A bank is a financial institution licensed to receive deposits and
make loans. Banks may also provide financial services such as
wealth management, currency exchange, and safe deposit boxes.
There are several different kinds of banks including retail banks,
commercial or corporate banks, and investment banks. In most
countries, banks are regulated by the national government or
central bank.
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Why banks exist :

1. Banks play an important role in the economy as financial
intermediaries, matching up lenders and borrowers.
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2. Lenders direct a portion of their financial wealth to bank
deposits. Borrowers seek loans to finance assorted
expenditures.
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3. Banks act as intermediaries, issuing debt and equity to
capitalize their intermediation activities.
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4. Relative to direct lending banks issue safe, demandable
deposits, thus removing the need for savers to monitor the risk-
taking behavior of the borrowers.
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5. Bank intermediation allows lenders to have timely access to
their savings while also giving borrowers the option to borrow
for longer period investment plans.
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Primary Functions of Banks : Sl byl caills gl

1. Accepting Deposits :

The bank collects deposits from the public. These deposits can be of
different types, such as :-

* Saving Deposits

* Fixed Deposits

* Current Deposits

* Recurring Deposits
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2. Granting of Loans and Advances

The bank advances loans to the business community and other
members of the public. The rate charged is higher than what it pays on
deposits. The difference in the interest rates (lending rate and the
deposit rate) is its profit.

The types of bank loans and advances are :-
* Overdraft

* Cash Credits

* Loans

. Discounting of Bill of Exchange
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B. Secondary Functions of Banks :-
1. Agency Functions :-

The bank acts as an agent of its customers. The bank performs a
number of agency functions which includes :-

* Transfer of Funds
* Collection of Cheques
* Periodic Payments
* Portfolio Management
* Periodic Collections
* Other Agency Functions
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2. General Utility Functions

The bank also performs general utility functions, such as :-
Issue of Drafts, Letter of Credits, etc.

Locker Facility

Underwriting of Shares

Dealing in Foreign Exchange

Project Reports

Social Welfare Programmers

Other Utility Functions
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Types of Banks
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1. Retail banks deal specifically with retail consumers, though some
global financial services companies contain both retail and commercial
banking divisions. These banks offer services to the general public and
are also called personal or general banking institutions. Retail banks
provide services such as checking and savings accounts, loan and
mortgage services, financing for automobiles, and short-term loans
like overdraft protection. Many larger retail banks also offer credit card
services to their customers, and may also supply their clients with
foreign currency exchange
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2. Commercial or corporate banks provide specialty services to
their business clients from small business owners to large,
corporate entities. Along with day-to-day business banking,
these banks also provide their clients with other things such as
credit services, cash management, commercial real estate
services, employer services, and trade finance. JPMorgan Chase
and Bank of America are two popular examples of commercial
banks, though both have large retail banking divisions as well.
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3. Investment banks focus on providing corporate clients with
complex services and financial transactions such as underwriting
and assisting with merger and acquisition (M&A) activity. As
such, they are known primarily as financial intermediaries in
most of these transactions. Clients commonly range from large
corporations, other financial institutions, pension funds,
governments, and hedge funds. Morgan Stanley and Goldman
Sachs are examples of U.S. investment banks.
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4. central banks : Unlike the banks listed above, central banks
are not market-based and don't deal directly with the general
public. Instead, they are primarily responsible for currency
stability, controlling inflation and monetary policy, and
overseeing a country's money supply. They also regulate the
capital and reserve requirements of member banks. Some of the
world's major central banks include the U.S. Federal Reserve
Bank, the European Central Bank, the Bank of England, the Bank
of Japan, the Swiss National Bank, and the People’s Bank of
China
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FINANCIAL MARKETS

What Are Financial Markets?

Financial markets refer broadly to any
marketplace where the trading of securities

occurs, including the stock market, bond market,
forex market.
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IMPORTANCE OF FINANCIAL MARKETS

Channels funds from the surplus units (savers) to
the deficit units (borrowers-spenders) .

Promotes economic efficiency by producing an
efficient allocation of capital, which increases
production.

Directly improve the well-being of consumers by
allowing them to time purchases better.
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Money - meaning & functions
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Money is any object or record that is generally accepted as payment
for goods and services and repayment of debts in a given socio-
economic context or country. The main functions of money are
distinguished as: a medium of exchange; a unit of account; a store of
value; and, occasionally in the past, a standard of deferred payment.
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Money is historically an emergent market phenomenon establishing

commodity money, but nearly all contemporary money systems are

based on fiat money.

wi@gdﬁ‘éﬂ A8 e st A4S0 (3w 3ala A ) AUl e 2 gaill el
Ayl 2l e aaiad Uy 555 ealaall 5l




The money supply of a country consists of currency (banknotes
and coins) and bank money (the balance held in checking
accounts and savings accounts).

Bank money, which consists only of records (mostly
computerized in modern banking), forms by far the largest part
of the money supply in developed nations
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FUNCTIONS OF MONEY
Dl il

1. Medium of exchange : -

When money is used to intermediate the exchange of goods and
services, it is performing a function as a medium of exchange. It

thereby avoids the inefficiencies of a barter system, such as the

‘double coincidence of wants' problem.
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2. Unit of account :-

A unit of account is a standard numerical unit of measurement
of the market value of goods, services, and other transactions.
Also known as a "measure" or "standard" of relative worth and
deferred payment, a unit of account is a necessary prerequisite
for the formulation of commercial agreements that involve debt.
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3. Store of value :-

To act as a store of value, money must be able to be reliably
saved, stored, and retrieved — and be predictably usable as a
medium of exchange when it is retrieved. The value of the
money must also remain stable over time. Some have argued
that inflation, by reducing the value of money, diminishes the
ability of the money to function as a store of value.
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4. Standard of deferred payment

