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Required Texts

Frederic Mishkin. The Economics of Money, Banking and Financial Markets, 8th edition (Addison Wesley,
2007).

Overview

The economic activity which takes place in modern economies is associated with an almost incomprehensible
volume of transactions. For example, approximately $14 trillion worth of goods and services were purchased
by households and firms in 2007. In almost any market in which these transactions take place, buyers and
sellers tap into a pool of liquidity. The most obvious source of liquidity is cash, which is almost always
supplied by a monopolist (the central bank). Other forms of money, or liquidity, are supplied by a group of
financial intermediaries in competition with one another.

In this course, we will explore monetary economics from a theoretical and policy perspective. We will
consider the social return to money, the private and public institutions which supply money, the goals and
objectives of central banks and how those objectives are achieved through manipulation of the money supply,
and international dimensions of monetary economics. By the end of this course you will be able to use your
understanding of monetary economics to assess contemporary events.



Formal Requirements

Problem Sets

The problem sets are a critical component of this course. They enable you to practice the skills
and techniques we will be employing throughout the course (both in class and on exams). You
may work together on problem sets but you must hand in your own copy of your solutions.
Problem set solutions will be posted to my web page. You should compare your own answers
to the questions against these solutions in order to develop further understanding of the course
material.

Problem sets are due on the dates listed below. To grade problem sets, I will randomly choose
one of the problems assigned and the same problem will be graded for everyone in the class. I
will disregard the lowest grade you receive on a problem set when calculating your final grade.

Problem sets will be distributed via email and my web page.

Class Participation

During our time together in class, I highly encourage questions regarding the course material. In
addition, I will often pose questions regarding the course material to the class at large. Please
attempt to answer these questions to the best of you ability since simply attempting to answer
will benefit you in the form of class participation points.

Examinations

There are two examinations given in the course. The date of the mid-term is listed below.
Examinations will primarily consist of multi-part, long-answer questions and will heavily draw
upon the theories developed in the textbook and in class. I do not employ multiple choice
questions on the exams.

Summary of formal requirements and grading

Assignment Worth
Problem Sets 25%
Class Participation 5%
Mid-term 30%
Final Examination 40%

Late and Missing Assignments

Late assignments must be handed in within a week of the due date. You will receive reduced credit for a
late assignment depending upon the reason for its tardiness.



Studying Guidelines

The following are a minimum set of guidelines you should follow in order to learn as much as possible in this
course. The order of these suggestions indicates the relative importance of these suggestions:

1. Complete all assigned readings before we cover the material in class. We will cover a diverse
set of topics in this course at a fairly steady pace. By reviewing the course material in advance,
our in-class discussions will more significantly supplement your understanding of the course material.
Periodically, we will conduct in-class exercises in order to assess your understanding of the assigned
readings.

2. Take notes in class. While it may seem like concepts are coming across clearly in class, it can often
be difficult to remember the details of our discussions without an accurate set of notes. Should you
miss a class (either physically or mentally), be sure to obtain high-quality notes from a classmate.

3. Work on problem sets on your own first. You may collaborate on problem sets, but you may
not collaborate on problems during exams. Therefore, it is in your best interest to grow accustomed
to solving problems on your own. Moreover, problem sets are one of the best ways to prepare for an
exam.

4. Come to office hours and review sessions with questions. If we are reviewing material together
(in a group or individually) I can only provide you with tailored assistance if you have looked at the
information in advance and generated a notion of where the material is most challenging. If I simply
repeat class material verbatim during these sessions, our efforts will be fairly unproductive.

Policy on Examinations

Calculators may only be used on examinations in order to add, subtract, multiply and divide. Calculators
may not be used in text mode during the course of an examination. If calculators are employed outside of
these boundaries, I will need to notify the Brigade Honor Staff. If you have any questions regarding use of
calculators on exams, please contact me.

Schedule

Week 1: Introduction to Money 1/7-1/9

Definition and Functions of Money, Early Money Demand Theories

Readings: Mishkin, Ch. 3

Week 2: Money Demand and Goods Markets 1/12-1/16

Transactions and Precautionary Motives, Demand for Goods

Readings: Mishkin, Ch. 19

Week 3: The Money Market 1/20-1/23

Interest rates and money demand, money supply

Readings: Mishkin, finish Ch. 19

Problem Set 1: due at the beginning of class, 1/22



Week 4: Controlling the Money Supply 1/26-1/30

Reserves, The Money Multiplier

Readings: Mishkin, Ch. 14

Week 5: Monetary Movements: Stylized Facts and Tools 2/2-2/6

Historical Money Trends, Central Bank Instruments

Readings: Mishkin, finish Ch. 14, Ch. 15

Week 6: Central Bank Objectives 2/9-2/13

Inflation, Growth, and Financial Soundness

Readings: Mishkin, Ch. 16

Problem Set 2: 2/10

Week 7: Monetary Policy and Macroeconomic Equilibrium 2/17-2/20

Interest Rates and Output, Fiscal Policy Interactions

Readings: Mishkin, Ch. 21

Week 8: Policy Tradeoffs 2/23-2/27

Poole Tradeoff, Prices and Inflation, Long-Run Equilibrium

Readings: Mishkin, finish Ch. 16

Mid-term
examination: 2/24

Week 9: Theories of Financial Transactions 3/2-3/6

Transaction Costs, Asymmetric Information, Adverse Selection

Readings: Mishkin, Chapter 8

Week 10: Introduction to Financial Intermediaries and Markets 3/9-3/13

Financial Instruments, Money and Monetary Policy, Financial Markets.

Readings: Mishkin, Chapters 1 and 2



Week 11: Banking 3/23-3/27

Balance Sheet, Management: Liquidity and Risk

Readings: Mishkin, Chapter 9

Week 12: Intermediaries: Structure and Regulation 3/30-4/3

Innovations, Regulatory Change, Regulatory Rationale

Readings: Mishkin, Chapter 10

Problem Set 3: due 3/31

Week 13: Monetary Transmission Mechanism 4/6-4/10

Innovations, Regulatory Change, Regulatory Rationale

Readings: Mishkin, Chapter 11

Week 14: International Monetary Considerations 4/13-4/17

Purchasing Power Parity, Uncovered Interest Parity

Readings: Mishkin, Chapter 17

Week 15: Central Banks in International Perspective 4/20-4/28

Foreign Exchange Intervention, Trade, Exchange Rate Regimes

Readings: Mishkin, Chapter 18

Problem Set 4: due at the beginning of class, 4/21


