Money and Banking, Economics 238, Spring 2009
Professor John D. Abell

Office Hours:  T-TH: 9:45-10:45 AM. Main #7. Phone #  947-8502 (office).

Textbook: Money, Banking, and Financial Markets 8e, Frederic S. Mishkin. Note that there is an 8e Alternate Edition of this same book, but that is NOT the one I’m using. However, having said that, feel free to use any edition of this book, from any source, at any price. Just be aware that you will have to be careful to make sure you have the correct chapters. Note: You will need a calculator for this class that can raise numbers to a fractional exponential power: Y(1/x).
Purpose of the course:  The course is designed to offer students both a theoretical and a practical understanding of the role of money and financial markets in the domestic and global economy. In addition to examining the workings of financial markets (studying stock and bond markets and the behavior of interest rates), we will examine definitions of money, how money is created and distributed among economic participants, and how it influences other economic variables such as interest rates, exchange rates, unemployment rates, inflation, economic growth, and income distribution. We will study the role of the Federal Reserve System, its conduct of monetary policy, and how its policy decisions influence both the domestic and global economy.  Conversely, we will study how changes in the domestic and global economy influence policy making at the Federal Reserve.  All of this coverage will take place under the shadow of the evolving multi-faceted economic crisis: housing, sub-prime, credit, real economy…  In light of this crisis, this money and banking course, which has traditionally focused primarily on “money” and monetary policy rather than on “banking,” will offer extended coverage to banking issues and, in general, to the ongoing economic crisis. You will write a research paper about the crisis. We will also critique what the Fed has done in terms of recent policy actions and also assess what the Fed should do to address the financial crisis at the next FOMC meeting (in a little “game” called Second Guessing the Fed).
     There is a significant empirical or quantitative component to the course. You will make use of statistical and mathematical tools, spreadsheet technology, and the Internet in an effort to facilitate your understanding. We will pore over mounds of economic data, much of which the Fed is also studying. My personal goals for you this semester are twofold: 1) I would like for you to feel comfortable at the end of the semester discussing financial markets and how the Federal Reserve reacts to and influences them. 2) I would like for you to have a better understanding of the current economic crisis, and 3) I would also like for you to feel comfortable analyzing data and presenting your findings in a sophisticated manner.

Exams: There will be three exams that will split the semester’s material approximately in thirds and will collectively account for 70% of your grade. They will include essays, multiple choice questions, and analytical problems.  Your exams with the two highest grades will count 25% and your exam with the lowest grade will count 20%. If an excused emergency causes you to miss an exam, I will gladly schedule another for you.  If you miss an exam for any other reason, I will schedule another but your grade on the exam will be reduced once for each day beyond the scheduled exam (A to A-, A- to B+, etc.).   
Practice Problems: To help you prepare for each exam I have prepared practice problems (located in P:\Economics\Econ 238\  File names: Econ 238 Prac Prob #1, #2, and #3). Please work through these at your own pace—the questions follow closely the sequence of material as it is presented in class.  Answer keys are also available:  Econ 238 Answer Key #1, #2, and #3. I recommend that you work through the problems (attempting to write out detailed answers) without the answer keys first!  If all you have ever done by test time is to browse through an answer key without having actually worked through the questions, then you will discover that you are not really ready to write out a satisfactory answer on your own. 

     As an incentive for you to work through these problems, I am offering you a total of 3.5 bonus points—1.5 for the first set and 1 each for #2 and #3. These points are added on top of your final grade point average. Completing all three sets of practice problems ensures that your grade will increase by 1/3 of a letter grade, say, from B to B+. Successfully completing each set of practice problems involves simply writing out a complete answer to each question. You have an answer key to each set, so this should be a very straightforward exercise for you. The only thing I expect is that you write out answers in your own words. If all you do is copy down my answers, then you will not necessarily learn much from the whole experience, moreover, you will not receive any credit. I will accept your completed answers to each practice problem set on the day of the exam only.

Homework and Assignments:.

Note: You must turn in all assignments in order to receive a passing grade for the course. For every day an assignment is late, I will reduce its grade by 1/3 of a letter: A to A-, A- to B+, etc. Your grades on most of these assignments will be based not only on economic content, but also on the quality of your writing. I will pay close attention to syntax, grammar, spelling, and where appropriate, adherence to APA writing style. Obviously, this won’t apply to an in-class hand-written assignment. However, if I can’t read your hand writing, then you won’t get the highest possible grade. This also applies to test taking! Write legibly, please!

There are lots of resources available on campus and on-line to help you with your writing. 

