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Frederic S. Mishkin (2015),
The Economics of Money, Banking and Financial Markets,
11th Edition, Pearson

MISHKIN

The Economics of Money, Banking,
and Financial Markets

ELEVENTH EDITION

https://www.amazon.com/Economics-Banking-Financial-Markets-Pearson/dp/0133836797




Mike Thornton (2016),

History of Money: Financial History:

From Barter to Bitcoin - An Overview of Our Economic History, Monetary
System & Currency Crisis, CreateSpace Independent Publishing Platform
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Financial History:

From Barter to “Bitcoin” An Overview of Our:
Economic !J 0 Monetary System, & Currency Crisis

MIKE THORNTON

Source: https://www.amazon.com/History-Money-Financial-Overview-Economic/dp/154107582X




Money and Financial History

Why is a printed piece of paper worth anything?

How can a coin be worth more or even less than
the number stamped on it?

Why is digital money real money?

How can money be worth more or less than it
was yesterday?
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Money
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Coin

10N

Gold Bull
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Gold Bullion Coin

Source: http://www.wpclipart.com/money/coins/American_buffalo_gold_bullion_coin_back.jpg.htmi
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Coin US Penny
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Gold Bricks




Financial
Services




Financial Services

Credit Card
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Financial Services




Treasure
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Safe

Source: http://www.wpclipart.com/money/safe/steel_safe.png.html
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Currency Exchange







Financial Services

Source: http://www.crackitt.com/7-reasons-why-your-fintech-startup-needs-visual-marketing/



Financial Revolution with Fintech

A financial services revolution

Consumer Trends
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1. Simplification 2. Transparency 3. Analytics 4. Reduced Friction
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The Economics of
Money,
Banking and
Financial Markets



Frederic S. Mishkin (2015),

The Economics of Money, Banking and Financial Markets,

11th Edition, Pearson

MISHKIN

The Economics of Money, Banking,
and Financial Markets

ELEVENTH EDITION

https://www.amazon.com/Economics-Banking-Financial-Markets-Pearson/dp/0133836797
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Economics of Money,
Banking and Financial Markets

Money, Banking, and Financial System
Financial Markets
Financial Institutions

Central Banking and the Conduct of
Monetary Policy

International Finance and Monetary Policy

. Monetary Theory
. Financial Services Industry
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INTRODUCTION

1. Why Study Money, Banking, and Financial
Markets?

2. An Overview of the Financial System
3. What Is Money?
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FINANCIAL MARKETS

4. Understanding Interest Rates
5. The Behavior of Interest Rates
6. The Risk and Term Structure of Interest Rates

7. The Stock Market, the Theory of Rational

Expectations, and the Efficient Market
Hypothesis
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FINANCIAL INSTITUTIONS

8. An Economic Analysis of Financial Structure

9. Banking and the Management of Financial
Institutions

10. Economic Analysis of Financial Regulation

11. Banking Industry: Structure and Competition
12. Financial Crises
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CENTRAL BANKING AND THE
CONDUCT OF MONETARY POLICY

13. Central Banks and the Federal Reserve
System

14. The Money Supply Process
15. The Tools of Monetary Policy

16. The Conduct of Monetary Policy: Strategy
and Tactics

36



MONETARY THEORY

19. Quantity Theory, Inflation, and the Demand for
Money

20. The IS Curve

21. The Monetary Policy and Aggregate Demand
Curves

22. Aggregate Demand and Supply Analysis

23. Monetary Policy Theory

24. The Role of Expectations in Monetary Policy
25. Transmission Mechanisms of Monetary Policy
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Financial Services Industry

26. Financial Crises in Emerging Market Economies
27. The ISLM Model

28. Nonbank Finance

29. Financial Derivatives

30. Conflicts of Interest in the Financial Services
Industry

38



Why Study
Money,
Banking, and
Financial

Markets?




