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The Financial Markets

Financial markets are organized institutional structures or mechanisms for crea-
ting and exchanging financial assets. The purchase of your home, the common
stock you may own, and your life insurance policy all took place in some type of fi-
nancial market,

1. The Function of Financial Markets

Financial Market exists in order to facilitate the interaction between providers
of capital such as savers and investors and users of capital such as companies and
government. This is because some economic units, such as households, firms, or
governments, spend more during a given pericd than they earn. Other economic
units spend less on current consumption than they earn. For example, business
firms in the aggregate usually spend more during a specific period than they earn.
Households in the aggregate spend less on current consumption than they earn. A
Financial Market exists to allow transaction with mutual benefit to take place be-

tween both parties. It exists in order for investor and investment seeks to conduct



