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T0 the Instructor

A course in money, banking, and financial markets is challenging for both
students and instructors. Our key objective in writing Money, Banking, and
Financial Markets was to provide the student reader with a sophisticated,
yet accessible understanding of the subject matter while simultaneously
providing the instructor with an up-to-date and sensibly organized presen-
tation of the full range of topics appropriate for a thoroughly modern
course. We have aimed to achieve this two-part objective in several ways:

B Fully integrated coverage of international financial markets and the
global economy is a fundamental characteristic of the text.

B Cutting-edge developments in information technology and their eco-
nomic and financial implications are examined throughout.

B Current-interest features underlining the real-world relevance of the
study of money, banking, and financial markets appear in each chapter.

B Frequent margin references to Internet resources are included, along
with end-of-chapter Online Application questions.

B The more than 200 graphs for this textbook are the best in any text in this
area. All lines and curves are color coded in a consistent manner, and we
have provided full explanations underneath or alongside each graph or
set of graphs.

M A student CD-ROM is packaged with every copy of the text. This free sup-
plement links the student to an Internet site containing a discussion of
the Gramm-Leach-Bliley Financial Modernization Act, individual sections
of the legislation, and summaries of their implications. The CD also links
the student to recent articles on topics relating to banking, financial mar-
kets, international finance, and monetary policy. Furthermore, it
includes direct links to key Web sites relating to each of these topic areas.

Complete Coverage
of Money, Banking, and Financial Markets

We feel that we have covered all of the essential elements of money, bank-
ing, and financial markets in the pages that follow. These include:

B The forms, functions, and evolution of money and the emergence of dig-
ital cash

XX



XX  To the Instructor

B Domestic and international financial markets and the role of electronic
trading

W Interest rate risk, foreign exchange risk, and derivative securities

B Portfolio choice, international interest rate parities, and market effi-
ciency

B Financial institutions, the economics of banking, and issues in bank
management

M Depository institution regulation in a rapidly changing environment
B The money supply process and the implications of electronic money
M The Federal Reserve and its role in U.S. and global payment systems

B The linkage between day-to-day Federal Reserve policymaking and
aggregate economic activity

B Intermediate monetary policy targets, rules versus discretion, and policy
credibility

B Conducting monetary policy with an interest rate target

B International dimensions of monetary policy

Full Global Integration Throughout

This means that Money, Banking, and Financial Markets is the first text in
this field to fully integrate global economics and finance, starting from
Chapter 1. The student is introduced to world issues in the field from the
outset. Every chapter that follows continues this integration within what-
ever topic area the chapter addresses.

Of course, some chapters focus exclusive attention on international
topics. Examples are chapters entitled "A Single World Marketplace?—
International Financial Market Integration," "Foreign Exchange Markets,"
and "Central Banks in the World Economy-International Aspects of
Monetary Policy."

The Importance of New Information Technologies

Nearly forty years ago, banks and other financial institutions were among
the first to perceive the dramatic cost efficiencies and potential revenue
enhancements that could be obtained if managers could find a way to inte-
grate emerging information technologies into the daily grind of their busi-
ness. Only a few of the most significant uses of computers were readily
noticeable to retail customers, howeveraautomated teller machines net-
works, automated telephone account information and transfer services,
and the like. The true banking information technology revolution took
place largely out of sight to the general public, in the "back offices," as
financial institutions increasingly became interconnected through auto-
mated clearing houses, large-value payment systems, and interbank funds
markets.



Today, however, the information technologies in financial markets are
visible to all. Internet brokers are transforming retail stock trading in the
United States, and wireless online banking is now commonplace in several
European nations. Students know these changes are under way, and they
want to learn more about their potential effects. A fundamental objective
of this text is to provide students with the background they need to under-
stand the implications of emerging cybertechnologies for money, banking,
and financial markets.

A Flexible Structure

Most instructors are likely to find that there is more in this text than they
can cover in a single semester. This is not an accident. In the end, the con-
tent of any economics course should reflect an instructor's professional
decisions taking into account student backgrounds and departmental and
college curricula. This is particularly true of a course within the broad field
of money, banking, and financial markets. There are at least three separate
types of courses that one could teach using this text:

1. A Strong Banking/Financial Markets Orientation (Core Units: 1,
2, 3, and 4). After covering the subjects in Unit 1, this course would
include a detailed examination of all of the material in Units 2, 3, and 4.
Material from Chapters 19 and 20 in Unit 5 would be covered.
Depending on time constraints, the instructor could then touch on basic
measurement issues and fundamental theories covered in Chapters 21
through 23, thereby providing students with sufficient background to
touch on two or three selected chapters from Unit 6.

2. A Strong Money/Macro Orientation(Core Units: 1, 4, 5, and 6).
After surveying all of Unit 1 and chapters 4, 6, and 9 in Unit 2, a course
with this slant would cover the essential aspects of banking markets and
regulation in Chapters 11, 12, and 14 in Unit 3. It would then cover the
bulk of the chapters contained in Units 4, 5, and 6.

3. A Balanced Orientation: This course would attempt to strike a bal-
ance. It would cover both Units 1 and 2 and a more equalized (in terms
of banking/financial markets versus macro-money content) sampling of
selected chapters from remaining units of the text, depending on the
specific objectives of the instructor.

