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Money and Banking

FEARRT

UNIT
m Reading and Translating
EXERCISE 1
Match each of the logos in Column A with the proper names in Columns B and C.
Example:
‘$ People’s Bank of China
Column A Column B

A. Bank of China

B. Industriali and Commercial Bank of China

C. Agricuttural Bank of China

D. China Construction Bank

E. Bank of Communications

F. CITIC Industrial Bank

BEE00®0

~

. éank G. China Merchants Bank

H. United Securities Co. Ltd.

1. China Everbright Bank

©30

10. J. China Life Insurance Company

Column C

. PERLERT

- REDERMAT

. FEBRRT

. hE IR RAT

- iESRL AT
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B Reading A

Financial Institutions

Financial institutions or financial intermediaries are very simply economic units whose main function
is to handle the financial assets of households and firms in our society. Basically, these institutions bring
savers and borrowers together by selling
securities to savers for money and lending that SAVINGS AND
money to bomrrowers. The term ‘“financial
intermediary” can be applied to a variety of
institutions, some of which are commercial
banks, mutual savings banks, savings and loan
associations, credit unions, life insurance
companies, pension funds, mutual funds, finance
companies and governmental credit agencies.

Financial intermediaries could not exist
without intermediation, the process that occurs
when firms and households place funds in
institutions (banks, savings and loans, etc.). These investors receive claims with stable market values
which can be converted rapidly back into cash (i.e., high liquidity). The financial intermediaries then

: | invest these deposited funds in a variety of primary securities (various loan and equity securities,
" mortgages, etc.) that can fluctuate in value and are not quite so liquid. Thus, intermediaries convert risky

primary securities into less risky secondary securities.

Another important attribute of financial intermediaries is their ability to bear and spread the risk of
primary security ownership. If future events were always predictable and known with certainty, there
would be little cause to diversify a security portfolio. But perfect information is not available, and the best
we can do is to place a subjective value on the probability of certain events occurring. Because of their
larger relative size compared to households, financial intermediaries are more easily able to diversify
their security portfolios, thereby reducing the total risk of the portfolio. Lower-than-expected returns on
one issue may be offset by higher-than-expected returns on another. The fact that there is some degree
of independence between securities means that this diversification ability can be very meaningful when
one is seeking a relatively safe and liquid financial asset. Operating with a large pool of funds, financial
institutions can acquire a range of different securities which, with the aid of expert financial management,
can be selected to allow for risk offsetting.

Another interesting attribute of financial intermediaries is their ability to offset receipts and
withdrawals. The management of these institutions is aware that, during any particular period, some
depositors will withdraw funds and others deposit them, but it is highly improbable that all depositors will
withdraw funds at the same time. Given this knowledge, an intermediary can issue to savers financial
claims that are considerably more liquid than the assets that it in turn acquires and holds. A firm wishing
to issue a long-term security (i.e., borrow money) which is highly illiquid in a marketplace of investors
that value liquidity must entice them to hold the security by offering a very high yield. A financial
intermediary solves this problem by purchasing the illiquid security (i.e., granting the loan) in the
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knowledge that its need for liquidity can be met by the phenomenon of the “law of large numbers” and
offsetting receipts and withdrawals.

It should be apparent that financial intermediaries facilitate a more efficient flow of funds from
lenders to borrowers. They can accept lower yields on their assets and competition among similar
institutions forces interest rates to a level that reflects the reduced risks of security ownership. It should
also be apparent that this lowering of interest rates would be highly beneficial to a country's rate of
economic growth and development.

New Words
intermediary /inta'midjari/ n._ s RiERNLA
asset Mxzset/ n. MrE, (B) B B&
securities /si'kjusritiz/ n. HMiES
ultimate /'Altimit/ a. BGH); BN
mutual Mmjustjusl/ a. HER: EFEN
pension /'penfan/ n. FEER: BHRE
intermediation /intsmi:di'eifon / n. TR A ES)