While standard of deferred payment is distinguished by some
texts, particularly older ones, other texts subsume this under
other functions. A "standard of deferred payment" is an
accepted way to settle a debt — a unit in which debts are
denominated, and the status of money as legal tender, and ,
states that it may function for the discharge of debts.
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5. Measure of value :-

Money acts as a standard measure and common denomination
of trade. It is thus a basis for quoting and bargaining of prices. It
is necessary for developing efficient accounting systems. But its

most important usage is as a method for comparing the values
of dissimilar objects
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Payments System
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The ‘payments system’ refers to arrangements which allow
consumers, businesses and other organizations to transfer funds
usually held in an account at a financial institution to one another. It
includes the payment instruments — cash, cards, cheques and
electronic funds transfers which customers use to make payments —
and the usually unseen arrangements that ensure that funds move
from accounts at one financial institution to another.
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Types of Payment Systems

* Cash
* Personal Cheque ( check)
* Debit Card
* Credit Card
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1. Cash (bills and change): Cash is one of the most common ways to
pay for purchases. Both paper money and coins are included under the
larger category of "cash." While cash has the advantage of being
immediate, it is not the most secure form of payment since, if it is lost
or destroyed, it is essentially gone. There is no recourse to recoup
those losses.
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2. Personal Cheque ( check): These are ordered through the buyer's
account. They are essentially paper forms the buyer fills out and gives
to the seller. The seller gives the cheque to their bank, the bank
processes the transaction, and a few days later the money is deducted
from the buyer's account. With the increasing trend toward fast
payment, cheques are seen as slow and somewhat outdated.
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3. Debit Card: Paying with a debit card takes the money directly out of
the buyer's account. It is almost like writing a personal cheque, but
without the hassle of filling it out.
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4. Credit Card: Credit cards look like debit cards. But paying with a
credit card temporarily defers the buyer's bill. At the end of each
month, the buyer receives a credit card statement with an itemized list
of all purchases. Therefore, rather than paying the seller directly, the
buyer pays off its bill to the credit card company. If the entire balance
of the bill is not paid, the company is authorized to charge interest on
the buyer's remaining balance. Credit cards can be used for both
online purchases and at physical retailers.
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The Financial System:
Introduction:

Understanding the financial system is crucial for anyone aspiring to work in
finance and banking, as it forms the backbone of economic activity.

So let's explore the key components, functions, and importance of the
financial system.
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Part 1: Definition and Components of the Financial System:

The financial system refers to a network of institutions, markets, and
intermediaries that facilitate the flow of funds between savers and
borrowers.
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It consists of several main components:
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1. Financial Institutions: These include banks, credit unions, insurance
companies, investment firms, and other entities that provide financial
services.

These institutions act as intermediaries, channeling funds from savers to
borrowers and offering various services such as loans, savings accounts,
investment opportunities, and insurance policies.
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2. Financial Markets: Financial markets are platforms where financial
assets such as stocks, bonds, commodities, and currencies are traded.

They can be categorized into primary markets (for the issuance of new
securities) and secondary markets (for the trading of existing securities).

Examples of financial markets include stock exchanges, bond markets, and
foreign exchange markets.
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3. Financial Instruments:
Financial instruments represent tradable assets that have monetary
value. Examples include stocks, bonds, investment funds, and
insurance policies.

These instruments enable individuals, companies, and governments
to raise funds, manage risks, and invest in various opportunities.
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Part 2: Functions of the Financial System:

The financial system performs several vital functions that contribute to the
efficient allocation of resources and overall economic stability.

Let's explore these functions:
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1. Financial Intermediation: Financial institutions play a crucial role in
connecting savers and borrowers.
They receive funds from individuals and institutions with a surplus of
money (savers) and provide |oans and credit to those in need of
funds (borrowers).
This intermediation process facilitates the smooth flow of capital and
supports economic growth.
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2. Mobilization of Savings: The financial system encourages individuals
to save by offering various savings and investment products.
These savings are directed towards productive investments, such as
financing new businesses or infrastructure projects, which stimulate
economic development.
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3. Risk Management: Financial markets enable participants to manage
various risks.
For example, individuals can purchase insurance policies to protect
against unexpected events, and companies can use derivatives to
hedge risks related to price fluctuations.
These risk management tools enhance stability and promote
economic resilience.
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4. Price Discovery: Financial markets provide a platform for price
discovery of assets.
Supply and demand forces interact in these markets, determining
prices that reflect perceived value and risks associated with financial
instruments.
These price signals guide investment decisions and resource
allocation throughout the economy.
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Part 3: Importance of the Financial System:

The financial system plays a crucial role in promoting economic growth and
stability.

Here are some key points highlighting its importance:
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1. Capital Formation: By mobilizing savings and facilitating the flow of
funds into productive investments, the financial system contributes to
capital formation.

This, in turn, supports entrepreneurship, job creation, technological
advancements, and overall economic development.
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2. Efficient Resource Allocation: The financial system helps in the
efficient allocation of resources by channeling funds to their most
productive uses.

It allows savers to invest in opportunities with the highest potential
returns, while enabling borrowers to access capital for productive
ventures.
This allocation of resources optimizes economic efficiency.
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3. Economic Stability: An efficient financial system promotes economic
stability by managing risks and providing mechanisms for financial
intermediation.

It helps absorb shocks, ensures liquidity, and reduces information
asymmetry between savers and borrowers.

This stability is essential for sustainable economic growth and
mitigating systemic risks.
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Conclusion:

In conclusion, the financial system is a critical component of any economy,
facilitating the flow of funds, allocating resources efficiently, managing
risks, and promoting economic stability.

Understanding its fundamental concepts, functions, and elements is crucial
for anyone interested in the field of finance and banking.
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