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FINANCIAL INSTITUTIONS 

[FINANCIAL MARKETS] 

Financial Institutions are business organisations which deals with money and 

other financial assets like shares, letter of credit, bill of exchange etc. It refer to 

all business organisations which hold money for individuals and institutions and 

may borrow from them in order to give loans or make other investments. 

Financial institutions represents the main channel or medium by which funds can 

flow from lenders to borrowers. 

 TYPES OF FINANCIAL INSTITUTIONS [MARKETS] 

Financial institutions or markets are broadly divided into two categories and they 

are as follows. 

I. Money markets  

II. Capital markets 

MONEY MARKETS 

Money markets may be defined as financial markets for the lending and 

borrowing of short-term loan. This type of markets aids all forms of business 

transactions. 

 FUNCTIONS /ADVANTAGES OF MONEY MARKETS  

1) Provision of finance to entrepreneurs and investors on short-term basis. 

2) Creation of extra income in form of interest through investments. 

3) The market promotes economic growth and development. 

4) It enhances savings. 

5) Funds invested in the money markets can be recalled at short notice for 

other purpose. 

6) Money markets help in the implementation of monetary policy. 

7) Money markets maintains monetary equilibrium in the economy. 
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Institutions involved in the money market include; 

➢ Central banks  

➢ Commercial banks  

➢ Acceptance houses [Merchant banks] 

➢ Finance houses 

➢ Discount houses 

➢ Insurance companies 

 

INSTRUMENTS USED IN THE MONEY MARKETS 

In money markets, money can be transferred between the lender and the 

borrowers with the used of any of the following instruments; 

❖ Bills of exchange.  

❖ Treasury bills. 

❖ Call money funds.  

 

A. BILL OF EXCHANGE  

Bill of exchange refers to a promissory note which shows the acknowledgement 

of indebtedness by a debtor to his creditor and his intentions to pay the debt on 

demand or at an agreed time in future which is usually ninety[90]days. 

B. TREASURY BILLS 

This is normally issued by the central bank of a country, which assists the 

government to borrow money from the money markets on short term basis. 

C. CALL MONEY FUNDS 

Call money funds are extra cash apart from cash ratio kept by commercial banks 

for daily transactions. It is either, the commercial banks keep this with central 

bank or lend it out to the Accepting houses. The call money has an advantage of 

early return and at the same time are withdraw able and demand. 

 

 WEEK 5 

CAPITAL MARKETS 

Capital market is a financial market for the lending and borrowing of medium-

term and long-term loans. The money lent and borrowed in this type of market is 

used to finance capital projects. 
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    FUNCTIONS/ADVANTAGES OF CAPITAL MARKETS 

✓ Provision of capital for long-term investment. 

✓ Mobilization of savings. 

✓ It speed up economic growth and development. 

✓ It provides avenues for investments. 

✓ Service provision such as managerial and financial advice to investors etc. 

✓ It encourages the general public to participate in the running of the 

economy of the country. 

✓ Capital markets helps in the growth and development of merchant banks. 

 

INSTITUTIONS INVOLVED IN THE CAPITAL MARKETS 

1. Development banks. 

2. Central banks. 

3. Building society [Mortgage bank]. 

4. Insurance companies. 

5. National Provident Fund [NPF]. 

6. Issuing houses. 

7. Stock exchange. 

 

              INSTRUMENTS USED IN CAPITAL MARKETS  

Instruments used in capital market are mainly Stock and Shares. Stock and Shares 

are securities purchased by individuals, which is an evidence of contributing part 

of the total capital used in running an existing industry. At the end of a normal 

business year, stock and shares holders receive dividend as a reward for 

contributing the money used in running the business 

TYPES OF CAPITAL MARKETS  

Capital markets are divided into two namely; 

• The Primary Market 

• The Secondary Market 

      PRIMARY MARKETS OR FIRST-TIER SECURITIES 

MARKETS. 

This market deals in the buying and selling of new securities [shares, stock, bond, 

etc.]. In primary markets, new securities are either bought or sold. It is a market 

for securities that are being traded for the first time. In primary issue, the 

securities are issued by the company directly to investors. The primary issues are 



BUBENDORFF MEMORIAL GRAMMAR SCHOOL, ADAZI-NNUKWU 

BMGS – Greatness Through Hardwork 

used by companies for the purpose of setting up new business or for expanding 

or modernizing the existing business. 

