ECO 301


Money and Banking



Spring 2005
Taggert J. Brooks, Ph.D.

Department of Economics

Office: 403 O Carl Wimberly Hall

Phone: (608) 785-5295

Fax: (608) 785-8549

Office Hours: T, R 11:00am-1:00pm or by Appointment or Drop in
E-mail: brooks.tagg@uwlax.edu
Homepage: http://www.uwlax.edu/faculty/brooks
Section 1: 9:25 – 10:50 T, R 114 C. Wimberly Hall
Required Text:
Mishkin, F. S. (2007). The Economics of Money, Banking, and Financial Markets (8th ed.). Boston: Pearson Addison Wesley.

Student resources, including online practice quizzes are available here: http://wps.aw.com/aw_mishkin_econmbfm_8/0,11786,3072002-,00.html
On a daily basis you should be consulting professional, business oriented news such as The Wall Street Journal, The Economist, or even an online business news service or aggregator like Yahoo! Or Google news.
Various internet sources (links will be provided in my weblog or they will be e-mailed to you)
About the Course:
An introduction to money, monetary policy, and banking, and their roles in the modern market economy. Attention is devoted to the current institutional structure in the U.S. and differing views on the relationship between money and the level of economic activity.

prerequisites: ECO 110, ECO 120

Goals

The goal of this class is to help you become a savvy consumer of the financial news. In an attempt to meet these objectives we will try and strike a balance in class between economic theory, empirical evidence, and real world applications.
CBA undergrad curriculum goals

http://perth.uwlax.edu/ba/undergrad/uccgoals.html
Goals for an Econ major

1. Access existing knowledge

2. Display command of existing knowledge

3. Interpret existing knowledge

4. Interpret and manipulate economic data

5. Apply existing knowledge

6. Create new knowledge

Adapted from Hansen (2001) and Bloom’s Taxonomy.  Think of this as a ladder you are climbing, by the time you graduate you should be on the fifth rung, reaching for number six.

This is an upper level economics course as such my expectations are you that you will begin your search for a deeper level of understanding.  

http://perth.uwlax.edu/ba/undergrad/uccgoals.html
Class Outline:
I. Introductions to Financial Markets:  Money and Interest Rates

Why Study Money Banking and Financial markets? 

Required Reading: Mishkin Chapter 1

Recommended Reading:  Friedman, M. (2005). A Natural Experiment in Monetary Policy Covering Three Episodes of Growth and Decline in the Economy and the Stock Market. Journal of Economic Perspectives, 19(4), 145-150.
Overview of the Financial System and Structure 

Required Reading: Mishkin Chapter 2 (Parts)
Required Reading: Mishkin Chapter 8 (Parts)
Recommended Reading:  The Nobel Laureates of 2001. http://www.nobel.se/economics/laureates/2001/index.html
Recommended Reading:  http://www.marginalrevolution.com/marginalrevolution/2006/01/adverse_selecti.html
Experiment: Market for Lemons?
What is Money? 

Required Reading: Mishkin Chapter 3

Required Reading: Radford, R. A. (1945). The Economic Organisation of a P.O.W. Camp. Economica. http://www.uwlax.edu/faculty/brooks/eco120/pow camp.htm
Required Reading: Varian, H. R. (2004, January 15th). Why is That Dollar Bill in Your Pocket Worth Anything? The New York Times. http://www.sims.berkeley.edu/~hal/people/hal/NYTimes/2004-01-15.html
Recommended Reading: Friedman, Milton. 1992. Money mischief : episodes in monetary history. New York: Harcourt Brace Jovanovich. Chapter 1: Island of Stone Money
Recommended Reading : Weatherford, J. M. (1997). The History of Money : From Sandstone to Cyberspace. New York: Crown Publishers.

Recommended Reading: Goodwin, J. (2003). Greenback : How the Dollar Changed the World. New York: Henry Holt. An interview with the author:
Multimedia: http://news.mpr.org/play/audio.php?media=/midmorning/2003/01/31_midmorn2

Experiment: Medium of Exchange
Multimedia: 
Understanding Interest Rates 

Required Reading: Mishkin Chapter 4

Recommended Reading:  Kish-Goodling, D. M. (1998). Using The Merchant of Venice in Teaching Monetary Economics. Journal of Economic Education, 29(4), 330-339.


http://www.shakespeare-literature.com/The_Merchant_of_Venice/0.html Act 1 Scene 3
The Behavior of Interest Rates 

Required Reading: Mishkin Chapter 5

Recommended Reading: Fields, T. W., & Hart, W. R. (2003). What We Should (Not) Teach Students About Interest Rate Determination. Journal of Economics and Finance Education, 2(2), 6-15.
The Risk and Term Structure of Interest Rates 

Required Reading: Mishkin Chapter 6

Recommended Reading: Estrella, Arturo and Frederic Mishkin, The Yield Curve as a Predictor of U.S. Recessions, http://www.newyorkfed.org/rmaghome/curr_iss/ci2-7.pdf
The Stock Market, the Theory of Rational Expectations and the Efficient Markets Hypothesis


Required Reading: Mishkin Chapter 7

Required Reading: Malkiel, B. G. (2003). The Efficient Market Hypothesis and Its Critics. Journal of Economic Perspectives, 17(1), 59-82.


