
ROLES OF FINANCIAL INTERMEDIARIES

Financial intermediaries have emerged as a useful tool for the efficient market system as they help channelize savings
into investment.

It is the institution or individual that is in between two or more parties in a financial context. They act as
middlemen by transferring funds from savers to investors. They are currency issued by the central bank,
demand and time deposits of commercial banks, and savings deposits, insurance and pension funds of
nonmonetary intermediaries. The ultimate lenders end up with the same amount of demand deposits that they
started with but now they have more of financial assets which represent unspent income they have transferred
to the ultimate borrowers. Now take intermediation by NBFIs. They accumulate and process information, thus
lowering the problem of asymmetric information. Intermediaries like mutual funds and investment banks use
their experience to offer investment products to help their clients maximize returns and reduce risks. They also
tend to increase the efficiency of resource allocation by placing more investment projects against one another
for lenders to examine. Although in certain areas, such as investing, advances in technology threaten to
eliminate the financial intermediary, disintermediation is much less of a threat in other areas of finance,
including banking and insurance. One of the instruments, a co-investment facility, was to provide funding for
startups to develop their business models and attract additional financial support through a collective
investment plan managed by one main financial intermediary. Another major function of these intermediaries
is to assist clients to grow their money via investment. Financial intermediaries also provide the benefit of
reducing costs on several fronts. Further, the techniques of intermediation get primary securities distributed
efficiently from ultimate borrowers to ultimate lenders and from one lender to another through dealers and
security exchanges. By Tejvan Pettinger on November 26th, Post navigation. Examples of Financial
Intermediaries Several different types of financial intermediaries serve different functions in the economy. If
there were no FIs, there would be frequent changes in the demand and supply of financial assets and their
relative yields, thereby bringing instability in the capital market. Need for regulation The very nature of the
complex financial system that we have at this point in time makes the need for regulation that much more
necessary and urgent. You would go to an insurance company if you had a risky investment and wanted to
mitigate your risk. On the other side are lenders surplus income units or savers whose assets are in the form of
bank deposits, insurance policies, pensions, etc. In the financial system, intermediaries like banks and
insurance companies have a huge role to play given that it has been estimated that a major proportion of every
dollar financed externally has been done by the banks. The classic example of a financial intermediary is a
bank that consolidates deposits and uses the funds to transform them into loans. It is in this way that these
financial intermediaries help in economising the use of money which, in turn, controls the money supply and
the demand for goods and services from increasing. The fall in interest rate encourages investment which
increase the rate of capital formation and hence promotes economic growth. When FIs shrink the demand for
money, the curve MD shifts to M,D, and consequently the interest rate falls from r to r1 Patikin has shown in
his Money, Interest and Prices that when the interest rate is influenced by FIs, it, in turn, affects the price level
of the economy. Loans, equity , guarantees and other financial instruments attract greater public and private
funding sources that may be reinvested over many cycles as compared to receiving grants. Due to the
increased complexity of financial transactions, it becomes imperative for the financial intermediaries to keep
re-inventing themselves and cater to the diverse portfolios and needs of the investors. In such countries the
capital market is unorganised and undeveloped.


