated exchange. Unlike options, there is an obligation to buy or

sell foreign exchange on a future date at a specified rate. It can be dealt only in
a stock exchange.
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(d) Swaps: A swap refers to a transaction wherein a financial intermediary buys
and sells a specified foreign currency simultaneously for different maturity dates
— say, for instance, purchase of spot and sale of forward or vice versa with
different maturities. Thus, swaps would result in simultaneous buying and selling
of the same foreign currency of the same value for different maturities to eliminate
exposure risk. It can also be used as a tool to enter arbitrage operations, if any,
between two countries. It can also be used in the interest rate market also. It is
explained in detail under the chapter derivatives.

(xv) Letter Of Credit (LOC): It is an innovative funding mechanism for the import of

goods and services on deferred payment terms. LOC is an arrangement of a financing

institution/bank of one country with another institution/bank/agent to support the

export of goods and services so as to enable the importers to import no deferred payment

terms. This may be backed by a guarantee furnished by the institution/bank in the

importing country. The LOC helps the exporters to get payment immediately as soon

as the goods are shipped, since the funds would be paid out of the pool account with

the financing agency and it would be debited to the account of the borrower agency/

importer whose contract for availing the facility is already approved by the financing

agency on the recommendation of the overseas institution. It acts as tool of financing

which is for a certain period and on certain terms for the required goods to be imported.

The greatest advantage is that it saves a lot of time and money on mutual verification

of bonafides, source of finance, etc. It serves as a source of forex.

INNOVATIVE FINANCIAL INSTRUMENTS

In recent years, innovation has been the keyword behind the phenomenal success of many

of the financial service companies and it forms an integral part of all planning and policy decisions.

This has helped them to keep in tune with the changing times and changing customer needs.

Accordingly, many innovative financial instruments have come into the financial market in

recent times. Some of them have been briefly discussed here under:

(i) Commercial paper: A commercial paper is a short-term negotiable money market

instrument. It has the character of an unsecured promissory note with a fixed maturity

of 3 to 6 months. Banking and non-banking companies can issue this for raising their

short-term debt. It also carries an attractive rate of interest. Commercial papers are

sold at a discount from their face value and redeemed at their face value. Since its

denomination is very high, it is suitable only to institutional investors and companies.

(ii) Treasury bill: A treasury bill is also a money market instrument issued by the Central

Government. It is also issued at a discount and redeemed at par. Recently, the

Government has come out with short-term treasury bills of 182 days bills and 364 days

bills.

(iii) Certificates of deposit: The scheduled commercial banks have been permitted to

issue certificate of deposit without any regulation on interest rates. This is also a

money market instrument and unlike a fixed deposit receipt, it is a negotiable

instrument and hence it offers maximum liquidity. As such, it has a secondary market



14 FINANCIAL SERVICES

too. Since the denomination is very high, it is suitable to mainly institutional investors

and companies.

(iv) Inter-Bank Participations (IBPs): The scheme of inter-bank participation is

confined to scheduled banks only for a period ranging between 91 days and 180 days.

This may be ‘with risk’ participation or ‘without risk’ participation. However, only a

few banks have so far issued IBPs carrying an interest rate ranging between 14 and

17 per cent per annum. This is also a money market instrument.

(v) Zero interest convertible debenture/bonds: As the very name suggests, these

instruments carry no interest till the time of conversion. These instruments are

converted into equity shares after a period of time.

(vi) Deep discount bonds: There will be no interest payments in the case of deep discount

bonds also. Hence, they are sold at a large discount to their nominal value. For example,

the Industrial Development Bank of India issued in February 1996 deep discount

bonds. Each bond having a face value of ` 2,00,000 was issued at a deep discounted

price of ` 5,300 with a maturity period of 25 years. Of course, provisions are there for

early withdrawal or redemption in which case the deemed face value of the bond

would be reduced proportionately. This bond could be gifted to any person.

(vii) Index-linked gilt bonds: These are instruments having a fixed maturity. Their

maturity value is linked to the index prevailing as on the date of maturity. Hence,

they are inflation-free instruments.

