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Preface

Financial markets facilitate the flow of funds from individuals to finance investments by
corporations, governments, and individuals. Financial institutions are the key players in
financial markets because they serve as intermediaries that determine the flow of funds.
Financial Institutions and Markets describes financial markets and the financial institu-
tions that serve those investors and firms. It provides a conceptual framework that can
be used to understand why markets exist. Each type of financial market is described,
with a focus on the securities that are traded in that market and the participation by fi-
nancial institutions.

Today, many financial institutions offer all types of financial services, such as bank-
ing, securities services, mutual fund services, and insurance services. Although financial
institutions overlap in the services they offer, the services that can be offered are dis-
tinctly different. Therefore, the discussion of financial services in this book is organized
by type of service rather than institution type.

Intended Market

This text is suitable for both undergraduate- and master’s-level courses in financial mar-
kets, financial institutions, or both. To maximize students’ comprehension, more diffi-
cult questions and problems should be assigned, along with the special applications at
the end of each chapter and the Comprehensive Project.

Organization of the Text

This text is organized as follows: Part I (Chapters 1 through 3) introduces the key finan-
cial markets and financial institutions, describes interest rate movements in the financial
markets, and explains why yields vary among securities. Part Il (Chapters 4 and 5) de-
scribes the functions of the Federal Reserve System (the Fed) and explains how its mon-
etary policy influences interest rates and other economic conditions. Part 111 (Chapters
6 through 8) describes equity securities markets, Part IV (Chapters 9 through 12) cov-
ers the major debt security markets, and Part V (Chapters 13 through 16) covers the de-
rivative security markets. Each chapter in Parts III through V focuses on a particular
market. The integration of each market with other markets is stressed throughout these
chapters. Part VI (Chapters 17 through 20) concentrates on commercial banking, and
Part VII (Chapters 21 through 25) covers all other types of financial services.

Courses that emphasize financial markets should focus on the first five parts (Chap-
ters 1 through 16); however, some chapters in the section on commercial banking are

XX
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also relevant. Courses that emphasize financial institutions and financial services should
focus on Parts I, 11, VI, and VII, although some background on securities markets (Parts
111, IV, and V) may be helpful.

Finally, instructors of courses that emphasize financial markets and institutions may
wish to focus on certain chapters of this book and skip others, depending on other
courses available to their students. For example, if a course on derivative securities is
commonly offered, Part V of this text may be ignored. Alternatively, if an available in-
vestments course provides a thorough background on types of securities, Parts III and
IV can be given limited attention. Or, instructors may prefer to use most of their class
time on chapters that contain the most difficult concepts and allow students to read the
more descriptive chapters on their own.

Chapters can be rearranged without a loss in continuity. Regardless of the order in
which chapters are studied, it is highly recommended that the special exercises and se-
lected questions in each chapter be assigned. These exercises may serve as a focal point
for class discussion.

Coverage of Major Concepts and Events

Numerous concepts relating to recent events and current trends in financial markets are
discussed throughout the chapters, including the following:

Governance in financial markets

Impact of the Sarbanes-Oxley Act on financial markets
Role of specialists

The Fed’s impact on financial markets
Online investment in securities

Role of analysts

Value-at-risk measurements

Asymmetric information

Emerging stock markets

Option pricing

Valuation of financial institutions
Regulatory reform in financial services
Mutual fund trading scandals

Modified duration

Interest rate swaps and currency swaps
Collateralized mortgage obligations (CMOs)
Portfolio insurance strategies

Because each chapter is self-contained, instructors can use classroom time to focus on
the more complex concepts and rely on the text to cover the other concepts.

Major Organization Changes

Three chapters have been eliminated, as the main material from these chapters was in-
corporated into other related chapters. The chapter on international banking has been
incorporated into the commercial banking chapters where appropriate. The chapter on
pension fund operations has been integrated with the chapter on insurance company
operations. The chapter on credit unions has been combined with the chapter on thrift
operations.
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Major Content Changes

New coverage on asymmetric information and the link between financial reporting and
security values has been added. The impact of the Sarbanes-Oxley Act on market trans-
parency and the pricing of securities is given heavy emphasis. Information on electronic
trading in various financial markets has been expanded. New coverage has been added
on trading halts, spreads, extended trading sessions, bank structure, and single stock fu-
tures. Revisions to the Basel Accord and to regulations that have an impact on securities
firms have also been updated. Expanded coverage explains how the yield curve struc-
ture applies to various types of securities. The concept of modified duration is given
more attention. Updates are provided on scandals involving analysts, specialists, and
mutual funds.

