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FINANCIAL MARKET PARTICIPANTS:
A CLASSIFICATION BY ROLE AND
RESPONSIBILITY
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Abstract. The financial market is one of the most complex and interconnected systems in the modern global economy.
At the core of its functioning lies a diverse ecosystem of participants, each performing a distinct role that collectively
supports price discovery, capital allocation, risk transfer, and liquidity provision. This article presents a systematic
classification of financial market participants into six primary groups: (1) retail investors, (2) institutional investors, (3)
financial intermediaries, (4) regulatory and governmental bodies, (5) market infrastructure providers, and (6) non-financial
corporate participants. For each group, the study examines their defining characteristics, primary functions, behavioral
motivations, and systemic significance.

Key words: financial markets, market participants, institutional investors, financial intermediaries, market microstructure,
regulatory framework, capital markets.

Annotatsiya. Moliyaviy bozor zamonaviy global iqtisodiyotdagi eng murakkab va o‘zaro chambarchas bog‘langan
tizimlardan biridir. Uning samarali faoliyat yuritishi markazida turli ishtirokchilardan iborat murakkab ekotizim mavjud
bo'lib, ularning har biri narxlarning shakllanishi, kapitalni tagsimlash, risklarni gayta tagsimlash hamda likvidlikni ta’minlash
jarayonlarida alohida ofrin tutadi. Ushbu magolada moliyaviy bozor ishtirokchilari oltita asosiy guruhga tizimli ravishda
tasniflanadi: (1) chakana investorlar, (2) institutsional investorlar, (3) moliyaviy vositachilar, (4) tartibga soluvchi va davlat
organlari, (5) bozor infratuzilmasi ta’minlovchilari va (6) moliyaviy bo‘lmagan korporativ ishtirokchilar. Har bir guruhning
asosiy xususiyatlari, funksiyalari, xulg-atvor motivlari va tizimli ahamiyati tahlil gilinadi.

Kalit so‘zlar: moliyaviy bozorlar, bozor ishtirokchilari, institutsional investorlar, moliyaviy vositachilar, bozor mikrostrukturasi,
tartibga solish tizimi, kapital bozori.

AHHOTaLWs. UHAHCOBBIN PLIHOK SBSETCA OAHOM M3 Hanbornee CMOXHbIX U B3aMMOCBSA3aHHbIX CUCTEM COBPEMEHHON
rnmo6anbHON 3KOHOMWKM. B OCHOBe ero yHKLMOHMPOBAHWS NEXUT pasHoObpasHas aKOCUCTeMa YYaCTHUKOB, KaXdblv
M3 KOTOPbIX BbINOJIHAET 0CcoByl pornb, COBMECTHO obecneuuBasi hopmypoBaHWe LEH, pacrnpegerieHve kanutana,
nepepacnpefeneHve puckos 1 nogaep>kaHve NUKBUAHOCTMW. B faHHOM cTaTbe NpefAcTaBneHa cucTemMHas knaccudukaums
Y4YaCTHVKOB (PMHAHCOBOrO pbIHKA MO LUECTU OCHOBHbIM rpynnam: (1) po3HWYHbIE MHBECTOPBI, (2) MHCTUTYLIMOHAMNbHbIE
WHBECTOPHI, (3) (bMHaHCOBbIE NOCPEOHVIKN, (4) perynmpyoLimne 1 rocyaapCTBEHHbIE opraHbl, (5) MOCTaBLUMKM PbIHOYHON
MHPPaCTPYKTYphbI 1 (6) HedMHaAHCOBbBIE KOPMOPATUBHBIE YHACTHUKN. [INs KaXaow rpynmbl paccMaTpuBatoTCs UX KIoYeBbIE
XapaKTepUCTUKN, OCHOBHbIE (DYHKLMW, NOBEAEHYECKME MOTVBbI U CUCTEMHAS 3HA4YUMOCTb.

KntoueBble crioBa: (OUHAHCOBbIE PbIHKU, YHACTHUKM PbIHKA, MHCTUTYLIMOHANbHbIE MHBECTOPbI, (PMHAHCOBbLIE MOCPEAHUKH,
MWUKPOCTPYKTYpPa pblHKa, PErynaTopHasi CUcTeMa, pbiHOK Kanutana.