(viii) Option bonds: These bonds may be cumulative or non-cumulative as per the option

of the holder of the bonds. In the case of cumulative bonds, interest is accumulated

and is payable only on maturity. But, in the case of non-cumulative bond, the interest

is paid periodically. This option has to be exercised by the prospective investor at the

time of investment.

(ix) Secured premium notes: These are instruments which carry no interest for three

years. In other words, their interest will be paid only after 3 years, and hence,

companies with high capital-intensive investments can resort to this type of financing.

(x) Medium-term debentures: Generally, debentures are repayable only after a long

period. But, these debentures have a medium-term maturity. Since they are secured

and negotiable, they are highly liquid. These types of debt instruments are very popular

in Germany.

(xi) Variable rate debentures: Variable rate debentures are debt instruments. They

carry a compound rate of interest, but this rate of interest is not a fixed one. It varies

from time-to-time in accordance with some pre-determined formula as we adopt in

the case of Dearness Allowance calculations.

(xii) Non-convertible debentures with equity warrants: Generally, debentures are

redeemed on the date of maturity. But, these debentures are redeemed in full at a

premium in installments as in the case of anticipated insurance policies. The

installments may be paid at the end of 5th, 6th, 7th and 8th year from the date of

allotment.
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(xiii) Equity with 100 per  cent safety net: Some companies make ‘100 per cent safety

net’ offer to the public. It means that they give a guarantee to the issue price. Suppose,

the issue price is ` 40/- per share (nominal value of ` 10/- per share), the company is

ready to get it back at ` 40/- at any time, irrespective of the market price. That is,

even if the market price comes down to ` 30/- there is 100 per cent safety net and

hence the company will get it back at ` 40/-.

(xiv) Cumulative convertible preference shares: These instruments along with capital

and accumulated dividend must be compulsorily converted into equity shares in a

period of 3 to 5 years from the date of their issue, according to the discretion of the

issuing company. The main object of introducing it is to offer the investor an assured

minimum return together with the prospect of equity appreciation. This instrument

is not popular in India.

(xv) Convertible bonds: A convertible bond is one which can be converted into equity

shares at a predetermined timing either fully or partially. There are compulsory

convertible bonds which provide for conversion within 18 months of their issue. There

are optionally convertible bonds which provide for conversion within 36 months. There

are also bonds which provide for conversion after 36 months and they carry ‘call’ and

‘put’ features.

Example: In June 1989, the Tata Iron and Steel Company issued 30 lakh partly

convertible debentures of ` 1,200 each for cash at par with the following terms:

(a) Conversion of ` 600 par value into one equity share of ` 100 at a premium of
` 500 on Feb 1, 1990,

(b) Interest rate of 12 per cent per annum, and

(c) Redemption of the non-convertible portion at the end of 8 years.

(xvi) Debentures with ‘Call’ and ‘Put’ feature: Sometimes, debentures may be issued

with ‘Call’ and ‘Put’ feature. In the case of debentures with ‘Call feature’, the issuing

company has the option to redeem the debentures at a certain price before the maturity

date. In the case of debentures with ‘Put feature’, the company gives the holder the

right to seek redemption at specified times at predetermined prices.

(xvii) Easy Exit bond: As the name indicates, this bond enables the small investors to

encash the bond at any time after 18 months of its issue and thereby paving a way for

an easy exit. It has a maturity period of 10 years with a call option any time after

5 years. Recently, the IDBI has issued this type of bond with a face value of ` 5,000

per bond. Interest is payable half-yearly at the rate of at least 2.5 per cent p.a. over

the State Bank of India’s 3-year Fixed deposit rate at any time or 1.5 per cent p.a.

above the interest rate on 10-year government bonds.

(xviii) Retirement bond: This type of bond enables an investor to get an assured monthly

income for a fixed period after the expiry of the ‘wait period’ chosen by him. No payment

will be made during the ‘wait period.’ The longer the wait period, the higher will be

the monthly income. Besides these, the investor will also get a lump sum amount on

maturity. For example, the IDBI has issued Retirement Bond ’96 assuring a fixed
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monthly income for 10 years after the expiry of the wait period. This bond can be

gifted to any person.

