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LearningObjectives

1.DefineFinancialInstitution

2.Typesoffinancialinstitution

3.Functionsoffinancialinstitution

DefinitionofFinancialInstitution(FI)?

Afinancialinstitution(FI)isacompanyengagedinthebusinessofdealingwithfinancialand

monetarytransactionssuchasdeposits,loans,investments,andcurrencyexchange.

Financialinstitutionsencompassabroadrangeofbusinessoperationswithinthefinancial

servicessectorincludingbanks,trustcompanies,insurancecompanies,brokeragefirms,and

investmentdealers.

TypesofFinancialInstitutions

1.CommercialBanks

Acommercialbankisatypeoffinancialinstitutionthatacceptsdeposits,offerschecking

accountservices,makesbusiness,personal,andmortgageloans,andoffersbasicfinancial

productslikecertificatesofdeposit(CDs)andsavingsaccountstoindividualsandsmall

businesses.Acommercialbankiswheremostpeopledotheirbanking,asopposedtoan

investmentbank.

2.InvestmentBanks

Investmentbanksspecializeinprovidingservicesdesignedtofacilitatebusinessoperations,

suchascapitalexpenditurefinancingandequityofferings,includinginitialpublicofferings

(IPOs).Theyalsocommonlyofferbrokerageservicesforinvestors,actasmarketmakersfor

tradingexchanges,andmanagemergers,acquisitions,andothercorporaterestructurings.

3.InsuranceCompanies

Amongthemostfamiliarnon-bankfinancialinstitutionsareinsurancecompanies.Providing

insurance,whetherforindividualsorcorporations,isoneoftheoldestfinancialservices.

Protectionofassetsandprotectionagainstfinancialrisk,securedthroughinsuranceproducts,

isanessentialservicethatfacilitatesindividualandcorporateinvestmentsthatfueleconomic

growth.



4.BrokerageFirms

Investmentcompaniesandbrokerages,suchasmutualfundandexchange-tradedfund(ETF)

providerFidelityInvestments,specializeininvestmentservicesthatincludewealth

managementandfinancialadvisoryservices.Theyalsoofferaccesstoinvestmentproducts

rangingfrom stocksandbondstolesser-knownalternativeinvestments,suchashedgefunds

andprivateequityinvestments.

5.Micro-FinanceBank:thisreferstotheprovisionoffinancialservicestolow-income

individualswholackaccesstobankingandrelatedservices.Microfinanceofferspoorpeople

accesstobasicfinancialservicessuchasloans,savings,moneytransferservicesandmicro-

insurance.

6.PrimaryMortgageinstitutions:Mortgageinstitutionsareusuallybanks,eithercommercialor

savingsandloans.Itmaybelocal,privatelyowned,state-ownedoracorporation.Primary

Mortgageinstitutionsaredirectlenderofthemoneythatpotentialhomeownersuseto

purchasehousesorotherproperty.Themoneyispaidbackmonthlybytheborrowertothe

institution.

FunctionsofFinancialInstitutions:

Financialinstitutionsareessentialbecausetheyprovideamarketplaceformoneyandassetsso

thatcapitalcanbeefficientlyallocatedtowhereitismostuseful.Forexample,abanktakesin

customerdepositsandlendsthemoneytoborrowers.

2.ProvisionofMortgageloans

3.Acceptingdeposits

4.Provisionofinsurance

5.Managementofpensions

6.Purchaseofshares

What'stheDifferenceBetweenaCommercialandInvestmentBank?

Acommercialbank,wheremostpeopledotheirbanking,isatypeoffinancialinstitutionthat

acceptsdeposits,offerscheckingaccountservices,makesbusiness,personal,andmortgage

loans,andoffersbasicfinancialproductslikecertificatesofdeposit(CDs)andsavings

accountstoindividualsandsmallbusinesses.

Investmentbanksspecializeinprovidingservicesdesignedtofacilitatebusinessoperations,

suchascapitalexpenditurefinancingandequityofferings,includinginitialpublicofferings

(IPOs).Theyalsocommonlyofferbrokerageservicesforinvestors,actasmarketmakersfor

tradingexchanges,andmanagemergers,acquisitions,andothercorporaterestructurings.The

Security?

Productsandservicesprovidedbyfinancialinstitutionsareasfollowing:



1.Keepingmoneydepositedsafeandallowingwithdrawalwhenneeded.

2.Givingofchequebooks.

3.Provisionofloans.

4.Givingofcreditanddebitcards.

5.AllowingoffinancialtransactionsthroughtheAutomatedTellerMachine(ATM).

Assignment

1.Explainfour(4)rolesoffinancialinstitutionsinNigeria.

2.Mentionthree(3)productsandservicesofferedbyfinancialinstitutions.