- There is a writing guide specifically for economics students called Economics Writing Tips, located in P:\Economics\Economics Writing Tips. 
- There is also another useful guide: Techniques of Persuasion: How To Identify Them located in P:\Economics\Abell Techniques of Persuasion. 
- The RC Writing Center has an APA manual: Publication Manual of the American Psychological Association (5th Edition).
- The RC Writing Center also has a publication with a good APA reference section: A Writer’s Reference.

- Finally, there is a most useful publication at the RC Writing Lab: Surface Matters. This provides the most basic of information: where to insert a comma, when to use a colon, etc. It is also available on-line at the following address: http://www.randolphcollege.edu/Documents/surface_matters.pdf
1) Please answer selected end–of-chapter “Questions and Problems” for assigned chapters. Many, but not all, of the Questions and Problems have answers at the back of the book. I want to see evidence that you have gained an understanding of the material by putting the answers in your own words. Where appropriate, I’ll assign occasional end-of-chapter “Web Exercises.” 

These Questions and Problems and Web Exercises are to be completed and turned in at the class period following completion of a chapter. For example, if we take Monday and Wednesday to complete Ch. 6, then Ch. 6 Questions and Problems and Web Exercises will be due in class on Friday. There might be as many as 15 or 16 total questions, so start working on them as soon as the chapter is assigned, not the night before they are due. As you will see from the back-of-book answers to selected questions, the answers are not necessarily long, but the volume of questions adds up. (10% of your grade).
2) Economics Writing Assignment. This is a multi-faceted assignment designed to a) improve your writing in general, b) improve your writing in economics specific areas, and c) introduce you to the APA writing style (now adopted throughout the Economics curriculum). The details are located in: P:\Economics\Econ 238\ Economics Writing Assignment. Due Jan. 28. (5% of your grade).

3) State of the Economy Assignment. This assignment is designed to a) allow you to apply your new and improved writing skills, b) introduce you to economics research, and c) gain an understanding of the history and complexity of the financial and economic crises affecting the US and global economy here in 2009. The details of the assignment are located in: P:\Economics\Econ 238\Economics State of the Economy Assignment. Due Feb. 11. (10% of your grade).

4) “Second Guessing the Fed” assignment (revised). In this assignment we will work together over the last few class periods analyzing indicators that the Fed uses in setting its Federal Funds targets. Examples include retail sales, real Federal Funds Rate, spread between long and short-term interest rates, and funds rate predictions based on the Taylor Rule. The name of the assignment is chosen because we will spend about half of our time looking back at critical junctures in time when the Fed dramatically altered its policy direction, such as Feb 1994, October 1998, or Jan 2001, and trying to determine if we would have made those same choices if we had been in charge using the same data that it had at its disposal. Given the timing of the April FOMC meeting (Apr. 28-29), we will even have one day (May 1) to even second guess that decision. The rest of the time will involve an assessment of current indicators and what they portend for future Fed policy actions. This section of the course will allow us to pull together all of our new-found knowledge about monetary theory and Federal Reserve operating policy and play the roles of policy analysts.

For each class period during this part of the course you will be asked to generate an Excel time plot of one or more indicators to bring to class for analysis and discussion. You will also be expected to comment in class about what you feel the Fed should have done in the past, or should do (and why) at its next FOMC meeting on the basis of the data (indicators) you have just analyzed. (By the way, your participation in the classroom conversation during this part of the course will make a significant contribution to your course participation grade for the course.) The analysis we do in class will be considered fair game for inclusion on the final exam. There will no longer be a separate grade for this assignment. As noted above, the material will be worked into the final exam.
Attendance policy:  I will take role at the start of each class. If you come in after I have taken the role, I will count that as an absence. I can assure you that good attendance will be of benefit to you at exam time, and especially in the case of the final written assignment. I generally ask questions on exams only on material we have covered in class. I will show up for class unless I am extremely ill—I expect you to do the same.  Unexcused missed exams or deadlines on assignments will result in penalties. Good attendance and involvement in class is an easy way to pick up your 5% Class Participation points (or enough, say, to turn a B+ into an A-). Class participation will be especially important during the Second Guessing the Fed assignment.
Plagiarism: Be mindful that the non-attributed use of someone else’s work is plagiarism, otherwise known as academic theft. Plagiarism is an honor violation at RC and taken seriously. There is a useful section addressing plagiarism (and how to avoid it) in the  R-MWC Student Handbook. See also Economics Writing Tips. 
Student Athletes: We follow NCAA guidelines: 1) You may miss a class for a game. 2) You may not miss a class for a practice. Let me know in advance of planned absences. You are expected to make up missed work.

