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CATALOG DESCRIPTION: 

 This course emphasizes the interrelations between financial markets, financial institutions, and aggregate economic activity.  Topics include: an overview of financial institutions, introduction to money and capital markets, fundamentals of interest rates, the money supply process, the conduct of monetary policy, and other subjects that occupy the subject matter of money and financial markets.

Required Text: 
 1.
Mishkin, the Economics of Money, Banking and Financial Markets, Alternate Edition, Addison Wesley. Copyright 2007 

Additional Assignments 
Students are advised to check the announcement section of the Monetary & Financial Economics section of my home page in the early morning, early afternoon and in the early evening each day.  Assignments may also be announced in class. Supplements to the text will be made available on Blackboard.  Blackboard replaces Blackboard.

 Methodology:
Lectures will concentrate on selected material. The numerous and sometimes lengthy supplements on Blackboard add subject matter to the course and represent a substantial part of the course.  I will not make any attempt to lecture on all assigned material.  Some assignments are not accompanied by a lecture and are the sole responsibility of the student. Text assignments do not necessarily correspond to lecture topics.  Students are advised to follow the syllabus and plan work carefully.  Generally, students will be assigned more than one chapter of technical material per week.  Failure to read assigned material prior to the class could make the course more difficult.  

Objectives:
1.
To expand and develop analytical and problem solving skills.

2.
To acquire knowledge on how money and monetary policy impact inflation, interest rates and real economic activity.

3.
To obtain an in depth understanding of the interrelationship between money and the loanable funds market. 

4.
To gain a basic understanding of the economic impact of financial risk, financial innovation, regulation and legislation.

5.
To acquire knowledge of the extent to which moral hazard and adverse selection impacts the financial markets and the economy 

Mandatory Attendance & Tardiness
     Attendance is mandatory and students are expected to attend all regularly scheduled classes. Students who are aware of a planned absence should advise the instructor of their absence prior to class. This can be accomplished as follows:  visiting my office (Brennan Hall - 316), calling my office (570-941‑7760), contacting the department secretary (telephone 570-941‑4048), or by leaving a message in my mailbox in Brennan Hall.

Effective the second week of class, attendance will taken.  Beginning with the third missed class, students will receive a reduction in their final course average equal to 2 points for each class missed.  For example, a student who misses two classes will not experience a reduction in their course average, but a student who misses three classes will have their course average reduced by 6 points.  A student will be considered absent, missing a class, if not in attendance when their name is called during the calling of the class roll.  To repeat, students who arrive in class after their name is called during the roll will be treated as missing class.  

Grading:
Students should be prepared to take a short quiz each Tuesday.  Your course average is calculated on the basis of:  quiz average (25%), period examination average (50%), and a final examination (25%).  Other assigned work, not specified in the syllabus but announced, may be given quiz or period examination status. Make‑up examinations/quizzes will not be given under any circumstances.  Make‑up examinations/quizzes involving a few students tend to deprive the instructor of a basis for comparing an individual's performance with the performance of the class
 

A     96 ‑100
B-    75 -79
D+   55 - 59     

A‑    90 ‑ 95
C+   70 -74
D     51 - 55
B+   85 ‑ 89
C     65 -69
F    Below 51
B     80 ‑ 84
C-    60-64    

The Options of the Instructor
     The Syllabus serves as a planning tool.  Situations may arise which may require the instructor to change or alter assignments and the calculation of grades.  Nothing contained in this course description will serve to reduce and/or eliminate the instructor's right to change assignments and/or grading policy.  Students will be provided with advanced notice of any and all changes.     

Cheating
Students suspected of cheating will be notified by the instructor.  If cheating is proved to the satisfaction of the instructor, and in accordance with University policy, the student will be awarded the grade of zero for the work, test, or quiz in question.  The instructor will report all cases of cheating to appropriate university administrators and pursue implementation of penalties and discipline consistent with University policy.  Student's accused of cheating should contact the appropriate dean for an explanation of their rights.          

Assignments: Fall 2007 

8-28 – 9-4 (3 meetings)

Why Study Money
Chapter 1 & Appendix

Financial System
Chapter 2
What is Money

Chapter 3 & the download How Money Matters? 

Blackboard 

My lecture notes to Chapters 1, 2, 3 and How Money Matters.

