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overview of the financial system:

financial system—the set of financial institutions, markets and securities that manage financial contracting and the exchange

of financial assets and risks
notes: finance system—how we distribute resources
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financial decision making—under uncertainties (4 X%, high return has high risk)

--allocating resources over time (£¢7E 1137 )12 H)

RISK—is the chance that expected outcome is not achieved
credit risk—default on loan obligations
market risk—unexpected movements in assets/money/... market (Interest Rate /Exchange Rate)
operational risk—failure of process or controls (i ARMEH R, e.g B ENUMAE S KD
shocks
e.g. F 5 B FI X BF 5 73 WA H R o 5 2 15 70K R A T o AR
To reduce risk>apply credit standards (e.g.f&H)

>provide investors with relevant information (ZEHEHE)

rely on market forces (737 &)

problems in market:

Agency problem—when an agent acts in her own interest rather than those of the principals

agent—a person who acts on behalf of another— 11 /1 g B P47 # (AR 22 A B B P~ — U B Y, AN 1B IR 55 2%
e.g S AR : AR xxx AT LATRS Y, (H A/, St ZAE RIS e T

Moral Hazard—when a contract changes incentives so one party may not act responsibly

Information Asymmetry—parties do not have equal access to information
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Money market:

money market security—a loan agreement
e.g. borrowers sell securities to receive cash P= lenders buy securities by paying cash P (1% MilE# SE32)

repayment by borrowers=F=P+]



future value can be understood as face value, which is the value of the presented value after maturity
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discount security—trade below face value —1J DL LM T I FI 4T 46 K450 6 2 RN IR B R St A E R — ol 22 1,
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buy at P now and be returned with F after maturitye.g. P=F/(1+r/k)"kt OR P=F/(1+rt) discounting the interest effects

Yield to maturity —this is to find the return rate/interest rate (r)

Effective yield (per annum) =(F/P)\(1/t)-1 work back from compounding interest

Simple yield (per annum) =((F/P)-1)/t work back from simple interest

Yield to holding periods (not to maturity)/investment yield (per annum)—dependent on the selling price
Investment yield (per annum) =r=((Psell/Pbuy)-1)*(number of periods in one year/number of periods holding the

investment)
((Psell/Pbuy)-1)=yield achieved within the periods of holding the investment

dividing the “number of periods holding the investment” =yield achieved in each period
multiply by the “number of periods in one year” is to convert into annually yield rate
Annuity—a series of equal payments (R) made at equal time intervals (F—BRrE KA RN RSB 2 R X—84)

Present value of an annuity--this is about to find out how much we need to pay for the annuity as present value (NOW) for

the future value of having R payment at equal time intervals for a duration. (finding present value of the annuity/how much
to pay for it)
The value of the present value=the value of the future value of having R payment at equal time intervals for a duration
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Present value annuity factor—a factor that determines present value for having R payment at regular intervals for a

duration
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Future value of an annuity—what if I save a set amount of money at a regular interval for a duration (finding the future
value for my regular saving) 1R FRAE— B [ 4F— 283K BB A 5 3R PT A BIAF 3K ANME

future value annuity factor—a factor that determines future value for having R payment as saving at regular intervals for a

duration
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direct financing—direct flows of funds between surplus and deficit units



—>funds are raised in wholesale size—cheaper than borrowing from other sections/financial institution

-as the fund is such large amount, issue of securities (sell securities for wholesale amount ilF %5 fill %7 ) needs effort
*issuing securities=underwriting  SZ4T / #E4T L5

—arranged by investment banks for fees I THRAT AT N NIUES: BERATICN 2 H

suppliers of underwriting in Australia: (H} B 1E 75 £ ]) banks/money market corporation i H & 1IE7% raise funds

indirect financing—surplus units put money in an intermediary, through which deficit units get financial assets

functions of financial markets:

—arrange the flow of funds (connect surplus and deficit units) e.g raise funds (through selling securities)>use funds for
products

SR M E

—price discovery —learn something about the company, know about its value
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—transfer and manage risk —use contracts to transfer risks to other investors, ensure self-benefits

¥ R RSE I KR RN b e.g MRANTE B CA RS L KRR XA AT DL LRI 4

- dealing with information asymmetry —give more information on specific trade—buyers and sellers all know about each

other
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¥ Ti% (primary) --arranges for issue of new securities

aim: raise funds for the issuer at an acceptable price or interest rate
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issuers engage the services of an investment bank as arranger or manager

FBRAT (investment bank) & —Z T35 b B AYIE % B K 67 HIR) BB LAY o« 3 BEARAT IO (B0 A2 7K 4
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FEIhRE: functions of primary market
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Initial public offering (IPO) or stock market launch is a type of public offering in which shares of a company usually are

sold to institutional investors that in turn, sell to the general public, on a securities exchange, for the first time. Through this

process, a privately held company transforms into a public company. Initial public offerings are mostly used by companies to

raise the expansion of capital, possibly to monetize the investments of early private investors, and to become publicly traded
enterprises.

e.g. facebook has stocks as cash flows but 55% of stock is in hand for maintaining voting rights
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Contractual arrangements for issuing securities: the price of securities is the present value of it

-Contract between issuer and the investment bank involving fee=best efforts/best endeavors & 1T# 5 ¥ 4T AT & L% 5K
WEF5 KL

limitation: funds may not be able to raised / the securities cannot be sold

-bought deal—investment bank buys all securities and aim to sell them at higher price—underwriter fL447 takes the risk of

not being able to sell them—corrected by book-building (ask people about what price they expect to buy how much)
PAEPIANEE AN /5 5 BB HRAT 1 5 1 W IR EAT FRIE 55 S S 2 B8 <6 7 oK

selling practices of investment banks £ 4/ 2% i 3% 4] i isk 45 B8 AR AT SE W UE F5 B IR KL
-open outery AWM —biding = 15

tender $EAF —investors submit bids and the manager choose the best offer (should not be greater than its value otherwise
loss

(before tender, there would be a brief explanation or introduction of the company’s performance)