(xix) Regular income bond: This bond offers an attractive rate of interest payable half-

yearly with the facility of early redemption. The investor is assured of regular and

fixed income. For example, the IDBI has issued Regular Income Bond ’96 carrying

16 per cent interest p.a. It is redeemable at the end of every year from the expiry of

3 years from the date of allotment.

(xx) Infrastructure bond: It is a kind of debt instrument issued with a view of giving tax

shelter to investors. The resources raised through this bond will be used for promoting

investment in the field of certain infrastructure industries. Tax concessions are

available under Sec. 88, Sec. 54 EA and Sec. 54 EB of the Income Tax Act. HUDCO

has issued for the first time such bonds. Its face value is ` 1,000 each carrying an

interest rate of 15 per cent per annum payable semi-annually. This bond will also be

listed in important stock exchanges.

(xxi) Carrot and stick bonds: Carrot bonds have a low conversion premium to encourage

early conversion, and sticks allow the issuer to call the bond at a specified premium if

the common stock is trading at a specified percentage above the strike price.

(xxii) Convertible bonds with a premium put: These are bonds issued at face value

with a put, which means that the bondholder can redeem the bonds for more than

their face value.

(xxiii) Debt with equity warrant: Sometimes bonds are issued with warrants for the

purchase of shares. These warrants are separately tradable.

(xxiv) Dual currency bonds: Bonds that are denominated and pay interest in one currency

and are redeemable in another currency come under this category. They facilitate

interest rate arbitrage between two markets.

(xxv) ECU Bonds (European Currency Unit Bonds): These bonds are denominated in

a basket of currencies of the 10 countries that constitute the European community.

They pay principal and interest in ECUs or in any of the 10 currencies at the option of

the holder.

(xxvi) Yankee bonds: If bonds are raised in USA, they are called Yankee bonds and if they

are raised in Japan, they are called Samurai Bonds.

(xxvii) Flip-flop notes: It is a kind of debt instrument which permits investors to switch

between two types of securities — e.g., to switch over from a long-term bond to a

short-term fixed-rate note.

(xxviii) Floating Rate Notes (FRNs): These are debt instruments which facilitate periodic

interest rate adjustments.

(xxix) Loyalty coupons: These are entitlements to the holder of debt for two to three years

to exchange into equity shares at discount prices. To get this facility, the original

subscriber must hold the debt instruments for the said period.

(xxx) Global Depository Receipt (GDR): A global depository receipt is a dollar-

denominated instrument traded on a stock exchange in Europe or the USA or both. It
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represents a certain number of underlying equity shares. Though the GDR is quoted

and traded in dollar terms, the underlying equity shares are denominated in rupees.

The shares are issued by the company to an intermediary called depository in whose

name the shares are registered. It is the depository which subsequently issues the

GDRs.

(xxxi) Green Bonds: Those bonds whose proceeds are deployed in eco-friendly projects are

called green bonds. In other words, those bonds are issued to raise funds for a ‘green’

project like climate change, renewable energy, sustainable water, waste management,

clean transport, etc.

CLASSIFICATION OF EQUITY SHARES

On the basis of the nature of shares, the nature of industry to which they belong and the

nature of trading, equity shares can be called by different names. The popular classification is

as follows:

(i) Blue chip shares: Shares of well known and established companies are called Blue

Chip Shares. They must show consistent growth over the years. These shares have

bright future prospects and they are expected to contribute sustained growth in the

future also.

(ii) Defensive shares: These shares tend to fall less in a bear market when compared

with other shares and they provide a safe return for the investors money. In other

words, these shares are more stable than other shares. Naturally, Blue Chips fall

under this category also.

(iii) Growth shares: Growth shares represent the shares of fast growing companies.

They show increasing and higher than average earnings per share than the industry.

They are good for long-term investment, although the current yield of such shares

can be insignificant because of their higher P/E ratios.

(iv) Cyclical vs. non-cyclical shares: Cyclical shares are those which rise and fall in

price with the state of the national economy of the industries to which they belong

like construction, automobiles, cement, engineering, etc. They may also be affected

by international economy of industries such as shipping, aviation and tourism. They

also include shares which are affected by natural phenomena like fertilisers, tea, etc.