INTRODUCTION

The modern financial system is a vast and complex network of relationships, contracts, and institutions.
At its core, financial markets perform four fundamental economic functions: the allocation of scarce capital to
productive uses, the pricing and redistribution of risk, the provision of liquidity for assets and liabilities, and the
transmission of economic information through prices (Merton, 1992; Allen & Gale, 2001). These functions do
not arise autonomously; rather, they result from the actions, interactions, and interdependencies of a highly
heterogeneous set of market participants.

Understanding who participates in financial markets, and how each participant contributes to market
functioning, is of paramount importance for several reasons. From a regulatory perspective, identifying
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market participants enables supervisors to assign appropriate oversight responsibilities and design targeted
interventions. From an academic perspective, an understanding of participants’ roles is essential for explaining
such phenomena as excess volatility, momentum effects, and systemic interconnections. From a practitioner’s
perspective, knowledge of the counterparties involved in trading is crucial for strategy formulation, trade
execution, and risk management.

Despite its fundamental importance, the concept of financial market participants still lacks a unified and
universally accepted framework in the literature. Various classification approaches exist, typically based on legal
form (for example, banks versus non-bank institutions), investment objectives (for example, speculators versus
hedgers), or regulatory status (for example, registered versus unregistered entities). This article proposes a
comprehensive classification framework that integrates these perspectives.

LITERATURE REVIEW

Our classification of financial market participants is based on a functional approach, first articulated by
Merton (1992) and subsequently elaborated by Levine (1997). Under this approach, participants are grouped
not according to their legal or institutional form, but according to the primary economic function they perform
within the market ecosystem. In this study, six primary functional groups of financial market participants are
identified, which are summarized in Table 1 below.

Table 1. Classification of financial market participants by primary market function®

Participant Group Primary Market Function

Direct capital supply; price-taking participation in primary and secondary

1 Retail Investors
markets

2 Institutional Investors Large-scale capital allocation; benchmark-setting; corporate governance
engagement

3 Financial Intermediaries Credit creation, risk transformation, liquidity provision, payment facilitation

REIE ) & CRMEmITEEL Market oversight, systemic risk management, rule-setting, monetary policy

Bodies
5 Market Infrastructure Providers Trade matching, clearing, settlement, data dissemination, index provision
6 e FEneEE) G Capital raising, hedging, treasury management, trade finance

Participants

Retail investors—also referred to as individual or private investors—are non-professional market participants
who buy and sell financial securities for their own personal accounts. They typically operate with limited capital
relative to institutional counterparts, and their individual transactions generally have a negligible direct impact
on the market. Retail investors access financial markets through intermediaries such as brokerage firms or
bank-affiliated trading platforms, and their investment decisions are often shaped by personal financial goals,
risk tolerance, and time horizons ranging from short-term speculation to long-term wealth accumulation.

The emergence of commission-free trading platforms, fractional share ownership, and mobile-first
investment applications has significantly lowered the barriers to retail market participation over the past
decade. Globally, the number of retail investors expanded substantially following the COVID-19 pandemic, with
platforms such as Robinhood, eToro, and similar services reporting multiple increases in new account openings
between 2020 and 2022 (I0OSCO, 2022). Although individual retail investors are generally price-takers with
minimal direct influence on price formation, their collective behavior can exert a meaningful effect on market
dynamics. Their main functional contributions include the provision of liquidity in secondary markets through
order flow supplied to exchanges and market makers, contribution to price discovery through the aggregation of
dispersed private information and heterogeneous expectations, capital provision for primary market issuances,
particularly in equity crowdfunding and initial public offerings (IPOs), and demand-side pressure for financial
product innovation, including low-cost index funds, robo-advisory services, and retail-accessible derivatives.

The episodic emergence of retail-driven market phenomena—most notably the “meme stock” episodes
of January 2021 involving GameStop Corp. and AMC Entertainment Holdings—has highlighted the growing
capacity of retail investors to collectively disrupt pricing equilibria in selected securities, generating significant
short-term consequences for institutional market participants (Boehmer et al., 2021).