->public offer AFFIRAN BEAILFEARN 2 AK

—sell at announcing price by the amount people wish

—problem raises from fixed price, price should be only determined until the closing date of the issue because of information
changes

>bookbuilding B TH AR/ 7T H WAL BEFY S gathers information from institutional investors to determine the

offer price/start from investors to see how much in volume and in price they are willing and able to make—>allocates a certain



amount of shares to bidders at their discretion il i 138 % %% & 14652 e 71 2= 40 B 45 A0 B B &
-hybrid offering DL b Z AN [FR 04T

rating agencies PFZHLI) e.g. standard & poor’s; moody’s
P — AR/ ARSI T TR R AE ) U ER 553 uE & R EAR T

->informed opinions about the ability of debt issuers to meet their repayment obligation are published 75 %1148 2K g /1

-the informed opinions are important both in primary and secondary market
Srating 1FEK

-assist flow-of-fund

-measuring risk KP4

-informed assessments about the financial standing of securities and institutions & iZ A 7 HIEH / T

*the better the rating (AAA-BBB-...)>the lower risk->1low interest as well (¥ 5% KUK B4R 1K)

— 213 (secondary) --trading in existing securities
assist primary market by providing liquidity; performing price discovery/developing the supply of investment funds
Secondary market is where involves trading between investors in issued securities HJIES: 2 5 17 37 A FRIE T3 9t 18 11737
RRTN Y, AN CERITHTUE AT KL, F L AmiE R i, £ i AR RN B T H B 1L
B, MARTRATZIEFA AT WIRIRIZ T EREFHSBR G £ Qg 85 E % 8 Cia iR m T

Functions of secondary market:

—liquidity—more likely to buy in primary market if you know you can trade it in secondary market—you can get cash out at
any time
> maturity transformation—if you hold a long-term security, you can sell it to get cash out rather than wait until maturity
- price discovery—providing the valuation of shares=share price &/

--providing yield for funds in debt market e.g. interest rate level/credit risk
I T RS IR AN AR RUE S50 / 534 (] 5 23 XU 75
speculation ALHLL]: there are uncover prices in the market->people make the prices actually
-current stock price is too low—>people buy—>demand for it increases—>the price rises
-current stock price is too high->people sell>supply of it increases—>the price drops
actually people are the ones making the price
financial positions:
NURBHRIR AL 5, — @R KT XA LT AR o, LRaXER ML L, LB aAE
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—long position—holding an investment that increases in value as the value of a firm, security or other asset increases in value

Z I——INABARMIR A LM & BBk, PRI Kt @R SR 6T BT E—want the value goes up



—>short position—holding an investment that increases in value as the value of a firm, security or other asset decrease in value
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cases: (PRIEAZITEH AFERE LB S (50 RBEAT K3 SRECMIE D

*expected stock price decrease—>sell>supply of it increases—>the price actually drops—>avoid loss/gains

*expected stock price increase=>buy (no money? BORROW)->demand for it increases—>the price actually increases—> profits
by sale

*expected stock price decrease—=>sell (no shares? BORROW SHARES)->supply of shares increases—>the price actually
drops—=>buy shares back at lower price>return shares—=>profits by the difference between the money gained by selling at high

price and the same share amount bought at low price

—>identify investor—knowing about potential investors who may supply securities

exchange—trade market: X 51

- Where brokers/agents (earning fees) come together representing their principals/investors and sell/buy securities on

behalf
HIREL D NI RBFEN / 5 8 HATUE S KL
Functions: % B HJ: ensure trading fair and efficient

enforce trading rules  # 5& 25 15
->provide trading and settlement systems #2538 % F &
-requires that brokers conduct trading in the market 223K I 524 20 A\ X 3K SE 1 7 D reduce default risk M k2 6 7K
&
(WEAGLNRRA TR A ARk 20 S RS LLBOA L B B AR 22 R J5 3D

*ASX (Australia security exchange)—operates a market for shares and related derivative contracts



process:

Sorder-driven 22 NARZEFEANMELMFAT A F order 775
*]imit order—specific amount and price fixed by the client IR/ T AL M ERE L2 HER M
*market orders—a quantity traded at the best price available 7F &AM ER L2 — g IR &

(always want to sell at the highest price and buy at the lowest price Rt AT8 BN H WRECR)ED

dealer market: 2458 X 5HHE (HEXESFHITEE RERELLE N\ BRI S ForderfEdealer marketi#4TUE
FX5)

& B R 4 gt dealer marketRARFRITHLE / 1k BANREL S N\ FEdealer marektFHTEH

e.g.dealer=H#tR exchange=FEF—A dealer market!EZEEZ)

dealer=financial institution that buys and sells securities=principals /=ZFE A K AABATESZIES / on behalf of banks

—dealer trades with dealer/clients by telephone in otc

place of trade: Over-the-counter (OTC)# & SLS2 or off-exchange trading is done directly between two parties, without

any supervision of an exchange. It is contrasted with exchange trading, which occurs via exchanges. BEES AN EEFR TS
EUBRENSTREE  mESSENEEBERUEENETXETNRS1TR -

to trade: accepted quoted SLIMHR T Dprovide traders with immediacy

—>dealer market is quote-driven >buy=quote bid #ff; sell=offer price Ht (R = HH —HXK)

->dealer = market making: (helping to trade rather than long investment R 2 ELZEFM AR KLEIRE)

needs to: *hold an inventory—size of inventory=dealer’s position (expected price of inventory increases—=>increase amount;
vice versus)

*face price risk on their inventory TR 4% FI A GE LBt & 01 5%

so volumes in quote-driven market > volume in order-driven market %2 54§ &

EiE~Z

* roundtrip transaction - when a dealer buys a security at face value and sells it at a higher price> profits=dealer
spread

dealer spread=difference between sell price and buy price =Psell-Pbuy 1k 3K &2
dependent on: volume of trading (how many people in the market) ?
size of the transaction (bigger size—>bigger spread)

risk of adverse selection—counterparty has more information on future prices

X7 T R T 3R

efficient market hypothesis: price accurately represents the present value of the securities

