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Unit 1

Money and Banking

Part | Reading and Translating

Task 1
Match each of the logos in Column A with the proper names in Columns B and C.
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Task 2
Scan Passage A and find the answers to the following questions.

1. What is the main function of financial institutions?

2. According to the writer, what is the best we can do when future events can not be known
with certainty?

Financial Institutions

Financial institutions or financial intermediaries are very simple 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 money to borrowers. 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 loans and equity securities, mortgages, etc.) that can
b b
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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.

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. It solves this problem by purchasing the illiquid
security (i.e., granting the loan) in the 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. The 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'mi:drary/ n, A R LM
asset /'@set/ . W (B) R e
securities /st'’kjuaritis/ n. A Wik
mutual /'mjuitjoal,'mju:t fual/ adj. AMEY;, A
pension /'penfan/ n. Ee; BhE
intermediation /,1nta(:),mixdr'erfan/ ». PATA PAED
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convert /kon'va:t/ 7.
 liquidity /li'kwiditi/ .
equity /'ekwiti/ .
liguid Midewdl G0 0 S G
mortgage /'md:gid3/ n & v.
fluctuate /'flaktjvert/ v.
attribute /3'tribjo(n)t/ .
diversify /dar'vasifar/ v.
portfolio /pa:t'fauljau/ 7,
subjective /sab'dzektrv/ .
offset /'oifset/ n & v.
 illiquid /1'likwid/ adj.
phenomenon /f1'nominan/ n.
 facilitate /fo'silitert/ :

Phrases and Expressions
apply to
convert into
_avarietyof
allow for

Technical Terms
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mutual savings bank

_ savings and loan association
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credit union 15 e AFAx
life insurance . AR
pension funds e
mutual funds ZEA (T AE)
equity securities AR 3
security portfolios ERA RS
the law of large numbers R EEN
Notes

1 financial assets 28 % *, RLERX S, H—MREARPMER
KFeER ARG RIE, FHFEBIASIESR, LEREIMAARTH
APEH S HEEG T, R—FRREDT R4,

2 the law of large numbers X # 3 0 ARk R B “F#H 07, £
AR LA T HE R, EMNGELRL: REEEHIE
5, ERRME L RARBENRIR LN TR BTN L T4

R BRATAREHAGTN AR, SEHERREEE, RREEF
KRB T AR 47

Task 3
Read Passage A and judge whether the following statements are TRUE or FALSE. Put a tick (V)

in the related box.

il _ STATEMENTS

R S S S S e S R R R S S e S S S S S I S O L S i B e

1 One main functlon of financial intermediaries is to handle the

financial assets between households and firms.

2 Financial intermediation is to occur when savers deposit funds Wlth

we | O O

3 Prlmary securities are more illiquid than secondary securities

ﬁnanaal institutions.
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E 4 Future events in financial markets are always predictable. g () )
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Financial intermediaries are in a better position to control risks of
i portfolio than households.

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

investment.

7 There is little possibility that all depositors withdraw funds at the |

o O
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same time. %
8 Financial intermediaries help the flow of funds from lenders to

g borrowers. E D D ﬁ

Task 4
Match each of the terms in column A with its appropriate definition in Column B.

financial intermediaries

1 a. an amount of money that you borrow from a bank, etc.

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 percentage amount charged by a bank, etc. when you
borrow money or are paid by a bank when you keep money
in an account there

6 loan 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

Task 5

Complete the following statements according to Passage A.

1 TFinancial institutions include

2 Financial intermediation is the process

3 Diversification is important because
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4 Receipts and withdrawals in a financial intermediary can be offset because of

5 Financial intermediaries help both (1) and (2)

Task 6
Fill in the blanks with the words or expressions given below. Change their forms where
necessary.
claim deposit risky acquire convert into
facilitate inturn a variety of ' ; allow for - apply to
1 Now I'm clear about how the bank deals with the saver’s money.
2 Our company that piece of land by purchase.
3 The court established that he has a to the property of his stepfather.
4 The uncovered foreign exchange position can be very because of the fluctuation

of the exchange rates.

How much of the remittance do you want to US dollar?

Theory is based on practice and serves practice.

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

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

O X 9 N W

The primary function of money is to exchange.

10 The company’s budget simply did not such a massive increase.

Task 7
Complete the following sentences by translating the parts given in Chinese.

1 2.4 JL interest rate movements closely follow the business cycle.

2 Financial intermediaries refer to a group of institutions, EEA

commercial banks, mutual savings banks and savings and loan associations.

3 & T A AR MBS ABI K |, banks are more easily able to diversify
their portfolios.

+ 1585 & @ F A~ , people can make foreign direct investments without

leaving their home country.

5 If future events were TUARE EAH A

# ¥ to diversify a security portfolio.



AT ab “K#EM” #9ikiR |, a financial intermediary can issue to

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

Task 8

Translate the following paragraphs into Chinese.

Paragraph 1

Paragraph 2

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. Thus, when interest rates are low, we may
hold money as an asset. But when interest rates are high, we would want to
hold less money as an asset. Therefore, when interest rates rise, asset demand

for money falls. And when interest rates fall, asset demand for money rises.

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 lender of last resort.
This means 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.

AT&T’s Universal Card

On march 26, 1990, American Telegraph & Telephone (AT&T)

introduced its universal credit card with a nationwide advertising = 7 #£43 /1

campaign that included numerous full-page newspaper advertisements

and a television commercial. AT&T received 75 000 telephone inquiries = #4074k~ %
about its card between midnight and 5 A.M. 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 HFAZAL: YiE



