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Financial intermediaries

.Financial markets

N~ NN NN

Financial claims



Loanable
funds

Securities

(7)

Money market
Capital

.market

-Money market :

Short term



:Capital market :

: Primary market

( )

.Secondary market

.Stock exchange
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Depositary

.intermediaries

.Commercial banks -
.Credit unions -
Loans and savings -

.associations

Contractceal

‘intermediaries

Financial protection

.Insurance companies -

.Pension funds -



Investment

.intermediaries

.Finance companies -

.Bonds funds -

.Matual stock funds
.Stock Brokers -

Poduction

.process for financial commodities

Profit maximization



(7)

Deposits

Inputs

Loanable

funds



( )

Default Uncertainty
Risk
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-Management of assets



:Management of capital :

Insolvency risk

Financial

Shareholders

:Management of liabilities :

leverage



Spread or Net Intersest Margin

Competition

Expense

.control



(Price taker)

-Marketing Policy :

) Service oriented banks

Marketing (



approach

Marketing officers

— N/~
N’ N’ N’ N N



/

:Financial Institutions existence

Identify



:Risk Element



Riskless

‘investment



Risky

.investements

Risk Averse



-Asset Value

%



-Asset quality

Uncertainty



Dishonisty

Risk and
-Return trade off

Risk — Expected return

Premium



Diversification

.Information asymmetry






Moral
Hazard



Disclosure rules



Information Benefit



Savings

-Mobilisation



Lenders

Borrowers



Maturity

‘intermediation

Default risk



Financial

diversification
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- C. A. E. Good heart, Money, Information
and  Uncertainty  (London: The
MaCmillan press, ).

- Charles N. Henning, et al., Financial
Markets and the Economy, (New Jersey,

prentice — Hall, Inc., ).

- C. W. Sealey, and J. T. Lindley, "Inputs,
Outputs, and a Theory of Production and
cost at Depository Finanial Institutions",

Journal of Fiance: Vol. , No. ,

September > PP- -

- Dennis W. Draper. And James W. Hoag,
"Financial intermediation and the theory
of agency". Journal of Financial and

Quantitative analysi. Vol. , No. ,

November > PP- —

- Eugene F. Fama, And Arther B. Laffer,
Information and Capital markets, Journal

of business, Vol , July , Pp- —



- Eugene F. Fama, Banking in the theory
of finance, Journal of monetary

economics, No. . ,pp. -

- George A. Akerlof, "The Market for
"Lemons": Quality Uncertainity and The
Market Mechanism" Quarterly Journal of

economics, August , Pp- —

- G. Benston, and C. W. Smith,
"A Transzation Cost Approach To The
Theory Of Financial Intermediation,

Jornal Of Finance Vol. , May ,

pp- — :

- Hayne E. Leland, and David H. Pyle,
"Information asymmetries, Financial
structure, and financial intermediation",

Journal of Finance, Vol. , No. , May

> Pp- - :
- Peter S. Rose, and Donald R. Fraser,
Financial institutions, (Texas, Business
Publications Inc., ).
- Richard T. Stillson, "An Analysis Of

Information And Transaction Services
In Financial Institutions", Journal of



money, Credit and Banking, Vol. , No.

, Nov. , Pp- — )
- Tim S. Campbell, and William A.
Kracaw, "Information Production,

Marketing Signaling, And The Theory
Of Financial Intermediation", Journal of

Finance: Vol. , No. , September

> PP. -
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The relationship Between risk &

Return
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Efficient portfolios

(

)
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Ml Gl
Expected Return

|
|
[
!

Risk a2t
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Efficient

()

%

(

)



%

%

%

%



Risk Averse

.investor

%

Risk neutral

.investor

-Risk lover investor :



Risk Premium : -/
Risky

Free — investments

Risk investments

% )
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Risk
Premium
)
(/) (
.%
()
%
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% =% % =



Risk

/

:Diversification Principle

/

.management



Portfolio investment
()

.Uniqu risk Unsystematic risk

Unique risk, : (

.or unsystematic risk, or residual risk, or specific risk



:Market risk .



(7)
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Unigue Risk, Unsystematic Risk
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Unique risks










Unique
.risk
Market risk
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- Donald E. Fischer and Ronald J. Jordan,
Security  analysis and  Portofolio

management,

- James Jorie, and Mary Hamilton, the
stock maket, theories and evidenvce,

(Illinois: ).

