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ROLE OF SELF INSTRUCTIONAL MATERIAL IN DISTANCE LEARNING 
 

 

The need to plan effective instruction is imperative for a successful 
distance teaching repertoire. This is due to the fact that the instructional 
designer, the tutor, the author (s) and the student are often separated by 
distance and may never meet in person. This is an increasingly common 
scenario in distance education instruction. As much as possible, teaching by 
distance should stimulate the student's intellectual involvement and 
contain all the necessary learning instructional activities that are capable of 
guiding the student through the course objectives. Therefore, the course / 
self-instructional material are completely equipped with everything that 
the syllabus prescribes. 

To ensure effective instruction, a number of instructional design 
ideas are used and these help students to acquire knowledge, intellectual 
skills, motor skills and necessary attitudinal changes. In this respect, 
students' assessment and course evaluation are incorporated in the text. 

The nature of instructional activities used in distance education self- 
instructional materials depends on the domain of learning that they 
reinforce in the text, that is, the cognitive, psychomotor and affective. These 
are further interpreted in the acquisition of knowledge, intellectual skills 
and motor skills. Students may be encouraged to gain, apply and 
communicate (orally or in writing) the knowledge acquired. Intellectual- 
skills objectives may be met by designing instructions that make use of 
students' prior knowledge and experiences in the discourse as the 
foundation on which newly acquired knowledge is built. 

The provision of exercises in the form of assignments, projects and 
tutorial feedback is necessary. Instructional activities that teach motor skills 
need to be graphically demonstrated and the correct practices provided 
during tutorials. Instructional activities for inculcating change in attitude 
and behavior should create interest and demonstrate need and benefits 
gained by adopting the required change. Information on the adoption and 
procedures for practice of new attitudes may then be introduced. 

Teaching and learning at a distance eliminates interactive 
communication cues, such as pauses, intonation and gestures, associated 
with the face-to-face method of teaching. This is particularly so with the 
exclusive use of print media.  Instructional activities built into the 
instructional repertoire provide this missing interaction between the 
student and the teacher. Therefore, the use of instructional activities to 
affect better distance teaching is not optional, but mandatory. 

Our team of successful writers and authors has tried to reduce this. 



 
 

 
Divide and to bring this Self Instructional Material as the best teaching 

and communication tool. Instructional activities are varied in order to assess 
the different facets of the domains of learning. 

Distance education teaching repertoire involves extensive use of self- 
instructional materials, be they print or otherwise. These materials are 
designed to achieve certain pre-determined learning outcomes, namely goals 
and objectives that are contained in an instructional plan. Since the teaching 
process is affected over a distance, there is need to ensure that students actively 
participate in their learning by performing specific tasks that help them to 
understand the relevant concepts. Therefore, a set of exercises is built into the 
teaching repertoire in order to link what students and tutors do in the 
framework of the course outline. These could be in the form of students' 
assignments, a research project or a science practical exercise. Examples of 
instructional activities in distance education are too numerous to list. 
Instructional activities, when used in this context, help to motivate students, 
guide and measure students' performance (continuous assessment) 



 
PREFACE 

We have put in lots of hard work to make this book as user-friendly 
as possible, but we have not sacrificed quality. Experts were involved in 
preparing the materials. However, concepts are explained in easy language 
for you. We have included may tables and examples for easy understanding. 

We sincerely hope this book will help you in every way you expect. 

All the best for your studies from our team! 
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BLOCK 1: FINANCIAL      SERVICE 

AND       MARKETING 

Block Introduction 

Finance is considered to be one of the most important aspects of any 

business unit, be it small or large scale unit, every business needs finance and 

without finance none of the business can survive and it is because of this reason 

the subject of financial management has been introduced in all management and 

finance related curriculum. 

In this block, you will get knowledge about financial services and various 

aspects of it with knowledge about its constituents and components. The concept 

and working of asset management companies and related financial institutions are 

well explained with features and characteristics. The block will detail about 

marketing of financial services and approach to exchange relationships where 

study of various marketing aspects are described. The knowledge about product 

advertising and role of advertising media are explained.  

After studying this block, you will be able to understand correctly about 

various types of financial services and types of advertising media used to market 

the financial products. The concept of product marketing with financial tools and 

its effect along with its controlling measures gives knowledge to student which 

will help them know and compare about various advertising Medias.  

 

Block Objective  

After learning this block, you will be able to understand: 

 The financial system in India.  

 The role of financial sector. 

 The different types of financial sector. 

 The challenges faced by financial service sector. 

 Marketing as key area of management. 

 Different financial services. 

 Various banking services. 
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Block Structure 

Unit 1: Financial Services: An Introduction 

Unit 2:  Marketing of Financial Services: A Conceptual Framework 
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UNIT 1: FINANCIAL SERVICES: AN 

INTRODUCTION 

Unit Structure 

1.0 Learning Objectives  

1.1 Introduction 

1.2 Meaning and Concept 

1.3 Characteristics of Financial Services 

1.4 Evolution of Financial Services in India 

1.5 Significance of Financial Services 

1.6 Types of Financial Services 

1.7 Impact of Technology 

1.8 Challenges before Financial Services Sector 

1.9 Let Us Sum Up 

1.10 Answers for Check Your Progress 

1.11 Glossary  

1.12 Assignment  

1.13 Activities  

1.14 Case Study 

1.15 Further Readings  

 

1.0   Learning Objectives 

After learning this unit, you will be able to understand: 

 The Meaning of financial services. 

 Significance of financial services. 

 Financial instruments. 

 

 

 

 

Nikita
Highlight
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1.1   Introduction 

Financial Services is related to services which are provided by finance 

market which describes organizations that deals with management of money such 

as Banks, insurance companies, credit card and brokerage houses. These are the 

types of firms comprising the market, that provide a variety of money and 

investment related services. Financial services are the largest market resource 

within the world, in terms of earnings. 

Defining Financial Services can also be termed as, any service or product of 

a financial nature that is the area under discussion to, or is governed by a measure 

maintained by a Party or by a public body that exercises regulatory or supervisory 

authority delegated by law. During the past decade services have increasingly 

assumed an important role in the Indian economy. Ever since this trend was set in 

the nineties, services have gained dominance. The competition, simultaneously, in 

service organizations, is becoming intense and severe. As a result these 

organizations have to have a more professional approach to managing their 

businesses. 'Perhaps it is in this context that the role of marketing is gaining 

importance in service organizations. 

Financial system is a very complex system that deals with a vast variety of 

financial activities. The financial system consists of Financial Institutions, 

Financial Markets, Financial Instruments and Financial Services. Financial 

Markets and Financial Institutions facilitate the functioning of the Financial 

System through Financial Instruments. In this unit, we will cover introduction to 

financial services and instruments and its significance. In addition to this, various 

types of financial instruments will also be introduced. 

 

1.2   Meaning and Concept 

Financial services are an important component of the financial system. They 

cater to the needs of financial institutions, financial markets and financial 

instruments which are geared to serve individual and institutional investors. 

Financial institutions and financial markets facilitate functioning of the financial 

system through financial instruments. In order to fulfil the tasks assigned, they 

require a number of services of financial nature and hence, financial services are 

regarded as the fourth element of the financial system. Thus, functioning of the 

financial system depends, to a great extent, on the range of financial services 

extended by the providers and their efficiency and effectiveness. 
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It is studied that financial services are not restricted to simply deposit, loan 

and investment services, but also in case of insurance, estate, trust and agency 

services, securities, with all forms of financial or market intermediation which 

covers distribution of financial products. 

Aligned with a background of sharp risk, market and regulatory pressures, 

Financial Services organizations are striving to grow and enhance their 

shareholder values. It is found that day by day customer needs and expectations 

are growing up, so making mark in increasing personal wealth, mature population 

and desire that can more easily be reached to the personalized financial products 

and services.  

As Financial Services organizations strive to become more innovative and 

entrepreneurial, the war for talent is intensifying. The risks increase as the 

products become more complex, the organizations and the business environment 

ever more uncertain. 

 

Check your progress 1 

1. Functioning of financial system depends on: 

a. range of financial services 

b. efficiency 

c. effectiveness 

d. all of above 

 

1.3   Characteristics of Financial Services 

Financial services include the services offered by both Asset Management 

Companies and the Liability Management Companies. Asset management 

companies are viz. leasing companies, mutual funds, merchant bankers and issue/ 

portfolio managers. Bill discounting houses and acceptance houses come under 

the liability management companies. Technological innovation and globalisation 

has brought about a key change in the financial services sector i.e., the 

convergence occurring within the sector. Similar services are now being offered 

by different companies. 

Financial services not only help to raise the required funds but also ensure 

their efficient deployment. They assist in deciding the financing mix and extend 

Financial 

Services: 

An 

Introduction 
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their services up to the stage of servicing of lenders. In order to ensure an efficient 

management of funds, services such as bill discounting, factoring of debtors, 

parking of short-term funds in the money market, e-commerce and securitisation 

of debts are provided by financial services firms. This sector provides services 

such as banking, insurance, credit rating, lease financing, factoring, venture 

capital, mutual funds, merchant banking, stock lending, depository services, 

housing finance, etc. These services are provided by various institutions like stock 

exchanges, specialised and general financial institutions and non-banking finance 

companies, subsidiaries of financial institutions, banks and insurance companies. 

 

Check your progress 2 

1. Which is not part of asset management companies? 

a. teacher 

b. banker 

c. fund manager 

d. merchant banker 

 

1.4   Evolution of Financial Services in India 

In India, a financial system is inherently strong which functions diverse and 

displays efficiency and flexibility that serves as main objectives of market-driven, 

productive and competitive economy. The financial system in India comprises of: 

 Financial institutions 

 Financial markets 

 Financial instruments 

 Financial services 

It is found that the Indian financial system is characterized by: 

 an organized sector 

 a traditional sector 

The financial intermediation in the organized sector is conducted by large 

number of financial institutions that are business organizations having financial 

institutions which are either specialized or further classified as banking and non-
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banking entities. The Reserve Bank of India (RBI) as the main regulator of credit 

is the apex institution in the financial system. 

It is analysed that financial intermediation in India arises after independence 

and more rapidly after nationalizations of banks in 1969. By end of eighties, the 

Indian financial sector results in tremendous growth in volume and variety which 

covers: 

 Stock market 

 Mutual funds 

 Non-banking finance companies 

But the country‟s financial system was saddled with an inefficient and 

financially unsound banking sector. Some of the reasons for this are high reserve 

requirements, administrated interest rates, directed credit, poor supervision, lack 

of competition and political interference. The agenda of financial sector reforms 

consists of easing of external constraints such as administrative structure of 

interest rates and reserve requirements of banks, exploring indirect monetary 

control instruments, prescribing Prudential regulations and Norms, strengthening 

the supervisory apparatus and facilitating entry of new institutions. 

 

Check your progress 3 

1. The financial sector will not cover: 

a. stock market 

b. mutual funds 

c. loan against FD 

d. non-banking finance 
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1.5   Significance of Financial Services 

Financial services sector plays a very crucial and significant role in a 

country‟s economy. Service industries are making an increasing contribution to 

the economies of developing countries. Their share of GDP is rising. Service 

industries represent an increasingly important component of the economy in India. 

An efficient and well regulated financial sector leads to an efficient 

transformation of savings into investment, ensuring that resources are deployed 

towards those activities that yield the highest returns. Benefits are also generated 

from increased product variety and improved management of risk. 

What distinguishes financial institutions from other firms is the relatively 

small share of real assets on their balance sheets. Thus, the direct impact of 

financial institutions on the real economy is relatively minor. The indirect impact 

of financial markets and institutions on economic performance is extremely 

important. The financial sector mobilises savings and allocates credit across space 

and time. It provides not only payment services, but also enables firms and 

households to cope with economic uncertainties by hedging, pooling, sharing and 

pricing risks. An efficient financial sector reduces the cost and risk of producing 

and trading goods and services and thus, makes an important contribution to raise 

the standard of living.  

Financial services play a crucial role in supporting the Indian economy, both 

directly and indirectly. Directly, they function by providing highly rewarding 

employment opportunities for Indians and indirectly by providing vital services to 

other key sectors of the economy, such as tourism and real estate and to 

individuals. 

 

Check your progress 4 

1. GDP means: 

a. get domestic product 

b. gross domestic product 

c. gain domestic product 

d. gross domestic process 
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1.6   Types of Financial Services 

It is analysed that there are certain financial services in India that arises after 

independence and grows after nationalizations of banks in 1969. These services 

include: 

 banking 

 stock market 

 mutual funds 

Banking: For the past three decades India's banking system has several 

outstanding achievements to its credit. The most striking is its extensive reach. It 

is no longer confined to only metropolitans or cosmopolitans in India. In fact, 

Indian banking system has reached even to the remote corners of the country. This 

is one of the main reasons of India's growth process. The evolution of banking 

system can be explained in the following phases: 

1. Early phase from 1786 to 1969 of Indian Banks  

2. Nationalization of Indian Banks and up to 1991 prior to Indian banking 

sector reforms  

3. New phase of Indian Banking System with the advent of Indian Financial & 

Banking Sector Reforms after 1991 

With the full-fledged development of banking institutions, various systems 

of commercial banks like 'Unit Banking', 'Branch Banking', 'Group Banking' 

otherwise known as 'Holding Company Banking' and 'Chain Banking' have come 

into vogue. The typical commercial bank functioning in most countries is of the 

branch banking type. Under this system, banking is conducted by institutions with 

head offices in large cities operating numerous branches throughout the country. 

Stock Market: A stock exchange is a forum for trading in securities representing 

shares of firms. An exchange provides ways by which financing is raised by the 

sale of shares to outside investors. It provides a mechanism for the valuation of 

companies through the process of price discovery and a means by which such 

information is disseminated. 

A formal definition of the term exchange is a critical component of law and 

regulation regarding securities trading markets, discussed by Domowitz (1996) 

and Lee (1998). In the United States, the New York Stock Exchange (NYSE) is 

legally an exchange, while the markets operated by the National Association of 

Securities Dealers (NASDAQ) and Instinct, an electronic communications 

Financial 

Services: 

An 

Introduction 



 

10 
 

Financial 

Service and 

Marketing 

network (ECN), are not. All three examples nevertheless satisfy the definition of a 

stock exchange given above. Given differences across countries with respect to 

legal definitions, a more unified approach is needed to focus the discussion. 

Mutual Funds: Financial intermediaries become fund sponsors when they create 

and operate mutual funds. Such funds are a type of Investment Company that 

pools money from the investing public and collectively invests this money in 

stocks, bonds and money market instruments. A mutual fund provides individual 

investors with a convenient form of investing, professional management, broad 

diversification and liquidity. 

Mutual funds are like many other investments without a guaranteed return: 

there is always the possibility that the value of your mutual fund will depreciate. 

Unlike fixed-income products, such as bonds and Treasury bills, mutual funds 

experience price fluctuations along with the stocks that make up the fund. When 

deciding on a particular fund to buy, you need to research the risks involved - just 

because a professional manager is looking after the fund, that doesn't mean the 

performance will be stellar. Mutual funds pay out virtually all of their income and 

capital gains. As a result, changes in NAV are not the best gauge of mutual fund 

performance, which is best measured by annual total return. 

 

Check your progress 5 

1. Financial services can be: 

a. Loans 

b. stock market 

c. mutual funds 

d. all of these 
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1.7   Impact of Technology 

Technology is revolutionising in the same way as financial industry works. 

With the upraise of technological advances that creates new business propositions, 

the crowd-funding, peer-to-peer lending, digital currencies, mobile banking, 

online investment and new payment systems exists.  

With the advent of technology, there result is great increase in availability 

and use of data and social media which will mould customer expectations and 

ability of financial institutions to use consumer data to price, target and market 

their products and services. 

Under such situation, client demand for online access causes a shift so that 

direct and immediate interaction with financial products and services can be 

carried on. It is seen that technological changes increases which allow consumers 

to handle savings and investments so that the firm needs to show adding of value. 

Although technology certainly brings benefits, high-profile technical 

failures in the financial sector in recent years are disturbing, with unfavourable 

allegation on market integrity, consumer outcomes and firms‟ status. 

 

Check your progress 6 

1. Which is not part of banking technology 

a. chequebook 

b. debit card 

c. mobile banking 

d. all of above 
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1.8   Challenges before Financial Services Sector 

There certain challenges that are faced by bank and financial institution such as: 

Digital currencies: It is found that bit coin eventually makes self-governing 

currencies to make fresh mechanisms that can interact with digital currencies. 

Volatility: It is found that due to volatility certain forms of international 

regulation are put on finance which will continue to grow further. Because of this 

volatility, the increase in risk will also happen.  

End of Growth: It is believed that era of 3% annual growth in GDP was already 

over. It is found that the developed world has many saturated markets. The 

developing world barely has the resources to participate in these markets, except 

by supplying cheap labour.  

Opportunities: The biggest challenge banks are facing at the moment is 

regulation or some would say over regulation. The banks that can take advantage 

of these regulatory changes are the ones that will thrive. The banks that invest 

wisely in expertise and technology will be the ones who come out on top. 

Apart from these there are several procedural, strategic, or prudent 

developments which pose challenges and opportunities for banks along way. It is 

found that the finance community seems very good at creating additional exotic 

investment vehicles that are not covered by existing regulations, and regulators 

are not afraid until financial oops occurs which arises due to threatening 

someone's accumulated assets. 

Banks will also get creative by trying to replace revenue streams by way of 

lower loan activity. Precisely what interesting or crazy customer enticements will 

be created is undecided, but they work hard at those things. Increasing lending is 

tough without growth, so "services" will be the name of the game. 

 

Check your progress 7 

1. Volatility in banking relates to: 

a. currency                                                c. fund 

b. stock                                                    d. all of above 
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1.9   Let Us Sum Up 

In this unit we have learnt that the financial services are those which are 

provided by finance market that describes organizations which deals with 

management of money like banks, insurance companies, credit card, and 

brokerage houses. The financial services act as an important component of 

financial system as they handle the needs of financial institutions, financial 

markets and financial instruments which serve individual and institutional 

investors. 

It is found that financial services cover services which are given by both 

Asset Management Companies and Liability Management Companies. The asset 

management companies such as leasing companies, mutual funds, merchant 

bankers and issue/ portfolio managers. It is studied that the financial system in 

India is inherently strong which functions diverse and displays efficiency and 

flexibility that serves as main objectives of market-driven, productive and 

competitive economy. It consists of financial institutions, financial markets, 

financial instruments and financial services. 

It is found that financial services play a an important role in supporting 

economy both directly and indirectly as they function by providing highly 

rewarding employment opportunities for people and indirectly by providing 

services to other key sectors of economy like tourism and real estate. It is analysed 

that there are certain financial services in India that arises after independence and 

grows after nationalizations of banks in 1969 that are banking, stock market, 

mutual funds, non-banking finance companies 

 

1.10    Answers for Check Your Progress 

Check your progress 1 

Answers: (1-d) 

Check your progress 2 

Answers: (1-a) 

Check your progress 3 

Answers: (1-c)  

Financial 

Services: 

An 

Introduction 
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Check your progress 4 

Answers: (1-b) 

Check your progress 5 

Answers: (1-d) 

Check your progress 6 

Answers: (1-a) 

Check your progress 7 

Answers: (1-d) 

 

1.11    Glossary 

1. Asset - This is anything having value owned by an individual, institution or 

business. 

2. Bond - It is a type of debt security issued by corporations, government 

agencies, municipalities and states for issuer to pay bondholder principal 

amount at maturity.  

3. Capital Gain - It is the difference between an asset's purchase price and its 

sale price, when the difference is positive. 

4. Closed-Ended - An investment company which manages mutual fund 

offering fixed number of shares for sale. 

 

1.12    Assignment  

List some financial services offered in India. 

 

1.13    Activities   

Collect some information on growth of India financial sector. 
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1.14    Case Study 

Discuss the impact of technology on financial sectors. 

 

1.15  Further Readings   

1. Bateson, John E. G. and K. Douglas Hoffman (1999), Managing Services 

Marketing Text and Readings (Fourth ed.). Fort Worth: The Dryden Press. 

(471 Pages; I.S.B.N. Number = 0-03-022519-1). 

2. Cooper, Robert G. and Scott J. Edgett (1999), Product Development for the 

Service Sector: Lessons for Market Leaders. Cambridge, MA: Perseus 

Books. (256 Pages; I.S.B.N. Number = 07382-0105-7). 
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UNIT 2: MARKETING   OF   FINANCIAL 

SERVICE’S:   A   CONCEPTUAL 

FRAMEWORK 

Unit Structure 

2.0 Learning Objectives  

2.1 Introduction 

2.2 Marketing and the Financial Services 

2.3 Marketing as a Functional Area of Management 

2.4 Financial Services and Different Marketing Orientations 

2.5 Difference between Services and Products Physical Goods 

2.6 Characteristics of Service 

2.7 Marketing Mix for Financial Services 

2.8 Marketing Strategy and Financial Services 

2.9 Let Us Sum Up 

2.10 Answer for Check Your Progress 

2.11 Glossary  

2.12 Assignment  

2.13 Activities  

2.14 Case Study 

2.15 Further Readings  

 

2.0   Learning Objectives 

After learning this unit, you will be able to understand: 

 Need of Marketing Financial Services. 

 Users of Financial Services. 

 How to Advertise and Promote Financial Services. 

 Market Mix of Financial Services. 

 Regulators of Financial Services. 

Nikita
Highlight
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2.1   Introduction 

The first barter exchange can be looked upon as a reflection of the 

realisation that exchange added value for both the parties to the transaction. This 

indeed marked the dawn of marketing. The recognition of value addition 

ultimately led to the development of task specialization. It was, in fact, the first 

real step forward in economic development. The last century has seen the 

development of 'marketing' from a mere practice, into a major academic 

discipline. 

Marketing is both a concept and practice. It can be described as an approach 

to exchange relationships, which provides the driving force for formulation of 

strategies every type of organisation. 

 

2.2   Marketing and the Financial Services 

Marketing, in the true sense of the word, is relatively new to the financial 

sector. Until recently, marketing, in most financial sector organisations, was 

largely synonymous with advertising and public relations. Until the 1970s, 

marketing department was not formed on any scale. Even then, the role of 

marketing tended to be more strategic. Strategic marketing was seen as a 

relatively low status activity with senior management being dominated by 

executives with a background in finance. In the last decade, marketing has 

developed as a more integrated function within financial service organisations, 

largely as a result of rapid changes in the operating environment. Nevertheless, 

Morgan and Piercy suggest that marketing remains relatively new management 

function in the financial service sector. Financial services marketing has evolved 

at a fast pace over the last decade. 

