Finance Terminology

 

“The Players” or Participants in Corporate Finance (aka the theory of the firm)
Firms/corporations/companies – publicly traded vs. privately held – their balance sheet 

Shareholders  – average vs marginal shareholder - Households - their balance sheet 

Marginal Shareholders  -   the price setters

Banks/bondholders – financial intermediaries  -what is their purpose? 

 

The Arena
 

Real Asset Market vs. Financial Assets Capital market - what is the difference 

Efficient market
Inefficient market
Consumer market
 

Actions of the players
Invest (by the firm vs. by shareholders) -  left hand side of the balance sheet

Save / lend  -
Borrow /lever   -     right hand side vs. left hand side  of the balance sheet

 
MEASURES OF PERFORMANCE
 

Liquidity
Profitability  -  in Economics, Accounting, Finance      (Long-run  vs.    short run)

Rate of Return aka  Return  (%  not $)

Opportunity Cost of Capital -  aka Cost of Capital  -  aka Required Rate of Return  aka E(R) 
Wealth -   wealth creation—maximum wealth creation – 

Future Value 

Present value—Discounting   

Which is more valuable:   1100 in one year or 1200 in two years?

Which has highest rate of return, which is more valuable:   1100 in one yr or 1200 in one yr?   

Net present value
Stock price -  Wealth (PV) and wealth change (NPV) 

 

Influencing factors in decision making
Preferences (irrationality) vs Rationality

Preferences for liquidity, safety, returns, risk, profitability, others

Rational thinking/analysis

Irrational thinking/analysis  

 

The role of the marginal Investor/shareholder 
 

The fundamental question in Corporate finance is Why do Firms exist?  And what should/must be the Firm’s goal?  
 

