.They serve as "department stores of finance." They provide a wide range of services, including savings
and checking accounts, loans, and credit facilities. Commercial banks gather deposits from savers and
lend those funds to individuals and businesses needing money. Examples include Bank of America,
Citibank, and Wells Fargo. Commercial banks are the most common type of financial institution that we
see in our territory. Key Services Offered by Commercial Banks Deposits (Savings and Checking
Accounts): Commercial banks offer a secure place for individuals and businesses to store their money.
Savers can deposit their funds into savings accounts, earn interest, or use checking accounts for daily
transactions. By gathering deposits, banks create a pool of funds that can be used for lending to those
who need it. Loans and Credit Facilities: Commercial banks provide loans to individuals and businesses
for various purposes. For example: Personal Loans: Used for major purchases, like cars or education.
Business Loans: Help companies grow, buy equipment, or manage operational expenses. Mortgage
Loans: Allow individuals to buy homes, stimulating the real estate market. Credit Lines and Credit Cards:
Provide revolving credit that can be used for ongoing expenses, often crucial for small businesses and
consumers. Payment and Transaction Services: Commercial banks offer payment processing services
like check clearing, electronic transfers, and digital payments, facilitating transactions within the
economy. They also provide debit cards and online banking, making it easier for customers to manage
their finances. 2. Investment Banks What are Investment Banks? Investment banks are financial
institutions that help big companies and governments get the money they need to grow or fund projects.
They do this by helping these organizations sell stocks (shares of ownership) or bonds (loans from
investors). Key Services Offered by Investment Banks Raising Capital (Issuing Securities): One of the
primary functions of investment banks is to help companies and governments raise large sums of
money, usually through securities like stocks and bonds. When a company wants to raise money for
expansion or new projects, it can issue shares (stocks) or debt (bonds). Investment banks design these
securities to make them attractive to potential investors, ensuring the company gets the funds it needs.
For example, if a technology company wants to raise capital to launch a new product line, the investment
bank will help them structure and sell shares or bonds, making sure they are appealing to investors.
Underwriting: Investment banks act as underwriters for the securities they help issue. This means they
often guarantee the company that it will raise a certain amount of capital. To do this, the investment
bank might buy the entire offering of shares or bonds from the company and then sell them to the public.
This guarantees that the company gets the money it needs, even if the investment bank has to take on
some risk. So by underwriting securities, investment banks act as a bridge between the company
(issuer) and the investors, ensuring the fundraising process is successful. Initial Public Offerings (IPOs):
When a private company wants to go public and offer shares to the public for the first time, it often works
with an investment bank to launch an Initial Public Offering (IPO). This is a complex process that
requires expertise to ensure the company is valued correctly and that there is a strong demand for the
shares. The investment bank will help the company with regulatory requirements, determine the right
price for the shares, and promote the IPO to potential investors. For example, when a tech startup
decides to go public, it will partner with an investment bank to manage the IPO process, making sure the

offering attracts enough investors and raises the needed capital. Mergers and Acquisitions (M&A):
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Investment banks play a significant role in mergers and acquisitions by advising companies on buying,
merging with, or selling other companies. This involves evaluating the financial health of the target
company, determining a fair price, and helping to negotiate terms. M&A transactions are complex and
often involve large amounts of money, so companies rely on the expertise of investment banks to ensure
the process is smooth, legally sound, and beneficial. For instance, if a manufacturing company wants to
acquire a competitor, an investment bank will help it assess the target company's value, negotiate terms,
and finalize the deal. Financial Advisory Services: Investment banks provide strategic financial advice to
companies and governments. This could include advising on optimal capital structures (the balance
between debt and equity), risk management strategies, or major business decisions. Their insights help
companies make informed financial decisions, navigate economic challenges, and achieve their
business goals. For example, a company struggling with high debt might turn to an investment bank for
advice on restructuring its finances to reduce costs and improve stability. Sales and Trading: Some
investment banks also have divisions that handle sales and trading of securities for institutional clients
(such as pension funds or insurance companies) and wealthy individuals. They buy and sell stocks,
bonds, and other financial instruments on behalf of their clients, helping them manage large investments
and improve their returns. For instance, if an investment fund wants to invest in a specific sector, an
investment bank's trading desk can execute these trades on its behalf, ensuring efficient buying and
selling at the best prices. Research: Investment banks often have research departments that analyze
industries, companies, and market trends. This research is valuable to institutional clients who make
large-scale investment decisions. The research division provides insights, forecasts, and
recommendations on stocks, bonds, and other securities, helping clients make informed investment
choices. For example, an investment bank might publish an in-depth report on the technology sector,
predicting growth areas and highlighting potential investment opportunities for clients. 3. Credit Unions
What are Credit Unions? Credit unions are member-owned, not-for-profit financial cooperatives. This
means they are owned and operated by the people who use their services (the members), rather than
external shareholders. Because they are not focused on making profits, credit unions exist to serve their
members by providing affordable financial services. Key Characteristics of Credit Unions Member-
Owned: When you join a credit union, you become both a customer and a part-owner. Each member
has a say in the way the credit union operates, often with the ability to vote on important decisions, such
as electing the board of directors. Common Bond: Credit unions typically serve a specific group of
people who share a common bond. This bond could be based on employment (e.g., employees of the
same company), membership in an organization, or even geographic location. For example, some credit
unions serve only teachers, military personnel, or residents of a particular area. Profits Returned to
Members: Since credit unions are not-for-profit, any surplus earnings they generate are returned to their
members rather than shareholders. This is usually done in the form of: Lower interest rates on loans
(such as personal loans, car loans, and mortgages) Higher interest rates on savings accounts Lower
fees for financial services Community Focus: Credit unions are often more community-oriented and may
prioritize the financial well-being of their members and local communities. They tend to offer more