 

Check your progress 1 

1. Marketing of financial sector is required to spread: 

a. awareness 

b. knowledge 

c. information 

d. all of above 

Marketing of 

Financial 

Service‟s: A 

Conceptual 

Framework 
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2.3   Marketing as a Functional Area of Management 

Marketing is a dynamic business function that is obligatory in nearly all for-

profit or not-for-profit industries after considering the organization level. For the 

for-profit organization, marketing is liable for most tasks that bring revenue and, 

hopefully, profits to an organization. For the not-for-profit organization, 

marketing is responsible for drawing customers needed to support an 

organization„s mission, such as raising donations or supporting a social cause. For 

both types of organizations, it is unlikely they can survive without a strong 

marketing effort. 

The marketing environment is more significant to the management now 

more than ever before. This is both because the rate of environmental change has 

increased and the fact that a number of changes that have occurred. 

The period of most-rapid development has been in the last 50 years, which 

is diminutive as compared to the history of the earth. Still an extraordinary spurt 

in environmental change occurred during that brief period and people even today 

are experiencing an inimitable stage in human history. 

Economic factors are at the core of business activity and historically also 

they have always been important to marketing management. Until 1900, such 

factors effectively represented the firm„s macro-environment. At the change of the 

century, governmental and legal forces became more important. The worth of 

government has grown greatly over the past few decades. Even the recent de-

regulation of selected industries has meant choppy times for the companies 

involved. 

During the 1930s, the development of labour organizations affected the 

decision realm of the management. More recently, customer groups have used 

strategies similar to those of labour. Consumer groups highlight a crusade toward 

a pluralistic and interdependent society of interest groups, with business no longer 

the central element. Demands on businesses also arise from their stakeholders and 

from the public. This has resulted in developments is several other types of 

important external changes than existed a few decades ago. This has forced 

management to invest more time and energy in monitoring the environment. 

Marketing is a heady mixture of all the activities of advertising, promotion, 

publicity- in short it is everything that contributes to the design and the making of 

the product and the method of selling and delivering it to the customers etc. All 

these activities persuade the consumer to buy your product. 
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Check your progress 2 

1. Marketing is mend for: 

a. for-profit industries only 

b. for non-profit industries only 

c. for both profit and non-profit industries 

d. none of above 

 

2.4  Financial Services and Different Marketing 

Orientations 

Marketing involves the identification, collection, analysis and dissemination 

of information. Each phase of this process is important. We identify or define the 

marketing research problem or opportunity, determine what information is needed 

to investigate it and then inferences are drawn. Finally, the findings, implications 

and recommendations are provided in a format that allows the information to be 

used for decision making and to be acted upon directly by financial institutions. It 

should be emphasized that marketing research is conducted to assist in decision 

making and is not a means or an end in itself. The following broad areas are 

covered under market research study: 

 New service development 

 New service product acceptance 

 Research and development of existing financial service 

 Financial Service image study 

 Measuring Financial institutions advertising effectiveness 

 Measurement of market potentials 

 Market research of competitive service products 

 Customer's opinion study 

 Customer profile study and 

 Market share analysis 

A firm may do research regarding a market by using either primary or 

secondary data resources. In conducting primary market research, a company 
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collects data directly through interviews, surveys and other direct contact with 

representatives and potential buyers. Primary market research has the advantage 

of being tailored to the company's needs and provides answers to specific 

questions, but the collection of such data is time-consuming and expensive.  

Working with secondary sources is less expensive and helps the company to 

focus on its marketing efforts. Although secondary data sources are critical to 

market research, they do have limitations. The most recent statistics for some 

countries may be more than two years old. Moreover, the data may be too broad to 

be of much value to a company. Statistics may also be distorted by incomplete 

data-gathering techniques. Finally, statistics for services are often unavailable. 

Yet, even with these limitations, secondary research is valuable and can be 

regarded as relatively easy first step for a company to take.  

Methodologically, marketing research uses the following types of research 

designs:  

1.  Based on questioning: 

Qualitative marketing research - This method of research is generally used for 

exploratory purpose. They involve small number of respondents and do not 

include the whole population.  

Quantitative marketing research - This method is generally used to draw 

conclusions. It tests a specific hypothesis and uses random sampling techniques so 

as to infer from the sample to the population. This method involves a large 

number of respondents - examples include surveys and questionnaires.  

2.  Based on observations: 

Ethnographic studies - This method is qualitative in nature, the researcher 

observes social phenomena in their natural setting. These observations can occur 

cross-sectionally (observations made at one time) or longitudinally (observations 

occur over several time-periods).  

Experimental techniques - This method is quantitative in nature. The researcher 

creates a quasi-artificial environment to try to control spurious factors, then 

manipulates at least one of the variables and conducts the research. 
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Check your progress 3 

1. Which is not the part of market research? 

a. New service development 

b. New FD opening 

c. New service product acceptance 

d. all of above 

 

2.5  Difference between Services and Products 

Physical Goods 

While doing research on marketing Levitt has suggested, "There are no such 

things as service industries. There are only service industries whose service 

components are greater or less than those of other industries. Everybody is in 

service." The point that Levitt was trying to put across is that with almost every 

tangible core physical product, an intangible service component is associated. 

Therefore, everybody is in service. 

It was as early as 1977 when Ms. G Lynn Shostack, the Vice-President of 

Citibank, suggested that marketing 'entities' are combinations of intangible and 

tangible elements that are distinct and discrete. If these absolute tangible and 

intangible elements are taken to the two ends of a continuum, we can observe that 

all goods and services don't fall at one place. There is a range that varies from 

absolute tangible goods like salt to an absolute intangible service like education. 

Theodore Levitt' proposed the other approach of distinction between various 

goods.  

According to him, goods can be put into two categories, namely, search 

goods and experienced goods. Search goods are generally those goods, which are 

packaged goods, and the customer can see, evaluate and try them prior to purchase 

like soap or shampoo. Experience goods, on the other hand, are those, which one 

can see or evaluate after purchase like holidays, travel, etc. Some persons call 

search goods as tangible goods and the others as intangibles. There is a range 

between the two extremes and there could be certain products falling in this range.  

First, it is the pure tangible goods, which are like a commodity where Sit's 

rather difficult to distinguish between the goods supplied by two suppliers and 
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these goods look identical. There is absolutely no service or intangibles associated 

with either of the goods.  

Second, it is the tangible good with accompanying service. In this case the 

offer consists of a tangible good with service(s) associated with it. Here an effort 

is made to distinguish the product from competing products based on service. An 

example could be two brands of refrigerators – one with a five-year guarantee 

while the other with a seven-year guarantee; based on the guarantee the 

manufacturer is trying to differentiate the product.  

Third, it is a major service with accompanying minor goods or service. In 

this case the manufacturer or supplier is primarily offering a service to the market 

and along with it minor goods or services may or may not be associated. For 

example, an airline is primarily offering the passenger transportation service. 

However airlines also offer food and entertainment on board. The primary item, in 

this case, still remains transportation and food, entertainment, etc., remain 

secondary. Lastly, it is the pure service where the offer is only a service. The 

example could be telecommunication, psychotherapy, health club, etc. 

Differences between physical goods and services 
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Check your progress 4 

1. According to Shostack , marketing 'entities' are combinations of - 

a. intangible                                                c. Both a and b  

b. tangible elements                         d. Only a  

2. According to Levitt, Goods can be put into two categories they are :  

a. search goods                                             c. Handy Goods 

b. experienced goods                                     d. Both a and b  

 

2.6   Characteristics of Service 

Marketing of financial services must necessarily stress the benefits because 

services cannot be touched, tasted or in any way experienced by the senses. While 

a service shows tangible representations which can be: 

 Cheque Book Covers 

 Bank Statements 

 Plastic Cards 

Which shows only small part of intangible service? Purchase of financial 

services often involves a highly emotive decision. Different services also present a 

different level of risk to the customer. e.g current account may be considered low 

risk, mortgage account may be considered high risk. 

Perishability 

Services are highly perishable as they cannot be stored. The demand for 

services fluctuates from day to day, week to week, month to month, especially for 

branches in tourist areas. 

Inseparability 

Most of the time services cannot be separated from the sales consultants 

which can be investment advisor, corporate manager. If a customer‟s need 

investment advice, they must go to 

An investment advisor is duly authorized by the bank to provide an advisory 

service. Services are frequently created at the time they are used, unlike the 

tangible products, which must be produced before they can be sold to customers. 
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Check your progress 5 

1. Which among the following is considered as high risk account? 

a. Current account                                          c. Mortgage account 

b. Saving account                                           d. RD account 

 

2.7   Marketing Mix for Financial Services 

Market segmentation is the division of the market or population into 

subgroups with similar motivations. It is widely used for segmenting on 

geographic differences, personality differences, demographic differences, techno 

graphic differences, use of product differences, psychographic differences and 

gender differences. Marketing mix is the mix of four P's of financial services. 

Market Segmentation of Financial Services 

The market segmentation is an access to frontier which analyse development 

of markets over time. It shows maximum proportion of population used to access 

product or service at given point in time that shifts in market. The table overviews 

grouping of consumers into users and non-users which show policies are better 

match interventions to requirements of market development. 

 

Estimating and measuring access to finance is relatively difficult because 

relevant data are not readily available.  
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Marketing Mix of Financial Services 

Marketing mix is one of the key concepts in the modern marketing theory. 

In practice, the marketing mix is considered to be the core of marketing. Neil 

Borden, while quoting from an article of Jame Culiton, wrote that a marketer is 

viewed as a 'decider' or an „artist‟ or a 'mixer of ingredients' who plans various 

means of competition. "He may follow a recipe prepared by others, or prepare his 

own as he, goes along, or adopt a recipe to the ingredients immediately available, 

or experiment with or invent ingredients no one else has tried". If a marketer was 

a 'mixer of ingredients', what he designed was a marketing mix. 

Borden further wrote that 'it was logical to proceed from a realisation of the 

existence of a variety of marketing mixes to the development of a concept that 

would comprehend not only this variety, but also the market forces that cause 

managements to produce a variety of mixes' (to fight competition). Subsequently, 

Borden's concept of marketing mix was given due recognition in the marketing 

theory. 

Let us, therefore, see how each "P" is important in the context of marketing 

of banking services: 

Product: Financial services marketing is unique in the sense both product 

(services) and its delivery are very important. The product has to suit to 

customers' needs and wants. The quality of product/service is the factor which 

decides customer preference to select a product from the given range of products 

that suit to their needs by the same bank or different banks. The returns in terms of 

interest payable by the bank, the packaging (suitably scheme) its branding, etc; 

like 'Suvidha scheme' or 'kamdhanu' or 'Grihavitta scheme' also count in 

customers choosing bank products. 

Price: In the competitive banking scenario, the price of a product is also very 

important as it reflects/matches with the cost to the customer. Although they know 

that the interest rate payable has a ceiling by IBA, RBI, the permutation 

combination of interest rate differentials mean a lot to customer in term of pricing. 

The interest rates charged on loans (short, medium and long term) and offered on 

deposits schemes by the banks is the impact of pricing most visible to customer to 

decide and choose a banks' product. Similarly, service fees, other charges do 

count to differentiate different products of banks.  

Place: The studies by IBA indicate that safe and convenient place of a bank 

(branch location) is perhaps the foremost preference area for a customer to opt for 

a bank's products/services. 
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Promotion: How the bank tailors, markets and advertises its products is the key 

to success in financial services marketing. Communication by a bank with its 

customers and public at large through advertisements, brochures and hoardings 

and through PR exercise in and out of its premises using its well-trained sales 

force enables it to create better image amongst the public to get more business. 

Let us see in brief the importance and relevance of balance of three Ps with 

respect to marketing of banking services: 

People: This is the most important of the seven Ps in financial services marketing 

which includes the entire workforce of the bank i.e., executives, officers, 

employees and the subordinate staff. The banks policies and systems get 

converted into service only through people and that is why well-trained and 

motivated work force, which is committed to better customer service as a mission, 

is the back bone of a bank's marketing efforts. The appearance of the counter staff, 

the interpersonal skills of the sales force, the positive behaviour and approach of 

those coming in contact with customers and reflecting right interest and care 

towards customers result into positive customer interaction which enables the 

bank to grow its business successively over the years. 

Physical Evidence: With the growing competition in the banking industry, the 

right ambience, which includes proper premises, furnishings, convenient layout, 

attractive atmosphere, courteous staff and required peripherals to ensure all sorts 

of help to the customer, puts a bank in a winning position vis-à-vis other 

competitors. 

Process: Starting with the pro-active policies for better customer service and 

simplified procedures/systems to facilitate fast work flow by the employees the 

process has to have a proper mix of quality, delegation, direction and discretion 

for effective customer service. The employees are well empowered and they 

deliver the goods with quality consciousness for pleasing the customer. 

 

Check your progress 6 

1. The interest rates charged on loans can be: 

a. short term 

b. medium term 

c. long term 

d. all of these 
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2.8   Marketing Strategy and Financial Services 

Main purpose of every business and industrial enterprise is to earn 

maximum profits by making maximum sales. The objective of maximising sales 

cannot be achieved unless and until the enterprise adopts sales promotion 

measures. Any activity which is performed with the purpose of promoting sales is 

called sales promotional activity. Such activities are advertising, sales promotion 

and personal selling.  Advertising and sales promotions are indirect methods and 

personal selling is direct method of sales promotion. 

Advertising of Financial Services 

Advertising is commonly understood to communicate a product or service. 

In this case, it refers to financial services. However, it is not correct and complete 

understanding of the term. Actually, advertising includes all the activities 

performed by an enterprise to present the goods and services to the consumers and 

to motivate them to buy these goods and services. The term „Advertising‟ or 

„Advertisement‟ has been defined by some eminent authors as under: 

According to American Marketing Association, “Any paid down non-

personal presentation and promotion of ideas, goods or services by business firms 

identified in the advertising message intended to lead to a sale immediately or 

eventually”. 

As William J. Stanton says, “Advertising consists of all the activities 

involved in presenting to a group, a non-personal, oral or visual, openly sponsored 

message regarding a product or service or idea, this message is called an 

advertisement, is disseminated through one or more media and is paid for by the 

identified sponsor”. 

According to Richard Buskirk, “Advertising is a paid form of non-person‟s 

presentation of ideas, goods or services by an identified sponsor”. 

So, the basic advertising objective is to inform, to persuade and to remind 

the target audience. Putting this explanation in advertising of financial services, 

the objectives of advertising of financial services are: 

To inform 

 Telling about a new products offered by financial institution 

 Suggesting future benefits of the product 

 Informing the market the USP of the product. 

 Correcting false impressions reducing consumer‟s fears 
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To persuade 

 Building brand preference 

 Encouraging switching to your brand 

 Changing customer‟s perception of the product attributes 

 Persuading customers to purchase now 

 Persuading customers to receive a sales call 

To remind 

 Reminding them where to buy it, in case they need in near future 

 Maintaining its top of mind awareness 

Media of advertisement means any object or any device which is used to 

communicate the message, either written or oral, to the potential consumers. For 

the convenience of study, means of advertisement may broadly be divided into 

four parts: 

1.  Press Advertising - Press is considered to be the most popular media of 

advertisement these days. It is also considered to be the cheapest and best 

media because of its wide circulation. Press advertising may be divided in 

two forms, Newspapers and magazines. Newspapers and magazines have 

become an essential part of our day-to-day life. The details regarding press 

advertising are as follows: 

a. Newspapers advertisement: All the advertisements made through 

newspapers, are called Newspapers advertisements. A newspaper may 

be of national level, state level or district level. It may be daily, 

weekly or fortnightly. It may be of Hindi, English or any other 

language. 

b. Magazines or journals advertisements: When an advertisement is 

published in a magazine or a journal it is called magazine or journal 

advertisement. 

2.  Outdoor Advertising - Outdoor advertisements are the advertisements 

which attract the customers when they are out of their home. These 

advertisements are displayed on roads or otherwise. This is the oldest form 

of advertising but it is equally common even these days. This is used very 

widely and very often. Actually, this form of advertising is complementary 

to press advertisement. It is adopted with the object to remind the consumers 
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of the product again and at all the times and places. This method is very 

useful for the products which need a wide appeal. 

3.  Electronic advertising - Electronic advertising means the form of advertising 

in which the advertiser uses telephone or e-mail services to advertise 

products to customers. The main advantage of this type of advertising is 

that, it is customised and may vary according to the types of customer. 

4.  Some other forms of advertising may be explained as under: 

a. Fairs and exhibitions: India is a country in which various fairs and 

exhibitions are organised in different places at different times. 

Financial institutions take part in these fairs and exhibitions to provide 

information of their products. Since these fairs and exhibitions are 

visited by a large number of persons, businessmen and manufacturers, 

it provides great opportunity to financial institutions to present their 

products. 

b. Cinema: Cinema is considered to be the cheapest and most popular 

medium of entertainment these days. Advertisers get their cinema 

slides prepared and these slides are played in the beginning and during 

interval. 

c. Radio and television: Radio and television have become very common 

these days. Advertisement through radio and television is becoming 

more and more popular these days. Advertisement through these 

media has proved its success in creating, increasing and maintaining 

the demand of the products.  

 

Promotion of Financial Services 

Promotion is a generic term used for the communication efforts of the firm 

that are directed towards achieving the objectives of a marketing strategy. 

The promotion efforts include the marketing communication through 

 Advertising 

 Publicity 

 Sales Promotion 

 Person-to-person communication 

 Internal communication process etc. 
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These elements of promotion serve as the links between the financial service 

providers and the target segment of its market (customers). 

Table Composition of Promotion Mix 

Mass Communication Person-to-person communication 

Advertising Person Sales 

Publicity Internal Communication 

Sales Promotion 

Public Relation 

 

In the service industry like Banking, Insurance, Mutual funds, etc promotion 

assumes all the more important position as what we really sell is 'abstract' thing 

i.e., service with the interest rates, range of product etc. Being more or less same, 

the service given through proper promotional channel makes all the difference 

between two financial service providers in marketing context. 

The objectives of "Promotion" are: 

 Educating potential customer about the service and its value to them 

 Informing existing customers about new products/services 

 Following up with existing/potential customers for schemes introduced 

 Approaching a new segment of customers to attract them to buy new 

scheme 

It can, thus, be briefly said that the objectives of "PROMOTION" are 

product/service information, persuasion and re-enforcement so as to create and/or 

keep up financial institutions image among its existing and potential customers. In 

the traditional wheel of marketing, as after the 'three Ps' viz. Product, Place and 

Price, Promotion is the fourth important "P" in marketing. 

 

Check your progress 7 

1. Advertising can be: 

a. through paper                                 c. through opening an account 

b. through computer                           d. through investing in mutual fund 
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2.9   Let Us Sum Up 

In this unit we have learnt that marketing involves both concept and practice 

and describes as approach to exchange relationships, which provides driving force 

to formulate strategies in every type of organisation. Further, marketing is 

dynamic business function which is obligatory in all profit or non-profit industries 

after considering organization level. In case of for-profit organization, it is liable 

for tasks which bring revenue and profits to organizations. 

It is seen that marketing involves identification, collection, analysis and 

dissemination of information where every phase of process is important. It is 

identify as research problem or opportunity which shows what information is 

required to investigate and can draw inferences based on it. It is noted that 

marketing of financial services stress benefits as services cannot be touched, 

tasted or experienced by senses. While a service shows tangible representations 

which can be cheque book covers, bank statements or plastic cards. 

It is found that market segmentation is division of market or population into 

subgroups with similar motivations which is mostly used for segmenting on 

geographic differences, personality differences, demographic differences, techno 

graphic differences, use of product differences, psychographic differences and 

gender differences. Advertising is commonly understood to communicate a 

product or service as it refers to financial services. However, it is not correct and 

complete understanding of the term. Actually, advertising includes all the 

activities performed by an enterprise to present the goods and services to the 

consumers and to motivate them to buy these goods and services. 

 

2.10      Answers for Check Your Progress 

Check your progress 1 

Answers: (1-d) 

Check your progress 2 

Answers: (1-c) 

Check your progress 3 

Answers: (1-b)  
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Check your progress 4 

Answers: (1-c), (2-d) 

Check your progress 5 

Answers: (1-c) 

Check your progress 6 

Answers: (1-d) 

Check your progress 7 

Answers: (1-d) 

 

2.11    Glossary 

1. Intangible - something that is experienced and that cannot be touched or 

preserved integrated. 

2. Market segmentation - process of dividing a market into distinct groups 

within each of which all customers share relevant characteristics that 

distinguish them from customers in other segments, and respond in similar 

ways to a given set of marketing efforts. 

 

2.12    Assignment  

Write notes on Banking Marketing Services. 

 

2.13    Activities   

Collect information about how to do marketing of a product. 

 

2.14    Case Study 

With reference to Banking, states the reasons behind the growth in services?  
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Block Summary 

This block gives detailed information about financial markets and 

advertising of financial tools with knowledge on its constituents and components. 

The block explained more about financial tools and necessary ways to market the 

banking tools are explained for future use. The knowledge about working and role 

of financial market in improving economy are also detailed.  

After studying this block, you understand correctly about marketing aspects 

of financial services with role and medium of usage with more information on its 

control. The concept of asset management and its effect along with its controlling 

measures gives knowledge to student which will help them know to compare 

about various asset allocations.  
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Block Assignment  

Short Answer Questions 

1. List few financial services? 

2. What is market segmentation? 

3. State the benefits of marketing of financial sector? 

4. How financial services plays important role in economy? 

5. Is marketing required for financial sector? 

 

Long Answer Questions 

1. What are financial services in India? 

2. What are the financial services that arise in India after independence? 

3. Compare financial instruments and financial services? 
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Enrolment No.  

1. How many hours did you need for studying the units? 

Unit No 1 2 3 4 

Nos of Hrs     

 

2. Please give your reactions to the following items based on your reading of the 

block:  

 

 

3. Any Other Comments  

……………………………………………………………………………………………… 

……………………………………………………………………………………………… 

……………………………………………………………………………………………… 

……………………………………………………………………………………………… 

……………………………………………………………………………………………… 

……………………………………………………………………………………………… 

……………………………………………………………………………………………… 

……………………………………………………………………………………………… 

…………………………………………………………………………………………… 
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ROLE OF SELF INSTRUCTIONAL MATERIAL IN DISTANCE LEARNING 
 

 

The need to plan effective instruction is imperative for a successful 
distance teaching repertoire. This is due to the fact that the instructional 
designer, the tutor, the author (s) and the student are often separated by 
distance and may never meet in person. This is an increasingly common 
scenario in distance education instruction. As much as possible, teaching by 
distance should stimulate the student's intellectual involvement and 
contain all the necessary learning instructional activities that are capable of 
guiding the student through the course objectives. Therefore, the course / 
self-instructional material are completely equipped with everything that 
the syllabus prescribes. 