Description:
Students need not memorize the regulators listed in Table 5 on page 43 of the text. The money market and capital market instruments in Chapter 2 are discussed in greater depth in documents that I will provide. A copy of the download “How Money Matters” is to be brought to class.   

9-6 through 10-2 (8 meetings)


Understanding Interest Rates
Chapter 4


Money Market Instruments
Blackboard, Chapter 4 Supplement

Commercial Paper, 

Blackboard   

Capital Market Instruments
Blackboard, Chapter 4 Supplement



Reinvestment Risk, Word
Blackboard, Chapter 4 Supplement


Reinvestment Risk, Excel
Blackboard, Chapter 4 Supplement


Percent Change in Bond Prices
Blackboard, Chapter 4 Supplement


Fundamental Flow of Funds
Blackboard  Material Not in Text


Expansion of Loanable Funds
Blackboard   Material Not in Text


Description:
A good deal of Mishkin’s Chapter 4 was covered in Finance 351. I will answer questions you might have on this chapter but do not expect a comprehensive lecture on the time value of money. Begin by reviewing the material in Chapter 4. The money market supplement is 12 pages and provides a discussion of money market instruments and their yields and serves to augment the material covered in your text. The capital market supplement is also 10 pages and addresses coupon bonds and discounting to present value in much greater depth than does your text.  This supplement also addresses the concept of the real rate of interest.  The reinvestment risk supplement is in the form of a one page Excel spreadsheet that addresses the difference between the return on a bond over its holding period versus its initial YTM at the time of purchase. The percent change in bond price is also a 1 page supplement and examines bond sensitivity in relation to interest rate changes. The loanable funds supplements total 9 pages.  The loanable funds framework provided here is a dynamic approach to understanding interest rates. It is not part of your text.  Financial economists and Wall Street analysts focus on this approach. 

Period Examination #1 on 10/4, all assigned material through previous class on 10-2 

10-4 through 10/18, (4 meetings, excluding the fall break on 10/17)

Chapter 5, Behavior of Interest Rates 


Shortened Version of Chapter 22, The Demand for Money, Blackboard 

Stock Prices & Interest Rates, Blackboard, 1 page

Description:  Chapter 5 provides for the study of the supply and demand for loanable funds.  My shortened version of the demand for money, Chapter 22, is 9 pages in length. The supplement on Stock prices provides insight into the relationship between bonds and equities. . 

10-23 through 11-1 (4 meetings)


Chapter 6 of Text, Risk and Term Structure

Risk & Term Structure Expanded

Blackboard

What Makes the Yield Curve Move?

Blackboard 


Description:  Begin with Chapter 6 and then proceed to the Risk and Term structure supplement. This supplement is 23 pages and contains some notation that requires careful study. Don’t wait until class to work your way through this supplement.  

10/26
Henry George Lecture 

 Lunch with Omicron Delta Epsilon Economics Honor Society, 11:30 to 1PM

 Talk with Students, short presentation, 1:15 – 2:15 PM, (Required, Exemptions Possible)

Henry George Lecture, 7:30-9:00 PM (REQUIRED)

11-6 through 11-20 (5 meetings)


Short version of Chapter 24, the Transmission Mechanism, Blackboard    
Chapter 9   Bank Management, p. 219 to Managing Credit Risk on page 234. 


Chapter 15 Structure of the Fed; no lecture, left to students

Chapter 16 Multiple Deposit Creation

Chapter 17 Determinants of Money Supply; exclude application on the depression on page 436

Exception:  Chapter 15 is left entirely to the student and will be included on the next text. 

November 22, 2007
No Class, Thanksgiving Holiday

11/27
Period Examination #2 – All assigned material not covered on Test 1 through the assigned material on 11/20
11/29 – through 12/6 (3 meetings)


Chapter 18, Tools of Policy; 


Chapter 19, What should Central Banks Do? 

Up to and including the section on Monetary Targeting in US, Exclude targeting in Japan and Germany on pages 472 and 473; 

Advantages and Disadvantages of Monetary Targeting on page 474; 

Exclude targeting in New Zealand, Canada and the United Kingdom on pages 475and 476.  

From the advantages of Inflation targeting on page 477 to the end of the chapter, excluding Choosing the Policy Instrument on pages 484 and 485 and 486. You are responsible for the Taylor Rule beginning on page 486.

