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Franklin Allen and Douglas Gale, “Comparative Financial Systems: A Survey,”
April 2001, http://fic.wharton.upenn.edu/fic/wfic/papers/01/p0115.html

The p'urpose of a financial system is to channel funds from agents with surpluses
to agents with deficits. In the traditional literature there have been two
‘approaches to analyzing this process. The first is to consider how agents.interact
through financial markets. The second looks at the operation of financial
intermediaries such as banks and insurance companies. Fifty years ago, the
financial system could be neatly bifurcated in this way. Rich households and
large firms used the equity and bond markets, while less wealthy households
and medium and small firms used banks, insurance companies and other
financial institutions. --- By 2000 it can be seen that the situation had changed
dramatic_ally. -+ This 'change ilustrates why it is no longer possible to consider
the role of financial markets and financial institutions separately. Rather than
intermediating directly between households and firms, financial institutions have
increasingly come to intermediate between households and markets, on the one
hand, and between firms and markets, on the other. This makes it necessary to
consider the financial system as an irreducible whole.
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