-the EMH claims that security prices in active secondary markets are fair = meaning that they incorporate all available
information and thus are consistent with securities and expected returns 55 113 37 B THAF 25 /& 7] LT Z Rk b4l
K

- Will change in response to new information which arrives randomly and therefore changes in prices will also be random
2HTH BORLH DU RSO RS P O S BUR i Al R 28 A AR Sh

-investors do not believe this %% # & 543 UE 5 7 37 7] LAZS Al AT ] ) id B 22 ) 25




Random walk BEVLYZ)

= current price only reflect information from the past not future I R GERILH i & FRLS &5 M A RERE G EH
—new information—>price changes

forms of efficiency (all show no abnormal profits for an individual)

>weak form efficiency—>prices reflect all information contained in historical prices—> follows random walk

B R BRI I AR AN R o I R S

HeE W AR AREXS R RGE B AT PR A RETRICASN R 28 22 PR BEBE LI 3h

e.g. people are not going to invest if they see the price having a downward trend=>no continued demand curve after

that>people in turns sell>making the price low at the level that it might towards with the original known trend

- semi-form efficiency—> prices reflect all public information—=>not able to identify investment strategies that deliver risk-

adjusted
A BE SR A FE BRI B BUR I ¥ A2 L 1 BT SR

Ce.g AFLTURIFIN AL S5 877 3 — A N K2 A R 3 — — AN REE 0 1S i et 45 % SR s 25 T EDUAU A R D
NILTERIR KK AE SR T E S / BRI A KKESMARF M FEE LWL AT BrE A BRI /M 25
- strong-form efficiency->prices reflect all information including public and private 4B At F A5 A J LA N BRI
NILTERIFFTE AN AN TR e.g BRI REIRIE T MM ok, X284 ] v B B2 2 F: 80 AlE A BB AN A 1
DR AR I B5ORR) HR AR IS A T AR RIS R SRR IME TSR 28/ W 8 [ — AN 11T LA
however!! There are evidence on excess returns! No conclusive reasons
dependent on *firm size (small firms do better)

*time patterns (January effect)

*events (e.g. securities being included in important index 4§ & iE%5 8 FIUFH B H7 R A SMFIIE)

market abuses: /5 T K% E B Sz
—touting information JEEE TR HHNITHIA TR (e.g i E KB4 rate Z 2D Sallow people who know it make
profits
> manipulating prices L2 7 P IBEIE A%
> manipulating volumes 8 id 2> &) N 5 &
—insider trading: P #5% 3k

*classic insider trading —trade when knowing that the company will soon release good news 7E 1550 PN %94 & J5 #E4T 3K
B

*front-running —trades in advance of a clients’ trade ANTEMHL T 7pF it RTINS LK / 2 HARERFMET
HEAT P25 NV order AR A4 A% 15 %0 AT TR 18] 22 47

*scalping —trade before the release of research report—know the news before they are published HR$% %t & — 515 5074

Bl

e

*piggy-backing —broker copies actions of a client 240 NG 2|6 AN Bek 7 & AR 43 58 SR IE B OB AOHE [H) 1 1 1



additional notes: smart guy (as a competitor) buys a company’s share by providing them money—>have control over the
shares>make the value of the share down=make the company’s reputation bad>ruin the company->raise itself/replace it

with self as a competitor

F=Tm A T

B SR T Xy ATF I S WA T
AL ES IR GRS E RS
IRy EN RN S E b e

notes: surplus units—suppliers of funds (where money flow INTO the financial markets)e.g. lender
deficit units—users of funds (there money flow OUT of the financial markets) e.g. borrower
financial system—organizes the flow of funds through intermediaries/market
(L4 < il i 37 R0 [ B2 (B A ) < R T 30)
—balance surplus units and deficit units (SURPLUS=DEFICIT)

3. WIRERETTHIFEETNEE.  (functions of the financial system)
% (1) RSuThae: SRl RSTIRe R iR B REARZ 7 B /NS 6 o AT LA 2 AR 7 1)
BERE ). EIXE, SRTTIERE R &SR MERH.  (ADIs-authorized deposit taking institutions)
how to balance/connect surplus units and deficit units?
ANS: through intermediation, which is the flow of funds through institutions
e.g. ADIs raises funds from deposits then uses these funds to make loans (earning interest)
Le ARATHEIAT N NIV EE B ROHR LI SRR 77 R 2
(2) BCE B
PRURAIECE . B R i 42 308 o B AR R R T RO T 1 e 6 B i SRR RO ], AT — AN Ak 2 R 42 5% BE R R B 2%
14 TG 5 0 e v BRSO P B R R R b, SIS LR B B 0052 ) 3L 8 R 280R o
(arrange the flow of funds—financing)
W e f T, X SRR T U i B R ST . (e g KPS / speculation / £ iR i ER)
DAL A P2 PP A b < i TR, XU DRSS P2 5 vt EA0 N AT A XU e B 4 X DRSBR AR FE BRI, AT SEZ B X
K F4rfd . (transfer risks)
(3) AT ThaE: W5 THRER G BRI X W2 B HI T AEH] .
(4) JRWeDhgg: BRI P RR Oy [ R IR HIR B .
(generate information to assist decision making— J & @i = T i E R & Fr > ML L g

notes:

surplus units and deficit units are connected through contracts

contract—a promise or a set of promises for the breach of which the law gives a remedy
(A VRS A 7K )

promise—a commitment or an undertaking that some event will or will not occur in the future



FINANCE IS BUILT ON PROMISE
Security (il #:)—financial contract that can be traded in a financial market
Components: assets, quantity of assets, price, date, payments
EF 2 2 AP GE ISR, BIRL TR, 2 FRIEII I S A NS B RS & B ot VR A AR AEE -
FEAFERAU SR TR A SE %5 . S BRSBTS i, H P s = R
WA= RS, GRS i s, AR mis e e S e . IR, R 5
Difference between DEBT and EQUITY: (FE#HERE )
Debt—{# 55
WA F AT IR R / BB / BRI N Bt <

