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Financial institutions e
Types of financial institution
These are a student’s nates from a lectare about banking,.
|
For most of the 20th cemury, most banks operated in one country bonls: debits thad DAL Lnteres f
only (in the US, in one state only). Different kinds of banks did S captel Gt 7’ A Tiure 9

specialized kinds of financial business:
* Retail banks or commercial banks warked with individuals and
small companies: WALYgEr: WIEW S WE oF Vil
* received deposits companies
¢ made loans. (See Unit 20) Unit 39)
. l.nvestmgnt banks worked with big companies: T T —
gave fmanc_lal ad\{lce sonpany otfers to acauire or /
* raised capital - increased the amount of money S f

dete (see Unit 33)

Aeatd (s nrlady A 1t 20
companies had by issuing stocks or shares and bonds bug another one (see Unit.35) i
* organized mergers and takeover bids. stocks or shares: certificnses
* Insurance companies renvesenting ong unit of
e pravided life insurance and pensions. ownegrship of 4 complny (see
* Building societies Unit 29)

* specialized in mortgages. Many have now become normal
commercial banks.
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| BrE: merchant bank; AmE: investment bank
| BrL: retail bank, commercial bank, High Street bank: AmE: retail bank, commercial bank |
| BrE: building societies; AmE: savings and loans associations

B3 cocrcgutation

The financial industry changed radically in 1980s and 90s when it derequlated: there art nove fewer
was deregulated. ” N .

vestrictions and reoulailons

* Before deregulation: rules and regulations in the US, Britain G bt !
and Japan prevented commercial banks doing investment o
banking business. Some other countries (Germany, conglovaeeates: Loa =

Switzerland) already had universal banks doing all kinds of foraed 0y wmergers and
financial business. toreovers (see Unit 40)

* Today: many large international conglomerates offer a
complete range of financial services. Individuals and
companies can use a single financial institution for all their
financial needs.
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Specialized banks

Meriss il

Other types of banks still have specialized functions: ?
» central banks issue currency and carry out the government's ’
financia! policy

» private banks manage the assets of rich people or high net
worth individuals

* clearing banks pass cheques and other payments through
the banking system

* non-bank financial intermediaries such as car
manufacturers, food retailers and department stores now offer
products like personal loans, credit cards and insurance.
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21.1

2.2

21.3

Find words in A and B opposite with the following meanings.

J—

a company offering financial services

the money a company uses, raised by way of shares and bonds

when two formerly separate companies agree to join together

a company formed by the merger or takeover of several other companies

the ending of some rules and restrictions

when a company offers 1o buy the shares of another company 1o gain control of it

SO h N

Before Anancial deregulation, which types of financial institutions did these types of
business? Look at A opposite to help vou.

1 arranging mergers

2 offering lifc insurance

3 issuing shares and bonds

4 providing mortgages

5 receiving deposits and making loans to individuals and small companies
6 giving financial advice to companies

7 organizing (or defending against) takeover bids

8 providing pensions

The extracts below are from websites. Which types of banks do the websites belong to?
Look ar A and C opposite to help you.
1

The Federal Reserve was founded by Congress in 1913 to provide the nation with a safer,
more flexible, and more stable monetary and financial system.

I, ,lmmmm,u,,m,,_'””;!!,,””//;.,”,”;/y,,4,,”’"m-,-fllllvmmu-‘ '{””’”’”mm.'""”""’"m’""”"””"”””“"""-'"""'"'l/””""rv;ymﬂ"'v:m"”mﬂ”"vlllnm.,””l”
We provide a tull range of products and services, including advising on corporate strategy
and structure, and raising capital in equity and debt markets.
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How can we help you? We tan:

Build a long-term, one-to-one relationship with your banker.
Manage your family's diverse business and personal assets.
Build a portfolio tailored to your family’s unigue needs.

Play an active rale in managing your assets.

I
Y Ty - sntteereest T ety gy W "“u.,,,,,,,//rlln,.,;mn,,.q'f/'m-Jmmn///mumlh:II’ ’”’"'--;,.,,,,”/l/m.

Nearly twelve million cheques and credits pass through the system each working day. Cheque
volumes reached a peak in 1990 but usage has fallen since then, mainly owing to increased use of
plastic cards and direct debits by personal customers.

I
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2 Why bank with us? Because we offer;
® a comprehensive range of accounts and services
m over 1,600 branches, many with Saturday opening
= free withdrawals from over 31,000 cash machines
® online and telephone bankKing for round-the-clock access to your accounts
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Over 4o you

Does your company use more than one bank? Do you? Why?
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Money markets

n The money markets

56

The money markets consist of a network of corporations, financial institutions, investors
and governments, which nced to borrow or invest short-term capital (up to 12 months).
For example, a business or gaovernment that needs cash for a tew weeks only can use the
money market. So can a bank that wants to invest money that depositors could withdraw
at any time. Through the money markets, borrowers can find short-term liquidity by
turning assets into cash. They can also deal with irregular cash flows — in-comings and
out-goings of money — more cheaply than borrowing from a commercial bank. Similasly,
mvestors can make short-term deposits with investment companies ar competitive interest
rates: higher ones than they would get from a bank. Borrowers and lenders in the money
markets use banks and investment companies whose business is trading financial
instruments such as stocks, bonds, short-term loans and debrs, rather rhan lending money.

