FINANCIAL
MARKETS

Overview

Financial markets are systems that enable the flow of money between individuals, businesses,
governments, and institutions by facilitating borrowing, lending, investing, and trading. They connect
those who have surplus funds with those who need capital, playing a vital role in economic growth
and development. Through different segments such as capital markets, money markets, equity
markets, and debt markets, financial markets help raise funds, determine asset prices, provide
liquidity, and manage risk. By efficiently allocating resources and reflecting information through
prices, financial markets support business expansion, infrastructure development, and wealth
creation in the economy.

Financial Markets — The Backbone of the Economy

A financial market is a system that allows people, companies, and governments to borrow, lend,
invest, and trade funds. It connects those who have extra money with those who need money,
making growth possible.

Without financial markets, businesses would struggle to expand, governments would find it hard to
fund development projects, and individuals would have limited ways to grow their savings.

In many ways, financial markets quietly support almost everything we see around us.
Financial markets perform a few essential functions that often go unnoticed:

They help businesses raise capital.

They allow investors to earn returns on savings.

They make buying and selling financial assets easy and quick.
They help determine the “right” price of financial instruments.

Different Types of Financial Markets




Financial markets are not a single entity. They exist in different forms, each serving a specific
purpose.

Some major types include:

e Capital Markets — For long-term funding

e Money Markets — For short-term borrowing and lending

e Derivatives Markets — For risk management and speculation
e Foreign Exchange Markets — For trading currencies

Each market solves a different financial need, but together they form a complete financial system.

Capital Markets — Where Long-Term Ideas Get Funding

Capital markets are all about long-term money. When a company wants to build a factory, launch a
new product, or expand into a new country, it usually turns to capital markets for funding.

These markets allow investors to commit funds today in exchange for future returns.
Capital markets work in two stages:

Primary Market — Where Securities Are Born

This is where companies raise money directly from investors for the first time.
Some common examples include:

e |Initial Public Offerings (IPOs)
e Rights issues
e Private placements

When a company launches an IPO, investors are not buying shares from other investors—they are
buying directly from the company.

Secondary Market — Where Trading Happens
Once securities are issued, they are traded among investors in the secondary market.
This market is important because it provides:

e Liquidity (you can exit when you want)
e Continuous price discovery
e Confidence for new investors

Without an active secondary market, most people would hesitate to invest in the primary market.

Debt Market and Equity Market



Capital markets are broadly divided into:

e Debt Market — Investors lend money and receive interest
e Equity Market — Investors buy ownership and share profits

Debt offers stability, equity offers growth. Most investors use a mix of both depending on their risk
appetite.

Equity Markets — Owning a Piece of a Business

The equity market is where people buy and sell ownership in companies.

When you buy a share, you are not just buying a price on a screen, you are buying a small part of a
business. If the company grows, you benefit. If it struggles, you bear the risk.

That is the basic idea behind equity investing.

Types of Shares
Companies issue different types of shares, but the most common ones are:

e Equity Shares — Carry ownership and voting rights
e Preference Shares — Offer fixed dividends with limited rights

Equity shares are more volatile, but over the long term, they have been one of the best wealth-
creating assets.

What Makes Share Prices Move?

Share prices change every day due to a mix of factors, such as:

Company earnings and future outlook
Industry trends

Economic conditions

News, announcements, and expectations

For example, a company reporting strong profits may see its share price rise, while poor
management decisions can have the opposite effect.

Markets react not just to facts, but also to expectations.

Why Do Investors Choose Equity?
Despite the risk, investors are drawn to equity because:

e Returns can be significantly higher over time
e Equity helps beat inflation
e Investors participate directly in business growth



This is why equity is often considered essential for long-term financial goals.

Market Participants — Who Actually

Operates the Market?

Retail Investors
Retail investors are individuals who invest their personal savings.

Today, thanks to mobile apps and online platforms, retail participation has increased significantly.
Students, working professionals, and first-time investors are now active participants in the market.

A person investing ¥5,000 a month through a trading app is as much a part of the market as a large
institution.

Institutional Investors
Institutional investors manage large sums of money on behalf of others. These include:

e Mutual funds
e |nsurance companies
e Pension funds

Because they invest in large volumes, their decisions often influence market trends.
Foreign Institutional Investors (FlIs)

Flls invest money across countries. When they invest heavily in a market, liquidity improves. When
they withdraw, markets can become volatile.

This is why news about foreign inflows and outflows is closely watched.
Brokers and Intermediaries

Brokers act as a bridge between investors and the market. They provide access, technology, and
execution support.

Without intermediaries, markets would be difficult to access and inefficient.

Why This Matters

How Financial Markets Fit into Everyday Life

Financial markets may seem distant, but they affect:



Job creation

Business expansion
Infrastructure development
Personal wealth creation

Every large company you know exists today because it was able to raise funds through financial
markets at some point.

Why Learning About Markets Is Valuable

You don’t need to be a trader to benefit from market knowledge. Understanding financial markets
helps you:

Make better investment decisions
Understand economic news more clearly
Evaluate risk realistically

Think long-term instead of emotionally

Conclusion

Financial markets are systems through which funds are mobilized and allocated across the economy
by enabling the buying and selling of financial instruments. They facilitate the transfer of savings from
individuals and institutions with surplus funds to businesses and governments that require capital,
supporting investment, production, and economic growth. Through various segments such as capital
markets, equity markets, and debt markets, financial markets provide mechanisms for raising long-
term and short-term funds, determining asset prices based on demand and supply, and ensuring
liquidity so that assets can be easily traded. By bringing together different market participants and
reflecting information through prices, financial markets play a central role in maintaining efficiency,
stability, and confidence in the overall financial system.

“Financial markets are the nervous system of the economy, transmitting
information, allocating capital, and shaping economic outcomes through
prices.”