If the shares are not affected by such cyclical changes either due to the state of the

national economy or the international economy, they are called non-cyclical shares.

Shares of drug companies, insurance companies and basic foodstuffs of many consumer

products companies come under this category.

(v) Turnaround shares: Turnaround shares are those which either rise or fall all in a

sudden due to turnaround situations prevailing in companies. They offer opportunities

to investors to pick-up the shares when their price is low.

(vi) Active shares: Active shares are those in which there are frequent and day-to-day

dealings. They must be bought and sold at least three times a week. Investors can

buy or sell these shares quite easily in the market.
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(vii) Alpha shares: Alpha shares are those which are most frequently traded in the market.

They are also called specified shares or cleared securities. They are included under

Group A shares while listing on a stock exchange.

(viii) Sweat shares: Sweat shares refer to those shares which are issued to employees or

workers who contribute for the development of a company by providing necessary

know how using their intellectual property. There must be value addition to the

company because of their active involvement in the company and they contribute

their might for the progress of the company. Sweat shares are indeed a reward for

hard, active and dedicated work for the development of a company.

The emergence of various financial products and instruments have transformed the

financial service sector from being a conservative industry to a very dynamic one. These

innovations have enlarged the menu of assets available to the investors and borrowers so as to

meet their varied requirements. The introduction of new borrowing instruments have facilitated

capital formation which is very vital for the economic development of any country. Above all,

the development of new financial instruments will in turn improve the capacity of financial

intermediaries to manage risks. Better risk management will ultimately lead to the improved

allocation of resources in the best interest of the economy as a whole.

To enable the financial service industry to play a dynamic role and to face the global

competition in an effective way, the Government of India has recently taken the following steps:

(i) Privatisation of public sector undertaking.

(ii) Shifting of pricing issues from the controller of capital issues to free pricing.

(iii) Full convertibility of Indian rupee on current account.

(iv) Permitting private sector to participate in banking and mutual funds.

(v) Deregulation of interest rates.

(vi) Allowing corporate sector to raise debt/equity in international markets.

(vii) Signing of the GATT agreement and the affirmation of the WTO financial services

sector agreement.

It is time for the financial service agencies to exploit the opportunities that lie ahead in

tune with the developing pace of the economy. It requires them to adopt new instruments and

innovative means of financing to meet the growing financial requirements of the various segments

of the economy.

CHALLENGES FACING THE FINANCIAL SERVICE SECTOR

However, the financial service sector has to face many challenges in its attempt to fulfil

the ever-growing financial demands of the economy. Some of the important challenges are briefly

reported hereunder:

(i) Lack of qualified personnel: The financial service sector is fully geared to the task

of ‘financial creativity’. However, this sector has to face many challenges. In fact, the

dearth of qualified and trained personnel is an important impediment in its growth.

Hence, it is very vital that a proper and a comprehensive training must be given to

the various financial intermediaries.
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(ii) Lack of investor awareness: The introduction of new financial products and

instruments will be of no use unless the investor is aware of the advantages and uses

of the new and innovative products and instruments. Hence, the financial

intermediaries should educate the prospective investors/users of the advantages of

the innovative instruments through literature, seminars, workshops, advertisements

and even through audio-visual aids.

(iii) Lack of transparency: The whole financial system is undergoing a phenomenal

change in accordance with the requirements of the national and global environments.

It is high time that this sector gave up their orthodox attitude of keeping accounts in

a highly secret manner. Hence, this sector should opt for better levels of transparency.

In other words, the disclosure requirements and the accounting practices have to be

in line with the international standards.

(iv) Lack of specialisation: In the Indian scene, each financial intermediary seems to

deal in different financial service lines without specialising in one or two areas. In

other words, each intermediary is acting as a financial supermarket delivering so

many financial products and dealing in different varieties of instruments. In other

countries, financial intermediaries like Newtons, Solomon Brothers, etc., specialise

in one or two areas only. This helps them to achieve high levels of efficiency and

excellence. Hence, in India also, financial intermediaries can go for specialisation.

