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Abstract

The financial system comprises all financial markets, instruments and institutions. Today would like
address the issue of whether the design of the financial system matters for economic growth. According w
cross-country comparisons, individual country studies as well as industry and firm level analyses, a positive
link exists between the sophistication of the financial system and economic growth. While some gas:,
remain, the financial system is vitally linked to economic performance. Nevertheless, economists stil] |
conflicting views regarding the underlying mechanisms that explain the positive relation between the degrae
of development of the financial system and economic development.

Introduction
The euro area money market is among the most integrated parts of the financial system. The conduct of o |
common monetary policy in the euro area brought about immediate integration of the unsecured segmen:
of the money market, mainly the interbank market and the short-term derivatives market. The securs
segments of the money market, that is the repo market and the markets for short-term securities, are aiag
increasingly integrated, but they still suffer from underlying problems with the management of collaters !
Nonetheless, the outlook is promising. The euro area bond market has also developed rapidly. Notably. tis
private segments of the euro area bond market have flourished since the introduction of the euro. i
The launch of the euro on 1 January 1999 was a historic event. Eleven national currencies were convertz
into one single currency overnight. Greece became the twelfth EU Member State to adopt the single currens
on | January 2001. The newly created currency area of the twelve participating European Union Mem
States has a considerabie weight in the world economy. It accounts for around 20% of world GDP and e
exports. The successful launch of the euro, which is a key elemént in the creation of a stable and prosperous
Europe, has boosted the integration of financial markets in the euro area. This process of integration &,
European financial markets coincided with the trends towards globalisation and securitisation.

Another essential European initiative was the adoption by the Commission, in May 1999, of a programpe| |
for the completion of the Single Market for financial services. This programme, the Financial Servicas!
Action Plan, lists a series of measures with indicative prioritiesiand timetables. The project considered :
whole and its inherent philosophy are capable of enhancing economic growth. In this perspective, a han
of specific initiatives deserve a particular mention. A first initiative is the adoption of the European Compam
Statutes, which is essential to enhance the level-playing field between European firms and to provide &
suitable legal framework for transnational conglomerates. A second important aspect is the Risk Capize!/
Action Plan, which would help redirect financial flows towards fast-growing small and medium-sizsé,
enterprises. '
The rapid growth achieved by European 'securities markets has taken place notwithstanding remainizs
regulatory obstacles to their integration. The European authorities are fully aware of the need to address thiz
problem. Several obstacles have been identified in the recent Report of the Committee of Wise Men. '

4

Objectives:
. Outline the participants in the financial markets.

- Describe the share and debt markets, and name their collective name.
. The instruments of the money and bond markets.

. Distinguish between fixed-interest and interest-bearing markets.

. The foreign exchange market.

. List the derivative instruments and briefly describe them.

. Elucidate the organization of the financial markets,

. Describe the primary market issuin:
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Methodology: j

The Present study is related to Financial Markets for Economic Growth. For the present investigation the

literature, book’s from different disciplines has been referred.

The Financial System Matter for Economic Growth:

: Financial markets instruments and institutions provide Opportunities for investors to specialize in particular
ke | markets or services, diversify risks, or both. Financial markets play a critical role in the accumulation of
ingity £apital and the production of goods and services The price of credit and returns on investment provide
IS iETvE | ®snals to producers and consumers—financial market participants. Those signals help direct funds to the

' Soasumers, businesses, governments, and investors that would like to borrow money by connecting those

:;j];!&;
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#50 value the funds most highly to willing lenders. In a similar way, the existence of robust financial markets
. 4 institutions also facilitates the international flow of funds between countries.
& addition; efficient financial markets and institutions tend to lower search and transactions costs in the
;. amomy. By providing a large array of financial products, with varying risk and pricing structures as wel]
matufity, a well-developed financial system offers products to participants that provide borrowers and
ders with a close match for their needs. Individuals, businesses, and governments in need of funds can
wlly discover which financial institutions or which financial markets may provide funding and what the
£ will be for the borrower. This allows investors to compare the cost.of financing to their expected return
* iavesimenl, thus making the investment choice that best suits their needs. In this way, financial markets
vect the allocation of credit throughout the economy—and facilitate the production of goods and services.

g ¥he Role of Financial markets For Economic Growth:-

By of these initiatives May appear to be unimportant and somewhat "esoteric" regulatory changes.

[ Foweyer, they can provide a real boost to the smooth operation of markets and, therefore, to economic
& For example, obstacles to the cross-border use of collateral prevent the further cross-border

o1 and consolidation of clearing and settlement infrastructures, thus hindering the integration of

= money, bond and equity markets. A smooth electronic integration of trading, clearing and

Bnt operations would help reduce transaction costs substantially, -

= case of Europe, this consensus on the contribution of price stability in the medium term to promoting

: explicitly enshrined in the Statute of the ESCB, which states unambiguously that "the
objective of the ESCB shall be 0 maintain price stability in the medium term." The ECB is
d that by rigorously fulfilling this mandate, monetary policy is making its most effective
Bon to the realization of Strong output growth and satisfactory employment prospects.

% policy will be beneficial, as jt will minimize the adverse effects of inflation and high inflation
e all know, price stability is beneficial in numerous ways, It not only creates a climate for
Beonomic activity over the medium term, but also reduces the €conomic and socjal inequalities caused

sl stability and the role of central banks in banking supervision:

fme of argument would Support a large role for central banks in supervision, since they have

smally plaved a large role in macro-prudential analysis and the preservation of financial stability and
= acquired a strong expertise in this field. Furthermore, smooth access of central banks to micro-
mformation would also be profitable from the perspective of another traditional central banking

mely the oversight of payment systems.

@ design of prudentia] regulation plays an important role from a growth perspective. Supervision is
dian of financial stability, which in turn crucially determines the capability of the financial system

“aie resources efficiently and absorb liquidity shocks. Financial crises can have a deep and protracted
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