Features that Teach and Reinforce

To the Instructor XXI

In our view, real-world applications should be a key aspect of a textbook in
money, banking, and financial markets. To motivate student learning, we
have included examples drawn from nations throughout the world. Four
types of features are incorporated and referred to throughout the text:
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To the Instructor

Global Focus

Money, banking, and financial markets can no longer be considered a
closed-economy subject. Events in the U.S. economy, banking system, and
financial markets affect nations around the globe and vise versa.
Knowledge and understanding of some of the global issues in money and
banking are not only exciting to read about, but also important. We have
included among others the following:

B A Banking System that Prohibits Charging an Interest Rate
B Could the Mob’s Currency of Choice Become the Euro?

B Online Banking from Helsinki to Vienna

B Defining "Canadian" Banking Markets

M Russians Reject Rubles

M [s Gold Worth Its Weight?

Cyber Focus

The integration of emerging information technologies into banking and
other financial services and the effects on financial markets dominate
today’s financial news. Understanding how these developments affect
institutions and markets is now a central subject of the study of money,
banking, and financial markets. A few of the topics covered include:

M U.S. Insurers Go to the Web

B Does E-Trading Mean Even More Efficient Markets?
M Credit Union Managers Embrace the Internet

B Removing Humans from the Lending Process

M Is This the End of Sticky Prices?

Policy Focus

Because policy is in the news so much, we felt it appropriate that there be
a special feature concerned with just policy issues. These features cover a
wide variety of topics including:

B New Fiat Moneys or Simply Tax Evasion?

M E-Cash and Money Laundering

B Are Currency Speculators Really "The Bad Guys"?
B Have Consumers Benefited from ATM Surcharges?
M The FDIC Quietly Prepares for a Megafailure

M [s Cash Really an Obsolescent Technology?



Management Focus

Businesspeople and individuals managing their personal finances must
keep abreast of the most recent developments in money, banking, and
financial markets, which continually present both opportunities and chal-
lenges. To acquaint students with the variety of monetary, banking, and
financial issues faced by managers, we have included features on topics
such as the following:

B Smart Cards for Kids

B Did You Really Win So Much?

B How Some Banks Provide Their Customers with Risk Management Tools
on the Net

B Why Are There so Few Agricultural-Based Futures?

B Who's to Blame When Customers Lose Money Trading Stocks?

B The Americanization of Deutsche Bank

Critical Thinking Exercises

Critical thinking is an important aspect of every college student’s educa-
tion. We make sure that students are introduced to critical-thinking activi-
ties by ending each Focus feature with critical-thinking questions called
"For Critical Analysis." The suggested answers to these critical-thinking
questions are included in the Instructor’s Manual.

Accessing the Internet: The World Wide Web

Most students, particularly those taking intermediate-level economics
courses, are familiar with how to use the Internet. We provide three impor-
tant features for them:

MaRrGIN URLs: Throughout the text, placed appropriately, there is a fea-
ture entitled "On the Web." A relevant URL is presented.

CHAPTER-ENDING ON-LINE APPLICATIONS: At the end of every chapter is an
extensive Internet exercise which takes the student to a particular URL and
then asks him or her to engage in an application.

Key Pedagogy

Learning cannot occur in a vacuum. We have made sure that students
using this text have an ample number of pedagogical devices that will help
them master the material.

To the Instructor XXIiil



XXIV  To the Instructor

FUNDAMENTAL ISSUES AND ANSWERS WITHIN THE TEST OF EACH CHAPTER A
unique feature of Money, Banking, and Financial Markets is the inclusion
of five to seven fundamental issues at the beginning of each chapter.
Within the text itself, but offset so as not to be a distraction from a student’s
reading, the fundamental issues are repeated with the appropriate
answers. Students will find these questions and answers invaluable when
reviewing the readings and studying for quizzes and examinations.

VocABULARY Is EMPHASIZED  Because vocabulary is often a stumbling
block, we have boldfaced all important vocabulary terms within the text.
Immediately in the margin these boldfaced terms are defined. They are
further defined in the end-of-text glossary.

CHAPTER SUMMARY The chapter summary is a numbered point-by-point
formatting that corresponds to the chapter-opening fundamental issues,
further reinforcing the full circular nature of the learning process for each
chapter.

QUESTIONS AND PROBLEMS Each chapter ends with 10 questions and prob-
lems. Suggested answers are provided in the Instructor’s Manual.

SELECTED REFERENCES AND FURTHER READING Appropriate references for
materials in the chapter are given in this section.

The Supplements

Money, Banking, and Financial Markets is supported by the strongest set of
supplements currently available.

Web Site

The Web Site is a key feature of Money, Banking, and Financial Markets. It con-
tains Internet applications, downloadable supplements, updates, and more.

Study Guide

The Study Guide, which was written by Jim Lee of Texas A & M, is
designed to facilitate active learning by students. It provides summaries of
chapter contents and lists of the key terms for students to look for and
define in their own words as they read the text. To assist students in test-
ing their understanding of the material, the Study Guide also includes 20
multiple-choice and 10 short-answer questions per chapter.



Instructor’s Manual with Test Bank

The Instructor’s Manual, written by Frank Falero of California State
University at Bakersfield, is designed to simplify the teaching tasks that
instructors face. For each chapter it offers an overview of the chapter, a
brief outline built upon chapter headings in the text, and answers to end-
of-chapter questions. The Test Bank includes between 30 and 60 multiple-
choice questions per chapter, along with the correct answers.

Power Point Slides

For many instructors, multimedia presentations have become an indis-
pensable part of the teaching-learning process. A complete set of power
point slides is available for adopters of this text.
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