1 author’s development
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Pension funds accumulate contributions from employees and employers over the course of working
lifetimes and invest these resources to meet future retirement obligations. Their investment behavior is shaped
by actuarial liability-matching requirements: the long-dated nature of pension liabilities creates a structural
preference for long-duration fixed-income instruments and real assets, alongside equity allocations intended to
generate returns. Public pension funds, such as the California Public Employees’ Retirement System (CalPERS)
and Japan’s Government Pension Investment Fund (GPIF), are among the largest pools of investment capital
in the world. Pension funds play a particularly important stabilizing role in fixed-income markets due to their
tendency to follow buy-and-hold strategies.

Mutual funds pool capital from both retail and institutional investors in order to provide diversified exposure
across asset classes, geographic markets, and investment strategies. The proliferation of passive investment
vehicles—particularly exchange-traded funds (ETFs)—has been one of the most consequential structural
developments in global capital markets over the past three decades. As of 2024, passive strategies account
for more than 50 percent of total U.S. equity mutual fund and ETF assets, reflecting investor preference for
low-cost and tax-efficient market exposure (Investment Company Institute, 2024). Mutual funds and ETFs thus
serve as key channels linking retail capital flows with wholesale financial markets.

Insurance companies collect premiums and invest the resulting float in order to meet future policyholder
claims. Their investment portfolios are predominantly oriented toward fixed-income assets, reflecting the need
to match relatively stable and predictable liabilities with low-risk, income-generating investments. Life insurers,
whose liabilities are longer-dated, are significant purchasers of corporate bonds, mortgage-backed securities,
and infrastructure debt. Property and casualty insurers, by contrast, tend to maintain shorter-duration portfolios
because of the more volatile nature of their claims exposure. Collectively, insurance companies are among the
largest holders of investment-grade corporate bonds globally, making them crucial providers of long-term credit
to the corporate sector.

Financial intermediaries occupy one of the most central positions in the financial system. Their economic
rationale lies in reducing the frictions that would otherwise hinder direct exchange between ultimate savers
and ultimate borrowers, including information asymmetries, transaction costs, maturity mismatches, and the
indivisibility of investment projects (Diamond & Dybvig, 1983; Diamond, 1984). By interposing themselves
between surplus and deficit units in the economy, intermediaries transform the risk, maturity, and denomination
characteristics of financial claims in ways that create value for all parties involved.

Commercial banks accept deposits and extend loans, thereby performing the essential functions of credit
intermediation and maturity transformation. By borrowing short-term funds in the form of deposits and lending
long-term through mortgages and business loans, they expose themselves to liquidity risk, which is managed
through diversification, liquid asset buffers, and access to central bank lending facilities. Banks also represent
the primary channel through which monetary policy is transmitted to the real economy: changes in central bank
policy rates influence bank funding costs and, with some lag, the rates offered to borrowers.

Investment banks, in contrast, focus primarily on capital market activities. These include underwriting equity
and debt securities, advising on mergers and acquisitions (M&A), structuring and distributing complex financial
instruments, and facilitating client trading through market-making operations. The largest global investment
banks—including Goldman Sachs, JPMorgan, and Morgan Stanley—operate as financial conglomerates that
combine commercial banking, investment banking, and asset management functions within a single corporate
structure.

Central banks also occupy an important place among financial intermediaries. As issuers of base money
and lenders of last resort, they perform functions that no private institution can replicate. Their main mandates
typically include maintaining price stability, supporting financial system stability, and, in some jurisdictions,
promoting maximum sustainable employment. Central banks intervene in financial markets through open
market operations, the setting of short-term interest rates, the management of foreign exchange reserves,
and—particularly since the Global Financial Crisis of 2008—2009—through unconventional monetary policy
tools such as quantitative easing, forward guidance, and, in some cases, direct purchases of corporate bonds
and equities, as seen in the case of the Bank of Japan.

Financial markets are inherently prone to failures that justify government intervention. These failures
include information asymmetries between issuers and investors, negative externalities arising from systemic
risk, and the public good characteristics of financial market infrastructure. Regulatory bodies are therefore
established to address these issues by setting standards for disclosure, capital adequacy, market conduct, and
systemic risk management.

