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PREFACE

When 1 first wrote The Economics of Money, Banking, and Financial Markets seven editions
ago 1 saw there was a true need for a contemporary approach to the study of this area
of economics. At the time, the existing books offered only an institutional approach to
the material. 1 knew that students would benefit from understanding the economics
behind how money and banking institutions work, and that’s what 1 set out to do. To
this day, 1 remain committed to educating money and banking students. I am honored
that each year tens of thousands of students throughout the world learn about the sys-
tems of money and banking by reading my book. With this honor comes a personal
responsibility that I take very seriously. In every new edition, dedicated professors from
around the world generously offer suggestions on how I might enhance the teaching
and learning of money, banking, and financial markets through my book. I am deeply
grateful for this feedback, and as with the First Edition, I take great care to craft a bet-
ter book, page by page. While not typical of many textbook authors, 1 also write the
Instructors Manual so that 1 have the opportunity to share my teaching experiences
with other professors teaching this course. This edition is another major revision that
features substantial changes throughout the book, including new chapters, reorganiza-
tion of old chapters, and much new material to keep the book current. I believe that
this Alternate Edition of The Economics of Money, Banking, and Financial Markets will be
as exciting as previous editions, if not more so, for students new to the subject.

Tk J——

May 2006

Although this text has undergone a major revision, it retains the basic hallmarks that have
made it the best-selling textbook on money and banking over the past seven editions:

* A unifying, analytic framework that uses a few basic economic principles to organize
students’ thinking about the structure of financial markets, the foreign exchange
markets, financial institution management, and the role of monetary policy in the
economy

e A careful, step-by-step development of models (an approach found in the best prin-
ciples of economics textbooks), which makes it easier for students to learn

» The complete integration of an international perspective throughout the text

A thoroughly up-to-date treaiment of the latest developments in monetary theory

* Special features called “Following the Financial News” and “Reading the Wall Street
Journal” to encourage reading of a financial newspaper

 An applications-oriented perspective with numerous applications and special-topic
boxes that increase students’ interest by showing them how to apply theory to real-
world examples
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In addition to the expected updating of all data through the end of 2005 whenever pos-
sible, there is major new material in every part of the text.

A New Alternative

One of my primary goals when writing The Economics of Money, Banking, and Financial
Markets has always been to create a text that is both comprehensive and flexible. With
this edition, I have chosen to respond to the varied and sometimes conflicting needs of
professors by providing two versions of the text.

While both versions contain the core chapters that all professors will want to cover,
The Economics of Money, Banking, and Financial Markets, Alternate Edition, is designed
for those professors who teach at an institution that requires intermediate macroeco-
nomics as a prerequisite, who prefer to focus more on finance, or who simply do not
cover ISLM. The Alternate Edition includes not only chapters on nonbank finance and
financial derivatives, but also an entire chapter on conflicts of interest in the financial
industry; this chapter covers this important topic in detail with many examples. The
Alternate Edition omits the two ISLM chapters and the chapter on the implications of
rational expectations for policy. For those professors whose courses have less of an
emphasis on monetary theory, The Economics of Money, Banking, and Financial Markets,
Alternate Edition, will more closely fit your needs.

For those professors who want a comprehensive discussion of monetary theory and
monetary policy, The Economics of Money, Banking, and Financial Markets, Eighth Edition,
contains all of the chapters on monetary theory. Professors who do want this coverage
are often hard-pressed to cover all the finance and institutions chapters. To that end, the
Eighth Edition omits the chapters on nonbank finance, financial derivatives, and con-
flicts of interest. The MyEconLab Web site for each edition provides the omitted chap-
ters, thus making them readily available for students to read online and for professors
to photocopy should they prefer to include them in their course.

In teaching theory or its applications, a textbook must be a solid motivational tool.
To this end, 1 have incorporated a wide variety of pedagogical features to make the
material easy to learn:

1. Previews at the beginning of each chapter tell students where the chapter is head-
ing, why specific topics are important, and how they relate to other topics in the
book.

2. Applications, numbering more than 50, demonstrate how the analysis in the book
can be used to explain many important real-world situations. A special set of appli-
cations, called “Reading the Wall Street Journal,” shows students how to read daily
columns in this leading financial newspaper.

3. Following the Financial News boxes introduce students to relevant news articles
and data that are reported daily in the press, and explain how to read them.

4. Inside the Fed boxes give students a feel for what is important in the operation
and structure of the Federal Reserve System.

5. Global boxes include interesting material with an international focus.
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. E-Finance boxes relate how changes in technology have affected financial markets

or institutions.

. Conflicts of Interest boxes outline conflicts of interest in different financial ser-

vice industries.