claim /kleim/ n. (RERFR HI)ER: ARG &I
convert /kon'vatt/ v. ik, TH

liquidity /li'kwiditi/ n. (B =m)iishis

liquid /ikwid/ a. w3 HERNER

iliquid /itikwid/ a. e ARELEIZRIR A

equity /'ekwiti/ n. (FRERE; % R EH)%Ek
mortgage /'mogidzg/ n.& v. 1S

fluctuate /flaktjueit/ v. (fE)Bsh: BK%

attribute /'etribjut/ n. B, @R

diversify /dai'vosifai/ v. EE2E2 e

portfolio /por'fauliow n. wEda

subjective /sab'dzektiv/ a. WA

offset /'>fset/ n.&v. 0l e aMz

entice / in'tais/ v. Lk

phenomenon Aimominon/ n. Bi% (%) phenomena /finomino/
facilitate /fo'siliteit/ v. Rk, Hd; fHER

Phrases and Expressions

apply to (e AT
convert into 7X:

a variety of EZLE2Ed 0

a range of —RFIH
allow for BB, 5k
in turn Rig sk, %
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Technical Terms

SRFE™
HEfEERIT
fE® K&
fAREFE
AFRE
FEESE
HEPEG(HITAT)
FEAUBR
RS
Rz

Notes

. Financial intermediaries could not exist without intermediation, the process that occurs when ...

“the process” & intermediation"f) FIfLiE, B&H XHH M EBMNT.

. some degree of independence between securities 1§ L A]3& Bl i) & 7 {7 3 2 th BL i) “lower-than-

expected returns”g¢“higher-than-expected returns™i1 A R 5L .

© N O WD

B Answer the following questions according to the passage.

What is the main function of financial institutions?

What is intermediation?

What are the characteristics of the primary securities?

According to the writer, what is the best we can do when future events can not be known with certainty?
How can the total risk of the portfolio be reduced?

Why can a financial intermediary offset receipts and withdrawals?

How can a long-term security attract its buyers?

How do financial intermediaries help the country’'s economy?

Decide whether the following statements are true or false according to the passage.

1.

© N AN

One main function of financial intermediaries is to handle the financial assets between households
and firms.

Financial intermediation is to occur when savers deposit funds with financial institutions.

Primary securities are more illiquid than secondary securities.

Future events in financial markets are always predictable.

Financial intermediaries are in a better position to control risks of portfolio than households.

A banker always enjoys a higher-than-expected return in his investment.

There is little possibility that all depositors withdraw funds at the same time.

Financial intermediaries help the flow of funds from lenders to borrowers.
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EXERCISE 4

Complete the following statements on the basis of the passage.
1. Financial institutions include

2. Financial intermediation is the process

3. Diversification is important because

4. Receipts and withdrawals in a financial intermediary can be offset because of
5. Financial intermediaries help both and

EXERCISE 5

Fill in the blanks with the words or expressions given below. Change their forms where necessary.

claim deposit  risky acquire yield
facilitate  in turn avarietyof arangeof applyto

1. Now I'm clear about how the bank deals withthesavers _________ money.

2 0urcompany _______ that piece of land by purchase.

3. The court established thathehasa ____ to the property of his stepfather.

4. The uncovered foreign exchange positioncanbevery _______ because of the fluctuation of the
exchange rates.

5. It was the high that encouraged Mr. Smith to buy that bond.

6. Theory is based on practice and serves practice.

7. In the foreign exchange market, you have of choices to cover the exchange risks.

8. Adam Smith’s concept of “invisible hand” can be modern economy.

9. The primary function of money is to exchange.

10. more specialized banks, together with the Bank of England, make up the structure of

British banking.

Fill in the blanks with the proper words in their appropriate forms.
1. exist, existence
(1) Banking from very early ages.
(2) To my surprise, the company that was said to go bankrupt is still in active
2. convert, conversion, convertible
(1) Currency and checking accounts donotneedtobe ___________ to anything else to be used as
a medium of exchange. They are already the medium of exchange.
(2) Is the currency of that country ?
(3) The dollar's into Renminbi is accessible at any bank in our city.
3. liquid, liquidity, illiquid ‘
(1) Is there anything more than cash?
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(2) The term refers to the ease and convenience with which an asset can be converted
to a medium of exchange.
(3) Along-term security usually offers a relatively higher yield because it is relatively more
4. diversify, diversification
(1) One of the most important concepts of portfolio management is