Following the Global Financial Crisis, a new category of regulatory body emerged to address systemic risk
from a macroprudential perspective. This refers to the risk that individually sound institutions may collectively
generate instability through procyclical behavior, interconnectedness, and common exposures. Examples
include the Financial Stability Oversight Council (FSOC) in the United States, the European Systemic Risk
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Board (ESRB), and the Financial Policy Committee (FPC) of the Bank of England. These bodies monitor system-
wide vulnerabilities and implement tools such as countercyclical capital buffers, loan-to-value restrictions on
mortgage lending, and systemic risk surcharges on systemically important financial institutions.

Stock exchanges are organized markets that provide the physical or electronic infrastructure for securities
trading. Their core functions include the listing of securities through the establishment and enforcement of issuer
requirements, the matching of buy and sell orders through automated systems, the real-time dissemination of
price and trading volume information, and the enforcement of trading rules through surveillance mechanisms.
Traditional national exchanges such as the New York Stock Exchange (NYSE), the London Stock Exchange
(LSE), and the Tokyo Stock Exchange (TSE) now compete with alternative trading systems, dark pools, and
electronic communication networks (ECNs) for order flow in an increasingly fragmented market environment.

Central counterparties (CCPs) stand between buyers and sellers in financial transactions, becoming the
buyer to every seller and the seller to every buyer through a process known as novation. This arrangement
transforms bilateral counterparty risk into multilateral exposure to the CCP, thereby enabling the netting of
offsetting positions and the pooling of default resources. CCPs operate through a so-called “default waterfall,”
in which the margin of the defaulting member is first applied, followed by the CCP’s own contribution to the
default fund, and then by mutualized contributions from surviving clearing members. The mandatory central
clearing of standardized over-the-counter (OTC) derivatives, introduced by G20 leaders after the 2008 financial
crisis through reforms such as the Dodd—Frank Act in the United States and EMIR in Europe, has significantly
increased the systemic importance of CCPs.

Credit rating agencies (CRAs)—principally Moody’s Investors Service, S&P Global Ratings, and Fitch
Ratings—provide assessments of the creditworthiness of debt issuers and structured finance instruments. Their
ratings are widely used by investors to evaluate credit risk, by issuers to price and market debt securities, and
by regulators when determining capital requirements. At the same time, the role of CRAs remains controversial.
Their issuer-pays business model creates potential conflicts of interest, and their performance during the 2007—
2008 subprime mortgage crisis—when highly rated mortgage-backed securities later experienced severe
losses—Iled to widespread criticism and prompted regulatory reforms in both the United States and Europe.

RESEARCH METHODOLOGY

This study is based on a qualitative and analytical research approach. In the course of the research,
methods such as systematization, comparative analysis, classification, and logical interpretation were used.
Scientific literature, international reports, and official statistical sources served as the main information base
for identifying and evaluating the roles of financial market participants. The reliability of the research findings is
ensured by the use of recognized academic sources and official market data.

ANALYSIS AND RESULTS

Large multinational corporations routinely use derivative instruments—including interest rate swaps,
currency forward contracts, commodity futures, and options—to hedge their financial risk exposures. These
hedging activities are not speculative in intent; rather, they are undertaken to reduce earnings volatility and
protect the value of contracted cash flows against adverse movements in market rates and prices. Corporate
treasurers also manage the investment of short-term cash surpluses in money market instruments, commercial
paper, and government securities, which makes non-financial corporations important participants in short-term
credit markets.

It should be noted that the six groups identified in this article do not operate in isolation. Rather, they
are connected through a dense network of contractual, informational, and liquidity relationships that give the
financial system both its efficiency and its fragility. Retail investors channel capital through institutional investors
and financial intermediaries, which in turn deploy these resources through market infrastructure where non-
financial corporations seek financing. Regulatory bodies influence the behavior of all other participants through
the rules, standards, and incentives they establish.

Several inter-group dynamics are of particular analytical importance. First, the principal-agent relationship
between retail investors (principals) and institutional asset managers (agents) gives rise to a classic delegation
problem: asset managers may pursue strategies—such as short-termism, benchmark hugging, or excessive
risk-taking—that serve their own interests rather than those of their clients. The design of appropriate incentive
mechanisms and fiduciary standards therefore remains a persistent challenge in institutional finance.

