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PREFACE

ever has the field of money, banking, and financial markets been more exciting.

Financial innovation, deregulation, and geopolitical considerations have pro-

duced sweeping changes in the international financial landscape. By its very na-
ture 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
expectations accessible to undergraduates. The tenth edition continues a tradition that
readers have come to expect—a focus on modern analytical perspectives presented in a ca-
sual, conversational style. -

New to this Edition

We have made a number of key changes in this tenth edition, beginning with Chapter 1.
In addition to providing an overview of the entire text, the first chapter links the field of
money, banking, and financial markets to specific careers so that readers can see the con-
nection between the topics covered and life after graduation. Reflecting the dramatic
changes that have recently become part of our daily news diet, we have introduced a new
emphasis on the consolidation of the financial services industry. While this emphasis may
be seen in many chapters, it is most evident in substantially revised sections of Chapter
11, The Nature of Financial Institutions, and Chapter 15, The Regulation of Markets and
Institutions. New developments in global markets, including the Asian financial crisis and
recent developments in the European Union (Chapter 10, Understanding Foreign Ex-
change), are also addressed in this edition. The recent revamping of the Federal Reserve’s
FOMC announcements has simplified the discussion of Fed policy in Chapter 22. Finally,
as we discuss in detail below, new and exciting supplementary materials have been devel-
oped for the tenth edition.

Organization

Part I briefly introduces the role of money, markets, and institutions within the framework
of the overall economy. Part 1I launches an intensive examination 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 tumn in Part III to a discussion of financial in-
stitutions, including how asymmetric information explains the fundamental nature of fi-
nancial intermediation (Chapter 11).

The focus in Part I on markets and in Part Il on intermediaries sets the stage for
our unique analysis of financial system architecture in Part IV. It begins with an analysis
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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 pub-
licly traded securities markets. 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 securi-
ties markets (Chapter 15). We then turn to an international comparison of financial sys-
tem 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. We
next look at financial innovation and how it can change a financial system (Chapter 17).

In the final two parts of the book, we return to the traditional macroeconomic frame-
work 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 30) ties every-
thing 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 em-
phasis. For example, it is possible to omit Chapters 6 through 8 to avoid capital market
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 discussions 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 central banking) and Part VI (monetary theory and policy) right after
completing Part I and Chapters 4, 5, and 10 from Part 11.

Pedagogical Aids

The text is augmented by a number of pedagogical aids that expand upon and clarify im-
portant 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 mentioned in the text. We do so in a separate section
labeled Off the Record. Sometimes we just can't contain ourselves and feel compelled to of-
fer our own opinion in boxes called Going Out on a Limb. Finally, we offer straightforward,
no-nonsense help in interpreting financial charts and tables in our Reading the Financial
News boxes.

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

The tenth addition is accompanied by a wide array of supplementary materials. These
items are available to qualified domestic adopters but in some cases may not be available
to international adopters.

Print Supplements The Instructor’s Manual, by Fred C. Graham of the American Uni-
versity, contains teaching tips, sample essay and discussion questions, and answers to all
of the end-of-chapter text questions. A Study Guide, also prepared by Fred C. Graham, in-
cludes chapter synopses, a review of the central themes, problems, essay questions, true-
false, and multiple-choice questions. The Test Bank by Andrew J. Dane of Angelo State
University consists of multiple-choice questions that are sorted by difficulty.

Technology Supplements The tenth edition comes with two powerful new teaching
tools: an Instructor’s Resource CD-ROM and an Online Course Companion Web site. Fully
compatible with the Windows 95 platform and Macintosh computers, the Instructor’s Re-
source CD-ROM contains PowerPoint slides of all the figures and tables, word processing
files for the entire contents of the Instructor’s Manual, and Computerized Test Bank files.
The Computerized Test Bank software (TestGen-EQ with QuizMaster-EQ for Windows) is
a valuable test-preparation tool that allows professors to view, edit, and add questions.
The text's Online Course Companion Web site is available at http://www.awlonline.con/
ritter. This site offers multiple-choice quizzes as well as numerous Internet links for each
chapter. An online syllabus builder allows instructors to create a calendar of assignments
for each class. Users of the Online Course Companion Plus system will be able to track
student activity with an electronic gradebook (please see your sales representative for de-
tails). Addison Wesley Longman’s Product Support Web site, located at http://techsup-
port.awl.com, provides media product information and technical help for all these tech-
nology-oriented supplements. In addition to information about how to contact product
support staff, the site includes product descriptions, answers to frequently asked ques-
tions, hardware requirements, Y2K status, and software downloads.
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