Recommended Reading: Behavioral Finance
Active Learning Experiment: Trading in a Pit??
MIDTERM #1 In Class: Thursday February 22th 
II. Central Banking and the Conduct of Monetary Policy

The Structure of Central Banks and the Federal Reserve System 

Required Reading: Mishkin Chapter 12
Required Reading: Meyer, Laurence, “Come with Me to the FOMC”, Gillis Lecture, Willamette University, April 2, 1998. http://www.federalreserve.gov/boarddocs/speeches/1998/199804022.htm
Recommended Reading:  Greider, William. 1987. Secrets of the Temple : How the Federal Reserve runs the Country. New York: Simon and Schuster.
Multiple Deposit Creation and the Money Supply Process
Required Reading: Mishkin Chapter 13
The Wizard of OZ as a monetary allegory:
Recommended Reading: Rockoff, H. "'The Wizard of Oz' as a Monetary Allegory," Journal of Political Economy 98 (August 1990), pp. 739-60.

Recommended Reading: Hansen, B. A. (2002). The Fable of the Allegory: The Wizard of Oz in Economics. Journal of Economic Education, 33(3), 254-264.
Active Learning Experiment: Money Creation (through deposit expansion)
Multimedia:Movie: It’s a wonderful Life Scene at 52 minutes

Multimedia: Wizard of OZ
**Determinants of the Money supply 

Recommended Reading: Mishkin Chapter 14
The Tools of Monetary Policy 

Required Reading: Mishkin Chapter 15
Recommended Reading:
Experiment: Fed Funds 

What Should Central Banks Do? Monetary Policy Goals, Strategy, and Tactics 

Required Reading: Mishkin Chapter 16

Recommended Reading: Bernanke, B. S., & et al. (1999). Inflation Targeting: Lessons from the International Experience. Princeton: Princeton University Press.

http://research.stlouisfed.org/publications/mt/20040401/cover.pdf
**The Foreign Exchange Market
Required Reading: Mishkin Chapter 17
Purchasing Power Parity and the Big Mac

Recommended Reading: http://www.economist.com/displayStory.cfm?Story_ID=581914&CFID=568517&CFTOKEN=96193345
http://pacific.commerce.ubc.ca/xr/PPP.html
Experiment: Exchange rate demo
**The International Financial System

Required Reading: Mishkin Chapter 18
Recommended Reading: http://www.dollarization.org/
MIDTERM #2 In Class: Thursday April 5th 

III. Monetary Theory:  Towards developing a model of the economy

**The Demand for Money

Recommended Reading: Mishkin Chapter 19
The Keynesian Framework and the IS/LM Model 

Required Reading: Mishkin Chapter 20
Recommended Reading:
Monetary and Fiscal Policy in the IS/LM Model 

Required Reading: Mishkin Chapter 21
Recommended Reading: Romer, David, Keynesian Macroeconomics without the LM Curve, Journal of Economic Perspectives, Vol. 14, No. 2, Spring 2000

Aggregate Demand and Supply Analysis 

Required Reading: Mishkin Chapter 22
Recommended Reading: 
The Transmission Mechanisms of Monetary Policy 

Required Reading: Mishkin Chapter 23
Required Reading: Mishkin, F. S. (1995). Symposium on the Monetary Transmission Mechanism. Journal of Economic Perspectives, 9(4), 3-10.
Recommended Reading: http://www.ecb.int/mopo/intro/html/transmission.en.html 
Money and Inflation 

Required Reading: Mishkin Chapter 24
Required Reading: Freidman’s Chapter 8

Recommended Reading:
Rational Expectations: Implications for Policy
Required Reading: Mishkin Chapter 25
Recommended Reading:

** We will cover this material time permitting.

FINAL EXAM Monday MAY 7h 10:00-12:00 114 CWH 
Additional Recommended Readings:

Bernanke, B. S., & et al. (1999). Inflation Targeting: Lessons from the International Experience. Princeton: Princeton University Press.

De Long, J. B. (1999). Introduction to the Symposium on Business Cycles. Journal of Economic Perspectives, 13(2), 19-22.

