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Notes to the Instructor

In preparing this sixth edition we were influenced primarily by the
sweeping changes that have occurred in our monetary and financial
system during the fifteen years since Principles of Money, Banking,
and Financial Markets was first published. Although each of our
previous five editions has kept pace with current developments, this
sixth edition represents by far the most substantial overhaul of all.
Improvements have been made in institutional and theoretical cover-
age as well as in pedagogical techniques; however, we still maintain the
casual conversational style that has highlighted earlier editions.

The expanded theoretical coverage appears in Parts 1 and 4. In Part
1, which covers the basics, we have introduced two new chapters titled
““Calculating Interest Rates’’ and ‘“The Level of Interest Rates.” The
first of these chapters provides a systematic introduction to interest
rate computations, while the second presents a concise supply-demand
model explaining how the level of rates is determined. These chapters
permit courses that focus on financial institutions and markets to
sidestep entirely the extensive material on monetary theory. To ac-
comodate those wishing to concentrate on theoretical issues, however,
we have reorganized Part 4 to highlight the separate chapters dealing
with ZSLM analysis and aggregate supply-demand analysis. An entirely
new chapter titled “‘Rational Expectations: Theory and Policy Implica-
tions”’ has been added for more advanced theoretical discussion.

Improved coverage of financial institutions and markets also comes
in two forms. In Part 1 we present introductory material systematically
in two chapters titled “Financial Instruments and Markets'’ and "‘Fi-
nancial Institutions: Purposes and Profile.”’ In Part 5 we have expanded
coverage of financial markets with two entirely new chapters titled
“Other Fixed Income Markets’’ and “‘Financial Futures and Options,”’
and with an appendix on duration. In addition, existing material on
the government securities market and on the stock market has been
expanded into chapters that more fully reflect the structure and orga-
nization of those markets.

A number of pedagogical improvements also appear in this edition.
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X Notes to the Instructor

In addition to news clippings that have always been interspersed
throughout the text, we have introduced discussion boxes dealing
with “Reading the Financial News’’ and special topics of popular inter-
est. A completely new chapter on ‘‘Careers in Banking and Financial
Markets’’ has been added to provide perspective to students on how
they might eventually apply some of the material covered during the
semester. Finally, the book now ends with a Glossary, which we hope
your students find useful.

These improvements in the coverage of the book have been mirrored
in both the Study Guide by Gabriel Hawawini and the separate /n-
structor’s Manual with Test Bank by Paul Warner and Gabriel
Hawawini. For instructors, the test bank is available on Harper Test,
a microcomputer test-generation system for Apple II and IBM PC
computers. We think this entire package will permit you to tailor the
course to meet the needs of your students.

The specific organization of the book reflects the way we would
teach a course in Money and Banking or Financial Institutions and
Markets. However, we realize that there are alternative ways to orga-
nize such a course, ways that would involve a different ordering of
chapters. We have therefore written the book with the ideal of flexi-
bility in mind. Although every instructor can best structure his or her
own course, here are some illustrative examples of the ways this book
can be adapted to different approaches.

Part 1 (“The Basics”’) forms the foundation for all future topics.
Thus the chapters in Part 1 might all be assigned in the beginning of
the course. Alternatively, each of the chapters in Part 1 can be used
to initiate subsequent parts of the book. For example, Chapter 2
(“"Money, the Economy, and Inflation’’) belongs with Part 3 (“The Art
of Central Banking'’) or even with Part 4 ("Monetary Theory'’); Chap-
ter 3 (“Financial Instruments and Markets'’) goes with Part 5 (“‘Finan-
cial Markets and Interest Rates’’); Chapter 4 (‘‘Financial Institutions:
Purposes and Profile”’) introduces Part 2 (“Intermediaries and
Banks"); finally, Chapter 5 (“"Calculating Interest Rates’’) and Chapter
6 ("The Level of Interest Rates’’) can be used to launch Part 4 (“‘Mone-
tary Theory’’) or any other section, for that matter.

The two major types of course organization are (1) a financial insti-
tutions and markets and central banking emphasis, and (2) a monetary
theory and policy emphasis. The ordering of the chapters as they
appear in the table of contents reflects the first type of approach:
financial institutions and markets and central banking. Even within
each of these categories, it is possible to emphasize different subjects.
Here are some suggestions:



Notes to the Instructor xi

1. Financial institutions and markets and central banking: After the
basics in Part 1, Parts 2 and 3 present a comprehensive analysis of
the business of financial intermediaries and the art of central bank-
ing. A limited amount of theory on the role of money in the econ-
omy is given in Chapters 1 and 2, and interest rates are introduced
in Chapters 5 and 6, to provide the proper framework for the discus-
sion of central banking.

When the formal presentation of monetary theory begins in Part
4, it is possible to reduce the emphasis on theory by eliminating
Chapters 21 and 22; these chapters construct and then apply ISLM
analysis, but the rest of the book is written so that the omission of
this material will not interrupt its continuity or intelligibility.

In a course devoted exclusively to financial institutions and mar-
kets, it is possible to avoid formal monetary theory entirely by going
directly to Part 5 (‘‘Financial Markets and Interest Rates’’) after Part
1. For such courses, the overview of money in Chapters 1 and 2 and
the framework for interest rate determination in Chapter 6 provide
a more than adequate discussion of theoretical material.

Many professors seem to prefer teaching Parts 1, 2, and 3 in se-
quence, then moving to Part 5 and possibly even 6 before back-
tracking to Part 4 (“"Monetary Theory"’).

2. Monetary theory and policy. After Part 1 is completed, monetary
theory can be introduced immediately by going directly to Part 4.
One can then backtrack to Parts 2 and 3, which discuss financial
institutions and central banking, and then continue with Part 5
(“"Financial Markets and Interest Rates’’). In fact, Chapters 28 and
33 ("The Structure of Interest Rates’’ and “‘Financial Futures and
Options”’) could be brought into a theory-oriented course much
earlier, right after Part 4.

3. International aspects: It is possible to put all of Part 6 (“Interna-
tional Finance’’) virtually anywhere one wishes, provided the bas-
ics in Part 1 have been covered. The international chapters, for
example, could easily follow Part 3 (““The Art of Central Banking")
or Part 4 ("Monetary Theory"’).

We hope that you find both the new and continuing features of the
book useful teaching devices. If you have any comments or suggestions
for the next edition, we would appreciate hearing from you.

LSR
WLS
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