(v) Lack of recent data: Most of the intermediaries do not spend more on research. It is

very vital that one should build-up a proper database on the basis of which one could

embark upon ‘financial creativity’. Moreover, a proper database would keep oneself

abreast of the recent developments in other parts of the whole world and above all, it

would enable the fund managers to take sound financial decisions.

(vi) Lack of efficient risk management system: With the opening of the economy to

multinationals and the exposure of Indian companies to international competition,

much importance is given to foreign portfolio flows. It involves the utilisation of

multicurrency transactions which exposes the client to exchange rate risk, interest

rate risk and economic and political risk. Unless a proper risk management system is

developed by the financial intermediaries as in the West, they would not be in a

position to fulfil the growing requirements of their customers. Hence, it is absolutely

essential that they should introduce Futures, Options, Swaps and other derivative

products which are necessary for an efficient risk management system.

The above challenges are likely to increase in number with the growing requirements of

the customers. The financial service sector should rise up to the occasion to meet these challenges

by adopting new instruments and innovative means of financing so that it could play a very

dynamic role in the economy.

PRESENT SCENARIO

(i) Conservatism to dynamism

At present, the financial system in India is in a process of rapid transformation, particularly

after the introduction of reforms in the financial sector. The main objective of the financial
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sector reforms is to promote an efficient, competitive and diversified financial system in the

country. This is essential to raise the allocative efficiency of available savings, increase the

return on investment and thus to promote the accelerated growth of the economy as a whole. As

a result, we have recently witnessed phenomenal changes in the money market, securities

market, capital market, debt market and the foreign exchange market. In this changed context,

the role of financial services has assumed greater significance in our country. At present,

numerous new financial intermediaries have started functioning with a view to extending

multifarious services to the investing public in the area of financial services. The emergence of

various financial institutions and regulatory bodies have transformed the financial services

sector from being a conservative industry to a very dynamic one.

(ii) Emergence of primary equity market

Now, we are also witnessing the emergence of many private sector financial services. The

capital markets which were very sluggish, have become a popular source of raising finance. The

number of stock exchanges in the country has gone up from 9 in 1980 to 22 in 2010. The aggregate

funds raised by the industries in the primary markets have gone from ` 5,976 crore in 1991-92

to ` 69,192 crore in 2010. The number of companies listed on the stock exchange have also gone

up from 2,265 in 1980 to 9,000 in 2006-07. Thus, the primary equity market has emerged as an

important vehicle to channelise the savings of the individuals and corporates for productive

purposes and thus to promote the industrial and economic growth of our nation.

(iii) Concept of credit rating

There is every possibility of introducing equity grading. Hitherto, the investment decisions

of the investors have been based on factors like name recognition of the company, operations of

the group, market sentiments, reputation of the promoters, etc. Now, grading from an

independent agency would help the investor in his portfolio management and thus, equity grading

is going to play a significant role in investment decision-making. From the company point of

view, equity grading would help to broaden the market for their public offer, to replace the

name recognition by objective opinion and to have a wider investor base. Thus, grading would

give further fillip to the primary market. Moreover, the concept of credit rating would play a

significant role in identifying the risk level of the corporate entity in which the investor wants

to take part.

Now, it is mandatory for the non-banking financial companies to get credit rating for their

debt instruments. The four major credit rating agencies functioning in India are:

1. Credit Rating Information Services of India Ltd. (CRISIL)

2. Credit Analysis and Research Ltd. (CARE)

3. Investment Information and Credit Rating Agency (ICRA), and

4. Duff Phelps Credit Rating Pvt. Ltd. (DCR India).

Their activities have been mainly confined to debt instruments only.

(iv) Process of globalisation

Again, the process of globalisation has paved the way for the entry of innovative and

sophisticated financial products into our country. Since the government is very keen in removing

all obstacles that stand in the way of inflow of foreign capital, the potentialities for the introduction
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of innovative international financial products in India are very great. Moreover, India is likely to

enter the full convertibility era soon. Hence, there is every possibility of introduction of more

and more innovative and sophisticated financial services in our country.

