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Questions

Question 1
The three credit intermediation categories include intermediated lending via shadow banking, intermediated lending via traditional banking, and non-intermediated direct banking. Non-intermediated lending involves interactions between the borrower and the lender (Luttrell, Rosenblum & Thies, 2012). For example, direct finance between debt investors and organizations. Intermediated lending involves the services that are provided by the banks. It involves receiving deposits from customers and providing loans to organizations and individuals. Intermediated lending via shadow banking consists of the market based intermediated lending comprising activities that are not in the traditional banking system.
Question 2
Banks are involved in providing maturity transformation, liquidity, and credit transformation as financial intermediaries. In maturity transformation, banks utilize short term deposits to offer long term loans. The stakes are liabilities, while the loans are assets to the banks. In liquidity transformation, banks ensure that the money deposited by individuals and organizations is available when needed (Luttrell, Rosenblum & Thies, 2012). This ensures that banks can create money when they meet the required standards, as stipulated by the central bank. Also, banks enhance credit transformation, which involves credit risks. This is done through investing where there is lower credit, leading to increased funding by the banks.


Question 3
Banks make money by using the funds deposited in the accounts to provide loans. The interest earned from the loans generates income (Luttrell, Rosenblum & Thies, 2012). Also, fees that are made by depositors to the bank to maintain the accounts are a great source of revenue for the banks; also, expenses such as transaction charges from credit cards and ATM generates revenues. The net interest margin is the discrepancy between interest revenue and the interest paid to lenders. 
Question 4
In 1930, the policymakers conducted an expansionary financial action to ensure that they meet the demand for liquidity. The banking panics were viewed as a result of illiquidity. The policy was developed to switch from short term to long term credits and enhance longer payment durations (Luttrell, Rosenblum & Thies, 2012). However, the system did not eliminate the need for intervention from the government. The government had to prevent financial risks by preventing liquidity by increasing interest rates. The government was the only option that enhanced a complete solution to the problem.
Question 5
Shadow banking involves intermediaries who facilitate credits, but their members are not subjected to regulatory oversight. It involves unregulated actions by regulated organizations. Shadow banking should be heavily regulated; however, there are still challenges in regulating the present world.  Shadow banking is susceptible to runs depending on the non-bank entities and short-term finances (Luttrell, Rosenblum & Thies, 2012). Private credit markets finance shadow banking. The length of maturity of shadow banking mismatches the size of lending transactions. The borrowers of shadow banking are mainly corporations that require financial support from investors. The institutions act as the link between the organizations and investors.
Question 6
Originate to distribute occurs when the lenders provide loans to sell them to other organizations or investors instead of holding them to maturity. The loan distributor remains with a portion of the loan and gives the balance to other investors. Most of the banks are involved in this money lending procedure to mitigate lending risk (Luttrell, Rosenblum & Thies, 2012). The process also prevents corporate borrowers from negotiating their credits. In the originating to hold a model, the lenders generate loans and save them to maturity. The lender does not sell the loans to investors or other financial organizations. The banks manage the risks linked to maturity mismatch, funding stability, and solvency and leverage.
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