Students with a disability requiring special consideration: Please provide me with the appropriate letter from the Learning Resources Center indicating what accommodations you require, and I will make every effort to meet your needs.  Please consult with Tina Barnes in the LRC if you need more information.

Grading scale: 96-100:A,  93-95: A-,  90-92: B+,  87-89: B,  84-86: B-,  81-83: C+,  78-80: C,  75-77: C-, 72-74: D+,  69-71: D,  < 69: F    Note: All assignments must be turned in to earn a passing grade for the course.

Grade summary:
	3 tests (25%, 25%, and 20%)
	  70%

	End-of-chapter questions/problems/exercises
	  10%

	Writing Assignment
	    5%

	State of the Economy Assignment
	  10%

	Class Participation
	    5%

	
	100%


Course outline:
1. Introduction. Review of current economic conditions. Things to review from your Economics 101 course: Laws of supply and demand, circular flow model of the macroeconomy, real vs. nominal variables, AS/AD. I will assume you understand these concepts.
2. Wed., Jan. 21. Meet in Main 138 to go over data retrieval and use of Excel. This is to prepare you for answering end-of-chapter “Web Exercises.” Before class, attempt the Web Exercise on pp. 15-17. I’ll check your plots in class.

3. Chapter 1: Why Study Money, Banking, and Financial Markets and Chapter 2: An Overview of the Financial System. 
4. Chapter 3: What Is Money? Also pp. 493-497 from Ch. 19 on the topic of monetary velocity.  
5. Chapter 4; Understanding Interest Rates. Additional reading in Dokeos: “Econ 238 Interest Rates and Growth Rates.” Please bring a hard copy of this to class along with a calculator.
6. Chapter 5: The Behavior of Interest Rates. I will draw heavily from my own chapter: “Loanable Funds Approach to Interest Rate Determination,” located in P:\Economics\Econ 238\Loanable Funds Model.
Exam #1, Friday Feb. 27 (tentative date)
7. Chapter 6: The Risk and Term Structure of Interest Rates. We will include exchange rate risk as an additional influence on interest rates. Mishkin’s Ch. 17 examines the foreign exchange market. We’ll focus in particular on the Interest Parity Condition, pp. 441-2.  

8. Chapter 7: The Stock Market...
9. Chapter 9: Banking and the Management of Financial Institutions. Also: (1991, July/August) Walter, John. R. “Loan loss reserves.” Economic Review, Federal Reserve Bank of Richmond. http://econpapers.repec.org/article/fipfedrer/y_3A1991_3Ai_3Ajul_2Faug_3Ap_3A20-30_3An_3Av.77no.4.htm  Go to external link download for a PDF copy.

Exam #2 Wednesday Apr. 6 (tentative date)
10. Financial and Economic Crises: Mishkin supplemental chapter: “Financial Crises and the Subprime Meltdown.” (2005) Bomfin, A. Understanding Credit Derivatives, pp. 3-5. Both the Mishkin supplemental chapter and the Bomfin selection are on e-reserves at the library. Also, for background on the Federal Reserve’s response to the financial crisis see the Board of Governor’s website: http://www.federalreserve.gov/monetarypolicy/bst.htm  In particular, select “Credit and Liquidity Programs and the Balance Sheet.”
11. Chapter 12: Structure of Central Banks and the Federal Reserve System.

12. Read chapters 13 and 14 together. Both deal with the money supply process. 

13. Chapter 15: Tools of Monetary Policy. Focus on the Federal Funds market. Handouts of alternative FF market models. Also, for an analysis of the impact on monetary policy of the Fed’s decision to pay interest on reserves, read the following article: (2008, September), Keister, T., Martin, A., and McAndrews, J. “Divorcing Money from Monetary Policy.”  Economic Policy Review, Federal Reserve Bank of New York. http://www.newyorkfed.org/research/EPR/08v14n2/0809keis.html Look for the PDF full article link.

14. Chapter 16: Central bank policy goals, strategy, and tactics. We will examine a particular issue within this chapter (p. 415) in some depth as time allows: The Taylor Rule. Read the following article: (1993), Taylor, J. “Discretion versus policy rules in practice.” Carnegie-Rochester Conference series on Public Policy 39, pp. 195-214. North Holland. http://www.stanford.edu/~johntayl/Papers/Discretion.PDF
15. Second guessing the Fed assignment: Computer lab sessions: a) Collect data for Taylor Rule equation from Economagic.com, copy and past into Excel, etc., b) Generate Taylor Rule predictions for the Federal Funds Rate target. Data plots of various goal, target, and indicator measures.
Exam #3 Friday May 1
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