- R. B. Brockington, Financial
management, (England, D. P.
Publications, ).

- Richard Brealey and Stewart Myers,
principles of corporate finance, (London,

McGraw — Hall company, ).
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The present

structure of

the Emirates Banking

.system

(7)



.Central bank :
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%



%

%
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Investment

-banks






()



()



The
Regulatory Framework of The
:Banking System



[ 1

-Foreign exchange system



%



(7)

2



(7)

Interest rate !/ /

-system



(7)



(7)
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Banking industry

/

/



()

()



%

%



%



%



()

%

Camel



Camel Rating

.Capital adequacy -
.Assets quality -
.Management -

.Earnings -

Liquidity -

:Capital adequacy

Assets quality

(
Default risk



%
Outstanding loan Portfolio

-Earning .




%

-Liquidity :

%



-Management






Emirates insurance sector

/1

()






()

()






%

%



(

)

()



%
%

%

%
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Bank's total size
Total assets

growth rate

Retail banking
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The : /

-Balance sheet

(7)



Types of : /

“deposits accounts

( ) (

.Damand or current deposits

.Time deposits (



(7)



(7)







Demand and [/

current deposits



Overdraft facilities









%



Bank statement



(7)



(7)



%

-Time deposits

Loanable funds

%

/

/






Degree of safety



Cheque cards
Cash Auto teller cards
cards

Credit cards

:Saving deposits /1

Saving deposits
Passbook saving

.account



Teller

.Deposits or withdrawal

.Non profit organization



%



.Call account

Floating interest rate



Certificates of ! 1

-deposits

Time
Money deposits
.marker

Time

certificates of deposits



Certificate maturity






Negotiable and non

.negotiable

Negotiable certificates of deposits

.Secondary market

Deposits instruments






Deposits portfolio

)

: ()
Edward W. Reed, et, al., Commercial Banking, (New

Jersey, Prentice — Hall ) PP- —



.Cheque cards
.Credit cards



.Auto teller services
.Travel services
.Budget Account
Insurance services
safe boxes and safe
.deposits
.Night safes
Management of

.Investments

Cheque cards .

AN N N N N






Eurocheque

.Eurocheque

.Credit cards






Trusteecard

.Visa, Euro card and master card :



Access & Visa

Diners club & American express :

Business cards

O

David cox, Elements of Banking, (London, John ( )
Murray, ) pp.



Auto Teller

-Services

Access



Key

.board

.Cashcard Service. Cash point card. :



O

.Poloid. P.

()



:Travel services






Budget

.accounts



Standing

.instructions

-Insurance services



Safe boxes and

-safe deposits






:Night safes :



Management

-of investements



Diversified

investement Portfolio

) Investement portfolio

( ,

Matual Funds or Unit ¢’

.Trusts

: ()
- D. P. Whithing, Mastering Banking, (London:

Macmillan, ( ) P.

- D. C Corner and. J. Matatko, "The Uses and
Role of an Independent Unit Trust, Risk and



Performance Measurement Service. Managerial
Finance, Vol. , No. . pp. -
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( )
A. B. Kulkarni, and A. B. Kalkundrikar, Money
banking trade and finance, (New Delhi: R.

Chand & Co., ).

Charles N. Henning, et al., Financial Markets
and The Economy, (New Jersey, Prentice —

Hall, ).

David Cox, Elements of Banking, (London:
John Murray, ).

David Palfreman, and Philip Ford, Elements of
Banking and , (London: Macdonald and

Evans, ).

D. C. Corner and J, Matatko, "The Uses and Role
of and Independent Unit Trust, Risk and
Performance Measurement Service, Managerial

Finance, Vol. No. , ,pp. —
D. P. Whithing, Mastering Banking (London:
Macmillan, ).



- Edward D. Peterson, Cash Management,
(California, Lifetime learning publications,

).
- Edward W. Reed, et, al., Commercial Banking,
(New Jersey, Prentice — Hall., ).

- Lawrence. S. Rither and William L. Silber,
Priciples of Money Banking and Financial

Markets, (New York: Basic books, Inc., ).

- Norman E. Cameron, Money Financial
Markets and Economic Activity, (Ontario:

Addison — Wesley Publishers, ).

- Osama A. El — Ansary, Modelling the
Operaions of Egyptian Joint Venture Banks,
Ph. D. Dissertation, University of Edinburgh,

- Richard Handscombe, Bankers' management
Hand book, (London, McGraw — Hall, ).