Common money market instruments

Lesson 06

Treasury bills (or T-bills) are bonds issued by governments. The most common maturity —
the length of time before a bond becomes repayable - is three months, although they can
have a maturity of up ro one year. T-bills in a country’s own currency are generally the
safest possible investment. They are usually sold ac a discount from their nominal value -
the value written on them — rather than paying interest. For example, a T-bill can be sold
at 99% of the valuc written on it, and redeemed or paid back at 100% at maturity, three
months later.

Commercial paper is a short-term loan issued by major companies, also sold at a
discount. It 1s unsecured, which means it is not guaranteed by the company’s asscts.

Certificates of deposit {or CDs) are short- or medium-term, interest-paying debt
instruments — written promises to repay a debt. They are issued by banks to large
depositors who can then trade them in the short-term money markets. They are known as
time deposits, because the holder agrees to lend the money - by buying the certificare -
for a specified amount of rime.

Note: Nominal value is also called par value or face value.

Repos

Another very common form of financial contract is a repurchase agreement (or repo).
A repo is a combination of two transactions, as shown below. The dealer hopes to find a
long-term buyer for the securities before repurchasing them.

A dealer has W Dealer sclls Short-term investor buys
unsold securities. securities, agreeing securities. Amount
: + ' to repurchase investor lends ro dealer,
them at a higher by buying securiries, is
Dealer tries to find | price on a fixed less than the marker
| l_"“bﬂk"’"_‘ ‘h"YC‘f { future date. | value of the securiries.
| for sccurities. I This 15 so investor avoids
' - a loss if price of
! Short-term securities, and their
Dealer repurchases ]' { invesror sells value as collateral, falls. '
securities. J | securities back to —
— dealer a few days

Y or \\'ct‘ks‘ later. l

Dealer sells | — —
securities to long-
term buyer, f
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25.2

25.3

Are the following statements true of fabie? Find reasons {or vour answers in A and B opposite.

1 Orgamizations use the money markets as an alternative ro borrowing from banks.

2 Money markets are a source of long-term fnance.

3 All money market instruments pay interest.

4 Certificates of deposit are 1ssued by major manufacturing companies.

5 Commercial paper is guarantecd by the government.

6 Some money market instruments can have morce than onc owner before they mature.

Marcch the words in the box with the definitions below. Look at A and B opposite to help you.

cash flow competitive discount
Liguidity maturity par value
redeemed short-rerm unsccured

1 a price below the usual or advertised price

2 adjective describing a good price, compared to others on the market
3 the ability to sell an asser quickly for cash

4 {in finance) adjective meaning up to one year

5 adjective meaning with no guarantee or collateral

6 repaid

7 the length of time before a bond has wo be repaid

8 the movement of money in and out of an organization

9 the price written on a security

Martch the nwo parts of the sentences. Look at B and C opposite to help you,

1 Most money market securities
2 A treasury bill is safc because it
3 Commercial paper

4 Cernficates of deposit {CDs)

5 Repurchase agreements {repos)

a is issued by corporations, so it is riskier than T-bills.
b are short-term, liquid, safe, and sold at a discount.
¢ is guarantced by the government.

d arc short-rerm exchanges of cash for securities.

e are issued to holders of time deposits in a bank,

Over to you %

What kind of money market instrisments are you familiar with? Which ones wouid be mest
uscful for your company, or for a company you weould like to work for?
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m BUSIHCSS plans Lesson 07

Market opportunities

If you have a brilliant idea for a new product or service, or a better or cheaper way of
supplying an existing producr or service, you will probably require finance: money ro starr
up a company to take this market opportunity, or to expand an existing company. If you
want to interest venture capitalists (see Unit 28) in your project, you will have to write a
business plan.

Business plans begin with a summary, often called an Executive Summary, which explains
IN ONE Or WO pages:

m what sort of companoy it is
m what the product or service is, and what is special about it
m who the managers are

m how much money vou need, and what vou will use it for.

m The company, the product and the market

If the company already exists, the first chapter of the business plan explains how it was
started and how it has grown, and gives a history of sales and profis. It describes che
company today, and the plans for the furure.

The second chapter describes what you alrcady sell or want to sell. It explains what
differentiates the product or service from other existing ones — what makes it different or
unique. It focuses on the benehits or advantages for customers — how it will improve
people’s lives!