(v) Process of liberalisation

Realising all these factors, the Government of India has initiated many steps to reform the

financial service industry. The government has already switched over to free pricing of issues

from pricing issues by the controller of capital issues. The interest rates have been deregulated.

The private sector has been permitted to participate in banking and mutual funds and the

public sector undertakings are being privatised. The Finance Act, 1992 has brought into effect

large-scale amendments in the tax structure of long-term capital gains. The Finance Act, 1994

has given a further boost by lowering the lock-in period from 3 years to 1 year, in order to get

the entitlement as a long-term capital asset. The Securities Exchange Board of India has

liberalised many stringent conditions so as to boost the capital and money markets. In this

changed context, the financial service industry in India has to play a positive and dynamic role

in the years to come by offering many innovative products to suit to the varied requirements of

the millions of prospective investors spread throughout the country.

QUESTIONS

I. Objective type questions:
1. Fill in the blanks:

1. The important goal of the financial service industry is to mobilise and allocate ___________.

2. Underwriting of shares by a financial intermediary is a kind of ___________activity.

3. ___________ services are mainly provided to foreign investors.

4. ___________ bonds are sold at a large discount to their nominal value.

5. To regulate the securities market and to protect the investor’s interest. ___________ has been

created by the Government of India.

6. Term lending institutions are ___________ market intermediaries.

[Key: 1. savings, 2. fund based, 3. Custodial, 4. Deep discount, 5. SEBI, 6. capital]

2. Choose the best answer from the following:
1. The following one is a kind of fee-based activity of a financial intermediary.

(a) Hire purchase financing (b) Leasing

(c) Capital issue management (d) Underwriting of shares.

2. Find the odd man out:

(a) Commercial paper (b) Share certificate

(c) Certificate of deposit (d) Treasury bill.

3. The process of managing the sales ledger of a client by a financial service company is called:

(a) Forfaiting (b) Factoring

(c) Leasing (d) Securitisation of debt.



22 FINANCIAL SERVICES

4. The inflation-free instrument is:

(a) Option bond (b) Index-linked gilt bond

(c) Variable rate debenture (d) Deep discount bond.

5. Non-banking companies should compulsorily get credit rating for their:

(a) Capital market instruments (b) Money market instruments

(c) Debt market instruments (d) All of the above.

[Key: 1. (c), 2. (b), 3. (b), 4. (b), 5. (c)]

3. State whether the following statements are TRUE or FALSE:
 1. Financial service companies earn a major part of their income through fee-based activities.

 2. Loan syndication is a kind of consortium advance.

 3. A derivative security is resorted to earn huge profits due to price fluctuations and hence it is

basically a speculative security.

 4. A forward contract is a derivative of a spot contract.

 5. In the case of debentures with ‘put feature’, the company can redeem the debenture at any time

according to its discretion before the maturity date.

[Key: 1. False, 2. True, 3. False, 4. True, 5. False]

II. Short answer type questions:
 1. What do you mean by financial service?

 2. List down any four fund-based activities of a financial service company.

 3. State the causes for financial innovation in the financial service sector.

 4. Distinguish between loan syndication and venture capital.

 5. What is factoring? Is it similar to forfaiting?

 6. Discuss any three new products available in the forex market.

 7. What is a convertible bond? Give an example.

 8. As between medium-term debentures and variable rate debentures, which one do you prefer and

why?

 9. Discuss the special features of a cumulative convertible preference share.

10. What do you understand by the term ‘financial engineering’?

III.Essay type questions:
1. Define a financial service industry and discuss the various services rendered by it.

2. ‘Financial intermediaries have to perform the task of financial innovation to meet the dynamically

changing needs of the economy’ — Discuss the above statement in the light of the various innovative

products introduced in recent times in the financial service sector.

3. Discuss briefly some of the innovative financial instruments introduced in recent times in the

financial service sector.

4. Critically analyse the present position of the financial service sector in India and state the

challenges it has to face in the years to come.

5. What factors have retarded the growth of the financial service sector during the period of pre-

economic liberalisation? Discuss its position during the post-economic liberalisation period.
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