. FYI boxes highlight dramatic historical episodes, interesting ideas, and intriguing

facts related to the subject matter.

. Study Guides are highlighted statements scattered throughout the text that pro-

vide hints to the student on how to think about or approach a topic.

Summary tables provide a useful study aid in reviewing material.

Key statements are important points set in boldface italic type so that students can
easily find them for later reference.

Graphs with captions, numbering more than 150, help students clearly understand
the interrelationship of the variables plotted and the principles of analysis.
Summary at the end of each chapter lists the main points covered.

Key terms are important words or phrases, boldfaced when they are defined for
the first time and listed by page number at the end of the chapter.
End-of-chapter questions and problems, numbering more than 400, help stu-
dents learn the subject matter by applying economic concepts, including a special
class of problems that students find particularly relevant, under the heading “Using
Economic Analysis to Predict the Future.”

Web Exercises encourage students to collect information from online sources or
use online resources to enhance their learning experience.

Web Sources report the Web URL source of the data used to create the many tables
and charts.

Web References point the student to Web sites that provide information or data
that supplement the text material.

Glossary at the back of the book provides definitions of all the key terms.
Answers section at the back of the book provides solutions to half of the questions
and problems (marked by *).

The Economics of Money, Banking, and Financial Markets, Alternate Edition, includes the
most comprehensive program of supplements of any money, banking, and financial
markets textbook. These items are available to qualified domestic adopters, but in some
cases may not be available to international adopters.

For the Professor

1

2.

Instructor's Manual, a print supplement prepared by me and offering conventional
elements such as sample course outlines, chapter outlines, and answers to ques-
tions and problems in the text.

PowerPoint® Slides. New to this edition is a far more comprehensive set of Power-
Point slides—greatly expanded from the previous edition and now numbering over
550—that provides not only all the tables and graphs in the text, but very detailed
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lecture notes for all the material in the course. The basis of the lecture notes is, in
fact, the notes I use in class—and they should help other instructors prepare their
lectures as they have helped me. In this edition, Lori Bell of Blackburn College has
enhanced the presentation by adding additional lecture notes. Some instructors
might use these PowerPoint slides as their own class notes and prefer to teach with
a blackboard. But for those who prefer to teach with visual aids, the PowerPoint
slides, which are fully customizable, afford the flexibility to take this approach.

. Transparency Masters, a print supplement, containing the same lecture notes as

the PowerPoint presentation, along with all figures and tables from the text.

- Overhead Transparencies, full-color acetates, numbering more than 150, for all of

the figures and tables.

. Printed Test Bank updated and revised by Richard Stahl of Louisiana State Uni-

versity and Kathy Kelly of the University of Texas at Arlington, comprising more
than 2,500 multiple-choice and essay test items, many with graphs.

- Computerized Test Bank, allowing the instructor to produce exams efficiently.

This product consists of the multiple-choice and essay questions in the printed
Test Bank and offers editing capabilities. It is available in Macintosh and Windows
versions.

- Instructor’s Resource CD-ROM. This edition of the book comes with a powerful

teaching tool: an Instructor’s Resource CD-ROM. Fully compatible with Windows
and Macintosh computers, the CD-ROM contains Word files for the entire contents
of the Instructor’s Manual, PowerPoint presentations, Computerized Test Bank files,
and Word files of the Test Bank. Using this supplement, instructors can prepare stu-
dent handouts such as solutions to problem sets made from end-of-chapter prob-
lems or the outline of the lecture of the day. I have used handouts of this type in
my classes and have found them to be very effective. The Computerized Test Bank
software (TestGen for Windows and Macintosh) is a valuable test preparation tool
that allows professors to view, edit, and add questions. Instructors have our per-
mission—and are encouraged—to reproduce all of the materials on the CD-ROM
and use them as they see fit in class.

. Mishkin Web site, located at wv. w.mveconlab com/mishkin, which features chap-

ter synopses, student practice quizzes, appendices on a wide variety of topics (see
“Appendices on the Web"), omitted chapters, links to the URLs that appear at the
end of the chapters, and various resources for the instructors,

For the Student

1. Study Guide, fully revised and updated by David Hakes of University of Northern

lowa and Ed Gamber of Lafayette College, includes chapter synopses and comple-
tions, exercises, self-tests, and answers to the exercises and self-tests.

. Readings on Money, Banking, and Financial Markets, edited by James W. Eaton

of Bridgewater College and me, updated annually, with over half the articles new
each year to enable instructors to keep the content of their course current through-
out the life of an edition of the text. The readings are available within MyEconLab
(see pages ii~iv).

FREDERIC S. MISHKIN
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