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F inancial in term ediation  . is the 
exchange of money between bo rro w -. 
ers an tf^  lenders accom plished 

through a  fiSancial' institution. Financial 
interm ediary is the go-between in the 
exchange process and brings together the 
borrow er and lender. Banks, savings, and 
loan institutions are examples of .interme­
diaries.

The advantages of financial interm edia­
tion to an economy are many. Under con­
ditions of d isin term ediation , transaction 
costs, increase and deficit and surplus 
units are not synchronised. The borrow er 
and lender will have conflicting objectives 
on long-term and short-term  transactions, 
as well as m aturity period and collateral 
requirements. The development of an econ­
omy will depend on the efficiency of the
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in term ediaries, com prising banks and  There are  pertain lim itations in this 
other institutions comprising the financial notion, which arises out of philpsophical 
industry of the country. considerations that led to the concept. An

This economic concept of financial inter- examination of this philosophical trend 
m ediation is based on empirical observa- will reveal the|~eliability of the models that 
tions. are offered by econom ists..

Therefore, let us begin a  philosophical 
exploration of economics.

» Economics
|  The subject, economics originated in 

United Kingdom where, empiricism, as a 
trend in m odem  philosophy developed. 
The test of tru th  untram m elled by experi­
ence of hum anity was the basis of this 
philosophical trend. Scientific experiments 
th a t supported  em pirical hypo theses ' 
brought great advances in natu ral sci­
ences. Yet, this philosophical trend  has 
been challenged because it does not have a 
universal application. For exam ple, in 
quantum  physics em pirical observations 
has been questioned to arrive at scientific, 
conclusions. However, in some branches of 
sciences the concept is applied. Practice of 
W estern .medicine relies on em pirical

observations to  this day. That is why most 
of innovations in  medicine are attributed to 
either branches of sciences and not to 
physicians themselves.

A nother w eakness of the school of 
Em piricism  is it assumes that outside one’s 
experience a  m odel world exists. In other 
words perfectly m anaged banks, savings 
institutions etc. are  available and they act 
as' model interm ediaries. This assumption 
is not realistic. The performance of Pramu- 
ka Bank is ju s t  one example that contra­
dicts the notion. . . ■
History

In  Sri Lanka; the attempts of policy 
m akers and economists .for the last twenty- 
five years w ere the history of a  failure to 
improve the process of financial interm edi­
ation. . . Continued on page 44


