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0000 O00 Financial Intermediaries A financial intermediary is an organization that raises money from
investors and provides financing for individuals, companies, and other organizations. For corpora- tions,
intermediaries are important sources of financing. Intermediaries are a stop on the road between savings and real
investment. Why is a financial intermediary different from a manufacturing corporation]

First, it may raise money in different ways, for example, by taking deposits or selling insur- ance policies. Second, it
invests that money in financial assets, for example, in stocks, bonds, or loans to businesses or individuals. In
contrast, a manufacturing company's main investments are in plant, equipment, or other real assets. We will start
with two important classes of intermediaries, mutual funds and pension funds. Mutual funds raise money by selling
shares to investors. The investors’ money is pooled and invested in a portfolio of securities. Investors can buy or sell
shares in mutual funds as they please, and initial investments are often [J 3,000 or less. VVan- guard's Explorer Fund,
for example, held a portfolio of nearly 600 stocks with a mar- ket value of (I 10 billion at the end of 2010. An
investor in Explorer can increase her stake in the fund's portfolio by buying additional shares, and so gain a higher
share of the portfolio's subsequent dividends and price appreciation. She can also sell her shares back to the fund if
she decides to cash out of her investment. The advantages of a mutual fund should be clear: Unless you are very
wealthy, you cannot buy and manage a 600-stock portfolio on your own, at least not efficiently. Mutual funds offer
investors low-cost diversification and professional manage- ment. For most investors, it's more efficient to buy o
mutual fund than to assemble a diversified portfolio of stocks and bonds. Mutual fund managers also try their best
to "beat the market,” that is, to generate superior performance by finding the stocks with better-than-average
returns.
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