The chapter on the marker describes the industry you operate in, the market segments,
the other firms in the marker (your competitors), changes in the industry, and projected
trends — forecasts for the future — and technological opportunities. It outlines what the
customers need, where they are, and how you plan to reach them. It explains how you
will make sure that customers know about your product or service and why they will
prefer it to the competition. It gives details of your marketing strategy, including sales
tactics — the ways you plan to achieve sales, advertising, publicity and sales promotions —
INCENTives [o encourage customers to buy.

The chaprer on the management team gives derails about the most important staff. The
chapter on strategy outlines your strategies for marketing, pricing, distribution, sales, etc.,
and how you are going to implement them or carry them out.

The financial analysis

The financial analysis gives details of the historical performance, if it is an existing
company, and describes existing finance and assets. It explains why the business needs
funds, and gives sales forecasts (the sales the business expects to achicve in a particular
period of time), projected or expected financial statements (profit and loss account, cash
flow statement, and balance sheet), and projections for future income. It will probably
include a breakeven analysis, and an analysis of hnancial ratios.

Various appendices can come at the end of the business plan, including the curriculum
vitae (CV) of each top manager and promotional materials for your products.

‘ BrE: curriculum vitae; AmE: résumé
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50.1 Make word combinarions using a word from each box. Then use the word combinations
to complete the sentences below. Look ar A and B opposite to help yvou.

implement customers
reach finance
require services
supply strategies
1 Are you sure you can ... thoser . oo more cthciently than vour competitors?
2 This business plan gives dertails of the | SRs W o v . and what we're going to
do wich i,
3 We'll hire rtwo experienced managers to help us | TN— | O .
4 We're convinced our innovative advertising will allm\ [ATF] 1o (P ... bur potential

50.2  Complete the sentences. Look ar A, B and C opposite to help vou.

W . E—— N\
We're convinced thiS i 2 Breat e i st : people will really want what we
plan ro offer.

2 7 - e
| OUr 1s over 100,000 units a vear, _—
3 / = 3 ————— =
I'he productis o, there's absolutely nothing else like it on the marker. ™
4 '/ . = e -‘\—"';:./
| O is essentially o adveruse a lot and sell at a very low price.  /
l/ - \
The advertising will stress the . ....... the consumers will get from the product - b
| how it will save them time and money. R
e » ol
6./ e ’ m————
| We'll also use a few oo o~ Such as giving, awav free samples or e
offering discounts. -

50.3 Use the words below to make word combinations with ‘marker’ that have appeared in
this book. Then sort the word combinations: which are concerned with inance and
which with marketing?

bear value

capiralization stock

currency ——— skimming
equity {'/ market share

maker s segment

over-the-counter price

secondary primary
penetration

Over 4o you

If you were starting up a new company, what product or service would it offer? What
would you include in your business plan to try to convince venture capitalists to invest?
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Department of economic sciences academic year: 2019/2020 Lesson 08

Level: master one

Investing

What is investing?

Investing is a way to have your money work for you. Rather than hide your money in a safe or under your mattress, you
can put that money to work at a bank or a business.

Growing Your Money

The main goal of investing is to grow your money. For example, when buying stock in a company you hope that the
company will be successful and the stock will be worth more in the future than it is today.

Risk vs. Reward

Most all investments have some risk. You could end up with less money in the future than you do today. Some
investments are riskier than others, but usually the more risk you are willing to take, the more money you could make.

For example, a federally insured CD with a bank is not very risky. The bank promises to pay you a certain percentage
over a given amount of time. Even if the bank goes out of business, your money may be insured by the federal
government. This sounds great, except CDs today only pay a few percent each year. This isn't a lot of return on your
investment.

A higher risk example would be stock in a new technology company. If this company takes off, your money might go up
10 times in the next few years. However, the company could also go out of business, making the stock worthless and
you would lose all your money.

Types of Investments
There are a lot of types of investments. Here are a few of the more common investments people make:

Stocks - Stocks represent ownership in a company. You can buy stock in all sorts of companies like Coca Cola, Apple,
and Wal-Mart. The hope is that the company will be profitable and grow. Then the value of the stock will go up and
your money will grow, too.

Mutual Funds - Mutual funds are like stocks. A mutual fund represents a group of stocks. When you buy a mutual fund
you are investing in a group of stocks. This is a way to invest in a number of different stocks, but not have to buy a
bunch of individual stocks.

Bonds - A bond is sort of like a loan. When you buy a bond you are lending your money to a company or government.
Bonds can pay higher interest than a bank account, but also come with more risk.

Real Estate - A lot of people invest in real estate. This can be buildings or land. The biggest investment many people
make is when they buy their home.

Bank - One of the most conservative investments is with the bank. This might be with a savings account, a money
market account, or a CD. With the bank you get some security, but the return is low.



Gold - Precious metals such as gold are often used as investments.
What does diversify mean?

One thing that many financial advisors will tell people is that they should diversify. This means to invest in a variety of
areas. Rather than put all of your money into one stock, invest in a variety of investments such as stocks, bonds, and
mutual funds.