(2) Aimost all investors hold a portfoliothatis ______ in some way.
(3) Because of the competition, banks have to their services.
EXERCISE 7
Match each of the terms in Column A with its appropriate definition in Column B.
Column A Column B
1. financial intermediaries a. return
2. financial intermediation b. quality of quick conversion into cash
3. diversification c. a financial process of fund transfer
4. offset d. the securities held by a bank investment trust etc.
5. liquidity e. the relation between the payment received by a
lender of money and the amount of money lent
" 6. yield f. middlemen transforming funds from ultimate
lenders to ultimate borrowers
7. portfolios g. the process of acquiring a portfolio of securities that
) have dissimilar risk-return characteristics
8. interest rate h. counterbalance
EXERCISE 8
Complete the following sentences by translating the parts given in Chinese.
1. (&I & W), interest rate movements closely follow the business cycle.
2. Financial intermediaries refer to a group of institutions, (¥#°H) commercial
banks, mutual savings banks and savings and loan associations.
3. (H THARS RN AIIK), banks are more easily able to diversify their portolios.
4. (5B &/l 4r) people can make foreign direct investments without leaving
their home country.
5. If future events were (AT LABAI RE), (A BH) to
diversify a security portfolio.
6. (BT “KEEM” #1AiR), a financial intermediary can issue to savers

financial claims that are more liquid than the assets that it holds.

EXERCISE 9

Translate the following sentences into English.

1. BEERTNMTH, eBBAIMILEFE.

2. FR A WIS NAE A — B (RS2 B8E G A2 AR AN T HERT o

3. BREFURRAE P& MR ERA ) RN S0 B Rt ifish .
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4. XFFIRE PR RN — DN ERNEFHKEMR BRI AE .

EXERCISE 10
Translate the following passages into Chinese.
Passage 1

If we use money to buy an asset that pays interest, such as a government or corporate bond, we
earn more money. But if.we keep our money in $50 bills, we earn no interest on that asset. When the
interest rate is very low, we don’t give up much by not buying an asset that pays interest. Thus, when
interest rates are low, we may hold money as an asset. But when interest rates are high, we give up
more by holding money. So we would want to hold less money as an asset. Therefore, the asset demand
for money inversely relates to the interest rate. When interest rates rise, asset demand for money falls.
And when interest rates fall, asset demand for money rises.

Passage 2
The Federal Reserve System functions as a banker's bank. The Fed acts as a banker's bank

because banks use the Federal Reserve Banks much like you use your local bank. A bank can have an
account with the Fed and keep money on deposit in a Federal Reserve Bank. In addition, banks can
borrow from the Fed. In fact, the Federal Reserve is sometimes called a iender of last resort. This means s
that banks can always borrow from the Fed if they need money to satisfy withdrawals by bank customers. ’
This function reduces the threat of panics and runs on banks.

B Reading B

AT&T’s Universal Card

On march 26, 1990, American Telegraph & Telephone (AT&T) introduced
its Universal credit card with a nationwide advertising campaign that included Ji fitf5 il £
numerous full-page newspaper advertisements and a television commercial. ) %
AT&T received 75 000 telephone inquiries about its card between midnight and
5 AM. that night and 250 000 calls during the first 24 hours. Over the next three
months, AT&T received 10 million inquiries and issued more than one million
cards.

There were several lures. The Universal card can have either a Visa or #AZLL / BRIk
Master card format, and hence can be used wherever these cards are JHikfzHF&
accepted. While most banks that issue Visa and Master cards charge an
annual fee of $20 to $75, those who signed up for a Universal cards in 1990 will £/ 371
never pay an annual fee, as long as the card is used at least once a year. The
Universal card can also be used to charge long-distance telephone calls at a 10
percent discount. The one negative feature is that AT&T’s interest rate on ¥ /i
unpaid balances is a relatively high 18.9 percent.

in addition to its advertising attack, AT&T recruited cardholders from its list of (/% 71)
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70 million AT&T long-distance telephone users. The 46 million who use AT&T
telephone calling cards are a natural audience, though perhaps not a very profitable
one — because these people generally pay their bills on time and, with no annual
fee on its Universal card. AT&T is hoping to profit from monthly finance charges.