More illustrations have been added throughout the text to provide examples and
applications of concepts.

Features of the Text

The features of the text are as follows:

B  Part-Opening Diagram. A diagram is provided at the beginning of each part to illus-
trate generally how the key concepts in that part are related. This offers information
about the organization of chapters in that part.

B Objectives. A bulleted list at the beginning of each chapter identifies the key concepts

in that chapter.

[llustrations. Illustrations are provided to reinforce key concepts.

Global Aspects. Global Aspects icons in the margins throughout the text indicate in-

ternational coverage of the chapter topics being discussed.

B Summary. A bulleted list at the end of each chapter summarizes the key concepts.
This list corresponds to the list of objectives at the beginning of the chapter.

B Point/Counter-Point. A controversial issue is introduced, along with opposing ar-
guments, and students are asked to determine which argument is correct and ex-
plain why.

B Questions and Applications. The questions and applications section at the end of each
chapter tests students’ understanding of the key concepts and may serve as home-
work assignments or study aids in preparation for exams.

B Flow of Funds Exercise. A running exercise is provided at the end of each chapter to
illustrate how a manufacturing company relies on all types of financial markets and
financial services provided by financial institutions.

B Interpreting Financial News. At the end of each chapter, students are challenged to
interpret comments made in the media about the chapter’s key concepts. This gives
students practice in interpreting announcements by the financial media.

B Internet Exercises. At the end of each chapter, students are challenged to use the
Internet to access financial information and resolve issues related to the chapter
discussion.

B  Problems. Selected chapters include problems to test students’ computational skills.

B WS] Exercise. At the end of selected chapters, this end-of-chapter exercise allows
students to apply information provided in The Wall Street Journal to specific con-
cepts explained in that chapter.

B Integrative Problem. An integrative problem at the end of each part integrates the key
concepts of chapters within that part.
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B Comprehensive Project. This project, found in Appendix A, requires students to ap-
ply real data to several key concepts described throughout the book.

The concepts in each chapter can be reinforced using one or more of the preceding fea-
tures. Each instructor will have his or her own method for helping students get the most
out of the text. Each instructor’s use of the features will vary depending on the students’
level and the focus of the course. A course that focuses mostly on financial markets may
emphasize tools such as the WS] exercises and Part I of the Comprehensive Project (on
taking positions in securities and derivative instruments). Conversely, a course that fo-
cuses on financial institutions may emphasize, for example, an exercise in which stu-
dents have to review recent annual reports (see Part II of the Comprehensive Project) to
fully understand how a particular financial institution’s performance is affected by its
policies, industry regulations, and economic conditions.

Supplements to the Text

The following supplements are available:

B A PowerPoint presentation package of lecture slides, revised and expanded by
Oliver Schnusenberg of the University of North Florida, is available at http:/aise
swiearning.com.

B An Instructor's Manual contains the chapter outline and a summary of key
concepts for discussion as well as answers to the end-of-chapter Questions and
Problems. The instructor’s manual is also available to instructors at http:/aise
swlearning.com.

B The Test Bank has been revised and expanded with new multiple-choice questions
and is available at http:/aise.swlearning.com.

B The ExamView™ computerized testing program, also available at http//aise
swlearning.com, contains all of the questions in the printed test bank. It is an easy-to-
use test creation software package compatible with Microsoft Windows. Instructors
can add or edit questions, instructions, and answers, and select questions at ran-
dom or by number after previewing them on the screen. Instructors can also create
and administer quizzes online, whether over a LAN, a WAN, or the Internet.

About the Author

Jeff Madura is the SunTrust Bank Professor of Finance at Florida Atlantic University. He
has written several textbooks, including International Financial Management. His re-
search on banking and financial markets has been published in numerous journals, in-
cluding Journal of Financial and Quantitative Analysis; Journal of Money, Credit and Bank-
ing; Journal of Banking and Finance; Financial Review; Journal of Risk and Insurance; Journal
of Financial Research; and Journal of Financial Services Research. He has received awards
for excellence in teaching and research and has served as a consultant for commer-
cial banks, securities firms, and other corporations. He has served as a director for the
Southern Finance Association and Eastern Finance Association and has been president
of the Southern Finance Association.
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