Equity Cownership) —3f# #{——Equity financing takes the form of money obtained from investors in exchange for an

Debt financing takes the form of loans that must be repaid over time, usually with interest. & & 17 1>

ownership share in the business. JHit H LR AN BI85 R/ MA@ / S S e B 4

Debt vs Equity
[
Formal legal contract No legal contract

Fixed maturity date No fixed maturity date
Fixed periodic payments Discretionary dividends

Security in case of default Residual asset interest

No voice in management Voting rights - common
Interest expense deductible Dividends not deductible
Double taxation

RETURN 2 interest or similar increase / gain

Interest (I)—cost of funds paid by borrowers to the lenders F|2.$
Rate of interest (r)—measure of growth on a sum of money #J& %
Yield—interest rate on a tradable security Y& %%
Yield to maturity—rate of return assuming security is held to maturity
Present value (P)—the starting amount invested or borrowed, or value today of future payment HL7E % 7= {E
Future value (F)—the terminal value of a loan or investment ¢ J5 % /= [ {E
F=P+l
Simple interest—interest is calculated once at the end of the investment  (— X HH:FED
[=P*r*t (t=number of periods)
F=P(1+rt)
Compound interest—interest is compounded frequently within the duration of the investment—interest on interest
(B R R RAE D 2 T A <)

F=P(1+r/k)"kt (k=number of times compounded in a year, t=number of years)

Effective rate of interest—real earn in interest rate annually (U1 —Fcompound— X EIEFIFEFRERKEL /D)

r(effective)=(F/P)"(1/t)-1 (t=number of years within the duration of the investment) method: using future value

=(1+r/k)"k-1 (k=number of times compounded in a year) method: converting nominal annual interest rate into it




coupon bond ([t 85254 ) --a fixed interest security tat makes regular payments for a fixed period and repays the face
value of security at maturity (3£ | coupon bondZ J& 75 J= B4 & i 18] P4 R DL 43 345 21 248 5 7635 1 5 Re 1S 21 i (i 1 Bk
* T 5 B R T A2 B HIERI I ED
price of bond=present value of ordinary annuity + present value of the face value of the coupon bond
G I BOOE / Bk =55 R IR AE R R I B A B (B2 AT (5 annuity A1 7))
HHER GG HERIE (IAERE 2 D BRI AR AT 75 2 BN 18] J5 BEAS 2 AH S B A9 B0
—kt
=RX (&) +F/((1+1/k) kt)
k
relationship between interest rate and the value of coupon bonds:
*interest rate increases—>the interest earned from coupon bond decreases/the value of the money received afterwards discount
more—>the value of coupon bonds decreases—>loss
*interest rate decreases—=>the interest earned from coupon bond decreases/the value of the money received afterwards discount

less/the cost of buying the constant value of coupon bonds decreases—>the value of coupon bonds increases relatively—> gain

reducible loans---borrower makes a series of regular payments R for the term of the loan including *the interest due for that

period and *part of the load

repayment=ordinary annuity=> A=R*PVAF, A=the principal borrowed, R=repayment each time A=RX( —

Perpetuity -an annuity that does not terminate - the payments never stop. An example, is where you receive a type of share

where you receive dividends from the equity of a business and the payments are received ongoing. !

Payment system—allocating resources efficiently
-transaction—>arrangement between a buyer and a seller to exchange an asset or service for payment
-settlement>when value and title transfer

from drawer’s account to the depositor’s account:

-clearing>the process by which institution agree to the term of a transaction (JINTE LRI P L RIH 25— %4k, FEX
)
-settlement->the exchange of value that completes a transaction (ERFE IERIZKIK I, S LsE)

retailed payment system: (frequently in small amount):

-authorized by drawer (e.g. pin/signature) (H L5 / % MA# F & 5247)
-verified by the ADI to ensure the instruction is that of the drawer (HUCER A 1 / & EHHR LR & SHEE 2
& — A
deferred net settlement—settlement between ADIs is on a deferred net basis
-netting—difference between how much one ADI needs to pay to the other and how much the other needs to pay to the ADI is
the amount that should be transferred from one to the other rather than frequent transactions between ADIs. > late/delayed
payment—>settlement risk

IRITHEEH 40, bRITREHH %a, PEnetting/g — KD KN 2 288 2 2K At Phsettlement th 23 4E1R 5 3(H

i) 7l



* B MRAT AR A LA it — S ADI & —MEATHA B CRIIK S, BT A — DN ARE R, R RRAT A& fErbafy
B ORI, HRAT 2 18] B B g L2 R RAT B O ) B8 < I 4 B A — S B R T rba 5 H A ARAT IE N BT 9 B2
ST — N AR AT S

EALARESHE

-cheque—>a dated, paper-based instruction to the drawer’s ADI to pay the stated party the stated sum

payment orders

-direct entry->pre-authorized and verified orders that are processed electronically —(HEH-HE&UT K2 )5 2 H 3 AL HEAT B
EiIE )

-debit card>issued by ADISs to depositors to enable them to access their funds (fifi & F)

-credit card—>issued by credit card companies to lend money for users’ spending; repayment includes the money borrowed for
spending and interest involved without specific period for repayment to be done but interest just accumulates

-charge card—>issued by credit card companies to lend money for users’ spending; repayment includes the money borrowed for
spending and it must be repaid each MONTY otherwise heavy interest applies

deposited by merchant=>merchant paid card company’s bank—> customer billed monthly—> customer pays bill=>interest on

unpaid applies
advantages of clearing system: (A EZKIK 7 EXIH 458 5 Be i LI 75 46D
-simplify payments through the calculation of net amount (Xl H (1) 8 50k /& Z 45 7 HANARIT I % &)
-quick debit of payer’s account
-credit payee when funds cleared or transferred
-encourages interchange arrangement
trends in retail payment system—>more on electronic transfer/card usage rather than cheque
Because: -technology
-fees>lower cost