To ensure effective instruction, a number of instructional design 
ideas are used and these help students to acquire knowledge, intellectual 
skills, motor skills and necessary attitudinal changes. In this respect, 
students' assessment and course evaluation are incorporated in the text. 

The nature of instructional activities used in distance education self- 
instructional materials depends on the domain of learning that they 
reinforce in the text, that is, the cognitive, psychomotor and affective. These 
are further interpreted in the acquisition of knowledge, intellectual skills 
and motor skills. Students may be encouraged to gain, apply and 
communicate (orally or in writing) the knowledge acquired. Intellectual- 
skills objectives may be met by designing instructions that make use of 
students' prior knowledge and experiences in the discourse as the 
foundation on which newly acquired knowledge is built. 

The provision of exercises in the form of assignments, projects and 
tutorial feedback is necessary. Instructional activities that teach motor skills 
need to be graphically demonstrated and the correct practices provided 
during tutorials. Instructional activities for inculcating change in attitude 
and behavior should create interest and demonstrate need and benefits 
gained by adopting the required change. Information on the adoption and 
procedures for practice of new attitudes may then be introduced. 

Teaching and learning at a distance eliminates interactive 
communication cues, such as pauses, intonation and gestures, associated 
with the face-to-face method of teaching. This is particularly so with the 
exclusive use of print media.  Instructional activities built into the 
instructional repertoire provide this missing interaction between the 
student and the teacher. Therefore, the use of instructional activities to 
affect better distance teaching is not optional, but mandatory. 

Our team of successful writers and authors has tried to reduce this. 



 
 

 
Divide and to bring this Self Instructional Material as the best teaching 

and communication tool. Instructional activities are varied in order to assess 
the different facets of the domains of learning. 

Distance education teaching repertoire involves extensive use of self- 
instructional materials, be they print or otherwise. These materials are 
designed to achieve certain pre-determined learning outcomes, namely goals 
and objectives that are contained in an instructional plan. Since the teaching 
process is affected over a distance, there is need to ensure that students actively 
participate in their learning by performing specific tasks that help them to 
understand the relevant concepts. Therefore, a set of exercises is built into the 
teaching repertoire in order to link what students and tutors do in the 
framework of the course outline. These could be in the form of students' 
assignments, a research project or a science practical exercise. Examples of 
instructional activities in distance education are too numerous to list. 
Instructional activities, when used in this context, help to motivate students, 
guide and measure students' performance (continuous assessment) 



 
PREFACE 

We have put in lots of hard work to make this book as user-friendly 
as possible, but we have not sacrificed quality. Experts were involved in 
preparing the materials. However, concepts are explained in easy language 
for you. We have included may tables and examples for easy understanding. 

We sincerely hope this book will help you in every way you expect. 

All the best for your studies from our team! 
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BLOCK 2: CONSUMER BEHAVIOUR 

AND  BANKING  PRODUCTS 

Block Introduction 

Consumer Behaviour is one of the challenging concepts in marketing which 

involves careful appreciation of consumer behaviour. It is useful for marketers for 

having good knowledge of consumer behaviour as it will help and understand 

importance to customer and suggests important influences on client decision 

making. 

In this block, you will get knowledge about functions of consumer 

behaviour and services rendered by marketing to understand importance to 

customer. The concept of modern marketing management and problems of 

consumers in area of consumption are well explained with features and 

characteristics. The block will detail about bank deposits like deposit products 

such as Savings Account, Current Account and Term Deposit Account with 

advantages and disadvantages.  

After studying this block, you will be able to understand correctly about 

types of bank accounts with their features along with knowledge related to brand 

awareness. The concept of consumer behaviour for getting customer behaviour 

gives knowledge to student which will help them to know about behavioural 

nature of consumer. The concepts of product development technique with 

knowledge related to designing, creating and marketing of new products or 

services gives information on new product development. 

 

Block Objective  

After learning this block, you will be able to understand: 

 Consumer behaviour. 

 Features of modern marketing management. 

 Study the needs of consumer behaviour. 

 The impact of consumer behaviour on family. 

 Knowledge about various banking products. 

 Brand awareness. 
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 Idea about Saving and Current Bank Accounts. 

 Qualities of product development. 

 

Block Structure 

Unit 1: Consumer Behaviour for Financial Services 

Unit 2: Banking Products and Services 
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UNIT 1: CONSUMER BEHAVIOUR FOR 

FINANCIAL SERVICES 

Unit Structure 

1.0 Learning Objectives  

1.1 Introduction 

1.2 The Complexity of Consumer Buying Decisions 

1.3 Individual Influences on Consumer Behaviour 

1.4 Needs and Motives 

1.5 Individual Perception 

1.6 Learning and Habit Development 

1.7 Family Influences on Buying Behaviour 

1.8 Behavioural Models for Analyzing Buyers 

1.9 Consumer Behaviour Some Learning Points for Financial Service  

1.10 Let Us Sum Up 

1.11 Answers for Check Your Progress 

1.12 Glossary  

1.13 Assignment  

1.14 Activities  

1.15 Case Study 

1.16 Further Readings  

 

1.0   Learning Objectives 

After learning this unit, you will be able to understand: 

 Consumer Decision Process. 

 Meaning of buying motives. 

 Importance of study of buyer behaviour. 
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1.1   Introduction 

Consumer Behaviour is recognised as the most challenging concept in 

marketing. It deals with a careful appreciation of consumer behaviour. Such 

knowledge is very essential for marketers for having a strong understanding of 

consumer behaviour since it will help understand what is important to the 

customer and also suggest the important influences on client decision-making. 

Using this information, marketers can generate marketing programs to interest 

customers. 

Factors affecting client decisions are extremely complex, governed by 

psychology with dashes of sociology thrown in. Since every person in the world is 

dissimilar, it is impossible to have simple rules that explain how buying decisions 

are made. But those, who have spent many years analysing consumer activity, 

have presented us with useful guidelines in how someone chooses whether to 

make a purchase. Customer behaviour includes all the activities involved in 

choosing, purchasing, using and disposing of goods and services. Whenever you 

buy a new pair of trousers, read a book or recycle soft drink cans, you are 

engaging in customer behaviour. User buying behaviour refers specifically to the 

actions consumers take when deciding what to buy and when making the actual 

purchase. 

 

1.2   The Complexity of Consumer Buying Decisions 

The modern marketing management tries to solve the basic problems of 

consumers in the area of consumption by constantly innovating and understanding 

the latest consumer needs and tastes. It will be extremely useful in developing 

marketing opportunities and in meeting the challenges that the Indian market 

offers. It is important for the marketers to understand the buyer behaviour due to 

the following reasons. For studying the consumer behaviour for any product is of 

vital importance to marketers in shaping the fortunes of their organizations.  

 Since it is significant for regulating consumption of goods and thereby 

maintaining economic stability.  

 As it is useful in developing ways for the more efficient utilization of 

resources of marketing. It also helps in resolving marketing management 

problems in more effective manner.  
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 Today consumers give more importance to eco-friendly products. They are 

more concerned about health, hygiene and fitness. They prefer natural 

products. Hence a detailed study on upcoming groups of consumers is 

essential for any firm.  

 The growth of consumer protection movement has created an urgent need to 

understand how consumers make their consumption and buying decision.  

 It creates a potential impact of a product on individuals identity  

 Tastes and inclinations of Consumers are ever changing. Study of consumer 

behaviour gives information regarding the colour, design, etc. which 

consumers want. Consumer behaviour helps in formulating of production 

policy.  

 For effective market segregation and target marketing, it is essential to have 

a consideration of consumers and their behavioural patterns.  

 

Check your progress 1 

1. As per the marketing theory the two types of buyers are :  

a. Consumer buyers  

b. Industrial buyers  

c. None of This  

d. Both a and b  

2. Which of the following statements best describes the concept of involvement 

in the context of buyer behaviour?  

a. The length of time involved in the buying process.  

b. The potential impact of a product on an individual's self-identity.  

c. The number of people involved in the decision making unit.  

d. The complexity of an order.  
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1.3   Individual Influences on Consumer Behaviour 

Buyer behaviour controls the type of marketing strategy that organizations 

employ, so they conduct studies to determine which tactics are likely to prove 

most effective. Following are the ways to gather info about consumers and then 

plan a marketing strategy.  

Sales Forecasts  

Organizations study past consumer behaviours to determine future sales. 

Sales forecasts evaluate the expected sales for a specific market during a specified 

time period. Sales forecasts cannot be higher than the market potential.  

Research Surveys  

These surveys are conducted for the purpose of studying consumer 

behaviour. They help companies learn what consumers want, as well as how they 

respond to advertising. They also help pinpoint potential problems.  

Internet Research  

Companies, including small businesses, use the Internet to conduct much of 

their research, monitoring the Web-based behaviour of consumers. Based on their 

findings, organizations determine the exact prices, attributes and sales promotions 

for their goods. They also reveal the optimal places and market situations in which 

to sell. The Internet is a cost-effective tool marketing research tool because it 

locates target areas and is flexible enough to adapt to the changing demands of 

consumers.  

Market Sensing  

These processes can help businesses develop a competitive advantage by 

using different resources to study consumer behaviour, and process that data into a 

marketing and management information database which in simple language is 

called market sensing. 

 

Check your progress 2 

1. Organizations study past consumer behaviours to determine: 

a. current sales                                       c. future sales 

b. previous sales                                     d. all of above 
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1.4   Needs and Motives 

The need and motives of consumer behaviour can be to: 

Analyse market opportunity: Consumer behaviour study helps in recognising 

the unfulfilled needs of consumers. This requires examining the trends and 

conditions operating in the marketplace, consumers' lifestyles, income levels and 

emerging influences. This may reveal unsatisfied needs and wants. the trend 

towards swelling number of dual income households and greater emphasis on 

suitability and leisure have led to emerging needs for household gadgets such as r 

and childcare centres etc. Mosquito repellents have been marketed in response to a 

genuine and unfulfilled consumer need.  

Selecting target market: A review of market openings often helps in identifying 

distinct customer segments with very unique wants and needs. Customer 

responses matter a lot as they differ and non-responses create lot of problems if 

questionnaire method is used. Identifying these groups, learning how they act and 

how they make purchase decisions enables the marketer to design and sell 

products or services particularly suited to their wants and needs. For example, 

consumer studies revealed that many existing and potential users did not want to 

buy shampoo packs priced at Rs.60 or more and would prefer a low priced sachet 

containing enough quantity for one/ two washes. The finding led companies to 

introduce the sachet which became a good seller.  

Marketing-mix decisions: Once unsatisfied needs and wants are identified, the 

marketer has to determine product, price, distribution and promotion. Target 

groups play an important role in leading us to find a consumer decision as they 

understand the issues involved in it very well.  

Social and Non-profits Marketing: Customer behaviour studies are useful to 

design marketing strategies by social, governmental a not-for-profit organisations 

to make their programmes on family planning, awareness about AIDS, crime 

against women, safe driving, environmental concerns and other more active. 

UNICEF, Red Cross and CRY etc. make use of customer behaviour understanding 

to sell their services and goods and also try to encourage people to support these 

institutions. 
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Check your progress 3 

1. Customer behaviour studies helps in designing marketing strategies by: 

a. social 

b. governmental 

c. not-for-profit organisation 

d. all of above 

 

1.5   Individual Perception 

The study of consumer behaviour will allow controlling the type of 

marketing strategy to study and define strategies that are fit to be most effective. 

Organizations study past consumer behaviours to determine future sales. Sales 

forecasts estimate the expected sales for a particular market during a specified 

time period. Research Surveys are conducted for the sole purpose of studying 

consumer behaviours. They help companies learn what consumers want, and how 

they respond to advertising. They also help identify potential problems. 

It is observed that Companies, use the Internet to conduct research, 

monitoring the Web-based behaviour of consumers. Based on their research 

findings, organizations must determine the right prices, characteristics and sales 

promotions for their products. The Internet is a cost-effective tool marketing 

research tool because it identifies target areas and is flexible enough to adapt to 

the changing demands of consumers. 

Finally it must be stated that Research is used to scrutinise the psychological 

reasons is called motivation research. It includes why people buy specific types of 

merchandise or why they answer to specific types of advertising. 

 

Check your progress 4 

1. Consumer behaviour helps in studying: 

a. stock evaluation                                       c. loan requirement 

b. market behaviour                                     d. none of above 
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1.6   Learning and Habit Development 

 Customer behaviour is defined as the behaviour that patrons display in 

searching for, purchasing, using, evaluating and disposing of products and 

services that they expect will satisfy their needs. User behaviour focuses on how 

individuals make decisions to spend their accessible resources (time, money, 

effort) on consumption related items. For the sale and consumption of any items 

there should be customer segmentation done in which customers with similar 

needs can be placed in a group. Needs wants preferences are important for 

segmentation. The study of demography with respect to age is also important as 

people would behave their age but not necessarily buy accordingly. Similarly 

market should also be segmented base upon socio-economic status, demography 

and psychographic representation. 

Consumers assess a product along several levels. Its basic characteristics are 

inherent to the generic version of the product and are defined as the fundamental 

advantages it can offer to a customer. Generic products are distinct by adding 

value through extra features, such as quality or performance augmentations. The 

ultimate level of consumer perception involves amplified properties, which offer 

less tangible benefits, such as customer assistance, maintenance services, training, 

or appealing payment options. 

 

Check your progress 5 

1. The final level of consumer perception is to amplified properties that offers: 

a. customer assistance 

b. maintenance services 

c. training option 

d. all of above 
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1.7   Family Influences on Buying Behaviour 

It is seen that there are several factors which influences purchasing. A 

consumer's family is one of most significant factor as it helps shaping an 

individual's attitudes and behaviours. It seems that the way to understand family's 

impact on consumer behaviour is to find the decision maker for that particular 

purchase. As described, decision maker for purchase can be husband, wife, or 

child and also. Many times decisions are taken in collaboration. Moreover, it is 

seen that decision maker changes depends on the type of purchase or size of 

purchase.  

Influence of Family on Consumer Behaviour 

Further it is seen that family influence purchases in various ways. Initially, 

the influence of parents serves as an important role that shows how parents help 

their children to develop political and religious beliefs, lifestyle choices and 

consumer preferences. It is seen that many people are parents that can be spouse 

and children who seems to exert and significantly forces consumer's purchases. 

The interaction among spouses and number and ages of children play an important 

role on buying behaviours. These family influences affect how consumers look at 

purchases more directly than most other social influences on consumer 

purchasing. 

Features: 

 One way to understand consumer behavior of family is to find decision maker 

for purchase. 

 Families' influence on buying habits having parents that plays an important 

role that shows how spouse and children play a significant role. 

 People go through a family life cycle composed of different stages of 

purchasing patterns. 

 

Check your progress 6 

1. A consumer's family helps in shaping individual: 

a. attitudes.                                              c. both a and b. 

b. behaviours.                                           d. neither a nor b. 
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1.8   Behavioural Models for Analysing Buyers 

The behavioural definition states that an organization is a collection of 

rights, privileges, obligations, and responsibilities that are delicately balanced 

over a period of time through conflict and conflict resolution. This definition 

highlights the people within the organization, their ways of working, and their 

relationships. 

The growth in the size of firms and markets has removed many decision 

makers from direct contact with buyers. Increasingly, decision makers have had to 

turn to summary statistics and to behavioural theory and are spending more 

money today than ever before to try to understand their buyers. The major factors 

influencing buyer behaviour are cultural, social, personal and psychological. 

 

 

Fig 1.1 Buyers factor 

For many products, it is fairly easy to identify the buyer. Many other 

products involve a decision making unit consisting of more than one person. Five 

roles people might play in a buying decision. 

1.  Initiator: A person who first suggests the idea of buying the particular 

product or service. 

2.  Influencer: A person whose views or advice carries some weight in making 

the final decision. 

3.  Decider: A person who decides on any component of a buying decision that 

shows whether to buy, what to buy, how to buy, or where to buy. 

4.  Buyer: The person who makes the actual purchase. 

5.  User: A person who consumes or uses the product or service 
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Check your progress 7 

1. Behavioural model of an organization is a collection of: 

a. rights                                                 c. obligations 

b. privileges                                           d. all of above 

 

1.9  Consumer Behaviour Some Learning Points for 

Financial Service 

It is seen that services are normally separated from goods on grounds of 

intangibility, inseparability, heterogeneity and perishability, where goods and 

services are not polar extremes that tends to dominate in services and results in 

difficulty for services marketing. Although less explicitly recognized in the 

literature, the characteristics of services, including financial services, will also 

have an important impact on buyer behaviour. Furthermore, many professional or 

specialist services will also be high in belief qualities, which are attributes which 

cannot even be worked out after purchase and consumption. As a consequence of 

intangibility, the ways in which services are evaluated, particularly at the pre-

purchase stage, are likely to differ from goods, and this area needs further 

consideration in understanding buyer behaviour for services. 

Apart from these, another distinguishing factor is services from goods that 

are inseparable. The fact that services are processes or experiences means that 

essentially they must be produced and consumed simultaneously. It shows result 

of perishability, where services cannot be stored for some future time period, 

hence need for short distribution channels arise on demand. The inseparability of 

production and consumption in services make production and marketing 

interactive processes. The front-line service employees play an important 

boundary spanning role in the production of services, as do the consumers 

themselves in their capacity as partial employees. Therefore in understanding 

buyer behaviour it will be important to consider the interaction between buyer and 

supplier. Since services depend on input from both service employees and 

consumers for their production, the quality of the service output very much 

depends on the nature of the personal interactions of these parties. 
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Check your progress 8 

1. To understand buyers behaviour: 

a. supplier needs to interact 

b. buyers need to interact 

c. both supplier and buyer needs to interact 

d. none of above 

 

1.10   Let Us Sum Up 

In this unit we have learnt that consumer behaviour is a challenging concept 

in marketing that involves careful appreciation of consumer behaviour which is 

useful for marketers for having good knowledge of consumer behaviour that will 

help and understand importance to customer which further suggests important 

influences on client decision making. It is seen that modern marketing 

management solves certain problems of consumers in area of consumption by 

constantly innovating and understanding latest consumer needs and tastes.  

Further, buyer behaviour controls the type of marketing strategy that 

organizations employ in order to conduct studies to find particular tactics which 

are likely to prove most effectiveness. The study of consumer behaviour will help 

in finding unfulfilled needs of consumers which needs examining the trends and 

conditions that operates in marketplace, consumers' lifestyles, income levels and 

emerging influences. As seen, customer behaviour shows behaviour which 

patron’s displays in searching for, purchasing, using, evaluating and disposing of 

products and services which can be expected by satisfying all needs. 

It is noted that the way to understand family's impact on consumer 

behaviour is to find decision maker for particular purchase that can be husband, 

wife, or child and also. The behavioural definition states that an organization is a 

collection of rights, privileges, obligations, and responsibilities that are delicately 

balanced over a period of time through conflict and conflict resolution. 
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1.11    Answers for Check Your Progress 

Check your progress 1 

Answers: (1-d), (2-b) 

Check your progress 2 

Answers: (1-d) 

Check your progress 3 

Answers: (1-d) 

Check your progress 4 

Answers: (1-b) 

Check your progress 5 

Answers: (1-d) 

Check your progress 6 

Answers: (1-c) 

Check your progress 7 

Answers: (1-d) 

Check your progress 8 

Answers: (1-c) 

 

1.12    Glossary 

1. Consumer - The ultimate user of goods, ideas or services. Also the buyer or 

decision maker, for example, the parent selecting children's books is the 

consumer. 

2. Consumer behaviour - The behaviour of the consumer or decision maker 

in the market place of products and services. 

Nikita
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3. Consumer characteristics - The demographic, lifestyle and personality 

characteristics of the consumer. 

4. Consumer satisfaction - The degree to which a consumer's expectations are 

fulfilled or surpassed by a product. 

 

1.13    Assignment  

What do you understand by buyer behaviour? 

 

1.14    Activities   

What external factors can influence buyer behaviour? Explain with examples. 

 

1.15    Case Study 

What are the ways to gather information about consumer for planning a 

marketing strategy?  

 

1.16  Further Readings   

1. Marketing Management, Philip Kotler, Kevin Lane Keller, Mairead Brad, 

Pearson, 2008. 

2. Principles and Practice of Marketing, John Frain, Pitman Publishing, 1996. 

3. Basic Marketing: Principles and Practice, Tom Cannon, Thomson Learning, 

1995. 

4. Essentials of Marketing, Geoff Lancaster, Lester Massingham, Ruth 

Ashford, Mcgraw-hill Professional, 2001. 

5. Global Marketing, Hollensen, Pearson, 2007. 
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UNIT 2: BANKING    PRODUCTS    AND 

SERVICES 

Unit Structure 

2.0 Learning Objectives  

2.1 Introduction 

2.2 Nature of Product 

2.3 Products and Services in Banking 

2.4 Elements of Product Mix 

2.5 Product Life Cycle and Product Strategies 

2.6 Using Product Life Cycle to Manage Marketing of Banking Products 

2.7 New Product Development 

2.8 Branding in Bank Marketing 

2.9 Process and Product Development Cycle for Banking Services  

2.10 Product Development 

2.11 Let Us Sum Up 

2.12 Answers for Check Your Progress 

2.13 Glossary  

2.14 Assignment  

2.15 Activities  

2.16 Case Study 

2.17 Further Readings  

 

2.0   Learning Objectives 

After learning this unit, you will be able to understand: 

 Elements of Product Mix. 

 Product Life Cycle. 

 New Product Development. 
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2.1   Introduction 

Banks in India offers various banking products that include deposit products 

such as: 

 Savings Account 

 Current Account 

 Term Deposit Account 

Along with lending products such as: 

 Cash 

 Credit 

 Term Loans 

As per Reserve Bank of India guidelines, banks do apart from accepting 

deposits at fixed rate of interest by RBI with lend amount by formula stipulated by 

Reserve Bank of India. PLR (Prime lending rate) was benchmark for interest on 

the lending products. It is viewed that remittance products were limited to 

issuance of: 

 Drafts 

 Telegraphic Transfers 

 Bankers Cheques 

 Internal Transfer of funds  

It is seen that exposure to global trends after information explosion by 

Internet, customers which can be both Individuals and Corporate currently 

demands better services with excess products from banks.  

 

2.2   Nature of Product 

Banks not only provide safety for cash but also offer accounts and products 

which allow paying bills and gives you interest with intension to grow. The bank 

account will allow you to: 

 

 Keep your money safe from loss: theft, or fire  

 Earn interest and grow your savings  

Banking 

Products and 

Services 
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 Deposit your pay check directly  

 Pay bills easily and inexpensively  

 Track your spending and manage your finances  

 Establish credit 

 Have access mortgage loans, car loans, and other products 

Banks can be of different types and sizes that can be from large financial 

services companies with national or international presence, savings and loans, 

credit unions with internet banking. Most offer a diverse range of products and 

services like consumer checking and savings accounts and loans along with 

similar services designed especially for businesses. 