- Stuart Valentine and Stan Mason. Banking,
(London: Hodder and Stoughron, ).
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Loans and deposits

Portfolios
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Capital definition and

-functions

Capital adequacy






O %
"In the United States capital stock and
retained earnings provide only about % of the
total bank funds".

(7)

Edward W. Reed, et al., Commercial banking, ( )
(New Jersey, Prentice — Hall, ) P.



(7)

%

%






Paid up

Insolvency risk

/
:Equity capital

.capital



‘Reserves :

.Legal reserve

.General reserve

%



:Provisions

Band and Doubtful Debt Provisions

% %)

Total outstanding loans



:Retained earnings

Risk

()

/
-and Capital

()
Risks of banking :

Risks of banking



(7)

Assets

-side risks

John Cooper, The management and regulations of
banks, (New York: st., Martin's press, ) Chapter
four.



(7)
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:Credit risk : (

.Default risk

:Investment risk (

Book value

:Forced sale risk (



-Liabilities side risks

Liquidity risk
(
(

-Funding risk : (



-Withdrawal risk :

Funding risk
Withdrawal risk

Insolvency Risk



Capital /
:Adequacy Measure



-Capital Assets and deposits ratio

Capital — asset ratio

+




%

%

%

(7)



(7)

Source: Samuel H. Tally, Bank Trends and financing, Board of Governors of
Fedral Reserve System, February , P. , quoted in Peter Rose and Donald R.

Fraser, Ibid, P.



Fedral Reserve board (

O

William F. Beazer, Optimization of Bank ()
Porlfolio, (Toronto: D. C. Heath, ) P.



:Capital — Risk Assests Ratio

:Risky assets




O

Ibid,P. ()
Ibid,P. ( )



Riskless assets

.Default Risk



The Capital .

.Adequancy for a Bank
Appraisal (
of the Bank's assets.
Evaluation of Deposits (
Structure

Form for analyzing
.bank (FABC)

()

()



Primary

:Liquidity reserves
Secondary

:Liquidity reserves

Minmum Risk

:Assest

‘Intermediate assets

:Fixed, Classified and other assets

Peter s. Rose, and Donald R. Fraser, Financial
institutions, (Taxas, Business Prblications Inc., )

P.



(7)

() ()

Liquidity risks

.Deposits Fluctuations
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Short term




()
()



)

()

()

Peter S. Rose, and Donald R. Fraser, p.
Edward W. Reed, Etail P.

()



Operating

.Procedures

()
()
()
()
()

()



()



()
%

()

()

Capital Adequancy Constraints



Loan Portfolio

)

()

Peter S. Rose, and Donald R. Fraser, p. —

(

)



Leverage

Return on

.Retained earnings

(

ratio

(

-Assets






% )

Ibid, p.

(

)



%

%

%
()

()
()



%

%

()
()



% x0% , X

%



%

%

%



(%

)

:(%

)

(%

)



x %

%

%

()

%)



%

%

%

=%

(

X %

%
)












) -

Anthony M. Santomero, and R. D. Watson,
"Determining the Optimal Standard for the

Banking Industry", Journal of finance Vol.

September > PP- —

Anthony M. Santomero, "Modelling the
Banking Firm: A Survey", Journal of Money,

Credit, and Banking, Vol. , No. , Part ,

November > PP -

Bank of England, "The Capital and Liquidity
Adequacy of Banks, Quarterly bulletin, Vol.

, September pp- — .

C. W. Sealey, Jr., "A Further Reconsideration of
Optimal Reserve Management of Commercial

Banks" Southern Economic, Journal, Vol.

July , PPp- —

D. P. Whiting, "Mastering Banking", (London:
Macmillan Master Series, ).

Edward P. M. Gardener, "Capital Adequacy
and Banking Supervision", Bangor

Occasional Paper In Economics, Number ,

University of Walwes Press,



- Edward W. Reed, Etal., Commercial Banking
(New Jersey, Prentice — Hall, )

- Ernst Baltensperger, "Alternative Approaches to
the theory of the banking firm", Journal Of

Monetany Economics: Vol. , , Pp-

e , "Costs of Banking Activities -
Interations Between Risk and Operating Costs",
Journal of money, Credit and banking, Vol.

