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Chapter 9

The Financial System
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The student will learn about

> the functions of the financial
system

»the participants In the financial
system

»the financial intermediaries and
their respective functions
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This chapter will cover 3 hours:

» 2 hours for the introduction of
background information and
explanations of terms and the text

» 1 hour for discussion and practice
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> Translation: key sentences and terms
» Paraphrasing: major words & sentences
» Summarizing: important paragraphs
» Discussion: key issues

» Questions and answers
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Everyone has some contact with the financial
system. Banks, building societies and
Insurance companies provide in their
respective way for some of our everyday needs,
such as payment facilities through bank,
convenient savings and access to home loans

from building societies, and car, house, or life
Insurance.



Terminology

<>Financial system:
markets & Institutions
through which funds
flow between lenders
and borrowers




Major functions:

»channel household savings to
corporate sector

»allocate Investment funds among
firms

»allow temporal smoothing of
consumption

»enable households and firms to
share risks



A country’s fmanmal system

ganking Institutiop, g

Central Bank




Classification of Financial Markets

By maturity:
money markets
capital markets

By time of delivery:
spot markets
futures markets



Classification of Flnanual Markets

ﬁ By Issuance:
& primary markets
? secondary

markets



By types of financial assets:
stock market

bond market

mortgage markets
consumer credit markets
foreign exchange



L U

V.

[1mmly

1. 1‘%@ b :lﬁL i
payment facilities 324+ T H.:

means of payment including credit cards,

checks, traveler’s checks, letters of credit,
and payment orders such as documents
against payment and documents against
acceptance




investment trust (company)# #1562 7l

a financial intermediary that pools the
funds of individuals and invests those
funds In securities such as stock, bonds
and money market instruments




venture capital company X #t % F] :
a financial intermediary that supports
and promotes investments and
technological development in firms by
temporarily holding shares in the capital
of those firms




venture capital K7 4s:

IS risk money, funds which are invested
for the Initial risks of a new and
potentially rapidly growing company or a
newly developed growth product. It Is
used for the risk expenses which cannot
usually be financed by a bank loan




discount house IEHLAT:

a financial intermediary that
specialize in buying and selling
bills of exchange and other
commercial papers at less than the
face value




securitiesH frikzs. documents that
have some value or represent

something of value, e

.g. share

certificate, bond certificate, life

Insurance policy, etc.

737 market that

money market & T

caters for borrowing and lending of
funds for 1 year or less



<money transmission facilities % &%
T E. : financial means that facilitate the
flow of funds




derivative

INstruments
A& T E
securities whose
value Is based on
/derived from the

value of equity and
debt

> forwards 2t (5 [F])
>futures  H1%
>options  HL
>swaps  H /i




liquidity i@ /2230 77 the ease with
which an asset can be converted Into
cash at close to the published market
price

maturity#it 8 : the date of
scheduled repayment of an obligation
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Today satisfactory payment facilities offered by the
banks are so crucial in our daily life that we accept
them readily without proper appreciation. However,
to make economic activity productive, we depend not
only on the existence of these payment facilities but
also on business firms who able to get short-term
credit in the money market.
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By their very nature financial
Institutions attract criticism: bankers
would not be doing their jobs if they did
not turn down some requests for loans,
and those who are denied funds
sometimes feel hard done by and are
vociferous In their complaints.
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The control which financial institutions wield
over very substantial sums of money also
attracts the attention of governments, partly
because they may see irresistible opportunities
to secure cheap finance for favored borrowers
(notably governments themselves), and partly
In view of the economic power attached to
control of finance.
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Moreover, while there is nothing to
prevent savers and investors from
dealing directly with each other if they
wish, the existence of financial
Institutions makes direct contact
unnecessary, since both groups can deal
with the mtermedlatmg mstltutlons
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