 

Check your progress 1 

1. Bank account allows you to: 

a. transact  

b. open an account 

c. transfer an account 

d. all of above 

 

2.3         Products and Services in Banking 

Banks offer certain products which are: 

 Savings account 

 Money market account 

 Certificate of deposit (CD) 

 Individual retirement account (IRA) 

 Credit card 

 Debit card 

 Mortgage 

 Mutual fund 
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 Personal loan 

 Time deposits 

 ATM card 

 Current accounts 

 Cheque books 

Apart from these, there are certain general banking services like: 

Domestic Transfers 

 Cheques, 

 Banker payments, 

 Standing orders instruction, 

 Credit transfers, 

 Bank-to-bank transfers, 

 Direct debits 

International Transfers 

 EFT transfers, 

 Bank drafts, 

 International cheques 

Commercial Credits 

 Clean credits, 

 Documentary credits, 

 Import & Export credits 

Check your progress 2 

1. Which is not associated with banking? 

a. Savings account 

b. Certificate of deposit 

c. Mutual Fund Deposit 

d. Individual retirement account 

Banking 

Products and 

Services 
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2.4   Elements of Product Mix 

Product mix also called as product assortment shows the total number of 

product lines which a company can offer to its customers. It is found that the 

elements of a product mix will include: 

 Length 

 Breadth 

 Depth 

 Consistency 

Width: The width of company's product mix shows number of product lines 

which a company sells. In case of company having five product lines, then under 

such case its product mix width will be 5. The small and start-up businesses will 

not have wide as a product mix.  

Length: It is seen that product mix length shows number of total products or 

items in a particular company product mix. In a company, if there are four product 

lines, with five brands in each product line, then the product mix length of that 

company will be 20. Companies with multiple product lines many sometimes 

keep track of average length per product line. Here we see that an average length 

of a Company product line is five. 

Depth: The depth of product mix shows total number of variations that exists for 

each product in terms of size, flavour and other distinguishing characteristic. In 

case of a company sells five sizes and five flavours of gums paste, then we see 

that the particular brand of gum paste has a depth of ten.  

Consistency: It is seen that a product mix consistency shows close relation that 

exists among product lines with another in terms of use, production and 

distribution.  

 

Check your progress 3 

1. If a company has five product lines, with five brands in each product, then 

what will be the product mix length of that company? 

a. 20                                                          c. 25 

b. 10                                                          d. none of these 
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2.5   Product Life Cycle and Product Strategies 

Product life cycle contains four parts as shown in following figure: -  

 

Fig 2.1 Product lifecycle 

In the first stage comes the introduction of product, second stage shows 

stage of growth, third state shows stage of maturity and last stage shows its 

declination. With this, the value of product gets fully dropped from market with 

upcoming of new product. The product strategies are divided in four stages as per 

life of product: 

1st Stage: Introduction stage of Product life cycle 

The first stage of product lifecycle is known as an introduction stage where 

the product currently developed and launched in the market. Since the product is 

not in the market, so too aware to consumers, marketing is required. Marketer has 

to teach the consumers about the benefits and advance facilities of such product. 

For new product's introductory stage, marketer can take the market with 

marketing skimming strategy or marketing penetration strategy. One more feature 

of this stage that company sale will be low.  

2nd Stage: Growth stage of Product life cycle 

In the second stage of product life cycle, consumer tends to have an idea 

about new product as he had earlier experience after purchasing it at introductory 

stage. With this, the sale will increase and it is up to the company to increase price 

for getting old promotion and advertising cost. In this stage company's profit will 

also rise.  
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3rd Stage: Maturity 

In the third stage of product life cycle, the sale of new product reaches to 

highest level as shown in fig 2.1 since the product becomes common in market. In 

such stage, to have maximum profit on the product, the company will lower the 

price so as to defeat market competitors. Company can offer special discount to 

dealer for selling product fast before it meets the declining stage.  

4th Stage: Decline Stage 

In the fourth stage of product lifecycle, the sale of product falls sharply as 

no more new customers are interested in buying such product. At this stage, 

company can offer public to switch to his new advance product.  

 

Check your progress 4 

1. Which of the following is stage of Product Life Cycle? 

a. Introduction Stage 

b. Growth stage 

c. Decline stage 

d. All of the above 

 

2.6  Using Product Life Cycle to Manage Marketing 

of Banking Products 

In financial services industry, there exists development and introduction of 

many products in last quarter of 20th century which results due to market 

globalization, changing investment trends, etc. 

As seen, risk diversity involves as an important aspect for development of 

various financial products. The Return on Investment acts as underlying principle 

of any financial product as rate of return is linked towards inherent risk, financial 

products which are present in global market that can be easily distinguished based 

on risk-reward ratio. Since risk is linked to number of dynamic environmental 

factors which appears from geopolitical and economic conditions, financial 

products are regularly evolving with changing risk characteristics. Over the last 

fifty years, individual risk capacity, and even the definition of risk, has changed 

drastically. Each of these changes has provided an opportunity to design a new 
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financial product, which in the present day, is achieved through financial 

engineering. 

Apart from this, the major reason for introduction of new financial products 

is economic reform. The evolution of new products with huge reach also forces 

products into maturity. As seen, when interest rates hit a low at start of century, 

the demand for fixed deposits started growing. But sometimes, changing 

economic conditions can revive a product that is on verge of decrease. So it is 

admired that a financial product not always progress by different stages of its 

lifecycle but also reverses it direction.  

 

Check your progress 5 

1. Risk diversity involves aspect for development of: 

a. economic products 

b. financial products 

c. deposit products 

d. none of above 

 

2.7   New Product Development 

It is seen that product development is not always recognized as formal stage 

in product life cycle as ideas for long-term product planning are obtained from 

concepts which are generated by preliminary process. Product development acts 

as tool for growth by offering modified or new products to be there in current 

market. Normally, product development will focus on changing product concepts 

into physical product so as to make sure that idea can be turned into workable 

product with the help of every development stage. 

In product development stage, costs seem to be added up as a result of 

investment in particular proposed concepts and ideas. Before introduction, a 

successful product in the marketplace will go through the following eight distinct 

stages of new product development: idea generation, idea screening, concept 

development, marketing strategy, business analysis, product development, test 

marketing, and commercialization. 

Idea generation usually stems from the organization's internal sources. 

Company employees will brainstorm new ideas to generate viable product 
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concepts. Additionally, a company may also analyse their competition's new 

product offerings with the intention of differentiating and improving on existing 

designs. 

In this, the ideas are screened, reduced in number of unrealistic concepts and 

focusing on realistic, attainable concepts. A single idea is developed into a 

product concept. Concepts are then tested to measure how appealing the product 

might be to consumers from the anticipated target market. Testing may range from 

focus groups to random surveys. 

After concept testing, a marketing strategy is needed to define how the 

product will be positioned in the marketplace. Identifying the product's anticipated 

target market, financial expectations, distribution channels, and pricing strategy 

are also determined at this time. 

Business analysis, including sales forecasting, determines if the product will 

be profitable to manufacturer. Many factors are considered when judging the 

products anticipated profitability. Managers will look at the length of time it takes 

for the product to be profitable, cost of capital, and other financial considerations 

when deciding whether to proceed with development. If the concept is approved, a 

prototype is created from the product concept. 

Once a successful prototype is developed, companies perform test marketing 

on the product. Typically, a company will conduct formal research on a product 

concept to see if the proposed idea has validity with the targeted audience. Again, 

customer surveys and focus groups are conducted with the intention of testing the 

product on a sample of the targeted demographic. The testing is then analysed to 

measure consumer reaction to the product. Once all the information is available 

and the company decides to introduce the product, high commercialization costs 

are incurred. 

 

Check your progress 6 

1. Product development works as a tool for: 

a. growth of product 

b. modification of product 

c. generation of new product 

d. all of above 
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2.8   Branding in Bank Marketing 

Today‘s modern concept of branding grew out of the consumer packaged 

goods industry and the process of branding has come to include much, much more 

than just creating a way to identify a product or company. So we can say that 

branding today is used to create emotional attachment to products and companies. 

Branding efforts create a feeling of involvement, a sense of higher quality, and an 

aura of intangible qualities that surround the brand name, mark, or symbol. 

Brand awareness consists of both brand recognition, which is the ability of 

consumers to confirm that they have previously been exposed to your brand, and 

brand recall, which reflects the ability of consumers to name your brand when 

given the product category, category need, or some other similar cue. Aided 

awareness occurs when you show or read a list of brands and the person expresses 

familiarity with your brand only after they hear or see it. Top-of-mind awareness 

occurs when you ask a person to name brands within a product category and your 

brand pops up first on the list. 

Branding impact on the marketing of retailing banking sector, particularly 

on the retailing products and services, and also its impact on other results like the 

increasing customer loyalty is the main research issue. The brand knowledge 

structure has two basic components; these are creating brand image and creating 

brand awareness. Brands can enhance value of the marketing services and product 

which is responsible in enhancing customer loyalty. Now-a-days, too many 

challenging factors are being faced by the retail banking sectors which include 

customers stress about the integrity of the bank for the investment that they make 

to the banks or simplifying the financing that is offered by a bank to their 

customers. Purchasers of a prudential insurance policy are not just buying the 

security of knowing that damage to their home through unforeseen events can 

rapidly and inexpensively be rectified. They are also buying the corporate symbol 

of the face of Prudence reminding them of the added values of heritage, size and 

public awareness, inspiring confidence and sustained credibility. 

Thus, branding is a powerful marketing concept that does not just focus on 

one element of the marketing mix but represents the result of a carefully 

conceived array of marketing across the spectrum of marketing mix, directed 

towards making the buyer recognize relevant added values that are unique when 

compared with competing products and services and which are difficult for 

competitors to emulate. The purpose of branding is to facilitate the organization‘s 

task of getting and maintaining a loyal customer base in a cost effective manner to 

achieve the highest possible return on investment. 
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Different and modern transaction system is taking by the retail banking i.e. 

internet banking, e-banking service, mobile banking, and non-cash transactions. It 

is estimated that, former teller based banking system will be replaced by these 

modern transaction methods in the coming days. 

 

Check your progress 7 

1. Branding makes the product: 

a. cost effective                                       c. famous 

b. cheap                                                  d. easy to develop 

 

2.9  Process and Product Development Cycle for 

Banking Services 

It is found that banks are like any other business where goods and services 

are produced for customers. In Banks, there is various stage of life cycle which 

should have:  

Checks or Demand Deposit Accounts (DDAs): This will check the usage of 

declining rapidly which were to be replaced with electronic bill pay and debit 

cards.  

Internet Banking and Electronic Bill: This results in growth phase as more and 

more customers are using such type of services with less usage of checks.  

Debt cards or Check Cards: It acts as maturity phase where acceptance from 

nearly everyone is positioned.  

Apart from as discussed above, there are 6 key tactics typically utilized by 

special operations teams: 

Purpose: It involves purpose of banking product development and services. To 

help achieve clarity, a project charter, agreed upon by the entire product 

development team, can provide both a statement of purpose and a set of guidelines 

that your team can use to guide future decisions when information is ambiguous 

or contradictory. 

Simplicity: While products that feature a lot of bells and whistles are fun to build 

and will surely keep your call centers busy with client questions, they are not 

always the best answer for your bank or for your clients. If a platform banker 
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can’t explain an account or product in three sentences or less, it’s too complicated. 

That doesn’t mean, however, that every bank should just offer its own flavour of 

free checking and the 30-year fixed rate mortgage. 

Driving customer behaviour through targeted incentives, specific to your 

customer base and your bank, is the only way to keep checking accounts 

profitable. Finding innovative lending solutions that meet the needs of millennial 

will be critical to banks looking to fend off peer-to-peer and other non-bank credit 

providers like Lending Club and Kabbage. Using behaviour-driven pricing and 

product strategy allows your customers to bank the way they want while you 

maintain profitability. 

Many banks have a lot of different products that treat all customers the 

same, rather than focusing on building one product that treats their customers 

differently based on what they do. The best banks – those that listen to their 

customers and respond – take customer behaviour into account and provide 

flexible solutions for individual financial needs, without introducing unnecessary 

complexity. 

Speed: The advantages of speed and surprise in a war zone are obvious. Speed in 

new product development allows your bank to take advantage of market 

opportunities as they present themselves. 

Security: Keeping the details of action plans secret until implementation keeps 

enemies guessing the next move.  

There are plenty of schools and training opportunities for bankers looking to 

learn how to underwrite credit, manage compliance or configure network servers, 

but exceedingly few for those looking to learn how to deliver a successful product 

in a timely fashion. Trial and error can be painful so engaging a third party with 

extensive experience in the product you are launching can help keep you from 

missteps that can take years to unwind. 

Repetition in processes and training is critical if you want your team to work 

together effectively. Creating a repeatable, scalable process in product 

development starts with a well-documented plan that allows all team members to 

give input while keeping the project moving forward. 

Projects stall when well-intentioned team members put up roadblocks due to 

lack of resources, misunderstand a project’s purpose or fail to recognize the 

market potential of the new products. Following a process that is agreed upon in 

advance of a new product project helps keep unaddressed critical issues from 
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causing a failed product launch and minor issues from derailing a project in 

process. 

It is very helpful to have a senior bank leader champion the development of 

the process documentation to ensure that everyone on the team buys into the new 

framework. 

Surprise: Surprising your clients with unexpected benefits in a new product or 

service drives engagement and adoption. The surprise can be as simple as a phone 

call from a banker making sure a new debit card arrived as requested or as 

complicated as a tiered cash rewards structure for an advanced checking account. 

Ideally, the surprise factor starts a positive feedback loop of new clients 

evangelizing your new product to friends and family, followed by them opening 

new accounts and telling more friends and family. That feedback loop is the least 

expensive and highest value marketing your bank can do and it all starts with a 

surprise 

 

Check your progress 8 

1. ________________ is the systematic search for new-product ideas. 

a. Idea generation 

b. Idea screening 

c. Concept development and testing 

d. Marketing strategy development 

 

2.10  Product Development 

Product development is a technique with which designing, creating and 

marketing of new products or services arise which shows benefit to their 

customers. It is also called as new product development as it focus on developing 

systematic methods which will guide all processes which are used in getting new 

product to market. It is seen that in today’s atmosphere of volatility and 

uncertainty, one of the changes that appears in Indian private banking is 

appreciation by investors of the concept of asset allocation. With this, an investor 

have started better understanding which shows benefits of looking at portfolios 

from broader and longer term perspective. During certain period, the concept of 
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portfolio diversification is difficult to workout in India as there are less asset 

which are shown by industry during a particular moment. 

The merit of this is that private bankers often find it difficult to show excess 

diversification at right price to clients with product manufacturers appears 

difficulty in bringing about the market due to lack of scale. These were among the 

thoughts shared by some of the leading asset management companies and other 

product manufacturers in Indian wealth management market. 

Product providers, focuses mainly on simple and easy to understand 

products combination which results with education to provide foundations which 

could able to move to next stage of development in market over the next six to 12 

months. 

It is believed that when it comes to setting and managing investors’ 

expectations on returns, product manufacturers faces challenges which in return 

maximise not the goal but also risk mitigation that is part of central feature of 

product. Further, the definition of longer term is now being revisited, given that 

the deluge of information available today for investors has meant that they are 

generally becoming short term. 

 

Check your progress 9 

1. In case of product concept stage of new product development, the product is 

___________. 

a. word description                                          c. drawing 

b. crude mock-up                                            d. all of the above 

 

2.11  Let Us Sum Up 

In this unit we have learnt that a bank in India offers various banking 

products that include deposit products such as Savings Account, Current Account 

and Term Deposit Account. Banks not only provide safety for cash but also offer 

accounts and products which allow paying bills and gives you interest with 

intension to grow. Brand awareness consists of both brand recognition, which is 

the ability of consumers to confirm that they have previously been exposed to 

your brand, and brand recall, which reflects the ability of consumers to name your 

brand when given the product category, category need, or some other similar cue. 
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It is found that banks are like any other business where goods and services 

are produced for customers. Product development is a technique with which 

designing, creating and marketing of new products or services arise which shows 

benefit to their customers. It is also called as new product development as it focus 

on developing systematic methods which will guide all processes which are used 

in getting new product to market. 

 

2.12         Answers for Check Your Progress 

Check your progress 1 

Answers: (1-a) 

Check your progress 2 

Answers: (1-c) 

Check your progress 3 

Answers: (1-c)  

Check your progress 4 

Answers: (1-d) 

Check your progress 5 

Answers: (1-b) 

Check your progress 6 

Answers: (1-d) 

Check your progress 7 

Answers: (1-c) 

Check your progress 8 

Answers: (1-a) 

 

Nikita
Highlight

Nikita
Highlight



31 
 

Check your progress 9 

Answers: (1-d) 

 

2.13     Glossary 

1.  Checks or Demand Deposit Accounts (DDAs) - This will check the usage 

of declining rapidly which were to be replaced with electronic bill pay and 

debit cards. 

 

2.14     Assignment  

Explain the concept related to product development. 

 

2.15     Activities   

Why are brands important? What relationship does a brand share with a 

consumer? 

 

2.16    Case Study 

Look around you and describe clearly personality profiles of five brands. 

 

2.17  Further Readings   

1. Marketing Management (Twelfth Edition) – Philip Kotler. 

2. The Brand Mindset – Duanne E Knapp. Tata McGraw Hill edition. 

3. The 22 Immutable Laws of Branding – Al Ries and Laura Ries. 

4. Positioning: The Battle for Your Mind - Al Ries and Laura Ries. 
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Block Summary 

The gives detailed about functions of consumer behaviour and services that 

are rendered by marketing which shows importance to customer. The idea of 

modern marketing management and problems of consumers in area of 

consumption are well detailed with features and characteristics. The block gives 

information about bank deposits such as Savings Account, Current Account and 

Term Deposit Account.  

After studying this block, you gather information on types of bank accounts 

with their features along with knowledge to brand awareness. The concept of 

consumer behaviour for getting customer behaviour gives knowledge to student 

which will help them to know about behavioural nature of consumer. The 

information about product development technique with knowledge related to 

designing, creating and marketing of new products or services shows related 

information on new product development. 
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Block Assignment  

Short Answer Questions 

1. What do you mean by product development? 

2. What is consumer behaviour? 

3. Compare Saving Bank Account with Current Bank Account? 

4. How consumer behaviour satisfies the needs of consumers? 

5. What do you understand by Brand awareness? 

 

Long Answer Questions 

1. List certain banking products? 

2. Explain features of modern marketing management? 

3. What will be the impact of consumer behaviour on family? 
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Enrolment No.  

1. How many hours did you need for studying the units? 

Unit No 1 2 3 4 

Nos of Hrs     

 

2. Please give your reactions to the following items based on your reading of the 

block:  

 

 

3. Any Other Comments  

……………………………………………………………………………………………… 

……………………………………………………………………………………………… 

……………………………………………………………………………………………… 

……………………………………………………………………………………………… 

……………………………………………………………………………………………… 

……………………………………………………………………………………………… 

……………………………………………………………………………………………… 

……………………………………………………………………………………………… 

……………………………………………………………………………………………… 
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ROLE OF SELF INSTRUCTIONAL MATERIAL IN DISTANCE LEARNING 
 

 

The need to plan effective instruction is imperative for a successful 
distance teaching repertoire. This is due to the fact that the instructional 
designer, the tutor, the author (s) and the student are often separated by 
distance and may never meet in person. This is an increasingly common 
scenario in distance education instruction. As much as possible, teaching by 
distance should stimulate the student's intellectual involvement and 
contain all the necessary learning instructional activities that are capable of 
guiding the student through the course objectives. Therefore, the course / 
self-instructional material are completely equipped with everything that 
the syllabus prescribes. 

To ensure effective instruction, a number of instructional design 
ideas are used and these help students to acquire knowledge, intellectual 
skills, motor skills and necessary attitudinal changes. In this respect, 
students' assessment and course evaluation are incorporated in the text. 

The nature of instructional activities used in distance education self- 
instructional materials depends on the domain of learning that they 
reinforce in the text, that is, the cognitive, psychomotor and affective. These 
are further interpreted in the acquisition of knowledge, intellectual skills 
and motor skills. Students may be encouraged to gain, apply and 
communicate (orally or in writing) the knowledge acquired. Intellectual- 
skills objectives may be met by designing instructions that make use of 
students' prior knowledge and experiences in the discourse as the 
foundation on which newly acquired knowledge is built. 

The provision of exercises in the form of assignments, projects and 
tutorial feedback is necessary. Instructional activities that teach motor skills 
need to be graphically demonstrated and the correct practices provided 
during tutorials. Instructional activities for inculcating change in attitude 
and behavior should create interest and demonstrate need and benefits 
gained by adopting the required change. Information on the adoption and 
procedures for practice of new attitudes may then be introduced. 

Teaching and learning at a distance eliminates interactive 
communication cues, such as pauses, intonation and gestures, associated 
with the face-to-face method of teaching. This is particularly so with the 
exclusive use of print media.  Instructional activities built into the 
instructional repertoire provide this missing interaction between the 
student and the teacher. Therefore, the use of instructional activities to 
affect better distance teaching is not optional, but mandatory. 

Our team of successful writers and authors has tried to reduce this. 



 
 

 
Divide and to bring this Self Instructional Material as the best teaching 

and communication tool. Instructional activities are varied in order to assess 
the different facets of the domains of learning. 

Distance education teaching repertoire involves extensive use of self- 
instructional materials, be they print or otherwise. These materials are 
designed to achieve certain pre-determined learning outcomes, namely goals 
and objectives that are contained in an instructional plan. Since the teaching 
process is affected over a distance, there is need to ensure that students actively 
participate in their learning by performing specific tasks that help them to 
understand the relevant concepts. Therefore, a set of exercises is built into the 
teaching repertoire in order to link what students and tutors do in the 
framework of the course outline. These could be in the form of students' 
assignments, a research project or a science practical exercise. Examples of 
instructional activities in distance education are too numerous to list. 
Instructional activities, when used in this context, help to motivate students, 
guide and measure students' performance (continuous assessment) 



 
PREFACE 

We have put in lots of hard work to make this book as user-friendly 
as possible, but we have not sacrificed quality. Experts were involved in 
preparing the materials. However, concepts are explained in easy language 
for you. We have included may tables and examples for easy understanding. 

We sincerely hope this book will help you in every way you expect. 

