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Never has the field of money, banking, and financial markets been more excit-
ing. Financial innovation, deregulation, and geopolitical considerations have
produced sweeping changes in the international financial landscape. By its
very nature this is a big picture topic: an exploration of the institutions and
markets that define the global financial system and how economic policy
making influences these institutions and markets. A distinguishing feature of
Principles of Money, Banking, and Financial Markets is making sophisticated
concepts such as asset pricing, financial contracting, and rational expecta-
tions accessible to undergraduates. The eleventh edition continues a tradition
that readers have come to expect—a focus on modern analytical perspectives
presented in a casual, conversational style.

New fo This Edition

We have continually strived to improve this textbook with each new edition
and the Eleventh Edition is no exception. Every chapter has been updated to
present complete and current coverage at time of publication. This process
has included thorough updating of all the popular boxed features, tables,
charts, and figures to include the most recent values. The one structural
change is that the financial innovation material from the prior edition’s
Chapter 17 is now spread throughout the book. Major new material includes
the following:

¢ Boxed material has been added to Chapter 2 that considers the role played
by the euro during its phase-in period and also examines the possibility
that electronic money may hinder the Fed’s ability to conduct monetary
policy.

-e A boxed feature in Chapter 4 links the theoretical model of interest rates
to Fed Chairman Greenspan’s comments about interest rates and the fed-
eral deficit.
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¢ A boxed feature in Chapter 6 considers whether electronic exchanges will
replace live stock markets such as the NYSE.

e A box discusses “irrational exuberance” in stock markets during the late
1990s and links it to the stock price formula developed in Chapter 8.

Sections have been added to reflect timely developments. For example,
Chapter 9 discusses derivatives and the Enron scandal. Chapter 10 includes
data for the euro, as well as a discussion of Argentina’s fixed exchange rate
experiment that ended in failure in 2002. The chapters on financial intermedi-
ation discuss the legislative changes of the Gramm-Leach-Bliley Act (GLBA)
of 1999. Chapter 15 discusses the new Basel II regulations for banks. The
chapter also addresses the regulation of new financial holding companies that
are permitted under the GLBA. Chapter 16 links the debate over banking- and
markets-oriented financial systems to the Asian crisis of the late 1990s and to
recent corporate scandals in the United States. Chapter 19 discusses the Janu-
ary 2003 changes to the Feds discount window procedures. Chapter 21
explains why the Fed no longer looks at monetary aggregates and instead has
targets for the fed funds rate. The recent expiration of the Humphrey-
Hawkins Act is part of this discussion. This chapter also looks at the Taylor
rule and uses it to evaluate Fed policy. Chapter 29 includes a recent (2003)
example of how economic indicators can give contradictory signals.

Organization

Part I briefly introduces the role of money, markets, and institutions within
the framework of the overall economy. Part II launches an intensive examina-
tion of financial instruments and markets, including an analysis of the level
and structure of interest rates (Chapters 4 and 5), the pricing of risky assets
(Chapter 7), and an overview of derivatives (Chapter 9) and foreign exchange
(Chapter 10). We then turn in Part III to a discussion of financial institutions,
including how asymmetric information explains the fundamental nature of
financial intermediation (Chapter 11).

The focus in Part IT on markets and in Part III on intermediaries sets the
stage for our unique analysis of financial system architecture in Part IV. It
begins with an analysis of how financial contracts address the information
problems presented by small and large businesses (Chapter 14), This analysis
explains why small firms are dependent on financial intermediaries for external
financing while large firms have access to the publicly traded securities mar-
kets. This discussion sets up another distinguishing feature of our text: an
examination of the regulatory structure of the United States that compares and
contrasts the regulation of financial intermediaries and the regulation of the
securities markets (Chapter 15). We then turn to an international comparison of
financial system design that takes into account alternative regulatory structures
(Chapter 16). Japan and Germany illustrate how intermediary-dominated



systems work, while the United States and United Kingdom represent how
markets-dominated systems function.

In the final two parts of the book, we return to the traditional macroeco-
nomic framework as we consider the art of central banking (Part V) and
monetary theory (Part VI). We have updated all of these chapters. The last
chapter of the book (Chapter 29) ties everything together by showing how to
combine observations on institutions, markets, and the overall economy to
understand current financial sector developments, including the ups and
downs of the stock and bond markets.

