Foreword

This text has a precise goal: to be a helpful tool for students and also for a wider au-
dience to introduce financial markets in an organic way, illustrating their intercon-
nection with the real economy and with market participants.

A new perspective: one step back

This book approaches the financial markets from a fresh new perspective that takes
the reader on a journey, explaining the role of the financial markets as places where
exchanges take place to satisfy the needs of people, businesses and institutions. Start-
ing from a macro point of view, the book zooms in to give a detailed analysis of the
instruments involved in these exchanges. The balance sheet of firms or institutions
provides a snapshot of the extent to which their needs are satisfied; for families we
can also draw up a similar accounting sheet. The authors, tapping into their exper-
tise, also describe some elements of accounting and balance sheet analysis in order to
help the reader to find a common thread connecting the real economy and the finan-
cial markets.

Financial markets very often are seen by many different market participants only
for what they offer in terms of instruments, opportunities, returns or expenses. But
this view is detached from the real economy and does not encompass the needs that
the markets satisfy. Financial markets are something more than the sum of several
instruments and asset classes, and this book gives a wider view of the role of the
markets in the economy. Put another way, a market is not just a playground where
you can toy with financial instruments, but a virtual market where needs meet other
needs, for the well-being of the economy.

What’s interesting

As president of AssoFintech and former member of the Italian Parliament, I truly ap-
preciate the effort put into this book and its usefulness at several learning stages. To-
day the financial community, not only students, needs people who understand the
main structure and function of the markets, seen as the whole “cosmos” before ad-
dressing specific “clusters” of this world. And only after that can they focus on the
small “satellites,” which is what financial instruments are. The innovation that we
pursue with AssoFintech is closely linked to knowledge of the whole financial sys-
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tem, in order to give to the financial community a wider view that is not just limited
to a single cluster, and to cultivate the people with the potential to introduce new in-
novations.

Serving as President of the Finance Commission for the Italian Chamber of Dep-
uties between 2013 and 2018, I already made every effort to implement the intro-
duction of “financial education” in the Italian system. I saw this as a key element
in the new millennium for the growth of the country and of the Italian industrial
sector, in cooperation with the banking system. This goal was finally achieved with
the approval of Law 17/2017. Within this framework this textbook can be a strategic
element to disseminate knowledge of the basics of the financial markets. This sys-
temic dissemination can be achieved, and the challenges of the new millennium con-
fronted, only with a new approach that brings knowledge of the financial markets to
everyone, overcoming the old idea that finance and financial markets are something
“only for banks and a select few.”

Structure

The text is divided into four parts.

In the first section, Chapter 1, there are some introductory concepts about the
functions, structure, and components of the financial system. This section also pres-
ents several kinds of financial intermediaries and the roles they play as the middle-
men who make the markets work.

In the second part, Chapters 2, 3 and 4, the authors introduce how the markets
work in terms of the concept of risk and return, giving a deeper description of the
role of intermediaries.

In the third section, Chapters 5 and 6, the capital markets are described in their
various forms, with the presentation of the debt and equity markets, from an account-
ing to a market/investment point of view.

In the fourth section, Chapters 7 and 8, other financial instruments are discussed
as part of the whole system, underscoring how they help businesses, institutions and
people to satisfy their needs.

Audience

This book is designed and structured for students who are approaching the financial
markets for the first time. It is very useful tool that balances clarity and simplicity,
giving them a step by step approach from macrostructure and mechanisms to details
of market instruments, without losing touch with the real economy.

Moreover, as described above, this book is also for people from professionals to
practitioners to those with a variety of backgrounds — anyone who wants to strength-
en or simply refresh their knowledge about the financial market, its role and its struc-
ture, avoiding an approach that is overly specialized or monothematic.

For many people from different cultural and professional backgrounds and roles,
this book can help them understand something more about what they do every day,
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that is, ignore what’s behind what they purchase as an investment or how the sys-
tem can finance their needs. In the step-by-step approach offered here, they can also
learn and understand more about what options they might pass up on, simply due to
fear or lack of knowledge, as is often the case for derivative instruments, for example.

As far as I am aware, there are few texts available that can help readers who do
not already have a strong background in the understanding of the market system as
a whole and which, at the same time, delve in-depth into financial instruments, with
basic examples that clarify the theory.

This book differs from other texts on investments, financial markets and so forth
in a number of ways.

1. It recognizes that financial markets are not just a way to make money, and it
analyses the market from the perspectives of a number of disciplines. Many in-
vestment texts are based solely on financial economics; many others are highly
specific about the technicalities of the instruments, very often addressing profes-
sionals who want to become experts. The present text does not separate the finan-
cial markets into independent and non-correlated clusters. Instead, it starts from
a broad perspective that combines accounting, corporate finance, macroeconomy
and then refocuses the analysis in detailed chapters only in a second step, once
the basics have been already presented.

2. This book uses less mathematics and fewer formulas than many other texts. Al-
though mathematics can provide rigor, it can also be a communicative hurdle that
scares many beginners. Some readers find mathematics inaccessible, and can lose
sight of the fundamental principles by being distracted by mathematical difficul-
ties. In addition, the book is illustrated, and numerical examples make it easy to
understand.

3. This book attempts whenever possible to bring the most recent evolution of the
financial markets into the discussion (for example the ESG bond, with a de-
tailed report of the world’s first issuance) so that readers become acquainted with
ground breaking ideas in terms of sustainability, topics that are also affecting the
financial world and financial instruments.

4. The text recognizes that the financial market is about needs. That is not only for
the people at the top, but for everyone in excess or in lack of money who is look-
ing for a smart and efficient solution.

5. The text has an international approach, while many textbooks available today
are US-market oriented. There is much more emphasis instead on the fact that
nowadays the evolution of financial markets and financial instruments also helps
domestic-regional investors to enter markets that would normally not be accessi-
ble for them. In addition, international players can improve their balance sheets
thanks to the financial markets.

In conclusion, I can sincerely say that I hope this book will represent a very useful
instrument for a wide audience to approach finance in a more constructive way, help-
ing them to understand the basics behind something that seems quite common but,
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very often, still has a “dark side.” My hope is that, with this approach to teaching
about the financial market, with insight from several disciplines, students will enjoy
their course, and that many other non-students can use their non-academic way of
learning something more about the market. In the end, I hope this book will provide
the financial education that everyone needs.

Maurizio Bernardo
President of Assofintech Italia





