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Understanding Different Types of Financial Markets

Financial markets can be classified into several categories based on the type of
assets or instruments traded. Here's a breakdown of five key types: capital,
money, commodity, forex, and insurance markets.
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1. Capital Market

I

What It Is:

o The capital market is where long-term securities like stocks and bonds are
traded.

» It’s a platform for raising funds for long-term investments, typically for more
than one year.

Key Segments:

e Primary Market: Where new securities are issued and sold for the first time
(e.g., Initial Public Offerings - IPOs).

« Secondary Market: Where existing securities are traded among investors
(e.g., stock exchanges like the NYSE or NSE).
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nsurance

(L Why It’s Important:

ervice

« Companies and governments use the capital market to raise funds for long-
term projects and expansion.

» Investors buy securities to earn returns, such as dividends from stocks or
interest from bonds.
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2. Money Market

s LAW What It Is:
= Entrance

o The money market deals with short-term borrowing and lending, typically for
periods of less than a year.
MBA e It’s a crucial part of the financial system for managing short-term liquidity.

Entrance
Instruments Traded:

o Treasury Bills (T-Bills): Short-term government securities with maturities
LD RL ranging from a few days to a year.

S LD . Commercial Paper: Unsecured, short-term debt issued by companies.

» Certificates of Deposit (CDs): Savings certificates with a fixed maturity date
~Many Moreg and interest rate, issued by banks.
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+ The money market provides a safe place for businesses, governments, and
financial institutions to manage their short-term cash needs.
» Investors can park their funds here for short periods to earn a small return.

3. Commodity Market
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What It Is:

o The commodity market is where raw materials or primary products (like gold,
oil, wheat) are traded.

Types of Commodities:

 Hard Commodities: Natural resources that are mined or extracted, such as
gold, oil, and metals.
o Soft Commodities: Agricultural products or livestock, such as wheat, coffee,

— Banking & sugar, and cattle.
nsurance

Key Segments:

[T el « Spot Market: Where commodities are bought and sold for immediate delivery.
ervice o Futures Market: Where contracts are made to buy or sell commodities at a
future date at a predetermined price.

1

Why It’s Important:
m State Govt. y P

Services N Commodity markets help producers and consumers manage the risks

associated with price fluctuations in raw materials.
¢ Investors can also trade in commodities as an-alternative to stocks and bonds.

s _LAW :
= Entrance 4. Foreign Exchange (Forex) Market
What It Is:
MBA o The Forex market is the global marketplace for trading currencies. It’s the

Entrance largest financial market in the world by trading volume.

Key Features:

Railways & Metro
= Services « Spot Market: Where currencies are bought and sold for immediate delivery
based on the current exchange rate.
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o Forward and Futures Market: Where contracts to exchange currencies at a
future date and a predetermined rate are traded.

Why It’s Important:

o The Forex market facilitates international trade and investment by allowing
businesses to convert one currency into another.

» |t plays a crucial role in determining exchange rates, which affect global
economic stability.
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5. Insurance Market

What It Is:

o The insurance market is where individuals and businesses can buy insurance
policies to protect against financial losses from various risks.

Types of Insurance:
— Banking &
LLLELUAN - Life Insurance: Provides a payout to beneficiaries upon the death of the

insured person.

» Health Insurance: Covers medical expenses for illnesses or injuries.

(oo * Property and Casualty Insurance: Covers damage or loss to property (like
ervice homes and cars) and liability for accidents.

» Business Insurance: Protects businesses from various risks, including liability,

property damage, and loss of income.

State Govt. , _
m e ices Why It’s Important:

I

o The insurance market helps individuals and businesses manage risk by
providing financial protection against unexpected events.

sTi o |t supports economic stability by ensuring that losses are spread across many
e TN policyholders, reducing the financial impact on any one entity.
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Summary

E"?BA These five types of financial markets serve distinct but complementary roles in
LU the economy:

1. Capital Market helps in raising long-term funds and provides opportunities for
NLOUTTR AN investment.

="/ Seryices 2. Money Market deals with short-term borrowing and lending, ensuring
liquidity.
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3. Commodity Market facilitates the trade of raw materials and helps in
managing price risks.

4. Forex Market enables currency exchange, essential for global trade and
investment.

5. Insurance Market provides protection against financial losses, offering
security and stability to individuals and businesses.

Each market is essential for the smooth functioning of the economy, contributing
to the overall financial system'’s stability and growth.
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