Exactly how you organize this course depends on what you want to
accomplish. With this in mind, we have written the chapters so that for the
most part they are self-contained, thereby permitting maximum flexibility.
Nevertheless, the ordering of chapters reflects the fact that most instructors
now teach a financial-markets and institutions-oriented course, with central
banking as the backdrop. Thus, there are good reasons for following the book
chapter by chapter, with omissions reflecting your own particular emphasis.
For example, it is possible to omit Chapters 6 through 8 to avoid capital mar-
ket theory and performance and to drop the discussion of derivatives in
Chapter 9 without sacrificing continuity. On the other hand, Chapter 10 on
foreign exchange should appear early in the course because international dis-
cussions are interspersed throughout the text. Similarly, for a course focused
on monetary theory and policy, it is possible to jump to Part V (the art of cen-
tral banking) and Part VI (monetary theory and policy) right after completing
Part I and Chapters 4, 5, and 10 from Part II.

Pedagogical Aids

The text is augmented by a number of pedagogical aids that expand upon and
clarify important topics. The chapters are liberally spiced with extracts from
current articles in the financial press that highlight key issues. These appear
as In the News boxes. Sometimes we like to take a deeper look at a topic men-
tioned in the text. We do so in a separate section labeled Off the Record. Some-
times we just can’t contain ourselves and feel compelled to offer our own
opinion in boxes called Going Out on a Limb. Finally, we offer straightfor-
ward, no-nonsense help in interpreting financial charts and tables in our
Reading the Financial News boxes.

For the new edition, the In the News and Going Out on a Limb features
have all been updated to relate to current issues and events such as the stock
market dip of 2000, the Fed’s response to the September 11 terrorist attacks,
and the Enron scandal.

Each chapter concludes with a summary recapping the key points. A list of
key terms follows the summary to help students with the language of money,
banking, and financial markets. And we also provide a set of questions for each
chapter that students can use to test their grasp of the material.

Preface
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New Media Resource Lists at the end of each chapter detail the many
resources available on the texts newly expanded MyEconLab Web site
(www.myeconlab.com/ritter).

MyEconlab for Principles of Money, Banking,
and Financial Markets

MyEconLab is an online, text-specific, customizable suite of tools that saves
the instructor time and helps students come to class better prepared.
MyEconLab is automatically packaged with every new textbook, and is also
available for sale separately online at www.myeconlab.com/ritter.

For students, MyEconLab offers the following features:

* The complete Principles of Money, Banking, and Financial Markets,
Eleventh Edition, textbook online with animations that walk students
step-by-step through curve shifts in key graphs.

* Self-study quizzes with hotlinks to the online textbook page to which stu-
dents should turn for review.

* Access to the Addison-Wesley Economics Tutor Center, where qualified,
experienced college economics instructors can be reached by phone, fax,
e-mail, or white-board technology five days a week, seven hours a day,
including evening and weekend hours.

* Web links and suggested Web resources.

* Research Navigator, a research tool that helps students conduct research
and gives students access to a number of peerreviewed journals, an
archive of full-text articles from The New York Times and Financial Times
Business News Archive, and a Best of the Web Link Library of peer-
reviewed Web sites.

* eThemes of the Times, a set of articles from The New York Times accompa-
nied by discussion questions that are thematically related to the content
of each chapter.

* MathXL, a self-paced tutorial to help students refresh their basic math and
algebra skills and create a tutorial plan outlining their path to mastering
concepts.

For instructors, MyEconLab offers all the above as well as:

¢ Automatically graded homework capabilities

¢ Communication tools such as e-mail, chat, discussion boards, and bul-
letin boards

¢ Control over the content students see and when they see it



* Online test generation software

¢ An online gradebook

MyEconLab Student Access Kit

Packaged automatically with every new textbook, the Student Access Kit con-
tains an access code students need to register for the online resources of
MyEconLab. The Student Access Kit also contains a brief booklet that walks
students through the registration process at www.myeconlab.com/ritter.

MyEconLab Instructor Access

Creating a MyEconLab course is quick and easy. Instructors should visit
www.myeconlab.com to request the access code they need to register for
MyEconLab. Instructions for creating and customizing a MyEconLab course
can also be found at this site.

Supplements to Accompany Principles of
Money, Banking, and Financial Markets

The Eleventh Edition is accompanied by a wide array of supplementary
materials.

A Study Guide, prepared by Oliver Schnusenberg of the University of
North Florida, offers the practice and review students need to succeed. It
includes chapter synopses, a review of the central themes, problems, and
essay, true-false, and multiple-choice questions.

The Instructor’s Resource Disk includes the following teacher resources,
which are also available online. The Instructor’s Manual, by Fred C. Graham
of the Federal Housing Finance Board, contains teaching tips, sample essay
and discussion questions, and answers to all of the end-of-chapter text ques-
tions. The Test Bank, also prepared by Oliver Schnusenberg, consists of 2000
multiple-choice questions that are sorted by difficulty. A computerized testing
program for Windows users, TestGen, provides the test questions in a versa-
tile, editable electronic format. Additionally for instructors, a new full-color
PowerPoint Lecture Note Presentation by William Wilkes of Athens State
University is available.
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