-convenience

wholesale payment system—has used REAL TIME GROSS SETTLEMENT/RTGS (real-time=during the course of the day

by the transfer of exchange settlement/ES funds¥ 1F SEI LS R (8] / B 1E % 4 i Bh % 5% 75 B AR )5 gross=settled in full
e 4 FIK)
wholesale payment system arises in the financial markets and from other large inter-ADI payments

intra-day liquidity management—> ensure everyone gets paid

through-queuing arrangement—shift the transaction queue to make sure later settlement can be achieved
-repurchase arrangement—provide banks with additional funds for part of the day for settlement and require same-
amount payback/sell securities for funds for settlement and buy back with same-price later that day

managing ES/exchange settlement funds

> settlement/liquidity risk—ADI is unable to meet its payment system; exists for the period between clearing and settlement
(this can be reduced by RTGS) [AJ& KL KL B4 (AER—BEABISZEKIK P b U HRAT AE 55 4 25 S0 32/ N
B [l AL R

to solve this risk->hold sufficient ES funds



—earn interest at the cash rate less 0.25%
ADI holds reserve funds as it has responsibility on payments to clients
reserve fund=deposit in other ADI{73K; securities traded in money market %4, assets can be easily converted into ES funds %
JE

- contagion & 4E risk—the payment system collapses as a result of default by ADIs in general

—MRATEA T FIH A IAT RIS LA RAT % M S I B8 <5 I it 1

ADI—needs to determine the amount of funds it needs in order to settle—to ensure having sufficient funds by overnight trading

securities/reserve funds to increase available funds held

- net retail—ensure having sufficient funds at the close of business (%% S HL /N Y L5

—>wholesale—instruction throughout the day (to shift queue/require additional funds from RBA...)

*Financial system stability—identify and prevent the emergence of disturbances to the financial system of a scale and duration
that could substantially reduce economic activity

*Payment system stability—efficiency in settlement of payment obligations

authorized deposit-taking institutio %17 2L > authorized by L KF| IV 4l i % /5 (APRA)-- operate on the basis of
public trust

BFE: 4T (banks) ## )5 1E4: (Building Societies) {5 B (Credit Unions)

the role of ADIs/ banking services

>flows of funds-ADIs accept deposits and make loans ~ deposits transfer into loan} 552k

- Thus transform the different preferences of surplus and deficit units in relation to

—Size (Many small deposits into fewer larger loans) matching amount between surplus and deficit

—Maturity (Short-term deposits into long -term loans) matching time between surplus and deficit

—risk (depositors face credit risk 772K A\ ] BEZEAFIER)

- Payment services - deposits with ADISs are used to settle payments payment service X SE A 2 @ i A K 56 R K S
—>Provision of services to large organisations - services include issuing of securities

- trading services in security markets UEFFESE  EFF2 2 PG FRUERI SRR, 2k BUESR REA NG BUZ H 27 1
BN A IS R A RS - TR .

-risk transfer products risk-management product 5 %% 7= i / KUK BEAR %%

- Services generate fee income for the institution.

—Indirect financing - deposits and loans - mostly conducted by ADIs!

-shareholders and depositors put money into the bank/adis, and the bank/adis in turns to use the money for their employees
salaries, making loans to borrowers and making assets loan to borrowers (£ & W EM BITZ FE M AT H 24k
BRI FborrowersTE B E 1 115 LAAF R B S M EEAFIE[RIERAT)

- Direct financing -the issue of securities - mostly organized by registered financial corporations that is money market

corporations and finance companies ( EL @I 5 ¥ / E S5 k¥t



The Firm (bank)

Profit
Investment Loan
Agreements Agreements
Swaers (contracts) / Employees \_ |(contracts)
managers
(shareholders) > > ( gers) Customers
borrowers
Suppliers > Products ( )
(depositors) (loans) A
Advisory

Agreements
(contracts)

\ 4

Suppliers
(investors)

the primary source of input is money and financial contracts

source of funds: deposits & issue of securities 172k LA J IEF5 L2

—>current deposit (cheque facility; no interest; be used and replenished through a regular income flow)

—>saving deposit (with interest; statement account/passbook account)

—term deposit (with fixed interest that depends on the risk such as the amount and the duration; fixed period)

negotiable certificate of deposit (cd) (large-value K#i; fixed duration; promissory notes; liquidity 7] 3K3Z;

> money market securities 5% M T37iE% —commercial paper 847 L A4R issue FAIE 5 32 HY 25 b %

->bond market security fii% -medium-term notes M AMAEERALTE / debt, 7 RIBMRIECTET KATH], AEE—E
WIS AAT B A I IES:, AR rUR i e, BN

(notes: securities borrowing is arranged offshore; debt issues-diversify sources of funds)

usage of funds the bank is paying time-value to customers, letting them use future money

housing loan with mortgage / secured > reduce credit risk; reduce losses; lower interest rate issued for the loan & X &K Al
fit; solve problem of information asymmetry & F& 2l i & S E1F X 4 HE 3K

—>secured personal loans

—unsecured personal loans

-personal overdrafts > A% with mortgage and floating interest rate issued with it

—credit cards  with high interest rate and high default risk

—loans to business with mortgage and standardized loan application or even commercial bills

- large non-financial corporations ~ with interest rate depends on risk and customized loan product % & Jii 2 75 =K il & $¥ 7K
—>wholesale lending to corporation:

-with term loans;

-with standby facilities & 21

-with interest rate depends on risk;

-with loan covenants ¥4

wholesale banking=investment banking (K & & 4 #% 7% /4 b & B — # R ARAT)



registered financial corporation ¥ 4:fill 24 7] >not authorized by K F . 4l 5 5 J5 (APRA)

f13%5: money market corporation (2 5 8447 finance companies ($¥3KA &)

risk of ADIs:

note: Liquidity and funding risk - these risks arise due to maturity mismatch - long term assets such as housing loans - financed
with short term liabilities such as deposits. When individuals demand the cash that the bank holds and there is a shortage of
cash of the bank. Long maturity to get cash back while short maturity to lend cash out

