Topic 2. Financial Intermediation

Why intermediation?

e Transaction costs
e Economies of scale and scope
e EXpertise
e Diversification
e Risk sharing
e Asset transformation (liquidity and maturity)
e Asymmetric information
- Adverse selection
- Moral hazard

Problems of intermediation
e EXxpensive
e Liquidity and solvency risks
e Panics and bank runs (=> deposit insurance)

e Moral hazard (=> regulation, capital
adequacy, partial deposit insurance)

Intermediaries are useful for small investors and
small and risky borrowers who have no reputation
Recent trend - growth of financial markets —
disintermediation (thanks to rating agencies).



Types of financial intermediaries

e Commercial banks (deposits, loans and
mortgages, money transfers, ATM, currency
exchange, consulting, hedging counterpart,
Investment intermediary)

e Savings and loan associations (deposits and
mortgages)

e Investment banks (underwriting, consulting
and help with attraction of capital, brokerage,
M&A)

e Mutual funds (issue of shares (man),
Investment in a portfolio of assets)

e Money market mutual funds (investments
Into ST liquid assets)

e Hedge funds (investments in derivatives -
more risky, less regulated)

e Private equity funds (investments in start-ups)

e Pension funds (investments in LT safe assets,
highly regulated)

e Insurance companies (sell insurance contracts,
use the law of large numbers)



DoHaBI

D OHbI THBECTULIMOHHBIE,
XeK U TIEHCUOHHBIE.
OHY HaM MOMOTAKOT
Kanurajibl COXpaHUTH
M B HyKHbIE€ AKTUBBI
CpencrBa pa3MeCTHUT,
JI0XO0HOCTB 3apaboTaTh,
Ha cTtapocTh HaKOIuThH
Wnu B conugHon pupme
J10JITO TIPUKYTIUTh.
OHY CHMXKAIOT PUCKH,
B Teopuu, 1o KHUKKE,
Hy a Ha camom pene
OHY HaMHOTO 3JIEU
M pagu O0IBIINX JICHET
[TorayT Ha BCe, TOBEPD!
AKTHBBI BCE XECIKUPYIOT
W CeKbrOpUTU3UPYIOT,
W B pesynbrare 3T10ro
Poxaaror mys3sipy,
Hy a xorpa te JIOnHyT,
YOBITKU TaK U Kau!

(B. JloOopbIHCKas)