All the best for your studies from our team! 
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BLOCK 3: FINANCIAL INSTRUMENTS 

AND FINANCIAL MARKETS 

Block Introduction 

Financial system is complex system having various financial activities 

which comprises of Financial Institutions, Financial Markets, Financial 

Instruments and Financial Services. The idea of financial services has become 

common since past 25-30 years which covers banking, insurance, stock broking 

and investment services along with wide range of other business and professional 

services. So financial services are the services which are ensure smooth flow of 

financial activities in the economy. 

In this block, you will get knowledge about financial system and its related 

components such as Financial Institutions, Financial Markets, Financial Services 

and Financial Instruments. The concept of financial and money market systems 

are well explained with features and characteristics. The block will detail about 

various financial services and activities involved in primary and secondary market 

with detail on their advantages and disadvantages.  

After studying this block, you will be able to understand correctly about 

financial market, financial instruments, financial securities and domestic and 

international market. The concept of capital market, money market, derivative 

market and stock market gives knowledge to student which will help them know 

about certain financial functions. The concepts about Debit instruments and 

Foreign exchange market will allow you to understand more about idea of forex. 

 

Block Objective  

After learning this block, you will be able to understand: 

 The financial system. 

 The various financial activities. 

 Idea related to Financial Institutions, Financial Markets and Financial 

Instruments. 

 Concept of GDP. 

 Generalisation of Financial Instruments. 

 Knowledge about Primary and Secondary Market. 
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 Brief about Stock Exchange. 

 Study the purpose of debit instruments. 

 

Block Structure 

Unit 1: Financial Instruments 

Unit 2: Financial Markets 

  



3 

 

UNIT 1:      FINANCIAL   INSTRUMENTS 

Unit Structure 

1.0 Learning Objectives  

1.1 Introduction 

1.2 Meaning of Financial Services 

1.3 Significance of Financial Services 

1.4 Financial Instruments 

1.5 Money Market Instruments 

1.6 Capital Market Instruments 

1.7 Let Us Sum Up 

1.8 Answers for Check Your Progress 

1.9 Glossary  

1.10 Assignment  

1.11 Activities  

1.12 Case Study 

1.13 Further Readings  

 

1.0   Learning Objectives 

After learning this unit, you will be able to understand: 

 Financial Markets 

 Money Market 

 Capital Market 
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1.1   Introduction 

Financial system is a very complex system that deals with a vast variety of 

financial activities. The financial system consists of Financial Institutions, 

Financial Markets, Financial Instruments and Financial Services.  

Financial Markets and Financial Institutions facilitate the functioning of the 

Financial System through Financial Instruments. In this unit, we will cover 

introduction to financial services and instruments and its significance. In addition 

to this, various types of financial instruments will also be introduced. 

 

1.2   Meaning of Financial Services 

The concept of financial services is known for many years. However, the 

Financial Services Sector, by itself, has become known in the past 25-30 years. 

Still, there is no straight forward definition for the term Financial Services, but if 

we look at the meaning of the term ‘financial services’ as it is applied in UK, it 

could be understood to be including banking, insurance, stock broking and 

investment services as well as a wide range of other business and professional 

services. In other words, what we can say is that financial services are services 

that ensure the smooth flow of financial activities in the economy. 

Financial services are an important component of the financial system. They 

cater to the needs of financial institutions, financial markets and financial 

instruments which are geared to serve individual and institutional investors. 

Financial institutions and financial markets facilitate functioning of the financial 

system through financial instruments. In order to fulfil the tasks assigned, they 

require a number of services of financial nature and hence, financial services are 

regarded as the fourth element of the financial system. Thus, functioning of the 

financial system depends, to a great extent, on the range of financial services 

extended by the providers and their efficiency and effectiveness. 

Financial services include the services offered by both Asset Management 

Companies and the Liability Management Companies. Asset management 

companies are viz. leasing companies, mutual funds, merchant bankers and issue/ 

portfolio managers. Bill discounting houses and acceptance houses come under 

the liability management companies. Technological innovation and globalisation 

has brought about a key change in the financial services sector i.e., the 

convergence occurring within the sector. Similar services are now being offered 

by different companies. 
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Financial services not only help to raise the required funds but also ensure their 

efficient deployment. They assist in deciding the financing mix and extend their 

services up to the stage of servicing of lenders. In order to ensure an efficient 

management of funds, services such as bill discounting, factoring of debtors, 

parking of short-term funds in the money market, e-commerce and securitisation 

of debts are provided by financial services firms. This sector provides services 

such as banking, insurance, credit rating, lease financing, factoring, venture 

capital, mutual funds, merchant banking, stock lending, depository services, 

housing finance, etc. These services are provided by various institutions like stock 

exchanges, specialised and general financial institutions and non-banking finance 

companies, subsidiaries of financial institutions, banks and insurance companies. 

 

Check your progress 1 

1. Which is not part of financial services? 

a. banking                                              c. insurance 

b. medical                                              d. stock broking 

 

1.3   Significance of Financial Services 

Financial services sector plays a very crucial and significant role in a 

country’s economy. Service industries are making an increasing contribution to 

the economies of developing countries. Their share of GDP is rising. Service 

industries represent an increasingly important component of the economy in India. 

An efficient and well regulated financial sector leads to an efficient transformation 

of savings into investment, ensuring that resources are deployed towards those 

activities that yield the highest returns. Benefits are also generated from increased 

product variety and improved management of risk. 

What distinguishes financial institutions from other firms is the relatively 

small share of real assets on their balance sheets. Thus, the direct impact of 

financial institutions on the real economy is relatively minor. The indirect impact 

of financial markets and institutions on economic performance is extremely 

important. The financial sector mobilises savings and allocates credit across space 

and time. It provides not only payment services, but also enables firms and 

households to cope with economic uncertainties by hedging, pooling, sharing and 

pricing risks. An efficient financial sector reduces the cost and risk of producing 
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and trading goods and services and thus, makes an important contribution to raise 

the standard of living.  

Financial services play a crucial role in supporting the Indian economy, both 

directly and indirectly. Directly, they function by providing highly rewarding 

employment opportunities for Indians and indirectly by providing vital services to 

other key sectors of the economy, such as tourism and real estate and to 

individuals. 

 

Check your progress 2 

1. What factors are applied to cope up with economic uncertainties? 

a. hedging                                                  c. sharing 

b. pooling                                                  d. all of above 

 

1.4   Financial Instruments 

Financial instruments are the legal documents having monetary value. Each 

financial instrument has its own unique characteristics and structure. The wide 

array of financial instruments, in today's marketplace, allows for the efficient flow 

of capital amongst the investors all over the world. The financial instruments can 

be classified on different basis. In this unit, financial instruments are classified as 

Money market instruments and Capital market instruments. 

 

Check your progress 3 

1.  Financial instruments are categorised as: 

a. Money market instruments                              c. Both a and b 

b. Capital market instruments                                d. Neither a nor b 
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1.5   Money Market Instruments 

Money market is the market where liquid and short-term borrowing and 

lending takes place. Whenever a bear market comes along, investors realize (yet 

again!) that the stock market is a risky place for their savings. It's a fact we tend to 

forget while enjoying the returns of a bull market! Unfortunately, this is part of 

the risk-return trade-off. To get higher returns, you have to take on a higher level 

of risk. For many investors, a volatile market is too much to stomach - the money 

market offers an alternative to these higher-risk investments. 

Money market instruments are not traded through an exchange, but by 

means of informal telephone trading and OTC (Over the Counter) trades. Money 

market is probably the most informal market and does not use screen or electronic 

trading at this stage. Some of the most common money market instruments are: 

 

The detail explanation of above mentioned money market instruments is as 

follows: 

Call Money 

Call or notice money is an amount borrowed or lent on demand for a very 

short period. If the period is more than one day and up to 14 days, it is called 

'notice money'; otherwise, the amount is known as ‘call money'. Intervening 

holidays and/or Sundays are excluded for this purpose. No collateral security is 

required to cover these transactions.  

The call market enables banks and financial institutions to balance out their 

day-to-day deficits and surpluses of money. Commercial banks, co-operative 

banks and primary dealers borrow and lend in this market for adjusting their cash 

reserve requirements. Specified All-India Financial Institutions, mutual funds and 

certain other entities are allowed to access call or notice money only as lenders.  

Financial 
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Interest rates in the call and notice money market are market determined. In 

view of the short tenure of such transactions, both the borrowers and the lenders 

are required to have current accounts with the Reserve Bank of India.  

Treasury Bills  

Treasury Bills which is also called as T-bills are marketable money market 

security which has lowest risk. These bills are short-term securities which get paid 

up in one year or less from date of their issue. It is found that a major part of 

government borrowings mainly done treasury bills having different maturities. 

Further, the Reserve Bank of India issues T-Bills with a maturity of 14-day, 91-

day, 182-day and 364-day. The interest or growth on treasury bills depends upon 

rates exists on investment. The usual investors in this market are banks, insurance 

companies and financial institutions.  

Treasury bills are issued at a discount and redeemed at par. They can be 

traded in the secondary market. Most of the time, unless the investor requests 

specifically, they are issued not as securities but as entries in the Subsidiary 

General Ledger (SGL) that is maintained by RBI. The transaction costs on 

Treasury bills are non-existent and trading is considerably high in each bill, 

immediately after its issue and immediately before its redemption.  

Certificate of Deposits 

After treasury bills, the next lowest risk category investment option is the 

Certificate Of Deposit (CD) issued by banks and financial institutions. A CD is a 

negotiable promissory note, secure and short-term in nature. A CD is issued at a 

discount to the face value, the discount rate being negotiated between the issuer 

and the investor. Though RBI allows CDs up to one-year maturity, the maturity 

most quoted in the market is for 90 days. The secondary market for this 

instrument does not have much depth but the instrument itself is highly secure.  

CDs are issued by banks and financial institutions mainly to augment funds 

by attracting deposits from corporate, high net worth individuals, trusts, etc. CDs 

are considered as a preferred instrument for raising funds by foreign and private 

banks, as they do not have large branch network and have a lower deposit base. 

The rates on these deposits are determined by various factors. Low call rates 

would mean higher liquidity in the market. Also, the interest rate on one-year 

bank deposits acts as a lower barrier for the rates in the market.  
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Commercial Paper  

It is often a strenuous and annoying task for many corporations to borrow 

short-term money from banks. Their desire to avoid banks, as much as possible, 

has led to the widespread popularity of commercial paper. Commercial paper is an 

unsecured, short-term loan issued by a corporation, typically, for financing 

accounts receivable and inventories. It is usually issued at a discount, reflecting 

current market interest rates. For the most part, commercial paper is a very safe 

investment because the financial situation of a company can easily be predicted 

over a few months. Moreover, typically only companies with high credit ratings 

and credit worthiness issue commercial paper. 

Companies can issue commercial papers either directly to the investors or 

through banks/ merchant banks (called dealers). These are basically instruments 

evidencing the liability of the issuer to pay the holder, in due course, a fixed 

amount (face value of the instrument) on the specified due date. These are issued 

for a fixed period of time at a discount to the face value and mature at par.  

These instruments are normally issued in the multiples of five crores for 30, 

45, 60, 90, 120, 180, 270 or 364 days.  

Two key regulations govern the issuance of commercial papers. Firstly, 

commercial papers have to be compulsorily rated by a recognised credit rating 

agency and only companies who have a short term rating of at least P1/A1 can 

issue such instruments. Secondly, funds raised through commercial papers do not 

represent fresh borrowings for the corporate issuer but merely substitute a part of 

the banking limits available to it. The advantage of commercial paper lies in its 

simplicity. It gives flexibility to the company by providing an additional option 

for raising large amount of funds.  

From the investor's point of view, the investment in commercial papers 

gives comparatively higher yields than those obtained on bank deposits of similar 

maturities. Although, commercial paper is an unsecured promissory note, the 

availability of stand-by facility by banks to the issuing companies makes its 

holders confident of getting the payment on due dates.  

Commercial Bills  

As declared, bills of exchange are negotiable instruments which are drawn 

by sellers of goods on buyer for value of goods delivered. Such types of bills are 

also known as trade bills. These are commercial bills when accepted by 

commercial banks. If the bill is payable at a future date and the seller needs 

money during the currency of the bill, then he may approach his bank for 
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discounting the bill. If the bank needs fund during the currency of the bill, then it 

can ‘rediscount’ the bill that is already discounted by it in the Commercial Bill 

Rediscount Market at the market-determined discount rate. 

The RBI introduced the Bills Market scheme (BMS) in 1952 and the scheme 

was later modified into New Bills Market scheme (NBMS) in 1970. Under this 

scheme, commercial banks can rediscount the bills that were originally discounted 

by them, with approved institutions.  

 

Repurchase Agreement (REPOS) 

Those who deal in government securities use repos as a form of overnight 

borrowing. A dealer or other holder of government securities (usually T-bills) 

sells the securities to a lender and agrees to repurchase them at an agreed future 

date at an agreed price. Repos are available, usually, for very short-term, from 

overnight to 30 days or more. Repos are popular with lenders because of their 

short-term maturity and government backing. 

A repos works in following way: 

Party A needs short-term funds and Party B wants to make a short-term 

investment. Party A sells securities to Party B at a certain price and 

simultaneously agrees to repurchase the same after a specified time at a slightly 

higher price. The difference between the sale price and the repurchase price 

represents the interest cost to Party A and conversely, the interest income for 

Party B. 

Repos are a very convenient instrument for short-term investment. They are 

safe and earn a pre-determined return 

 

Check your progress 4 

1. The ____________ enables banks and financial institutions to balance out 

their day-to-day deficits and surpluses of money. 

a. call market                                       c. certificate of deposit 

b. treasury bills                                   d. none of above 

 

 

Nikita
Highlight



11 

 

1.6   Capital Market Instruments 

A capital market is a market for securities (debt or equity), where business 

enterprises and government can raise long-term funds. It is defined as a market in 

which money is provided for periods longer than a year. There are various 

financial instruments categorised under capital market like Equity and preference 

shares, debentures, etc. 

However, new instruments are being introduced such as debentures bundled 

with warrants, participating preference shares, zero-coupon bonds, secured 

premium notes, etc. 

Equity Shares 

Equity shares popularly known as 'stock' or 'shares' represents ownership in 

the company. When a company requires capital, they raise it by selling shares of 

company at a particular price. These shares represent ownership in the company 

for the one who purchases the shares. The shareholders are the owners of the 

company and are entitled to profits of the company in the form of dividends. 

Equity Shareholders are also called RESIDUAL OWNERS of the company. 

Because, after all the obligations of the company are over, the Equity Share 

Holders get their share. 

Preference shares 

It is found that under sec. 85(1) of Companies Act, the preference shares are 

given preference in terms of payment of dividend and repayment of capital in case 

of winding up of company. Under such circumstances, their rate of dividend is 

fixed and dividend on such shares to be paid before any dividend is paid to 

ordinary shares. In this, the Directors decides not to pay any dividend to any class 

of shareholders even if there are sufficient profits. Preference shares may be 

classified according to the rights attached to them as follows: 

(a) Cumulative and Non-cumulative Preference shares 

Cumulative preference shares are those which enjoys the right to receive 

dividend in arrears for years in which company earned no profits, in year which 

company earns profits. We can say that a dividend on such shares will go on 

accumulating till it is paid with complete arrears before any dividend is issued to 

shareholders.  
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(b)  Redeemable and Irredeemable Preference Shares 

Redeemable preference shares are those that can be cashed on or after 

period, fixed for redemption under terms of issue or after giving proper notice of 

redemption to shareholders. Whereas an irredeemable preference shares are those 

shares which cannot be redeemed during lifetime of the company. 

(c)  Convertible and Non-convertible preference shares 

When the preference shareholders are given a right to convert their shares 

into equity shares, within a specified period of time, such shares are called as 

convertible preference shares. Non-convertible preference shares have no such 

right of conversion. 

 

(d)  Participating and Non-participating Preference Shares 

Participating preference shares are those which have a right to participate in 

the surplus profits of the company that are remained after paying dividend to the 

ordinary shareholders and preference shareholders at a fixed rate. The preference 

shares which do not have such right to participate in surplus profits are known as 

non-participating preference shares. 

Debentures 

These are document that will form a debt or accept a debit. The debentures 

are issued by company in form of certificate showing indebtedness. These are 

issued under Company's Common Seal and against charge on assets of Company. 

In this the maturity date are mentioned and holders have no right for voting 

against companies. Debentures are of several types: 

(a)  Bearer Debentures 

Such type of debentures is paid to bearer. These are negotiable instruments 

which can be transferred by delivery.  

(b)  Registered Debentures 

These are the debentures which are payable to registered holder whose name 

appears on debentures and in the company. Registered Debentures are transferable 

but have to be registered again. These are non - negotiable instruments. Registered 

debentures contain a commitment to pay the principal sum and interest.  
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 (c)  Secured Debentures 

Debentures that create a change on the assets of the company and are fixed 

or floating in nature are known as Secured Debentures. The term "bonds" and 

"debentures" (secured) are used interchangeably in common parlance.  

 (d)  Unsecured or Naked Debentures 

These are the debentures which are allotted without any charge on assets 

where the holders are unsecured creditors which see company for recovery of 

debt.  

(e)  Redeemable Debentures 

Normally debentures are issued on the condition that they shall be redeemed 

after a certain period. They can, however, be reissued after redemption. Such 

debentures are termed as Redeemable debentures. 

 

(f)  Perpetual Debentures 

Irredeemable debentures are called as Perpetual Debentures. They cannot be 

issued in India at present.  

(g)  Convertible Debentures 

Debentures issued with an option to convert into equity shares at the stated 

rate of exchange after a specified period are called Convertible debentures.  

 (h)  Participating Debentures 

They are unsecured corporate debt securities which participate in the profits 

of the company. They might find investors if issued by existing dividend paying 

companies.   

(i)  Zero-Coupon Convertible Note 

A zero-coupon convertible note can be converted into shares. If choice is 

exercised, investors give up all accumulated and unpaid interest.  

(j)  Secured Premium Notes (SPN) with Detachable Warrants 

SPN, which is issued along with a detachable warrant, is redeemable after a 

notice period, approximately four to seven years. The warrants attached to it 

ensure the holder right to apply and get allotted equity shares, provided the SPN is 

fully paid.  
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(k)  Floating Rate Bonds 

The rate on the floating Rate Bond is linked to a benchmark interest rate like 

the prime rate in USA or LIBOR in Eurocurrency market. The State Bank of 

India's floating rate bond was linked to maximum interest on term deposits which 

was 10 percent. 

 

Check your progress 5 

1. Equity Shareholders are also called as __________ of the company. 

a. Preference shares  

b. Residual owners 

c. Cumulative preference shares  

d. Redeemable preference shares 

 

1.7   Let Us Sum Up 

In this unit we have learnt that financial system carries four major 

components which are Financial Institutions, Financial Markets, Financial 

Services and Financial Instruments. It is seen that financial markets and financial 

Institutions facilitate the functioning of Financial System with the use of financial 

instruments. Further, it is seen that financial services are services which ensure 

smooth flow of financial activities in economy. These services fulfil the needs of 

financial institutions, financial markets and financial instruments that serve as 

individual and institutional investors.  

It is noted that financial services plays an important role in economic 

development of country thereby increasing the GDP share of country. It is 

efficient and will regulate financial sector which leads to efficient transformation 

of savings into investment making the resources to be deployed towards activities 

giving high returns. In a study it is seen that financial instruments are legal 

documents which have monetary value and are classified on basis of financial 

market i.e., Money market instruments and capital market instruments. 

It is found that money market instruments are short term instruments which 

have maturity period of one year and are not traded on exchanges. This can be 

Call money, Treasury Bills (T Bills), Certificates of Deposits (CDs), Commercial 
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Paper (CPs), Commercial Bills, Repos, etc. Capital market instruments are long 

term instruments that are traded on exchanges. These include Equity and 

preference shares, debentures, etc. New instruments such as debentures bundled 

with warrants, participating preference shares, zero-coupon bonds, secured 

premium notes, etc. are also categorised under capital market instruments. 

 

1.8    Answers for Check Your Progress 

Check your progress 1 

Answers: (1-b) 

Check your progress 2 

Answers: (1-d) 

Check your progress 3 

Answers: (1-c)  

Check your progress 4 

Answers: (1-a) 

Check your progress 5 

Answers: (1-b) 

 

1.9    Glossary 

1. Financial system - System involving various financial activities.  

2. Financial Services Sector - It is a domain where all financial services exist 

that can be banking, insurance, stock broking etc.  

3. Money market - It is a market where liquid and short-term borrowing and 

lending takes place.  

4. Capital market - It is a market for debt or equity, where business 

enterprises and government raises long-term funds. 
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1.10    Assignment  

Discuss the significance of financial services. 

 

1.11   Activities   

Discuss the types of preference shares. 

 

1.12    Case Study 

Classify the financial instruments on the basis of financial market. Explain 

in detail. 

 

1.13  Further Readings   

1. Indian Financial System, M. Y. Khan, Vikas Publishing House. 

2. Management of Indian Financial Institutions, R.M. Srivastava, Himalaya 

Publishing House. 

3. Monetary Economics, Suraj B. Gupta, S. Chand & Company. 

4. Financial Markets and Institutions, L. M. Bhole, Tata McGraw Hill. 

5. Financial Markets and Services, Gordan and Natrajan, Himalaya Publishing 

House. 
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UNIT 2:        FINANCIAL  MARKETS 

Unit Structure 

2.0 Learning Objectives  

2.1 Introduction 

2.2 Introduction to Financial Markets 

2.3 Classification of Financial Markets 

2.4 Stock Exchanges 

2.5 Debts Instruments 

2.6 Let Us Sum Up 

2.7 Answers for Check Your Progress 

2.8 Glossary  

2.9 Assignment  

2.10 Activities  

2.11 Case Study 

2.12 Further Readings  

 

2.0   Learning Objectives 

After learning this unit, you will be able to understand: 

 Working of Stock Exchanges. 

 Various Instruments In Financial Markets. 
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2.1   Introduction 

Financial Market is a mechanism that facilitates buying and selling of 

financial securities. They can be domestic or international. Financial markets 

facilitate the raising of funds or the investment of assets. Participants in the 

financial markets are borrowers (issuers of securities), lenders (buyers of 

securities), financial intermediaries (buyers and issuers of securities and other debt 

obligations) and brokers. The term financial market, therefore, encompasses the 

participants and their dealings in particular financial claims or groups of claims 

and the manner in which their demands and requirements interact to set a price for 

such claims (the interest rate). 

  

2.2   Introduction to Financial Markets 

The economic function of financial markets is to make available the 

channels for transferring the excess funds of surplus units (lenders) to deficit units 

(borrowers).In other words, financial markets constitute the system that connects 

surplus and deficit units, providing the means for surplus units to finance deficit 

units either directly or indirectly through financial intermediaries. Nevertheless, 

financial markets provide surplus and deficit units with further options. Surplus 

units could buy primary or indirect securities or lessen their debt by buying out 

their own outstanding securities. Deficit units, in contrast, could issue securities or 

get rid of some financial assets that are purchased in the past. 