AT&T’s credit cards are issued and processed through contractual amangements
with Synovus Financial Corporation, a bank-holding company with headquarters
in Columbus, Georgia. The cards are issued by a Synovus subsidiary, the
Universal Bank of Columbus, a small Georgia bank with $3 million in capital.
The receipts are handled by Total Systems Services, another Synovus
subsidiary, which is the nation’s second largest credit-card processor. AT&T
puts its name and logo on the card, markets the card, and buys Universal
Bank's credit-card receivables.

Citicorp, the nation’s largest credit-card issuer, responded by transferring
$30 million of its telecommunications business from AT&T to rival MCI and by
offering users of Citicorp credit cards discounts on long-distance phone calls
using MCI. Several banking companies, including Citicorp, BankAmerica, and
Chase Manhattan, filed regulatory complaints. The Federal Reserve Board and
the Federal Deposit Insurance Corporation were asked to investigate charges
that AT&T violated federal laws prohibiting'industrial and commercial companies
from owning commercial banks. Legal briefs filed with the Federal Communications
Commission also argued that the 10 percent discount on long-distance calls was
unsanctioned pricing against other telecommunication companies.

From the beginning, there was little doubt that AT&T’s card is legal and that
these complaints from banks were merely to slow AT&T's bold attempt to
become one of the industry leaders. In 1990 Citicorp had nearly 30 million cards
in the United States and 40 million worldwide. One industry analyst estimated
that AT&T would have 35 million cardholders by 1995. The advantage for all
credit-card users is that AT&T's aggressive entry will force other issuers to
make their cards more attractive.

EXERCISE 11

Complete the following statements according to the passage.
1. The Universal credit card is issued by .
2. The Universal credit card is convenient to the user because

i

=R

e

FRif
W IR HE

RE /5

ER

REMHEN

SR

HEBOF )

3. The advantages of the Universal credit card can be summed up as:

(1 ;
(2) ; and
(3)

4. The only one disadvantage of the Universal credit card is its

5. MCI must be a firm in business.
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6. It is apparent that and did not like AT&T's card issuing.

EXERCISE 12
The following proper names can be grouped into three categories, namely the government
agency, the financial institution and the telecommunications service. Try to place each of them
into the right category.
1. Federal Communications Commission
American Telegraph & Telephone
Synovus Financial Corporation
Universal Bank of Columbus
Total Systems Services
Federal Deposit Insurance Corporation
MCI
BankAmerica
Chase Manhattan
Federal Reserve Board
. Citicorp

© PN AN

[ N §
—lo

Governmental agencies:

Financial institutions:

Telecommunications services:

EXERCISE 13

Transiate the following from English into Chinese or vice versa.
1. Master card 1. TetfE A+
2. charge telephone calls 12. FIFEH
3. credit card issuer 13. 2k

4. federal laws 14. 0
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5. annual fee 15. Ht@bLH
6. credit-card processor 16. B ERRSE
7. the Federal Deposit Insurance Corp. ______ 17. &¥M
8. investigate 18. FFFA
9. headquarters 19. R
10. once a year 20. BAEY

11; I1 | Simulated Writing

EXERCISE 14
Study the following Exhibit and fill out the blanks in the following passage.

M1 and Its Components
M1=Currency in circulation
+ Traveler's checks of nonbank issuers
+ demand Deposits
+ Other checkable deposits
! M2 and Its Components
M2=M1
+ Savings deposits and money market deposit accounts
+ Small time deposits
+ Money market mutual funds shares
+ Overnight repurchase agreements (RPs) and ovemight
Eurodoliars
M3 and Its Components
M3=M2
+ Large time deposits
+ Term repurchase agreements
+ Term Eurodollar deposits
+ Money market mutual fund shares held by institutions

English for Finance

The Exhibit briefly describes the components of M1, M2, and M3 and shows the relation among the
three measures of money.

The narrowest (1) . M1, consists of currency (2) ;
traveler's checks of nonbank issuers, demand deposits and (3) . All the
components of M1 are pure media of exchange and they are perfectly liquid assets.

A broader measure of money is (4) , which consists (5) M1 plus