- Liquidity risk - is the risk of a bank where they won’t have the money that is required to pay out, ADIs need to manage their
liquidity risk by holding cash, exchange settlement funds, repurchase agreements etc. NS4 JE % AN ERIE LTI N
VARSPAN &3

solution: hold liquid assets/borrow from other adis and rba

- Funding risk - risk that an ADI cannot maintain sufficient funds to cover its loans - ADIs need a fresh flow of funds coming
in - ADIs need investors and sources of funds to keep the business going - Australian banks take the initiative of going overseas
to outsource their funds from international investors. RHEER, A5 IR 4 H sk fi H 25

solution: securitization/diversifying sources of funds/long-term securities issued &l &%

- Credit risk - risk that a borrower defaults on scheduled loan payments - ADI would classify loan as an impaired asset (Joi%
BRI N KRBT 1 77i%)- Credit is the main risk ADIs face, through levels of default prove very low because -
the strength of the economy, the use of housing property as a security and prudent lending practices and careful management.
Thus banks should diversify who they lend to. it%%

solution: requiring loan security/prudent lending practices/securitization/CDs

> market risk —chance of loss arising from movements in market variables T173% K58 48k 5 £ XK

- operating risk —loss from inadequate or failed internal processes, people and systems, or external events AR [ H 4517 K HY
Y

—>interest rate risk —the interest rate of raising funds and using funds are mismatched

principles of bank lending:

- overcome asymmetric information (EEFIE A H 2 KR A SREAFH) BET AR THAH RN KUKE)
- diversify loan portfolio (£ ALX4MIRK — MNMEANEF] F—NEeAMERIK)

- matching interest rate

—>monitor

—attract large number of depositors=>more funds

APRA’s regular framework 8 R it 4 % W E AT HIAT AR TG Y / 7K KRS FERE
—identify and assess weaknesses HITERAT A W LLth /7 75 2l

->consultation R PR T / T I 153 HORHERAT I P4

on-site visit SZHLIH A

intervention and enforcement 41 A\ Ab ¥ ] {5



trust {5¥5 When an individual trusts another individual with their own assets and a trustee agreement is formed between the
two individuals. The trustee makes sure that the assets are handled appropriately and makes sure that the beneficiaries are using
ZAEA N 2817 B 2RI

(EFEV 552 DME I I N R — M2 5EAT A, A Al B ag. BIEREE W™ K] RN, &
FEAEFEN AT IS B E FE, (S FENUAE WS B 2 A S50, ok e 55 < a7 BEAT 18 M B PR F 2 AT T3
FE S RARNE B AL B B I, DA, (4T — A EE, B EWRRE.

the assets in the way the trust wants it

ﬂ?}

Securitization TESFAL 2 15 GR35 eI b 55 (9 B S AT K, {5 DR 8l A AR AT DS ) A K S A £ 55 T A
He AN IR I B BE 7 R AL O TR B BE P K T A —E SR AL

TS

-“special purpose vehicle (SPV)” /& DUFE %= 20 & SR E &N SCRE, RAT RIS ik 5 ) — Fial 5 X earn fees
-asset backed, or mortgage backed, securities/&fRHG R Z AN E, (HAEYE = A 0T T0L I G At B () R P i (KON FE R T 3 1
AT DL H 65 R8I 2 o

-Use these funds to purchase assets from the bank = reduces the assets on the bank’s balance sheet

-A financial manager is appointed to: (earn fees)
receive and administer repayments by borrowers fRiEborroweridt £k

> make payments to investors in the securities 25 T % # / LS5 i W 3 payment

R BHIE S AL > R AR T e R U RATIE SR 77 B Bt e, B b s il 77 30,

e.g. MIUSUIKFKIE SR AL FRE £

(1) SIS FRUE SR A AL B 4 AR AE T2 SEUSOUR AT BA Sy b 5w B, <Rl b A HUAA S Aok B SISO R St 2, 48
Ja BOBSAE AL 7= i S B 3 o MUK FIE SR A7 il T S BRGSO 48 7 &P AL, Rl A MBS BRSO 4
Ao AV SEEL T S EWGK, ESRAEE  E SE S T NORER (I SN AR AR T NOK SRR AN ER T —E
s o

(2) xfalbRin, SBOKFAIEFRAL G, HNBOKR O 28R, WA XK.

(3) AES RS IR Z3 A 7 il BT SE 8RRt 8 1A XSS gl £ T SO IR 75 RE 8 SR 4% 01 R A 3R A 504,
RARE, WA, WRAE, W2 .
S R BRI B, AR K X BRI RN AN FUEE o IO IE 27 A0 58 SCRILAE T Al SO K
RS 73 B B RS 4 1 AR SR A 7 it RO T S 3

Money=a generally accepted medium of ecchanged which enables a society to trade goods without the need for barter
Money market B i3>t is the wholesale market for short-term securities %5 JFF5 K 32114
TF e AP BRI TE — I THI S 3 5 BN 2B T 5
c.g. REHIEME - IS BURES - BERBNEHAHEIERFE
mhi R RIS, RIRMTUHIRE —FE L FEaTY, REmiiapfERARTN Y. BT ZTIEN
e THE, FERBUF. ST R TEMAVEATREIERATE, B YR, Jahtkmm s N R, i met
R R B E TS IR AR IR )G, R A<l BrLoR i poh R miig. )
function: MM HLAWIN S, GEFENLYETS. BRI T . SEBUN 65T, IER AT . KER]
il e i 5 . IR AR RV RN T RFFR S MmahtE, & M8 T & F A % SRl T B ¥ 4




FokAE BRI E B Rk, BRI T RS TR RFENFEIHT S TE, O SARE BN N B 5S4t 7RI
Bl L i R T liaMEEHE, BRTlgE Tl ENBAFHRESH T LU, i
DifgimE Ak, B8 A BE GO EONERAT AP BR AL R R B, (EAAIEX B e A L Rt BRI
MG — B EE I RE, Xy a7 Set Bt Mok U 2 A T b T B, ARIESRTT AN R B RIEE R
1EH .