 

Check your progress 1 

1. The economic function of financial markets is to make unavailable the 

channels for transferring the excess funds of surplus units to deficit units. 

a. True 

b. False 
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2.3   Classification of Financial Markets 

Financial markets are classified mainly on the basis of Issue and on the basis 

of characteristic of market or instruments used. The detailed explanation of these 

two factors is as follows: 

On basis of Issue 

1.  Primary Market 

The market for the issue of new securities to borrow money for consumption 

or investment purposes is referred to as the primary market. Example of primary 

market transaction is as follows. When companies make Initial Public Offerings 

(IPO's), shares are directly issued by them to the investors. Thus, primary markets 

are also called as new issue markets. 

 

2.  Secondary Market  

Secondary market is the term used for the markets in which previously 

issued financial claims are traded. Example of secondary market transaction is 

when one investor buys shares from another investor and not from the company 

that originally issued the shares. A secondary market is popularly called as stock 

market. 

An active secondary market in securities is vital for several reasons. Firstly, 

it assists the primary market i.e., it increases the ease with which issuers may 

place securities, by providing investors with the promise that they will be able to 

dispose of securities if they wish to. Secondly, a secondary market provides the 

basis for determining the rates to be offered on new issues. In the third place, it 

records the ever changing market conditions quickly, indicating the openness of 

the market to new primary issues. Fourthly, a dynamic secondary market makes it 

possible for investors to quickly amend their portfolios in terms of size, risk, 

return, liquidity and maturity. Finally, it makes it possible for the central bank to 

purchase and sell securities with the purpose of having control over the liquidity 

in the financial markets (open-market operations). Secondary market includes: 

 Stock Market -Trading of Securities or shares or stock on stock exchanges 

is called the stock market. In other words, a stock market is a market for the 

trading of publicly held company stocks or shares and associated financial 

instruments (including stock options, convertibles and stock index futures). 

Traditionally such markets were open-outcry where trading occurred on the 

floor of an exchange. These days, increasingly, the markets are cyber-
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markets with buying and selling occurring via online real-time matching of 

orders placed by buyers and sellers. This is also known as electronic trading. 

Companies have to meet the requirements of the exchange in order to have 

their offerings listed and traded therein.  

 Spot Market - Spot market, also known as cash market, is a place where 

financial instruments are traded and settled immediately. If, however, the 

instrument is traded today for settlement in approximately two weeks, it is a 

forward transaction. Spot market can be of both types- an organised market, 

an exchange or OTC. 

 Derivatives Market - It is a market where exchange of derivatives such as 

types of securities whose price is derived from particular assets and value is 

determined by up-down happens. The Derivatives can be: 

o Future Contracts 

o Forward Contracts 

o Options 

o Swaps 

o Credit 

 

On basis of Characteristics of Market or Instruments 

1.  On the basis of Term to Maturity of Instruments 

Financial markets can be classified on the basis of term to maturity of the 

instrument, that is, the time within which the issuer has to redeem (repay) the 

funds to the lender. In some cases, funds are repaid within a short time whereas in 

other cases, a long period elapses before the funds are repaid. On this basis, 

financial markets are split into money market and capital market. 

The money market is a market for short-term securities where securities are 

repaid within a short period of time, usually within a year. The capital market is 

the market for long-term securities where securities are redeemed after a long 

period, usually exceeding one year. 

2.  On the basis of Nature of Instrument 

We find a variety of financial instruments in financial markets. Broadly, 

they include ownership instruments, debt instruments and derivative instruments. 

There is a different market for trading in each of these types of instruments, 

namely the equity market, debt market and derivative market. 
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The equity market is a market for equities or ownership instruments. 

Ownership of a company is offered through issue of shares of the company and a 

person who purchases shares of the company becomes shareholder of the 

company. The shareholders are rightly termed as owners of the company. 

The debt market is a market for debt instruments. Debt instruments are 

contracts that either create or acknowledge debt. Debt instruments obligate the 

issuer to pay to the lender, interest at an agreed rate, at regular intervals and return 

the principal amount on an agreed date. 

The derivative market is a market for derivative instruments. Derivatives are 

financial contracts whose values are derived from the value of an underlying asset. 

The underlying assets may be financial instruments, commodities or stock market 

indices.  

3.  On the basis of Nature of Settlement 

Financial markets are also classified on the basis of the time taken to settle 

the contract. In some contracts, the 'product' is delivered immediately, whereas in 

some other contracts the product is delivered at a future date. The 'products', in 

this context, refer to financial instruments. On this basis, we have spot market, 

forward market and futures market. 

In the spot market, the transactions are settled 'on the spot'. The closing of 

the transaction and the delivery of the products take place simultaneously or 

within a short-term time span prescribed by the specific market. As the 'product' is 

delivered within a short time, the level of uncertainty and risk is very less.  

In a forward contract, two parties agree to settle a trade at a future date, for a 

stated price and quantity. In forward markets, the settlement of the transaction and 

the delivery of products is agreed to be made in the future. Due to the time lapse 

between the closing and the settlement of the transaction, the risk that one of the 

parties might not be able to deliver at the settlement date is higher than in the spot 

market.  

The futures market is similar to the forward market; except for two major 

differences: (i) the terms of the contract are standardized and (ii) the entire 

transaction is routed through a specialised institution, the futures exchange.  

4.  On the basis of Nature of Transaction 

An investor can acquire a financial instrument directly from the issuer or 

purchase it from another investor. Based on this difference, financial markets are 
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classified into primary and secondary markets. Both these markets are discussed 

in detail at the beginning of this unit. 

 

Check your progress 2 

1. The primary market is also known as: 

a. new issue market 

b. stock market 

c. electronic trading market 

d. none of above 

 

2.4   Stock Exchanges 

A stock exchange is an organisation of brokers and investment bankers 

which has the purpose of providing the facilities for trade of company stocks and 

other financial instruments. Stock exchanges also provide facilities for the issue 

and redemption of securities as well as other financial instruments and capital 

events including the payment of income and dividends. The securities that are 

traded on a stock exchange include shares issued by companies, unit trusts, 

derivatives, pooled investment products and bonds. 

To be able to trade a security on a certain stock exchange, it has to be listed 

there. Trade on an exchange is by members only. There is, usually, no compulsion 

to issue stock via the stock exchange itself nor must stock be subsequently traded 

on the exchange. Such trading is said to be off exchange or over-the-counter. This 

is the usual way that derivatives and bonds are traded. Increasingly, stock 

exchanges are part of a global market for securities. 

The Securities Contracts (Regulation) Act is the basis for operations of the 

stock exchanges in India. No exchange can operate legally without the 

government permission or recognition. Stock exchanges are given monopoly in 

certain areas under Section 19 of the above Act to ensure that the control and 

regulation are facilitated. Recognition can be granted to a stock exchange, 

provided certain conditions are satisfied and the necessary information is supplied 

to the government. Recognition can also be withdrawn, if necessary. Where there 

are no stock exchanges, the government can license some of the brokers (licensed 

dealers) to perform the functions of a stock exchange in its absence. 
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Business transacted in stock exchange consists of four stages: 

 Placing an order with a broker: A client places his order with a stock 

broker who alone is entitled to transact business in a stock exchange either 

to buy or to sell the shares of a company at fixed prices or at best market 

prices. 

 Execution of the order: The broker or his authorised clerk will execute the 

order and the same will appear in the Stock Exchange Daily Official List 

which will include the number and price of shares which exchanged hands. 

 Reporting the deal to the client: As soon as the deal is transacted, the 

brokers send a contract note to clients giving details of the security bought 

or sold the price, the broker's commission, etc. 

 Settlement of transactions: There are two methods of settlement of 

transactions. In the case of ready delivery (or cash) transactions, payment 

has to be made immediately on the transfer of the securities or within a 

period of one to seven days. In the case of forward delivery contracts, the 

settlement is made on a fixed day it is generally fortnightly, though in some 

stock exchanges like Chennai, it is weekly. In the case of forward delivery, 

there is a system of carry-over i.e., postponement of delivery or payment 

involving a payment by one to another. This system of carry-over provides 

great scope for speculation in the forward market. 

 

Check your progress 3 

1. The securities that are traded on stock exchange will include shares that are 

issued by: 

a. companies                                              c. colleges 

b. school                                                    d. all of these 

 

2.5   Debts Instruments 

Debt instrument is written document containing legal obligation that enables 

the issuing party to raise funds by promising to repay a lender in accordance with 

terms of a contract. In simple terms, it is a written promise to repay debt. 

Businesses use debt instruments to raise funds. Businesses that seek to raise 

capital have two choices: either selling equity as shares or raising debt. Businesses 
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that have been certified to create debt instruments can then create bonds or notes 

and "sell" them to investors, who then loan money to the business that will be paid 

back after a specific term, along with accumulated interest.  

Most debt instruments, especially bonds and notes, can be traded among 

various investors. This means that one investor can purchase a bond from a 

business and then sell it to another investor. ‘How much the debt instrument sells 

for’ depends on how likely the company is to fulfil its debt obligation at the end of 

the term and how high the interest rate on the instrument is. The various types of 

debt instruments available in market are listed as under: 
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Check your progress 4 

1. The use of debt instruments is to: 

a. adjust the price of product                          c. offer stock price 

b. raise funds                                                 d. all of above 

 

2.6   Let Us Sum Up 

In this unit we have learnt that financial market is an area where trading of 

financial securities are performed that can be either domestic or international. It 

allows rising of funds or investment of assets and the participants in this are 

borrowers, lenders, financial intermediaries and brokers. It is known that financial 

markets are categorised based on issue and characteristic of market or instruments 

applied. In case of issue, financial markets serve as Primary and Secondary 

markets.  

The stock market is a place where securities or shares or stock on stock 

exchanges are traded. Also, the spot market known as cash market is a place 

where financial instruments are traded and settled immediately. It is found that 

derivatives market is such type of market where exchange of derivatives takes 

place. It is seen that derivatives are type of securities whose price are derived from 

underlying assets that can be commodity, bond, stock, or currency, etc., which are 

categorised as Future Contracts, Forward Contracts, Options, Swaps and Credit 

Derivatives.  

It is studied that capital market is a market for long-term loans and equity 

capital. In this, companies and government can raise funds for long-term 

investments which include stock market, equity market and bond market. Money 

market is a market which issues and trade short-term instruments where maturity 

is of less than one year. It is the most informal market and does not use screen or 

electronic trading at this stage. Foreign exchange market is the generic term for 

the worldwide institutions that exist to exchange or trade the currencies of 

different countries. It is also called as "forex". It is the largest financial market in 

the world, with a volume of about $2 trillion a day. 

A stock exchange is an organisation of brokers and investment bankers 

which has the purpose of providing the facilities for trade of company stocks and 

other financial instruments. The securities traded on a stock exchange include 

shares issued by companies, unit trusts, derivatives, pooled investment products 
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and bonds. To be able to trade a security on a certain stock exchange, it has to be 

listed there. Trade on an exchange is by members only. Debt instrument is written 

promise to repay debt. It enables the issuing party to raise funds by promising to 

repay a lender in accordance with terms of a contract. Businesses use debt 

instruments to raise funds. The various types of debt instruments available in 

market are Government Securities, Public Sector Bonds and Private Sector Bonds. 

 

2.7   Answers for Check Your Progress 

Check your progress 1 

Answers: (1-a) 

Check your progress 2 

Answers: (1-a) 

Check your progress 3 

Answers: (1-b) 

 

2.8    Glossary 

1. Money market - It is a market where liquid and short-term borrowing and 

lending takes place.  

2. Capital market - It is a market for debt or equity, where business 

enterprises and government raises long-term funds. 

 

2.9    Assignment  

Explain the financial markets on the basis of the characteristics of the 

market and the instrument traded. 

 

2.10    Activities   

Discuss how business is transacted in a stock exchange. 
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2.11    Case Study 

 Write about debt instruments along with detailed description of each type of 

debt instruments. 

 

2.12  Further Readings   

1. Indian Financial System, M. Y. Khan, Vikas Publishing House. 

2. Management of Indian Financial Institutions, R.M. Srivastava, Himalaya 

Publishing House. 

3. Monetary Economics, Suraj B. Gupta, S.Chand & Company. 

4. Financial Markets and Institutions, L. M. Bhole, Tata McGraw Hill. 

5. Financial Markets and Services, Gordan and Natrajan, Himalaya Publishing 

House. 
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Block Summary 

The block detailed about financial system and its related components such 

as Financial Institutions, Financial Markets, Financial Services and Financial 

Instruments that can be useful for you who opts financial domain. The concept of 

financial and money market systems are well explained with features and 

characteristics. The block gives explanation about various financial services and 

activities which works in primary and secondary market.  

This block is helpful for you as it gives clear and concise information on 

financial market, financial instruments and financial securities with detail on 

domestic and international market. The explanation about capital market, money 

market, derivative market and stock market gives awareness to student which will 

help them know about certain financial functions. The concepts about Debit 

instruments and Foreign exchange market will allow you to understand more 

about idea of forex. 
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Block Assignment  

Short Answer Questions 

1. What is financial system? 

2. Explain Stock Market? 

3. What is role of GDP in economy? 

4. What are Treasury bills? 

5. What is Primary and Secondary Market? 

 

Long Answer Questions 

1. Write short note on Equity shares and Preference shares? 

2. Explain the differences between Cumulative and Non-Cumulative 

preference shares? 

3. Write about debt instruments and explain each with examples? 
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Enrolment No.  

1. How many hours did you need for studying the units? 

Unit No 1 2 3 4 

Nos of Hrs     

 

2. Please give your reactions to the following items based on your reading of the 

block:  

 

 

3. Any Other Comments  

………………………………………………………………………………………

………………………………………………………………………………………

………………………………………………………………………………………

………………………………………………………………………………………

………………………………………………………………………………………

………………………………………………………………………………………

………………………………………………………………………………………

………………………………………………………………………………………

………………………………………………………………………………………

……………………………………………………………………………………… 
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ROLE OF SELF INSTRUCTIONAL MATERIAL IN DISTANCE LEARNING 
 

 

The need to plan effective instruction is imperative for a successful 
distance teaching repertoire. This is due to the fact that the instructional 
designer, the tutor, the author (s) and the student are often separated by 
distance and may never meet in person. This is an increasingly common 
scenario in distance education instruction. As much as possible, teaching by 
distance should stimulate the student's intellectual involvement and 
contain all the necessary learning instructional activities that are capable of 
guiding the student through the course objectives. Therefore, the course / 
self-instructional material are completely equipped with everything that 
the syllabus prescribes. 

To ensure effective instruction, a number of instructional design 
ideas are used and these help students to acquire knowledge, intellectual 
skills, motor skills and necessary attitudinal changes. In this respect, 
students' assessment and course evaluation are incorporated in the text. 

The nature of instructional activities used in distance education self- 
instructional materials depends on the domain of learning that they 
reinforce in the text, that is, the cognitive, psychomotor and affective. These 
are further interpreted in the acquisition of knowledge, intellectual skills 
and motor skills. Students may be encouraged to gain, apply and 
communicate (orally or in writing) the knowledge acquired. Intellectual- 
skills objectives may be met by designing instructions that make use of 
students' prior knowledge and experiences in the discourse as the 
foundation on which newly acquired knowledge is built. 

The provision of exercises in the form of assignments, projects and 
tutorial feedback is necessary. Instructional activities that teach motor skills 
need to be graphically demonstrated and the correct practices provided 
during tutorials. Instructional activities for inculcating change in attitude 
and behavior should create interest and demonstrate need and benefits 
gained by adopting the required change. Information on the adoption and 
procedures for practice of new attitudes may then be introduced. 

Teaching and learning at a distance eliminates interactive 
communication cues, such as pauses, intonation and gestures, associated 
with the face-to-face method of teaching. This is particularly so with the 
exclusive use of print media.  Instructional activities built into the 
instructional repertoire provide this missing interaction between the 
student and the teacher. Therefore, the use of instructional activities to 
affect better distance teaching is not optional, but mandatory. 

Our team of successful writers and authors has tried to reduce this. 



 
 

 
Divide and to bring this Self Instructional Material as the best teaching 

and communication tool. Instructional activities are varied in order to assess 
the different facets of the domains of learning. 

Distance education teaching repertoire involves extensive use of self- 
instructional materials, be they print or otherwise. These materials are 
designed to achieve certain pre-determined learning outcomes, namely goals 
and objectives that are contained in an instructional plan. Since the teaching 
process is affected over a distance, there is need to ensure that students actively 
participate in their learning by performing specific tasks that help them to 
understand the relevant concepts. Therefore, a set of exercises is built into the 
teaching repertoire in order to link what students and tutors do in the 
framework of the course outline. These could be in the form of students' 
assignments, a research project or a science practical exercise. Examples of 
instructional activities in distance education are too numerous to list. 
Instructional activities, when used in this context, help to motivate students, 
guide and measure students' performance (continuous assessment) 



 
PREFACE 

We have put in lots of hard work to make this book as user-friendly 
as possible, but we have not sacrificed quality. Experts were involved in 
preparing the materials. However, concepts are explained in easy language 
for you. We have included may tables and examples for easy understanding. 

We sincerely hope this book will help you in every way you expect. 

All the best for your studies from our team! 
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BLOCK 4: FINANCIAL   SERVICES 

MARKETING 

Block Introduction 

Financial service is a broad term and is used by different people to mean 

different things. Broadly, the term financial service is used to refer to the services 

provided by the finance industry. Financial Services are divided into two main 

categories namely fund-based services and non-fund based services. Fund-based 

services refer to activities where funds are provided by the financial service 

provider to its clients. Mutual fund is a trust that combines the savings of a 

number of investors who share a common goal. Advertising is commonly 

understood to communicate a product or service. In this case, it refers to financial 

services. However, it is not correct and complete understanding of the term.  

In this block, you will get knowledge about financial services and its related 

industry involved with it that can be of fund-based services and non-fund based 

services. The concept of mutual funds with open–end and closed ended categories 

are well explained with features and characteristics. The block will detail about 

financial system in India with involvement of independent regulators in areas of 

banking, insurance, mortgage and capital market are detailed.  

After studying this block, you will be able to understand correctly about 

various promotional strategies involved with product marketing and concepts in 

modern marketing theory. The concept of marketing communication through 

Advertising, Publicity, Sales Promotion, Person-to-person communication gives 

knowledge to student which will help them know about fundamental of marketing 

mix. The concepts about marketing research with knowledge on identification, 

collection, analysis and dissemination of information makes you to understand 

more about marketing fundamentals. 

 

Block Objective  

After learning this block, you will be able to understand: 

 Financial service. 

 Fund-based services. 

 Open-end and Closed-end Mutual funds- concept. 
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 Leasing. 

 Features of Underwriting. 

 Marketing in financial sector. 

 Activities related to Marketing mix. 

 

Block Structure 

Unit 1: Financial Services Types 

Unit 2: Introduction to Marketing of Financial Services 
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UNIT 1:        FINANCIAL   SERVICES   TYPES 

Unit Structure 

1.0 Learning Objectives  

1.1 Introduction 

1.2 Types of Financial Services 

1.3 Mutual Funds 

1.4 Hiring Capital 

1.5 Venture Capital 

1.6 Leasing 

1.7 Insurance 

1.8 Factoring 

1.9 Underwriting 

1.10 Merchant Banking 

1.11 Let Us Sum Up 

1.12 Answers for Check Your Progress 

1.13 Glossary  

1.14 Assignment  

1.15 Activities  

1.16 Case Study 

1.17 Further Readings  

 

1.0   Learning Objectives 

After learning this unit, you will be able to understand: 

 Various financial services. 

 Meaning of venture capital and hiring capital. 

 Concept of leasing. 

 Characteristics of merchant banking. 
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1.1   Introduction 

Financial service is a broad term and is used by different people to mean 

different things. Broadly, the term financial service is used to refer to the services 

provided by the finance industry. Financial services is also the term used to 

describe organisations that deal with the management of money and includes 

merchant banks, credit card companies, consumer finance companies, government 

sponsored enterprises and stock brokerages. 

Thus, financial services include a range of services of a financial nature, 

including banking, securities, insurance, leasing, mutual funds, investment, risk 

management, measurement, stock broking and many other services that are 

needed to ensure a vibrant economy. 

 

1.2   Types of Financial Services 

 Financial Services are divided into two main categories namely fund-based 

services and non-fund based services. Fund-based services refer to activities 

where funds are provided by the financial service provider to its clients. These 

services include banking, accepting bills of exchange, discounting bills of 

exchange, leasing, hire purchase factoring, forfeiting, purchase order financing 

and microfinance. Non-fund based services refer to advisory services which 

does not involve providing funds. These services are varied and include merchant 

banking, capital restructuring services, credit syndication, issue management, 

private placement, portfolio management, working capital finance, foreign 

investment, etc. 

 

Check your progress 1 

1. Fund-based services includes: 

a. banking 

b. bills of exchange 

c. both a and b 

d. none of above 
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1.3   Mutual Funds 

Mutual fund is a trust that combines the savings of a number of investors 

who share a common goal. They are financial intermediaries which collect the 

savings of investors and invest them in a large and well diversified portfolio of 

securities such as money market instruments, corporate and Government bonds 

and equity shares of joint stock companies. Mutual funds provide an opportunity 

for small investors to invest in the capital market. Since small investors generally 

do not have adequate time, knowledge, experience and resources for directly 

accessing the capital market, they have to rely on an intermediary which 

undertakes informed investment decisions and provides the consequential benefits 

of professional expertise.  

Mutual funds are governed by the SEBI, (Mutual Funds) Regulations, 

1993.They protect the interests of investors and act as a supervisory body. There 

are two major categories of mutual funds: 

 Open-end mutual funds 

 Closed-end mutual funds 

Closed-end mutual funds are the mutual funds where Investment Company 

cannot sell share units after its initial offering. Its growth in terms of the number 

of share is limited. The shares are issued like the new issues of any other 

company, listed and quoted on a stock exchange. The shares of closed –end funds 

are not redeemable at their NAV as in the case of open-end funds.  

Open –end mutual funds are mutual funds which do not have a fixed 

capitalisation. It sells its shares to the investing public, whenever it can, at their 

Net Asset Value per share (NAV) and stands ready to repurchase the same 

directly from the investing public at the net asset value per share. Examples are 

UTIs Unit 64, Kothari Pioneer, Prima and LIC Schemes. 

