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Components of the U.S. Financial Market System
[bookmark: _Toc68170703]Introduction
The financial market comprises various players and factors that interact to make the marketplace successful and profitable for the players. A financial market refers to the marketplace where the trading of securities take place. This may include the stock market, bond market, derivatives, forex market and many others. In any country, financial markets play a critical role in the growth of an economy. In the United States, this market is considered core to the country’s economy as they facilitate smooth and successful operations of the U.S. capitalist economy by allocating resources as well as create liquidity for businesses and corporations. This market makes it easier and buyers to trade their financial holdings, whether among themselves or with the government. This report identified the various components of the financial market system in the United States.
[bookmark: _Toc68170704]The Movement of Funds through the Economy
The movement of funds or flow of funds (FOF) through the economy comprised the financial accounts used by the United States government to track both net inflows and outflows of money from different sectors of the economy. In the United States, FOF involves the central bank collecting macroeconomic data from FOF accounts and analyzing them. The Federal Reserve Bank then releases this data about ten weeks after the end of every financial quarter (Hayes, 2021). The term “fund flows” is used to refer to the number of assets moving and out of the different mutual funds, including equity and fixed-income funds (Hayes, 2021).
In the United States, FOF accounts play a critical role in determining the economy’s wide performance indicator. The government uses FOF data to analyze the financial strength of the economy at a given time as well as use it to make future economic decisions regarding the economy. This analyzed data can also be used to make fiscal and monetary policies (Hayes, 2021).
[bookmark: _Toc68170705]Public Offering vs Private Placements
Private companies and corporations that seek to raise capital by issuing securities may do so through offering securities to the public or private placement. Each of the policies and regulations on publicly traded securities is necessary. Both public offering and private placements are important because they offer necessary capital for the ongoing reporting and investments in the country (Beers, 2019). Public offerings are regulated by the Securities and Exchange Commission (SEC), and it requires strict adherence to the financial reporting criteria to ensure that the securities remain available for traders and investors.
Private placement offerings, on the other hand, are securities that have been released for sale. Private placement offerings are sold only to accredited investors, including investment banks, mutual fund, and pensions (Beers, 2019). However, there are exceptions to this group that can buy private placement offerings. Apart from the above groups of investors, private placement offerings can also be bought by high-net-worth individuals who may opt to purchase shares (Beers, 2019).
[bookmark: _Toc68170706]Primary Markets Vs. Secondary Markets
The stock market is complex, vast, and complicated than how investors would want to make it appear. However, like every component in the market, it can be broken down into various groups for better understanding for investors who do not have financial backgrounds to help them understand how things work. It can be categorized into the primary and secondary market. The primary market is where the securities are created, and the secondary market is where these securities are traded by investors. According to Merrill (2020), the primary market is a term used to refer to when securities such as stock and bonds are created and sold. In other words, it refers to where the securities are publicly traded for the first time (Merrill, 2020). In the primary market, companies sell new securities such as bonds and stocks to the public for the first time. An example of this kind of market is initial public offerings. This trading activity allows investors to buy securities from financial institutions like banks that were involved in the initial underwriting for the stocks.
As Merrill (2020) explains, the secondary market refers to the act of buying equities in the stock market. In the United States, the secondary market occurs at the New York Stock Exchange (NYSE). What separates this method from the primary market is that the secondary market involves investors trading with the stock among themselves. The trading involves investors purchasing previously issue securities without the company’s involvement. Securities sold in the primary market can only be done once, while in the secondary market, trading with the same securities can happen multiple times (Merrill, 2020).
[bookmark: _Toc68170707]The Money Market Vs. the Capital Market
Both money market and capital market are critical components that define a good financial system of an economy. According to Majaski (2021), the money market involves trade in short-term debt. This process is characterized by the constant flow of cash between governments, corporations, financial institutions, borrowing and lending terms for the short-term period, which does not exceed one year (Majaski, 2021). On the other hand, the capital market refers to the trade in both stock and bonds (Majaski, 2021). Unlike the money market, the capital market is a long-term program and involves different players like brokers, financial institutions, and individual investors.
Together, these two markets create a large portion of the financial market. Each of them exists to create opportunities for investors and businesses to grow while also the government getting money to run its operations. The money market exists to help both government and businesses to get cash quickly when they need it at a reasonable cost (Majaski, 2021). The capital market exists to help companies raise money for their long-term plans. Both help drive the wheels of the financial markets to bridge the gap between supply and demands in the country. However, they also help to caution how the government and businesses use funds.
[bookmark: _Toc68170708]Spot Markets Vs. Future Markets
Spot price involves buying and selling an asset with immediate payment and delivery, while future price involves buying and selling an asset with future payment and delivery. Therefore, the difference between these two is that they involve buying and selling securities for immediate (spot price) and for future payment (for future price). The spot price is the price at which investors or buyers value an asset immediately. It should be noted that spot prices can vary with time and geographic regions. Even with the uniformity in the financial market, prices cannot deter traders from exploiting the arbitrage opportunities to trade with their prices (CFI, 2021).
A spot price is always below the future price, a situation that is characterized as contango (CFI, 2021). Contango is very common in trading with non-perishable goods due to the high storage costs. However, there is also a situation where the spot price exceeds the futures price, which is known as backwardation. In either way, the future price is expected to eventually coincide with the current market price (CFI, 2021).
The financial market in the United States depicts the broader market where traders exchange financial securities. This market brings both borrowers and lenders to trade or transact. As such, different systems exist to ensure that there is a smooth and successful transition in this market. Financial markets are vehicles that bridge the gap between supply and demand in the financial market. Therefore, an effective financial market must work to meet the needs of the market. In the U.S. financial market, different components interplay to ensure a smooth transaction. As discussed in this report, these components include public offering and private placements offering, primary and secondary markets, money and capital markets, spot and futures markets.
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