personalized service and may provide financial education programs to help members manage their
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finances better. Example of How a Credit Union Works Let's say you work for a large hospital and join a
credit union specifically for healthcare workers. When you deposit money into your savings account, the
credit union uses those funds to make loans to other members, such as a nurse who wants to buy a car
or a doctor who needs a home loan. Because the credit union is owned by its members (including you),
it doesn't aim to make huge profits but instead provides affordable loans and good savings rates. 4.
Pension Funds What are Pension Funds? Pension funds are financial plans designed to help employees
save for retirement. They are typically sponsored by employers, government agencies, or unions and
serve as a benefit for workers, ensuring they have a steady income after they retire. In simple terms, a
pension fund is like a pool of money that is built up over a person's working life and is paid out in
installments after retirement. How Pension Funds Work Contributions from Employers and Employees:
Pension funds are built through regular contributions from employees and, in most cases, matching
contributions from employers. For example, each month, a portion of an employee's salary is contributed
to the pension fund, and the employer may also add a percentage to support the employee's retirement
savings. Investment of Funds: The money collected in a pension fund is not left idle; it's invested in
various assets to grow over time. These investments can include: Stocks: Shares of companies, which
offer potential growth but come with risks. Bonds: Loans to companies or governments that provide
steady interest payments and are generally safer than stocks. Real Estate: Pension funds may invest in
property, which can provide long-term returns. Other Assets: Some funds diversify further by investing in
infrastructure, private equity, or alternative assets like commodities. Growth Over Time: Since
employees typically contribute to pension funds over many years, the investments have time to grow.
Through a combination of contributions and investment returns, pension funds aim to build a substantial
amount of money that can support the employee during retirement. Payments to Retirees: When an
employee retires, the pension fund starts to pay them a regular income. These payments are usually
fixed or based on the employee's salary and years of service, providing retirees with a steady income to
support their living expenses after they stop working. Types of Pension Funds There are two main types
of pension funds: Defined Benefit Plans: In this type of plan, the retiree receives a guaranteed monthly
payment, typically based on their final salary and years of service. The employer is responsible for
ensuring there is enough money in the fund to make these payments, regardless of how the investments
perform. Defined Contribution Plans: In this type of plan, both the employee and employer contribute to
the pension fund, but the retirement income depends on the fund's investment performance. The
employee bears the investment risk, meaning the value of their retirement savings can vary based on
market conditions. Example of How Pension Funds Operate Imagine you work for a large corporation
that offers a defined contribution pension plan. Each month, a percentage of your salary goes into the
pension fund, and your employer matches part of that contribution. The fund managers then invest this
combined contribution in a diversified portfolio of stocks, bonds, and real estate. Over time, these
investments grow, and by the time you retire, your pension fund has built a substantial amount of
money. Upon retirement, you begin receiving monthly payments from the fund to support your living
expenses. 5. Insurance Companies What are Insurance Companies? Insurance companies are financial

institutions that help individuals and businesses manage financial risks by providing protection against
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unexpected events, like accidents, illnesses, property damage, or death. To access this protection,
individuals and businesses pay a regular fee, called a premium, to the insurance company. In return, the
company promises to provide financial assistance or cover costs if a specified event, known as an
"insured event," occurs.They act as the "middlemen"” in financial markets, providing the platforms and
services needed for trading. Some brokerage firms offer full-service options with financial advice, while
others focus on low-cost trading for investors who prefer to manage their investments. How do
brokerage firms work? Brokerage firms work by connecting buyers and sellers in the financial markets,
making it easy for people to invest in assets like stocks, bonds, and ETFs. Here's a simple breakdown of
how they operate: Providing Trading Platforms: Brokerage firms offer online platforms or physical
locations where investors can place orders to buy or sell securities. Through these platforms, investors
can see real-time prices, track market movements, and execute trades. Order Execution: When an
investor places an order (like buying a stock), the brokerage firm finds a seller at the current market price
and completes the transaction. If an investor wants to sell, the broker finds a buyer, ensuring the order is
processed efficiently. Different Service Levels of brokerage firms: Full-Service Brokers: Offer
personalized financial advice, research, and portfolio management, which is helpful for investors seeking
guidance. Discount Brokers: Focus on low-cost trading with minimal services, allowing investors to
manage trades independently at a lower cost. Fees and Commissions: Brokerage firms earn money by
charging fees or commissions on each trade, or by charging account fees for additional services. Some
discount brokers also offer commission-free trades but make money from other services, like lending or
premium accounts. 9. Hedge Funds What are hedge funds? Hedge funds are specialized investment
funds that use high-risk strategies to try to achieve large returns. They are designed primarily for
wealthy individuals and institutional investors, such as pension funds, due to their complex strategies
and higher minimum investment requirements. Unlike mutual funds, hedge funds have fewer regulatory
restrictions, which allows them to pursue a wide range of investments and strategies, often with higher
risk. How Hedge Funds Work Investment Strategies: Hedge funds use a variety of aggressive and
complex strategies, such as leveraging (borrowing money to amplify potential returns) and derivatives
(financial contracts that derive their value from an underlying asset, like options and futures). These
strategies allow hedge funds to take advantage of market changes and attempt to make money
regardless of market direction. Hedging Risks: Although hedge funds are known for taking high risks, the
term "hedge" refers to techniques they use to reduce certain risks.Liquidity and Pricing: Because ETFs
are traded on exchanges, their prices fluctuate throughout the day, just like stocks.Types of Exchange-
traded Funds (ETFs) ETFs come in a variety of types, allowing investors to choose ones that align with
their goals.Certainly!6.8.
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