- flows of fund between wholesale borrowers and investors 2R EEMBRE R £ LR HFEH

-make borrowers access to short-term funds and they can be rolled-over—cheaper than borrowing from ADIs

HRTGEELL A2 FKEFEEEEAGHI RV = X LI R 2 AT IE 25 AT X WAroll-over BYTE UK 56 T 2%

HIHE—MEIESEIH T A UB A issue 55— MEMIE S R E H —E H Rcover R EIHAM B — M HIES
(roll-over I R BRZ Wi manager F] LA B RN EBIRIE FiRissueFEHIE SR S N EBHE T —MREFEEN

MZT BHREXFREIREER—EBRTHNRESN RAATHEEFEFENTCSEERNIESNEHNELTE

pay[ElZ / the extension or transfer of a debt or other financial arrangement)

-for investors, money market provides with low-risk returns X T ¥ & Kk 18 354 FAA TR XU B B3R R XU 2

PR A A AT T 45 B PR 3K BB R 25 SEAIE S 2 R T N AT UVRE )T HL B8 i i B i ah e A AT

~>source of liquidity Rt THEEMNEHE MBS EEAEES /B RER

Mt BadiF I B FRENTEE R refer back to the liquidity risk of adi

—>provides the reference rate for short term funds 4 FREEF=NSEILE BSMEFHNFERNE HEHIEY

the money market provides price discovery function with the use of reference rate (e.g. the cost of obtaining funds for

borrowers)

BNSERRRAHETONE STAREN BEMINBEEMRE (g TEXRS /K EXEME /RER FR

E)

A reference rate is a rate that determines pay-offs in a financial contract and that is outside the control of the parties to the

contract.

SH LR NERIE BRI F S H NI % S % R THREE / MR EER TS ENIMA—1 2

FM R BT IR e BB T R AR AR A RN T LS O bR o

in Australia, reference rate is calculate by Australia financial markets association (AFMA)+"bank bill swap rate”(BBSW)

F_E# Flondon inter-bank offer rate (LIBOR) &% [F) b 3% il Al 2

- for rba to conduct monetary policy HRRITEI M AN HIHHAUESIRIAT BHBERE R ME T

money market securities % M 3% UE#—refer back to financial maths 2] L2M4ER / IESFEEZHI D
-short-term

-pay back face value at maturity

-investors earn by buy at lower present value price

e.g. certificates of deposits, commercial paper, treasury note, commercial bills, repurchase agreement

1. promissory notes=issuer promises to pay face value of the note with floating rate

A5 (Promissory Note) J&— T TG 56 A A SCAS 7R, I — N AAERG JRRS 51— AN, GflZE ALK,
JU) B 0 BAE T AR S8 FORE RIS ), SR — 2 # H i G Bkh — MR E B9 N B B N Bk A,



term: a few months

FV=PV+I at maturity
2. treasury notes=[ FE77 (Treasury Securities) ¥ FE 5 WY &) A 7k b B PR WS AN A 1T R AT 1 — PR BUR B 55 -
[ PSR 150 95 N2 2K, HOR i RIIE 2 E BN, BT BLE JUPAMEAE S TR AR, A2 e T 3 AU /) A5
AT H. #iFEd L EEREREER, KR, Eid bids WA HEEES (bids IRIZRE HEK 282
FARHI RN A AR B RAL 2 JFie 5t
3. commercial paper=promissory note issued by large, creditworthy enterprise, organized by a lead manager and 5-6 dealers

—those issuers have high short-term credit 4 68 /17K i (FTiE&SL, RS AL B ok i 76, K|

BEPABAT AT, ) amount=needed funds
LA = AV Ry AR BT <, A A AR AT AR SR . AR SR R AT R 2 R 4 (Discount) 75 i
(ERIEEPNE 2 €3l BURZ)) e M 0L ST &=
4. Commercial bill/mostly bank accepted bill BABs

-less creditworthy business can access to it AN R 7K 5 RE 77 [ 24 &) 1] DLd i 304> 4 k1 H s

-bank take the responsibility to repay (for fee) to investors even the business cannot—>investors face the risk of bank rather
than business U1K A F R BETZIN LG BT HAT Jeik a1 25 7 ERBOIZIE B A 22 B VA JE A L 3
-the fee involved required from the business depends on the credit risk of the business X ’A%4T take the risk T LAMBATTH
T — & B
-acceptor can sell bill to other money market investors #RA76425Z bill / #AT H O BES S FREH &, REHLE
PZAIE 55 S 25 HAh $E %5 3 after collecting the fee, SEHLHE 4 [0l %E
*commercial bill=an unsecured promise to pay its face value on its maturity date
—accepted by banks=bank-accepted bills
AT 7K L5 Bank's Acceptance Bill (BA) 2 RMEICEE —Fr. 2 HEAR SGERAT FF AR P BAE s N S, AT
JURAT RS I 2 ARAT o B R SR L, PRIEAESE E BT 261 SO B 58 ) e B O N R ZR N 2240 . X 22
R B M SR AT AR R AR AT B T SR N SR AR AR T 45 T HOAE T SCHF .
*Bill facility=an agreement to roll-over bills that have been accepted by the bank
—>done by issuing new securities (probably with different rate) to repay the one at maturity
FF— X B AIE 545 21— 2B okl BT AR e A

method one: borrow by the amount that covers the previous face value when roll-over>which means the second-

borrow in face value is grater than the previous-borrow face value (3 X issue [iE5 HE I E B T 2 1

0 7 S AE F D T ()

e.g. M KAEME T, BISBREL, Frhwhi 5 oh— BB/ BATARGUIC SR B R, IR IR TR
— R AR ROAIE S5 (R TR PR O 3K — R A I R 2 48 2% cover BIMHZR S0 MTIME  (HE=44+F 5D
BeAgiliil, 55 IR issue FRIAIESF 1B AOBLLE M 6 %55 T 2 1 B9 K 5L E S (Y T {E