Apart from the above classification, the mutual funds are also classified as under: 

 Equity funds 

 Growth funds 

 Income funds 

 Real estate funds 

 Offshore funds 

 Leveraged funds 

Financial 

Services 
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 Hedge funds 

The above mentioned schemes are listed on the stock exchange for dealings in the 

secondary market. 

 

Check your progress 2 

1. Mutual funds can be: 

a. Equity funds                                           c. Income funds 

b. Growth funds                                         d. All of above 

 

1.4   Hiring Capital 

The acquisition of assets, particularly   the costly capital equipment, is a 

huge commitment for a lot of businesses. Careful planning is required to fund 

these kinds of assets. Instead of using cash to buy the asset outright, it usually 

makes sense for businesses to find other means of distributing the expenditure of 

acquiring an asset, to match with the time of revenue generation of the business. 

The most widespread sources of medium term finance for investment in capital 

assets are Hire Purchase and Leasing. Leasing and Hire Purchase are financial 

facilities that facilitate a business to use an asset over a predefined period, in 

return for regular payments. The business customer selects the equipment it needs 

and the finance company makes the purchase on behalf of the business.  

According to the International Finance Corporation (IFC), hire purchase is a 

hybrid instrument that provides an alternative to bank financing for purchasing an 

asset. A hire purchase involves, in essence, the purchase of an asset on the 

understanding that the purchaser (called the hirer) will pay in equal periodic 

instalments spread over a length of time. This service is usually used for financing 

consumer durables. Now-a-days, it is more popular with automobile financing 

business. Leasing and hire purchase have emerged as a supplementary source of 

intermediate to long-term finance. These services are provided mainly by non-

banking financial companies, financial institutions and other organisations. 
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Check your progress 3 

1. Hire Purchase relates to: 

a. financial facilities 

b. economic facilities 

c. market facilities  

d. none of above 

 

1.5   Venture Capital 

Venture Capital is defined as the organised financing of relatively new 

enterprises to achieve substantial capital gains. Venture capital financing is one of 

the more recent candidates into the capital market. There is significant scope for 

them in the context of emergence of technocrat entrepreneurs who have technical 

competence and expertise but lack capital. Financial institutions generally insist 

on greater promoter contribution to investment financing, in which case, the 

technocrat entrepreneurs need the support of venture capital companies. The 

importance of venture capital companies is to give commercial support to new 

ideas and for the introduction and adaptation of new technologies. There is a high 

degree of risk involved in venture capital financing. 

The three primary characteristics of venture capital funds which make them 

suitable as a source of finance: 

 It is equity or quasi equity investment. 

 It is long-term investment. 

 It is an active form of investment. 

 

Check your progress 4 

1. Venture Capital is related to: 

a. equity investment 

b. short investment 

c. in active form of investment 

d. all of above 
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1.6   Leasing 

 'Lease' has the similar meaning of 'letting, renting and hiring'. Before the 

advent of lease in US, 'lease' had been used to refer to 'letting, renting and hiring' 

of residences or offices and also used in the same meaning today. Thus lease, the 

new way to acquire equipment, is distinguished from 'letting, renting and hiring 

(also lease)' and called finance lease (or financial lease). 

 A lease or tenancy is the right to use or occupy personal property or real 

property given by a lessor/landlord to another person (usually called the lessee or 

tenant) for a fixed or indefinite period of time, whereby the lessee obtains 

exclusive possession of the property in return for paying the lessor a fixed or 

determinable consideration (payment). 

 According to International Finance Corporation (IFC) that published a study 

about Leasing in Emerging Markets in 1996, financial leasing is defined as a 

“contractual arrangement that allows one party (the lessee) to use an asset owned 

by the leasing company (the lessor) in exchange for specified periodic payments. 

These payments generally recover the total cost of purchasing the asset borne by 

the lessor plus interests and a margin of profit. The lessee is responsible for the 

maintenance and the obsolescence of the asset. At the end of the leasing period, 

the lessee has the right to buy the asset for a nominal fee”. 

 Leasing in its simplest form is a means of delivering finance, with leasing 

broadly defined as “a contract between two parties where one party (the lessor) 

provides an asset for usage to another party (the lessee) for a specified period of 

time, in return for specified payments”. Leasing, in effect, separates the legal 

ownership of an asset from the economic use of that asset.  

 Leasing is a medium-term financial instrument for the procurement of 

machinery, equipment, vehicles and/or properties. Leasing provides financing of 

assets such as equipment, vehicles rather than direct capital. Leasing institutions 

(lessor) such as banks, leasing companies, insurance companies, equipment 

producers or suppliers and nonblank financial institutions purchase the equipment, 

usually as selected by the lessee, providing the equipment for a set period of time 

to businesses. For the duration of the lease, the lessee makes periodic payments to 

the lessor at an agreed rate of interest. At the end of the lease period, the 

equipment is either transferred to the ownership of the business, returned to the 

lessor, discarded or sold to a third party. Under financial leasing, the lessee 

typically acquires or retains the asset. 
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There are many types of lease agreements like  

1. Financial Leasing 

2. Operating Leasing 

3. Sale and Lease back 

4. Leveraged leasing 

5. Direct leasing 

Financial Leasing: It is a long-term, non-cancellable lease contract which carries 

condition whereby lessor agrees to transfer title for asset at end of lease period at 

nominal cost.  

Operating Leasing: It is similar to financial lease which gives right to lessee to 

use asset. In this, the lessor is responsible for upkeep and maintenance of asset.  

Sale and Lease back: It is a sub-part of finance lease in which an owner of an 

asset sells asset to party who will in turn leases back same asset to owner in 

consideration of lease rentals.  

Leveraged leasing: It is an arrangement where a third party is involved beside 

lessor and lessee. In this, the lessor borrows part of purchase cost of asset from 

third party as security against loan. Here, the lender is paid off from lease rentals 

directly by lessee and surplus after meeting claims of lender which goes to the 

lessor.  

Direct leasing: It is a type of firm which acquires right to use asset from 

manufacturer directly. In this case the ownership of an asset is leased out which 

remains with the manufacturer itself.  

For businesses, leasing property may have significant financial benefits. There are 

several extolled advantages of acquiring capital assets on lease: 

1.   Saving of Capital 

 Leasing covers complete cost of equipment which is used in business 

against 100% finance. Here, the lessee will not provide or pay any margin money 

since there was no down payment. It is found that leasing is less capital-intensive 

as compared to purchasing, so if business has constraints on its capital; it grows 

fast by leasing property as compared to by purchasing property out rightly.  
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2.   Flexibility and Convenience 

 The lease agreement can be designed as per lease period and lease rentals 

depend on the convenience and requirements of lessees. At the end of the lease 

term, you will have the option of purchasing the equipment, re-leasing the 

equipment or simply returning the equipment to the lessor. 

3.   Planning Cash Flows 

 Leasing enables the lessee to plan its cash flows properly. The rentals can be 

paid out of the cash coming into the business from the use of the same assets. 

4.   Improvement in Liquidity 

 Leasing conserves your working capital by requiring only a minimum initial 

outlay of cash, usually just the first and last payment. This frees your working 

capital for other profit generating activities or investments. Leasing also enables 

the lessee to improve their liquidity position by adopting the sale and lease back 

technique. 

5.   Tax Savings 

 Depreciation of capital assets with respect to tax and financials are different 

from ordinary business expenses. In case of amendments in tax laws, the 

depreciation advantage of ownership is far less attractive when compared to 

leasing. Profitability is derived from the use of the equipment not the ownership. 

6.   Mitigation of Risks 

 case of steady growth in property market, a business which relies on leased 

property gets sacrificed capital gains.  

7.   Encourages Entrepreneurship 

 In case of investments carried by leasing, new businesses are framed. In 

some cases a lease may be the only practical option; such as for a small business 

that wishes to find in large office building inside location parameters.  

8.   No Obsolete Equipment 

 It is found that leasing affords opportunity of add-on, upgrade or replace 

unused equipment. It seems that flexibility serves as one of the greatest benefits of 

leasing, so there will be no need to stick with old and out-of-date equipment. 

9. Appearance on the Balance sheet  

 Leasing may improve such financial indicators as debt-to-equity and 

earnings-to-fixed-assets ratios. The improvement occurs if leased assets and the 
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rental obligations are excluded from your balance sheet but the earnings the assets 

produce (net of rent expenses) should be included on your income statement. The 

actual benefit of the improved indicators may be negligible, since careful lenders 

will likely equate the lease commitments with long-term debt obligations. Current 

accounting rules have also eroded this benefit by requiring you to report on your 

balance sheet assets leased under many financial leases. 

Even though leasing might prove to be advantageous in many respects, it can have 

significant drawbacks such as: 

1.   No Ownership 

 The drawback of leasing is that the asset will never get purchased. The 

ownership of asset remains with leasing company during and after the lease. The 

only exception being if an arrangement for it to be sold to another company or 

person is made, in which case the leasing company would receive the money and 

a percentage would be passed back to you. 

 It is found that lease payments will normally do not ascertain any ownership 

right in leased equipment. So at the end of lease, the assets get tangible in order to 

have for payments.   

2.  High Overall cost  

 Since leasing allows avoiding paying huge single payment, so over a long 

period of time, it generally turns out to be expensive. The main drawback of 

leasing is that the costs over the life of the asset are usually going to be higher 

than the outright purchase of the asset. The rental payments compensate the lessor 

not only for acquisition and financing costs, but for the lessor's retained risk of 

continuing ownership as well. Payment for the insurance and taxes on the asset 

increases the instalment payments and overall cost of the equipment. 

3.  Maintenance 

 Since the equipment what you have leased out is not owned by you, so still 

the responsible of its maintenance and repair will depend on you. Unless you have 

specifically trained employees to fix the equipment, then this could prove very 

costly in the event of a serious fault. It is found that certain leasing companies 

covers maintenance and repair costs, which in-turn increase monthly expenditure 

which saves money in longer run.  
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4.  Difficult to Terminate Leases 

 If circumstances dictate that a business must change its operations 

significantly, it may be expensive or otherwise difficult to terminate a lease before 

the end of the term. In some cases, a business may be able to sublet property no 

longer required, but this may not recoup the costs of the original lease and in any 

event, usually requires the consent of the original lessor.  

5.  Escalation of Lease Rentals 

 If the business is successful, lessor may demand higher rental payments 

when leases come up for renewal.  

6.  Loss of Tax Benefits 

 Assuming that the income tax authorities do not re-characterise your lease 

as a purchase for tax purposes, a potential disadvantage of leasing is losing the tax 

benefits of depreciation deductions that come with ownership. This disadvantage 

may be insignificant, however, if the "lost" benefits are offset by your ability to 

deduct your rental payments or if you have insufficient income or tax liability to 

be offset by the lost deductions and credits. 

7.  Commitment to Property  

Once you sign a lease agreement, you are generally committed to making 

payments for the entire lease period even if you stop using the property. Most 

equipment leases are either non-cancellable or impose a stiff penalty for early 

termination. 

 

Check your progress 5 

1. Leasing is related to procurement of: 

a. machinery                                             c. vehicles 

b. equipment                                            d. all above 
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1.7   Insurance 

Insurance is the shield against losses. It is the most preferable method of 

handling risks and hence, is also called as „risk cover‟. Risk is nothing but an 

uncertainty of occurrence of a loss viz. loss of lives, accidents causing permanent 

disability, loss of houses due to floods, etc.  

Insurance is a contract between two parties – the insurer (the insurance 

company) and the insured (the person or entity seeking the cover) – wherein the 

insurer agrees to pay the insured for financial losses out of any unforeseen events 

in return for a regular payment of “premium”. In insurance, the actual loss is 

substituted by average loss by spreading the losses of unfortunate few over the 

entire group. This is a financial service wherein the insured is re-established to his 

or her approximate financial position prior to the occurrence of loss. Thus, 

insurance provides a unique sense of security that no other form of investment 

provides.  

Insurance is an attractive investment option as well. These products 

capitulate more as compared to regular investment options.  

However, before opening up this sector for the private players, an 

autonomous insurance regulator was set up in 2000. The „Insurance Regulatory 

and Development Authority‟ has extensive powers to oversee the insurance 

business and regulate it in a manner so as to safeguard the interest of the insured. 

 

Check your progress 6 

1. Which is not part of risk? 

a. lives 

b. permanent disability 

c. cheque book 

d. houses due to floods, etc. 
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1.8   Factoring 

Factoring service caters to the requirements of the Indian Industries in the 

changed business environment. Its origin can be traced back to the fifteenth 

century. England and France used the services of specialised agents for exporting 

goods to their colonies. These agents later came to be known as factoring 

organisations.  

Factoring is an arrangement between the financial institution or banks 

(factor) and the business concern (the supplier) which provides goods or services 

to its customers on credit, wherein the factor buys out clients (suppliers) book 

debts.  

Factoring is a financing tool that allows a client to get the invoices paid in as 

little as two days. It provides the client with the necessary capital to operate the 

business, pay suppliers and grow. However, factoring is not a business loan. To be 

more precise, factoring involves selling your invoices at a discount for immediate 

cash. The factoring company waits to get paid, while you get immediate use of the 

funds. Factoring works as follows: 

 The businessman delivers goods or services and invoice for them.  

 The businessman sells the invoice to the factor. They give you the first 

installment of 70 per cent to 90 per cent of your invoice. This is called the 

advance.  

 The businessman gets immediate funds to run the business. 

 Once the customer pays the factoring company, the businessman gets the 

second installment (of 10 per cent to 30 per cent) and is charged a small fee 

for the transaction. This is called the rebate.  

Although, receivable factoring costs differ and they are based on transaction 

size and timing, the average cost of a transaction is usually between 1.5 per cent 

and 3 per cent of the invoice.  

One major advantage of factoring is that it is easier to obtain factoring than 

a business loan.  Moreover, the factoring company can set the financing line in a 

week. The major requirement for approval of factoring is to do the business with 

credit worthy clients. 

In 1990, RBI issued guidelines for factoring services to provide these 

services with a statutory framework. Banks are permitted to invest in factoring 

companies to a certain limit but they cannot act as promoters of such companies. 
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Investment of a bank in the shares of factoring companies including its factoring 

subsidiary cannot exceed in the aggregate 10% of the paid-up capital and reserve 

of the bank. 

 

Check your progress 7 

1. The idea of factoring is: 

a. selling of invoices for cash 

b. making invoices for travel 

c. issuing invoices for insurance 

d. all of above 

 

1.9   Underwriting 

With underwriting, we mean the process which large financial service 

provider such as bank, insurer and investment house uses to assess eligibility of 

customer to receive their products. There are various forms of underwriting: 

Securities Underwriting 

Securities underwriting is basically a procedure by which investment banks 

raises investment capital from investors on behalf of corporations and 

governments that issues securities. In such case, the underwriters will make their 

income from price difference that exists between price paid by issuer and amount 

collected from investors who buy portions of offering. 

 Bank Underwriting 

Banking underwriting is credit analysis which is applied before issuing loan, 

based on credit information furnished by borrower which includes employment 

history, salary and financial statements with lender's evaluation of the borrower's 

credit with its needs and ability. Bank underwriting of corporate securities is 

carried out through separate holding-company affiliates, called securities 

affiliates. 

Insurance Underwriting 

Insurance underwriters will initially analyse risk and exposures of potential 

clients. The underwriting measures risk exposure and find premium that is 

required to be charged to insure risk. The idea of underwriter here is to acquire or 
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write business which makes insurance company money and protect company's 

book of business from risks which involves loss. 

 

Check your progress 8 

1. Underwriting, we mean the process which large financial service_________. 

a. institutions assessing eligibility of customer for product 

b. assessing for loan 

c. assessing for purchase of gold 

d. none of above 

 

1.10  Merchant Banking 

 Merchant banking is defined as an activity that includes corporate finance 

activities, such as advice on complex financings, merger and acquisition advice 

and at times direct equity investments in companies. Merchant banking is a 

service-oriented industry. They render various services in relation to promotion 

and operation of industrial projects, flotation of new companies and preparation, 

planning and execution of new projects for which guidance and advice must be 

offered. 

 Merchant banking is the business of money. Its primary purpose is to link 

users of capital with providers of capital and seeking optimum financial efficiency 

for both. It is the intermediary channel through which capital is distributed 

efficiently and exchanged effectively. As such, merchant banking claims to be a 

critical mechanism for facilitating the resource allocation decisions that 

characterise the free market system.  

The functions of merchant banks are flexible and client oriented. They 

provide following services:  

1.  Capital Restructuring Services 

 The basic objective behind capital restructuring is to enable projects to 

achieve their maximum potential through effective capital structures and suggest 

various strategies to widen and restructure the capital base. It is also focused on 

diversifying operations and implementing schemes for amalgamations or merger 

or change in the status of business. Capital restructuring services are intended to 
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provide specialised advice on strengthening, widening or restructuring the existing 

capital structure. These services include: 

 Examining capital structures.  

 Rejuvenating capital structure ratios. 

 Suggesting mergers, takeovers, amalgamations and change in business 

status. 

2.  Credit Syndication 

It is also known as credit procurement and project finance service. It includes: 

 Estimating the total cost. 

 Drawing a financial plan for the whole project. 

 Preparing loan applications for financial assistance. 

 Selecting institutions and banks for participation in financing. 

 Assessing the working capital requirements. 

3.  Issue Management  

 The term „issue management‟ refers to the work involved in issuing shares 

and other securities to the public. Merchant banks play a vital role in assisting 

companies in raising capital by issuing securities. Specifically, issue management 

service includes: 

 Advising the company regarding the issue.   

 Preparation of prospectus and other related information.   

 Advising the management on the company's financing structure.  

 Tie-up with financiers.  

 Selecting brokers, bankers and advertisers for the issue.   

 Coordinating with the stock exchanges.   

 Preparing plan and budget for total expenses of the issue. 

 Drafting prospectus. 

 Selecting underwriters. 

 Selecting advertising agency for pre-issue and post-issue publicity. 
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4.   Private Placements  

 Private placement refers to raising capital by „placing‟ the shares and other 

securities with selected investors. In this regard merchant bankers help companies 

in: 

 Identifying potential investors. 

 Arranging a meeting with potential investors. 

 Complying with legal and regulatory requirements. 

5.   Portfolio Management Services 

 Portfolio management involves making of decisions to invest cash resources 

into marketable securities. Merchant banks advice investors on the optimum 

investment mix, considering factors like objective of investment, tax bracket of 

the investor, need for maximising returns and capital appreciation, etc. 

6.  Foreign (Non-Resident) Investment 

 This is one of the important activities of merchant banks to bring foreign 

capital resources for being invested in India. 

 Advice on selection of investment. 

 Critical evaluation of investment portfolio. 

 Securing approval from RBI for sale or purchase of securities. 

 Advise the non-residents on market conditions prevailing in India.  

7.  Working Capital Finance 

 Working capital finance refers to the day-to-day finance required by a 

company or a project. Merchant banks help companies in: 

 Assessing the requirement of working capital finance. 

 Preparing necessary application for submission to bankers. 

 Assisting in negotiations for sanction of appropriate credit facilities. 

8.   Acceptance Credit and Bill Discounting 

 Accepting bills of exchange on behalf of other parties for a commission is 

the primary activity of merchant banks round the world, particularly in UK. 

However, in India, this facility is not provided by the merchant bankers to the 

business community. Acceptance given by a reputed banker to any bill of 

exchange increases its liquidity and enhances its marketability. 
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9.  Mergers and Takeover 

 Merchant banks play a vital role in mergers, acquisition and takeovers of 

companies. Some of the areas where they are involved include the following: 

 Formulating schemes of mergers and acquisition. 

 Obtaining approval from creditors, shareholders, government and other 

authorities. 

 Monitoring the implementing the scheme of mergers and acquisition. 

 Identifying potential targets for takeover. 

 Appraising mergers and takeover proposals from the perspective of financial 

viability and technical feasibility.  

 Determining the purchase consideration and the appropriate exchange ratio.   

 Assisting in compliance with procedural and legal requirements. 

10.  Rehabilitation of Sick Companies 

 Rejuvenating ailing companies and sick units is a major service provided by 

merchant banks. Specifically, the following services are provided in this regard: 

 Evolving rehabilitation programs/ packages which can be acceptable to 

financial institutions and banks. 

 Exploring possibility for merger amalgamation wherever feasible. 

 Assisting in complying with legal and procedural requirement. 

 Monitoring implementation of schemes of rehabilitation. 

11.  Project Appraisal  

New projects, which involve heavy capital expenditure, are becoming 

increasingly more exposed to uncertainties. There is need for appraising and 

control of new project. Merchant banks are involved in the entire process of 

project management starting from preparatory phase to the trial-run phase and 

conducting detailed analysis for appraising the project. 
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Check your progress 9 

1. Merchant banking relates to activity concerning: 

a. corporate finance 

b. advice on complex financings 

c. advice on acquisition 

d. all of above 

 

1.11  Let Us Sum Up 

In this unit we have learnt that financial service are those which are 

provided by finance industry which describes organisations that deal with 

management of money which includes merchant banks, credit card companies, 

consumer finance companies, government sponsored enterprises and stock 

brokerages. It is seen that financial services are divided into main categories as 

fund-based services and non-fund based services. The fund-based services are 

activities where funds are provided by financial service provider to its clients, 

whereas, non-fund based services are advisory services which does not involve 

providing funds.  

It is known that mutual fund is a trust where pool of investors having 

knowledge of capital market and sharing same investment goal invests their 

savings. These investors rely on an intermediary to take informed investment 

decisions and provide the consequential benefits of professional expertise. It is 

found that mutual funds can be Open-end and Closed-end. The open–end mutual 

funds are those which do not have fixed capitalisation, whereas closed-end mutual 

funds are those where investment company cannot sell share units after its initial 

offering.  

The most common sources of medium term finance for investment in capital 

assets are Hire Purchase and Leasing. Leasing and Hire Purchase are financial 

facilities which allow a business to use an asset over a fixed period, in return for 

regular payments. The business customer chooses the equipment it requires and 

the finance company purchases it on behalf of the business. It is seen that venture 

capital financing is more recent entrants into capital market where the scope in 

context of emergence of technocrat entrepreneurs relates in terms of technical 

competence and expertise with lack capital. The importance of venture capital 
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companies is to give commercial support to new ideas and for the introduction and 

adaptation of new technologies.  

Leasing in its simplest form is a means of delivering finance, with leasing 

broadly defined as “a contract between two parties where one party provides an 

asset for usage to another party for specified period of time, in return for specified 

payments. Underwriting refers to process where large financial service provider 

such as bank, insurer and investment house assess eligibility of customer to 

receive their products. 