Why Study Money, Banking, and
Financial Markets?

e To examine how financial markets
such as bond, stock and foreign exchange
markets work

* To examine how financial institutions
such as banks and insurance companies
work

* To examine the role of money in the
economy
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Financial Markets

* Markets in which funds are
transferred from people who have an
excess of available funds to people
who have a shortage of funds

—Bond market

—Stock market
—Foreign exchange market



Financial Institutions

* Financial Intermediaries: institutions that
borrow funds from people who have saved
and make loans to other people:

—Banks: accept deposits and make loans

— Other Financial Institutions: insurance
companies, finance companies, pension
funds, mutual funds and investment banks

* Financial Innovation: the advent of the
information age and e-finance
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Money and Business Cycles

* Money plays an important role in generating
business cycles

* Recessions (unemployment) and expansions
affect all of us

* Monetary Theory ties changes in the money
supply to changes in aggregate economic
activity and the price level
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Overview of the Financial System

/ Funds
[

Lender-Savers
1. Households
2. Business firms
3. Government
4. Foreigners

Funds

Indirect Finance

Financial

Intermediaries

< spun4

Financial

Markets

Funds \
~N

Funds

Direct Finance

A4

Borrower-Senders
1. Business firms
2. Government
3. Households
4. Foreigners
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Money




47



Meaning of Money

Money (=money supply) any vehicle used as a
means of exchange to pay for goods, services
or debts.

In today’s society, any asset that can quickly
be transferred into cash is considered money.

The more liquid an asset is, the closer it is to
money.

In economics, money does not mean wealth
nor does it mean income.
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Functions of Money

* Medium of Exchange
 Unit of Account
e Store of Value



Medium of Exchange

By eliminating barter, this function of money
increases efficiency in a society.

As human societies started to engage in
exchange money had to be invented.

Any technological change that
reduces transaction costs
increases the wealth of the society.

Any technological change that allows people
to specialize also increases wealth.
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Unit of Account

 We use money to measure the value of goods and
services.

e Suppose we had 4 goods and no money. How do we
measure the price of each good?

— Ainterms of B
— B in terms of C N!/2(N-2)!
—Cintermsof D
— Ainterms of C
—Aintermsof D
—Binterms of D

 Money allows to quote prices in terms of currency only.
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Store of Value

All assets are stored value.

Money, although without any return, is still desirable to
hold because it allows purchases immediately.

Other assets take time (transaction costs) to use as a
payment for purchases.

The more liguid an asset is, the less transaction cost it
carries.

Inflation erodes the value of money.
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Store of Value

All assets are stored value.

Money, although without any return, is still desirable to
hold because it allows purchases immediately.

Other assets take time (transaction costs) to use as a
payment for purchases.

The more liguid an asset is, the less transaction cost it
carries.

Inflation erodes the value of money.
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Evolution of the Payments System

e Commodity Money:

—valuable, easily standardized and
divisible commodities
(e.g. precious metals, cigarettes).
* Fiat Money:

—paper money decreed by governments
as legal tender.
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Electronic Money

Debit Cards

— Instant transfer from your checking account to
merchant’s checking account.

Stored Value Card
— Gift cards.

Electronic Cash

— Account set up on a person’s PC from her bank
whereby she can buy products over the Internet.

Electronic Checks

— Checks written on PC and sent through the Internet.
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Benefits of Paper Checks

Cheaper than telecommunications network.
Provide receipts.

Allow float.

May be more secure; avoid hacker problems.
Do not leave a wealth of information trail.
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Measuring Money

M1:
— Currency, demand deposits, travelers checks.

M2:

— M1, saving deposits, small time deposits, retail MMMF.

M3:

— M2, large time deposits, repos, Eurodollar deposits,
institutional MMMF.

MZM:

— M2, institutional MMMF minus small time deposits.

Growth rates of these aggregates do not always go hand in hand,
making monetary policy difficult since signals are conflicting.
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The IS Curve



The IS

(Investment/Saving)

Curve



The IS (Investment/Saving) Curve

Interest rate, /

—

IS

Y
Output (Income), Y
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Price (p)

P*

Q*
Quantity (q)
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The ISLM Model



Goods and Financial Markets:

The ISLM Model

(Investment Saving —
Liquidity Preference Money

Supply)
model



Interest rate, /

-~

The ISLM Model
(Investment Saving —

Liquidity Preference Money Supply) model

LM

IS

Y
Output (Income), Y
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Fintech: Unbunding the Bank

Unbundling of a Bank
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Fintech: Unbunding the Bank
Wealth Management: Wealthfront

Unbundling of a Bank
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European Banking:
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That Are Unbundling
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BNP



Unbundling of a European Bank
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Unbundling of a European Bank
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