R issue FIIXANAGE BN EF AT =K FIFHEE =K issue HYASERGILAE OB 2255 T 58 — O SRR 1A
] 5 AEI k0 IR0 gl 3 5 J 1) T L

1EBE 1 roll —over HIILFET 55 2 i K& A e ZR K F I — 11 issue KFEHIEC LI L-—TF RA2FEE
B T —IHGHI A TLHE L 57 B 1 A SE T e L — TP 4G I A 52T 2 T by the amount of interest involved




method two: borrow by the previous-borrow face value again, the new present value of the unchanged face value is

used to cover part of the previous-borrow face value, the extract that is unpaid is the one needed to give out at

maturity of the previous-borrow

e.g. i — kMl face value Ay x %k, FIWIRS ROZIE x, (HIRIIEILAGEH#, R —IK face value H x 1%L, 43R

FHE— R EOI i, RERIRESE AN A x IE, MXADEEELL x 2, BT AR X — 28R A S LK
ZHIB—2E 2 T B8 x fdk, I PL2 HoRAEIE AT —E 70 B2 2 5 C45 HHORIEAN . S IRBLAE A B B B R0
P FRIE x 5t ok T

5. repurchased agreements=an agreement to sell a security on the basis that it is repurchased at a later date at an agreed price

=can understood as repos W [0] {5 %

[ B (repurchase agreement) HFR I [EIMG TN, Fig )2 BNVARAT 7E M BE0F 5455 SRR P20 8507 11, ZIedE—
5 TR 4 S5 A A B 24 1 0 A I 1] A ST, LR AS RIVEE T P B s B O T DARD RS AT S AR A R S
VD

JE1 R B i B 7 G 38 55 77 S0 B, — PR UIE S5 132 HE -5 T [FLR A [ H 045 Br i) ZY AT L2495 TR o SR 7E AR
S-S #2157 — b2 T [ETE 250 B 00 i TS R B 0 . 22 BT A2 BT o e 4R HE 25 1 4 PRI 3 2

Sraise funds for the seller for the period of the agreement 7 7] 2 I 1] Bt N 45 75 SR & fe it ¥ 4>

> give investors access to securities for short-term LEF% 5% 1T LLAG 22 42 U8 S A5 g e 1 P 1) /NP 8 TREDUAER JXU il 412

trading and investment 7% i i 3 H 4 o] SEIL AT 5
wmhih S 5ERERTHYHS 5L 50&MEE, HRENSE5RTHSHESMERN, 75800 FILE:
(FEETHRHE
el LR ST RE R R TR S A R BR HF 48 T 5 2 1R & 145 @i 18 m i 22 5 3k
WK EAR. XES5EFEARAT. FRAT SR BURRIBURHLL LR AL
(DB et
BT RS E FERIEE T HEEE T EEAINE 2 RN E Y8t 4 il 1 m di 58 5 ¥X i v 4
AR — e R I A . XK AR B R ARAT . ARERAT S mt LA A Al
(=) G
T AT 38 5 A2 N B T T 22 5 v i) 8 4 BB U7 BRI AR 55 AT 3R A3 T2 s sl IR I k. XRS5 H F
B D ARAT DL — e AR ERAT S AL .
(V) SR AT

hRERIT S 5 m A S M B R T SR MBOE, sttt mAt N E, 5Bl A, S A iR B

(H)BUR FEUR HLR
BUR ATBUR ML E B R A N BUR R A H AVE IR S FHREFE NS S5 R M5 1.
A

M HRMTY, —RERIEATEEMSE, HE T RO HEL S BRI EENFE, M—RARE
BZH5RMMHNAES, FEBLSRRETTGESEES SRTHRNE S, (A0H A NFEA RIBUG 522 fK T
BT FA AT SR D

use dealers = major banks /specialist wholesale banks #id #4171



by phones
>settlement: same day/RTGS 4 H SZIL ¥ &1 /
RTGS: SEIf 2 H AT R 48 Real Time Gross Settlement & 1% i[5 R @ L MBS ERAT LMK R4, LT 1A
TEP AT EF RS RAT RIS . ENEFERE RS (RTGS) MR SHIKIE S MR A4iH 2K
BPELE AN, BAFLEMCIMAINE, RALSERERET T RS SR ik .
—trade practices are specified by AFMA % 5 ¥l 5 2k

-dealers must quote a bid and offer yield to 2 decimal point

-dealers must trade when a caller accepts their quote but quotes can be changed for each call — FL.%J J5 2 52 M 5t 2 5K
&

-standard transaction size is $20m

t

2

W)

(o)

—dealers hold securities because they must be able to sell when their offer quote has been accepted 4% H IR #2252
I EESEENAS % BT DA i AR S B A UIESH7E T --need to manage the amount of securities held / manage position

*risk involved by holding securities such as market risk and information asymmetry that is when others know more about the
market and therefore put you at the bad position by trades (e.g. il N FITE R R 2 [l K& EAMRFEA FIES: A NS5
T T FOMIES RHE BT 1)

—people buy at low price and sell at high price / buy at high rate (be repaid more) and sell at low rate (repay less)

(money markets trade on the basis of yield) =iF% L NIES / HERH %, KARBERGE / HAkbk

—dealers arrange the issue of securities and help trade in secondary market

RBA’s responsibility in money market H JARATE TR i3 MER / 52/T:
> stabilize the value of the currency through influencing the cash rate which can be done by buy/sell securities
SRR AT I I AE B T T B SRS R T AR AT N R AR S, B e SR E 2 5 AR T AR A
how? —changes in the target rate (7% % i [1) target rate  i.e. the inflation target rate) --influence the inflation and
growth
-market operations to enforce the cash rate in over-night money market (8 i % SZilE 5 52 W 1] 28
e.g. sell securities/reduce the total exchanged settlement funds—>reduce the money supply in the market/reduce the
amount of money actually in the market for transactions—>increase the cash rate>demand for money decreases—>economy
slows down—>value of currency increases with disinflation/deflation
print more money/buy securities—=>increase the money actually in the economy for transactions—>decrease the

cash rate>boost the economy—>the value of the currency decreases with inflation