                 SECONDARY OR SECOND-TIER SECURITIES MARKETS. 

Secondary markets deals in the buying and selling of old securities or second-

hand securities. In other words, Secondary market can be refer to as the market 

for any kind of used goods/securities. That is, old or existing securities are sold 

in this markets. The major example of this type of financial market is Stock 

exchange. Here securities are converted into cash. 

                   STOCK EXCHANGE 

A stock exchange may be defined as a market where shares, stocks, and other 

securities are sold and bought. It is more concerned with second hand securities 

or old securities. The two principles dealers in stock exchange markets are the 

BROKERS and the JOBBERS. 

                THE BROKERS. They act as agents of individuals or companies who 

wish to sell or buy securities and charges them a commission for performing these 

services. 

                THE JOBBERS. They are the main dealers but deals directly with the 

brokers and not the general public. They have two prices, a lower price for buying 

and a higher price for selling. The difference is the profit also known as the 

Margin or jobbers turn. 

              FUNCTIONS OF STOCK EXCHANGE 

1) It provides the market for the selling and buying of long-term financial 

securities. 

2) It helps in raising capital for development. 

3) It provides employment opportunities. 

4) It helps to stabilise prices of securities. 

5) It offer investment opportunities to investors with low capital to invest in 

companies that offer lower cost securities by advertising the prices of 

securities. 

6) It helps in raising the administrative efficiency of companies. 

7) It assists companies to raise capital by helping to change the securities to 

cash.   

8) It assess government in raising money through the sale of government 

securities [gilt-edged]. 
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TYPES OF SECURITIES 

Financial securities are shares, debentures, bonds, and stock. 

                

 

 ASSIGNMENT 

1. Define securities 

2. Describe the various types of financial securities 

NB. The above assignment should be in your note before the next topic 

 

WEEK 6. 

MONEY; DEMAND FOR AND SUPPLY OF MONEY. 

Demand for Money is the desire to hold money. It is the total amount of money 

which all individuals in the economy wish, for various reasons, to hold. That is 

keeping ones resources in liquid form rather than spending it. The demand for 

money in economics is known as Liquidity preference. 

               REASONS/MOTIVES FOR HOLDING MONEY 

The three motives for the demand of money are; 

1. Transactional motive.  

2. Precautionary motive. 

3. Speculative motive. 

❖ TRANSACTIONAL MOTIVE. People desire to hold money for day 

to day transactions or current expenditures. This is primarily 

concerned with money held for the purpose of making payments and 

purchases. For example purchasing of food items, clothing, making 

payments for taxi fares etc. The amount of money held by an 

individual depends on the level of income etc. 

❖ PRECAUTIONARY MOTIVE. This is concerned with the money 

held in case of unforeseen contingencies which could be accidents, 

illness, loss of job, loan to relatives or friends etc. It is also 

determined by the level of one’s income. 

❖ SPECULATIVE MOTIVE. This has to with money held due to 

expectations in investment opportunities. This motive is specifically 

a business motive, or investment motive. For instance, money may 

be held with the hope of giving it out in the form of loan if the interest 
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rate is high and at a short period of time, buying goods like cars at 

lower price and re-selling at higher price etc. The motive is to 

making quick money.  

            SUPPLY OF MONEY  

 The supply of money is the total stock of money/amount of money available for 

use in the economy at a given period of time. The supply of money consist of the 

currency circulating outside the banking system and the deposits in the banking 

institutions. 

        FACTORS AFFECTING THE SUPPLY OF MONEY 

1. The central bankers total reserves. 

2. The economic situation. 

3. Bank rate. 

4. Demand for excess reserves. 

5. Cash reserves or cash ratio. 

 

 

THE VALUE OF MONEY  

 This refers to the purchasing power of money. The purchasing power means the 

quantity of goods and services which a given sum of money can buy. When a 

certain amount of money can buy fewer goods and services, this will mean that 

the value of money has fallen and this can only happen when there is rise in prices, 

and vice versa. Hence, increase in price of goods and services decreases the value 

of money which decrease in the prices of goods and services increases the value 

of money. 

  

 FACTORS AFFECTING THE VALUE OF MONEY 

➢ The price level. 

➢ The supply of money and its velocity. 

➢ Inflation and deflation 

➢ Volume of goods and services. 

 