 

1.12    Answers for Check Your Progress 

Check your progress 1 

Answers: (1-c) 

Check your progress 2 

Answers: (1-d) 

Check your progress 3 

Answers: (1-a)  

Check your progress 4 

Answers: (1-a) 

Check your progress 5 

Answers: (1-d) 

Check your progress 6 

Answers: (1-c) 

Check your progress 7 

Answers: (1-a) 

Check your progress 8 

Answers: (1-a) 
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Check your progress 9 

Answers: (1-d) 

 

1.13    Glossary 

1. Financial service - It is a term that shows services provided by finance 

industry. 

2. Fund-based services - Services where funds are given by financial service 

provider to its clients.  

3. Mutual fund - It is a trust that combines savings of investors who share a 

common goal. 

 

1.14    Assignment  

Explain the concept of financial services in detail along with the various 

types of financial services provided in India. 

 

1.15    Activities   

What is the meaning of underwriting? 

 

1.16    Case Study 

Discuss Closed-end mutual funds 

 

1.17  Further Readings   

1. Indian Financial System, M. Y. Khan, Vikas Publishing House. 

2. Management of Indian Financial Institutions, R.M. Srivastava, Himalaya 

Publishing House. 

3. Monetary Economics, Suraj B. Gupta, S.Chand & Company. 

4. Financial Markets and Institutions, L. M. Bhole, Tata McGraw Hill. 
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UNIT 2: INTRODUCTION TO MARKETING 

OF FINANCIAL SERVICES 

Unit Structure 

2.0 Learning Objectives  

2.1 Introduction 

2.2 Users of Financial Services 

2.3 Regulatory Framework of Financial Services in India 

2.4 Advertising and Promotion of Financial Services 

2.5 Market Segmentation and Mix of Financial Services 

2.6 Marketing Research in Financial Services 

2.7 Let Us Sum Up 

2.8 Answers for Check Your Progress 

2.9 Glossary  

2.10 Assignment  

2.11 Activities  

2.12 Case Study 

2.13 Further Readings  

 

2.0   Learning Objectives 

After learning this unit, you will be able to understand: 

 Users of Financial Services 

 Advertising and Promoting Financial Services 

 Market Mix of Financial Services 

 Regulators of Financial Services 
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2.1   Introduction 

The first barter exchange can be looked upon as a reflection of the 

realisation that exchange added value for both the parties to the transaction. This 

indeed marked the dawn of marketing. The recognition of value addition 

ultimately led to the development of task specialization. It was, in fact, the first 

real step forward in economic development. The last century has seen the 

development of 'marketing' from a mere practice, into a major academic 

discipline. 

Marketing is both a concept and practice. It can be described as an approach 

to exchange relationships, which provides the driving force for formulation of 

strategies every type of organisation. 

 

2.2   Users of Financial Services 

Marketing, in the true sense of the word, is relatively new to the financial 

sector. Until recently, marketing, in most financial sector organisations, was 

largely synonymous with advertising and public relations. Until the 1970s, 

marketing department was not formed on any scale. (Newman 1984). Even then, 

the role of marketing tended to be more strategic. 

The chances that individuals or the enterprises access financial services 

which separates from real use of financial services since usability of finance that 

can be voluntary or involuntary. In case of voluntary non-users of financial 

services, it is found that access to financial services without making use as they 

have no requirement of services. In case on involuntary non-users using financial 

services which have no access with lot many reasons. 

 

Check your progress 1 

1. The user of financial services can be: 

a. university 

b. offices 

c. mutual fund companies 

d. all of above 
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2.3  Regulatory Framework of Financial Services in 

India 

Financial sector in India has experienced a healthier environment to develop 

in with the presence of higher competition. The financial system in India is 

regulated by independent regulators in the area of banking, insurance, mortgage 

and capital market. Broad classification of the regulatory framework relating to 

financial service sector in India is as under:  

1.  Institutional regulators  

It is also known as structural regulations which call for a clear demarcation 

of activities of financial institutions. It is to promote healthy competition among 

players and institutions. The Apex agency like SEBI regulates the Merchant 

Banking, Stock Broking Co. and RBI, another structural entity prescribing the 

activities of commercial banking. 

2.  Prudential regulators  

Prudential regulations are related to internal management of financial 

institutions and other financial service organisations regarding capital adequacy, 

liquidity and solvency etc. It aims at preventing the entry of firms without 

adequate resources. Minimum net worth requirement for various financial service 

firms is fixed by the SEBI and RBI`s regulations relating to the NBFC`s. 

3.  Investors regulators 

The role of SEBI is highlighted with periodic guidelines on investor 

protection. Legislative Regulations are brought out by Government for all round 

development of financial services industry. They are, Banking Regulation Act, 

Securities Contract Regulation Act, meant for evolving rules, guidelines and 

regulations that govern the micro aspect and operational issues. 

4.  Self-regulators  

This is an addition to the above regulations that are self-imposed 

regulations. These are as follows. Foreign Exchange Dealers association and 

Merchant Bankers association in addition to SEBI regulation, they governs their 

members. 
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Check your progress 2 

1. For Prudential regulators, the minimum net worth requirement is fixed by: 

a. SBI                                                    c. SEBI 

b. NSE                                                  d. Nasdaq 

 

2.4   Advertising and Promotion of Financial Services 

Main purpose of every business and industrial enterprise is to earn 

maximum profits by making maximum sales. The objective of maximising sales 

cannot be achieved unless and until the enterprise adopts sales promotion 

measures. Any activity which is performed with the purpose of promoting sales is 

called sales promotional activity. Such activities are advertising, sales promotion 

and personal selling.  Advertising and sales promotions are indirect methods and 

personal selling is direct method of sales promotion. 

Advertising of Financial Services 

Advertising is commonly understood to communicate a product or service. 

In this case, it refers to financial services. However, it is not correct and complete 

understanding of the term. Actually, advertising includes all the activities 

performed by an enterprise to present the goods and services to the consumers and 

to motivate them to buy these goods and services. The term „Advertising‟ or 

„Advertisement‟ has been defined by some eminent authors as under: 

According to American Marketing Association, “Any paid down non-

personal presentation and promotion of ideas, goods or services by business firms 

identified in the advertising message intended to lead to a sale immediately or 

eventually”. 

As William J. Stanton says, “Advertising consists of all the activities 

involved in presenting to a group, a non-personal, oral or visual, openly sponsored 

message regarding a product or service or idea, this message is called an 

advertisement, is disseminated through one or more media and is paid for by the 

identified sponsor”. 

According to Richard Buskirk, “Advertising is a paid form of non-person‟s 

presentation of ideas, goods or services by an identified sponsor”. 

Unit Title  
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So, the basic advertising objective is to inform, to persuade and to remind 

the target audience. Putting this explanation in advertising of financial services, 

the objectives of advertising of financial services are: 

To inform 

 Telling about a new products offered by financial institution 

 Suggesting future benefits of the product 

 Informing the market the USP of the product. 

 Correcting false impressions reducing consumer‟s fears 

To persuade 

 Building brand preference 

 Encouraging switching to your brand 

 Changing customer‟s perception of the product attributes 

 Persuading customers to purchase now 

 Persuading customers to receive a sales call 

To remind 

 Reminding them where to buy it, in case they need in near future 

 Maintaining its top of mind awareness 

Media of advertisement means any object or any device which is used to 

communicate the message, either written or oral, to the potential consumers. For 

the convenience of study, means of advertisement may broadly be divided into 

four parts: 

1.  Press Advertising - Press is considered to be the most popular media of 

advertisement these days. It is also considered to be the cheapest and best 

media because of its wide circulation. Press advertising may be divided in 

two forms, Newspapers and magazines. Newspapers and magazines have 

become an essential part of our day-to-day life. The details regarding press 

advertising are as follows: 

a. Newspapers advertisement: All the advertisements made through 

newspapers, are called Newspapers advertisements. A newspaper may 

be of national level, state level or district level. It may be daily, 

weekly or fortnightly. It may be of Hindi, English or any other 

language. 
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b. Magazines or journals advertisements: When an advertisement is 

published in a magazine or a journal it is called magazine or journal 

advertisement. 

2.  Outdoor Advertising - Outdoor advertisements are the advertisements 

which attract the customers when they are out of their home. These 

advertisements are displayed on roads or otherwise. This is the oldest form 

of advertising but it is equally common even these days. This is used very 

widely and very often. Actually, this form of advertising is complementary 

to press advertisement. It is adopted with the object to remind the consumers 

of the product again and at all the times and places. This method is very 

useful for the products which need a wide appeal. 

3.  Electronic advertising - Electronic advertising means the form of 

advertising in which the advertiser uses telephone or e-mail services to 

advertise products to customers. The main advantage of this type of 

advertising is that, it is customised and may vary according to the types of 

customer. 

4.  Some other forms of advertising may be explained as under: 

a. Fairs and exhibitions: India is a country in which various fairs and 

exhibitions are organised in different places at different times. 

Financial institutions take part in these fairs and exhibitions to provide 

information of their products. Since these fairs and exhibitions are 

visited by a large number of persons, businessmen and manufacturers, 

it provides great opportunity to financial institutions to present their 

products. 

b. Cinema: Cinema is considered to be the cheapest and most popular 

medium of entertainment these days. Advertisers get their cinema 

slides prepared and these slides are played in the beginning and during 

interval. 

c. Radio and television: Radio and television have become very 

common these days. Advertisement through radio and television is 

becoming more and more popular these days. Advertisement through 

these media has proved its success in creating, increasing and 

maintaining the demand of the products.  
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Promotion of financial services 

Promotion is a generic term used for the communication efforts of the firm 

that are directed towards achieving the objectives of a marketing strategy. 

The promotion efforts include the marketing communication through 

 Advertising 

 Publicity 

 Sales Promotion 

 Person-to-person communication 

 Internal communication process etc. 

These elements of promotion serve as the links between the financial service 

providers and the target segment of its market (customers). 

Table Composition of Promotion Mix 

Mass Communication Person-to-person communication 

Advertising Person Sales 

Publicity Internal Communication 

Sales Promotion 

Public Relation 

 

In the service industry like Banking, Insurance, Mutual funds, etc promotion 

assumes all the more important position as what we really sell is 'abstract' thing 

i.e., service with the interest rates, range of product etc. Being more or less same, 

the service given through proper promotional channel makes all the difference 

between two financial service providers in marketing context. 

The objectives of "Promotion" are: 

 Educating potential customer about the service and its value to them 

 Informing existing customers about new products/services 

 Following up with existing/potential customers for schemes introduced 

 Approaching a new segment of customers to attract them to buy new 

scheme 

Introduction 

to Marketing 

of Financial 

Services 

Nikita
Highlight

Nikita
Highlight



 

30 
 

Financial 

Services 

Marketing 

It can, thus, be briefly said that the objectives of "PROMOTION" are 

product/service information, persuasion and re-enforcement so as to create and/or 

keep up financial institutions image among its existing and potential customers. In 

the traditional wheel of marketing, as after the 'three Ps' viz. Product, Place and 

Price, Promotion is the fourth important "P" in marketing. 

 

Check your progress 3 

1. Advertisement of product can be done by: 

a. newspapers                                     c. radio 

b. pictures                                           d. all of above 

 

2.5  Market Segmentation and Mix of Financial 

Services 

Market segmentation is the division of the market or population into 

subgroups with similar motivations. It is widely used for segmenting on 

geographic differences, personality differences, demographic differences, techno 

graphic differences, use of product differences, psychographic differences and 

gender differences. Marketing mix is the mix of four P's of financial services. 

Market Segmentation of Financial Services 

 The market segmentation is an access to frontier which analyse development 

of markets over time. It shows maximum proportion of population used to access 

product or service at given point in time that shifts in market. The table overviews 

grouping of consumers into users and non-users, which will show policies to 

better match interventions and requirements of market development. 

User Group Market Segment Market policy zone 

User 

Current User (Current 

Market) 

n/a 

Voluntary non-users  n/a 

Non- users in present 

access frontier 

Market enablement zone 
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Non-users 

Non-users in future 

access frontier 

Market development 

zone 

The supra-market group 

beyond future access 

frontier 

Market redistribution 

zone 

Estimating and measuring access to finance is relatively difficult because 

relevant data are not readily available.  

 

Marketing Mix of Financial Services 

Marketing mix is one of the key concepts in the modern marketing theory. 

In practice, the marketing mix is considered to be the core of marketing. Neil 

Borden, while quoting from an article of Jame Culiton, wrote that a marketer is 

viewed as a 'decider' or an „artist‟ or a 'mixer of ingredients' who plans various 

means of competition. "He may follow a recipe prepared by others, or prepare his 

own as he, goes along, or adopt a recipe to the ingredients immediately available, 

or experiment with or invent ingredients no one else has tried". If a marketer was 

a 'mixer of ingredients', what he designed was a marketing mix. 

Borden further wrote that 'it was logical to proceed from a realisation of the 

existence of a variety of marketing mixes to the development of a concept that 

would comprehend not only this variety, but also the market forces that cause 

managements to produce a variety of mixes' (to fight competition). Subsequently, 

Borden's concept of marketing mix was given due recognition in the marketing 

theory. 

Let us, therefore, see how each "P" is important in the context of marketing 

of banking services: 

Product: Financial services marketing is unique in the sense both product 

(services) and its delivery are very important. The product has to suit to 

customers' needs and wants. The quality of product/service is the factor which 

decides customer preference to select a product from the given range of products 

that suit to their needs by the same bank or different banks. The returns in terms of 

interest payable by the bank, the packaging (suitably scheme) its branding, etc; 

like 'Suvidha scheme' or 'kamdhanu' or 'Grihavitta scheme' also count in 

customers choosing bank products. 

Introduction 

to Marketing 

of Financial 

Services 
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Price: In the competitive banking scenario, the price of a product is also very 

important as it reflects/matches with the cost to the customer. Although they know 

that the interest rate payable has a ceiling by IBA,RBI, the permutation 

combination of interest rate differentials mean a lot to customer in term of pricing. 

The interest rates charged on loans (short, medium and long term) and offered on 

deposits schemes by the banks is the impact of pricing most visible to customer to 

decide and choose a banks' product. Similarly, service fees, other charges do 

count to differentiate different products of banks.  

Place: The studies by IBA (mentioned in subsequent units) indicate that safe and 

convenient place of a bank (branch location) is perhaps the foremost preference 

area for a customer to opt for a bank's products/services. 

Promotion: How the bank tailors, markets and advertises its products is the key 

to success in financial services marketing. Communication by a bank with its 

customers and public at large through advertisements, brochures and hoardings 

and through PR exercise in and out of its premises using its well-trained sales 

force enables it to create better image amongst the public to get more business. 

Let us see in brief the importance and relevance of balance of three Ps with 

respect to marketing of banking services: 

People: This is the most important of the seven Ps in financial services marketing 

which includes the entire workforce of the bank i.e., executives, officers, 

employees and the subordinate staff. The banks policies and systems get 

converted into service only through people and that is why well-trained and 

motivated work force, which is committed to better customer service as a mission, 

is the back bone of a bank's marketing efforts. The appearance of the counter staff, 

the interpersonal skills of the sales force, the positive behaviour and approach of 

those coming in contact with customers and reflecting right interest and care 

towards customers result into positive customer interaction which enables the 

bank to grow its business successively over the years. 

Physical Evidence: With the growing competition in the banking industry, the 

right ambience, which includes proper premises, furnishings, convenient layout, 

attractive atmosphere, courteous staff and required peripherals to ensure all sorts 

of help to the customer, puts a bank in a winning position vis-à-vis other 

competitors. 

Process: Starting with the pro-active policies for better customer service and 

simplified procedures/systems to facilitate fast work flow by the employees the 

process has to have a proper mix of quality, delegation, direction and discretion 
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for effective customer service. The employees are well empowered and they 

deliver the goods with quality consciousness for pleasing the customer. 

 

Check your progress 4 

1. What are the factors that shows promotional activities by the banks? 

a. Opening a bank account 

b. Communication by customers 

c. Transfer of Money 

d. None of these 

 

2.6   Marketing Research in Financial Services 

Marketing research involves the identification, collection, analysis and 

dissemination of information. Each phase of this process is important. We identify 

or define the marketing research problem or opportunity, determine what 

information is needed to investigate it and then inferences are drawn. Finally, the 

findings, implications and recommendations are provided in a format that allows 

the information to be used for decision making and to be acted upon directly by 

financial institutions. It should be emphasized that marketing research is 

conducted to assist in decision making and is not a means or an end in itself. The 

following broad areas are covered under market research study: 

 New service development 

 New service product acceptance 

 Research and development of existing financial service 

 Financial Service image study 

 Measuring Financial institutions advertising effectiveness 

 Measurement of market potentials 

 Market research of competitive service products 

 Customer's opinion study 

 Customer profile study and 

 Market share analysis 

Introduction 

to Marketing 

of Financial 

Services 
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A firm may do research regarding a market by using either primary or 

secondary data resources. In conducting primary market research, a company 

collects data directly through interviews, surveys and other direct contact with 

representatives and potential buyers. Primary market research has the advantage 

of being tailored to the company's needs and provides answers to specific 

questions, but the collection of such data is time-consuming and expensive.  

Working with secondary sources is less expensive and helps the company to 

focus on its marketing efforts. Although secondary data sources are critical to 

market research, they do have limitations. The most recent statistics for some 

countries may be more than two years old. Moreover, the data may be too broad to 

be of much value to a company. Statistics may also be distorted by incomplete 

data-gathering techniques. Finally, statistics for services are often unavailable. 

Yet, even with these limitations, secondary research is valuable and can be 

regarded as relatively easy first step for a company to take.  

Methodologically, marketing research uses the following types of research 

designs:  

1.  Based on questioning: 

Qualitative marketing research - This method of research is generally used for 

exploratory purpose. They involve small number of respondents and do not 

include the whole population.  

Quantitative marketing research - This method is generally used to draw 

conclusions. It tests a specific hypothesis and uses random sampling techniques so 

as to infer from the sample to the population. This method involves a large 

number of respondents - examples include surveys and questionnaires.  

2.  Based on observations: 

Ethnographic studies - This method is qualitative in nature, the researcher 

observes social phenomena in their natural setting. These observations can occur 

cross-sectionally (observations made at one time) or longitudinally (observations 

occur over several time-periods).  

Experimental techniques - This method is quantitative in nature. The researcher 

creates a quasi-artificial environment to try to control spurious factors, then 

manipulates at least one of the variables and conducts the research. 
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Check your progress 5 

1. Which is not part of Quantitative marketing research? 

a. surveys                                               c. questionnaires 

b. conversation                                       d. quiz 

 

2.7   Let Us Sum Up 

In this unit we have learnt that marketing relates to the concept and practice 

which is an approach that exchange relationships. Such approach drives the force 

for formulation of strategies every type of organisation. As seen, marketing is 

relatively new to financial sector as marketing in financial sector organisations 

was synonymous with advertising and public relations that was formed on any 

scale. 

It is found that financial system in India is regulated by independent 

regulators in areas of banking, insurance and mortgage and capital market. The 

ministry of finance controls the financial sector in India. Each year on 28th 

February the finance ministry submits the annual budget. It seems that the main 

purpose of every business and industrial enterprise is to earn maximum profits by 

making maximum sales and objective of maximising sales cannot be achieved 

unless and until enterprise adopts sales promotion measures.  

Promotion is a generic term used for communication efforts of firm that are 

directed towards achieving objectives of a marketing strategy. The promotion 

efforts include the marketing communication through Advertising, Publicity, 

Sales Promotion, Person-to-person communication, etc. Marketing mix is one of 

the key concepts in the modern marketing theory. In practice, the marketing mix is 

considered to be the core of marketing. 

Marketing research involves the identification, collection, analysis and 

dissemination of information. Each phase of this process is important. We identify 

or define the marketing research problem or opportunity, then determine what 

information is needed to investigate it and then inferences are drawn. 
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2.8    Answers for Check Your Progress 

Check your progress 1 

Answers: (1-d) 

Check your progress 2 

Answers: (2-c) 

Check your progress 3 

Answers: (1-d)  

Check your progress 4 

Answers: (1-b) 

Check your progress 5 

Answers: (1-b) 

 

2.9        Glossary 

1. Marketing - It involves concept and practice of exchange of relationships.  

2. Financial system regulators - These are independent bodies that regulate 

money like bank, insurance companies, capital market etc.  

3. Marketing mix - It is a concept which is the core of marketing. 

 

2.10    Assignment  

Explain the concept of marketing financial services. State its significance. 

 

2.11    Activities   

Explain the concept of advertising and promotion of financial services in 

India. 

 

Nikita
Highlight

Nikita
Highlight
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2.12    Case Study 

Discuss the regulatory framework of Financial Services in detail.(Explain 

each regulatory body in detail). 

 

2.13  Further Readings   

1. Indian Financial System, M.Y.Khan, Vikas Publishing House. 

2. Management of Indian Financial Institutions, R.M. Srivastava, Himalaya 

Publishing House. 

3. Monetary Economics, Suraj B. Gupta, S.Chand & Company. 

4. Financial Markets and Institutions, L.M.Bhole, Tata McGraw Hill. 

5. Financial Markets and Services, Gordan and Natrajan, Himalaya Publishing 

House. 
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Block Summary 

The block gives the detailed explanation on financial services and its related 

domains involved with information on fund-based services and non-fund based 

services. The explanation related to mutual funds with open–end and closed ended 

categories are explained with features and characteristics. The block gives 

information about financial system in India with role of regulators in banking, 

insurance, mortgage and capital market domains.  

After you finished this block, the understanding about various promotional 

strategies with use of product marketing and modern marketing theory will get 

cleared, that can be of future use to you. The knowledge about marketing 

communication by Advertising, Publicity, Sales Promotion, Person-to-person 

communication allows you to know more about marketing fundamentals. The 

detailed about marketing research with idea on identification, collection, analysis 

and dissemination of information results in you understanding about marketing 

mix technics. 
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Block Assignment  

Short Answer Questions 

1. What is market segmentation? 

2. What are financial intermediaries? 

3. Compare fund-based services with non-fund based services? 

4. What is  Mutual Fund? State with examples. 

5. What do you mean by financial service provider? 

 

Long Answer Questions 

1. What are closed-end mutual funds? 

2. What are the factors of study in market research of financial services? 

3. Explain the 4 P's of market mix? 
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Enrolment No.  

1. How many hours did you need for studying the units? 

Unit No 1 2 3 4 

Nos of Hrs     

 

2. Please give your reactions to the following items based on your reading of the 

block:  

 

 

3. Any Other Comments  

……………………………………………………………………………………………… 

……………………………………………………………………………………………… 

……………………………………………………………………………………………… 

……………………………………………………………………………………………… 

……………………………………………………………………………………………… 

……………………………………………………………………………………………… 

……………………………………………………………………………………………… 

……………………………………………………………………………………………… 

…………………………………………………………………………………………… 
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