, August > PP- —
-George H. Hemple and Jessb Yawitz,

Financial Management of Financial
Institutions, (New Jersey, prentice Hall,

Inc., ).

-John Cooper, The Management and
Regulations of Banking, (New York, st.,

Martin's Press, ).

-John Mingo, and Benjamin Wolkowitz, "The
Effects of Regulation on Balance Sheet

Decisions" Journal of finance, Vol. ,

December > PP- - .

-J. M. Robertson, "A Bank Asser Management
Model" In Application of Management

Science In Banking and Finance, pp. —
, edited by Samual Eilon and Terence R.

Fowkes, (Essex: Gower press, ).



-Jurg Niehans. "The Theory Of Money",
(Bultimore, John Hopkins university press,

).

-Lawrence. S. Ritter, and William L. Silber
Principles Of Money, Banking, And
Financial Markets, (New York, Basic books,
Inc., ).

-Osama A. El — Ansary, "Modelling the
Operations of Egyptian Joint venture banks",
Ph. D., Dissertation, Edinburgh university,

-Paul M. Horvitz, and Richard A. Ward,
Monetary Policy And The Financial System"

(New Jersey, Prentice — Hall ).

-Peter S. Rose, and Donald R. Fraser, Financial
Institutions (Texas, business publications,

).
-Richard Handscombe, Editor, Banker's
Management Handbook, (London, McGraw —

Hill, ).

-Robert A. Taggart, and Stuart 1. Greenbaum,
"Bank capital and public regulation", Journal
of money, Credit and banking, Vol. ,No ,

May » Pp- -

-Sam  Peltzman, "Capital Investment in
Commercial Banking And its Relationship to
Portolio Regulation", Journal of political



economy, (January/ Febrauary, ), pp- —

-William F. Beazer, Optimization of Bank
Portfolio, (Toronto: D. C. Heath, ).
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Loans Portfolio Management And
Credit Analysis



+ )
Loanable Funds (

Loans

Portfolio



~N N N~~~

/

/






Consumer loans

Business

loans






Credit analysis
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Five C's.
() C
.Character (good citizen) -
.Capacity (Cash flow) -
.Capacity (Cash flow) _
.Collateral (Security) -

.Conditions (Economic) -

.Credit risk and credit worthness

.Credit analysis process

()

-  Edward W. Reed, et al., commercial banking
(New Jersey, prentice — Hall, ) Pp- —

- Joseph F. Sinkey, Jr., Commercial bank
financial management, (New York: Macmillan

publishing company, ) Pp- —



(

:Safety -

Stuart Volentine and stran Mason, Banking, ( )

(London: Hodder and Stoughton, ) PP,

)



:Profitability



()

The

:Borrower's character

()

- George H. Hempel, et al., Bank management,
(New York: John Wiley and sons, ) pp.

- David cox, Elements of banking, (London, John
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.Safe box -

Islamic

.lnsurance companies









Policy — Holders

Donation contract
Fraction losses
Community

.pooling system

Uncertainty



:Speciality condition :

Islamic cooperative principles

Partnership condition.



:Investment condition
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Service oriented banks
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Marketing approach



Marketing officers
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.Multi — service client



Production process
Financial

services and commodities
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Arthur Meidan, Bank Marketing Munspement. (London
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Arthur Median, Bank marketing management,
(London: Macmillan publishers, ).

Dered F. Channon, Bank strategic management
and marketing (Chichester, John Wiley & Sons,

).
R. Eric Redienbach and Robert E. Pitts. Bank
marketing: A Guice to strategic planning. (New
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Commercial bank sources and
uses of funs



.Balance sheet -

profit and loss -
.account

Profit allocation -
.account

Balance sheet

Assets portfolio

Liabilities portfolio



Physical Financial assets

assets

%

Sources of finance



Financial claims

.Deposits

Liquidity

Risk exposure



The balance

-sheet structure

Liabilities portfolio :
.structure
.paid up capital *
Ordinary shares
preference
.Shares
*

.Retained profits
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‘Reserves :

:Provisions :

.Shareholders funds

Due to ( ) *
-banks



Credit lines

Deposits  ( ) *
-portfolio
% % )
(
Time Current accounts
Bread ) deposits

(and butter



:Other liabilities *

Assets portfolio

.structure

*Vault cash *

Balances *

-with the central bank



:Due from banks

“Securities portfolio



Loans and *

-advances portfolio

:Fixed assets
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