Second, the relationship between financial intermediaries and market infrastructure providers has become
increasingly symbiotic and complex. The largest banks simultaneously act as major clients of exchanges and
central counterparties (CCPs), as direct participants in clearing and settlement systems, and, in some cases,
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as shareholders or governance participants in market infrastructure institutions. This creates potential conflicts
of interest that require close regulatory attention.

Third, the actions of regulatory bodies transmit across the entire ecosystem of market participants. Changes
in capital requirements influence bank lending behavior; adjustments in monetary policy rates affect the returns
available to institutional investors; and new disclosure requirements reshape the information environment for
all participants.

Uzbekistan’s financial market, although still at a relatively early stage of development, reflects many of the
same participant dynamics described in this article, albeit in a more concentrated and state-influenced form.
The Tashkent Stock Exchange (TSE) serves as the country’s principal organized trading venue; however,
market activity remains constrained by a relatively small retail investor base, limited financial literacy, and
modest participation rates. Institutional investors—particularly state-owned pension funds and government-
linked banks such as Sanoat Qurilish Bank and Asaka Bank—continue to play a dominant role in capital
allocation, reducing the degree of diversity and competition typically observed in more developed financial
systems. Regulatory oversight is exercised primarily through state institutions that are pursuing reforms aimed
at modernizing market infrastructure, attracting foreign portfolio investment, and aligning disclosure standards
more closely with international practice as part of Uzbekistan’s broader economic reform agenda. Non-financial
corporations, many of which are still state-owned enterprises undergoing gradual privatization, are increasingly
turning to capital markets for financing. This trend represents one of the most promising opportunities in the
country’s financial development trajectory. In summary, although all six participant groups identified in this
article are present in Uzbekistan’s financial market, their relative weight, level of sophistication, and degree
of independence from the state distinguish the system significantly from the model observed in developed
markets. Nevertheless, ongoing reforms are gradually narrowing this gap.

The diversity of market participants has significant implications for market efficiency. Classical efficient
market theory assumes a relatively homogeneous population of rational and informed investors. In reality,
however, the coexistence of retail investors affected by behavioral biases, institutional investors constrained by
benchmark considerations, hedge funds possessing information advantages, and algorithmic traders benefiting
from speed advantages creates a complex financial ecology in which prices emerge from the interaction of
fundamentally different information sets and decision-making processes.

From the perspective of financial stability, the concentration of assets in large institutional investors and
the interconnectedness of major financial intermediaries generate systemic risks that extend beyond individual
institutions. The failure or distress of a large hedge fund—as illustrated by Long-Term Capital Management in
1998—or a major bank—as illustrated by Lehman Brothers in 2008—can impose severe negative externalities
on the broader financial system through direct exposures, market illiquidity, and confidence effects.

CONCLUSION AND RECOMMENDATIONS

This article has presented a comprehensive, functionally grounded classification of financial market
participants, organized into six primary groups: retail investors, institutional investors, financial intermediaries,
regulatory and governmental bodies, market infrastructure providers, and non-financial corporate participants.
For each group, we have examined its defining characteristics, primary responsibilities, and contributions to
the functioning of financial markets.

Our analysis underscores that efficient and stable financial markets require the coordinated and
complementary functioning of all six participant groups. No single group can perform the full range of market
functions in isolation: retail investors supply liquidity and information, institutional investors allocate capital
efficiently at scale, intermediaries transform and distribute risk, regulatory bodies correct market failures,
infrastructure providers ensure the integrity of settlement and clearing, and corporate participants connect the
financial sphere to the real economy.

Looking forward, several structural trends will reshape the concept of market participants: the continued
growth of passive investment and its implications for price discovery and corporate governance; the emergence
of digital asset markets and decentralized finance protocols, which challenge traditional intermediary models;
the increasing use of artificial intelligence and machine learning in investment decision-making; and the growing
integration of sustainability and climate considerations into institutional investment mandates. Understanding
these trends through the lens of participant classification will remain an essential task for market practitioners,
policymakers, and researchers.
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