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Chapter Five
Umar Mohammed Idvis & Aznan Hasan

Functions of Financial Markets

5.1 Introduction

The functions of financial market can be grouped into two basic
functions: savings and employment. These two basic functions have
a number of other sub-functions which will lead the financial market
to play an important economic and financial roles in financial
engineering, which is evident in the economic activities in the market
with all players such as government, individual, and institutional
bodies . The following is a brief overview of these functions:!

5.2 Basic Economic Functions of Financial Markets

Firstly, it generates savings: The financial market functions generally
as savings institution through its two main channels. These are the
primary market and secondary market. One of their major functions
is to mediate between the individuals’ savings and development
projects.

Since commercial banks are the most important channels of
financial intermediation between individuals as it has the ability to
receive deposits from the public and lend in short and medium term
to meet the borrowers’ needs. However, they cannot provide longer-
term financing loans to meet the needs of governments, institutions,
and investment companies. Thus, the existence of financial markets
becomes necessary which can provide long-term financial loans to
the governments, institutions, and investment companies. Therefore,
from this point it shows the importance of the stock market as a
financial instrument that perform together with all its institutions
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