Friedman, M. (1992). Money Mischief : Episodes in Monetary History (1st ed.). New York: Harcourt Brace Jovanovich.

Goodwin, J. (2003). Greenback : How the Dollar Changed the World. New York: Henry Holt.

Greider, W. (1987). Secrets of the Temple : How the Federal Reserve runs the Country. New York: Simon and Schuster.

Hansen, B. A. (2002). The Fable of the Allegory: The Wizard of Oz in Economics. Journal of Economic Education, 33(3), 254-264.

Harford, T. (2006). The Undercover Economist: Exposing Why the Rich are Rich, the Poor are Poor--and Why You Can Never Buy a Decent Used Car! Oxford ; New York: Oxford University Press.

Kish-Goodling, D. M. (1998). Using The Merchant of Venice in Teaching Monetary Economics. Journal of Economic Education, 29(4), 330-339.

Malkiel, B. G. (2003). The Efficient Market Hypothesis and Its Critics. Journal of Economic Perspectives, 17(1), 59-82.

Mayer, M. (2001). The Fed : The Inside Story of How the World's Most Powerful Financial Institution Drives the Market. New York: Free Press.

Meyer, L. H. (2004). A Term at the Fed: An Insider's View (1st ed.). New York: HarperCollins Publishers.

Mishkin, F. S. (2001). The Economics of Money, Banking, and Financial Markets (6th ed.). Boston: Addison Wesley.

Radford, R. A. (1945). The Economic Organisation of a P.O.W. Camp. Economica.

Rockoff, H. (1990). The "Wizard of Oz" as a Monetary Allegory. Journal of Political Economy, 98(4), 739-760.

Romer, C. D. (1999). Changes in Business Cycles: Evidence and Explanations. Journal of Economic Perspectives, 13(2), 23-44.

Romer, D. (1999). Short-run Fluctuations.Unpublished manuscript, Berkley.

Romer, D. (2000). Keynesian Macroeconomics without the LM Curve. Journal of Economic Perspectives, 14(2), 149-169.

Shiller, R. J. (2001). Irrational Exuberance (1st Broadway Books trade pbk. ed.). New York: Broadway Books.

Weatherford, J. M. (1997). The History of Money : From Sandstone to Cyberspace. New York: Crown Publishers.

Woodward, B. (2000). Maestro : Greenspan's Fed and the American Boom. New York: Simon & Schuster.

Zarnowitz, V. (1999). Theory and History behind Business Cycles: Are the 1990s the Onset of a Golden Age? Journal of Economic Perspectives, 13(2), 69-90.
Communication:

I expect every student to make full use of the internet and its many wonders.  Every student has an e-mail address available to them through campus, it is simply your lastname.firs@students.uwlax.edu, as such I expect you to check it frequently.  I will use it to point you in the direction of interesting article, or to keep you up to date on class deadlines.  I will also use it to answer questions that you may have.

Course Requirements and Grading (a.k.a. How I will assess your progress towards the above goals)

There will be 2 midterms and 1 final exam, each equally weighted.  I will also give 6 surprise quizzes throughout the semester.  While sometimes you may have a warning of when the quiz will be given I reserve the right to completely surprise you.  This will place a premium on class attendance and staying up on the material.  You will be allowed to drop the lowest score of the 6.  The remaining 5, each being worth 40 points will be added to your semester total.  The quizzes will be a mix of multiple choice or short answer essay and should be fairly representative of exam questions you are likely to face, if not marginally easier.  The material on these quizzes will come from the required readings and the material covered in class so there is also a premium placed on following the syllabus.  Check back often as I’m likely to update it frequently through the semester. 

The point break down is as follows.

Midterm #1 

200

25%

Midterm #2

200

25%

Final Exam

200

25%

Quizzes (6 best of 5*40)
200

25%

Total


800

100%
At my discretion there may be limited opportunity for extra credit.  Most likely it will involve attending an Economics department seminar.  Check for seminars here: http://perth.uwlax.edu/ba/eco/seminars/seminar_schedule.htm
Online Assignments:  After you have finished reading the appropriate chapters, and we’ve finished covering them in class, you should take the online quiz offered through the website.

http://wps.aw.com/aw_mishkin_econmbfm_8/0,11786,3072002-,00.html
Click on Multiple choice quiz, after answering the questions, click on the submit button.  Then email me (brooks.tagg@uwlax.edu) an html copy of the results.   It will not be graded, so there is no reason to cheat.  I will use it to help me decide on which types of questions to include on the exams, and to provide feedback on the topics that need clarification.  You will benefit from the practice it gives you since many of these questions are similar to those which will appear on the exam or on quizzes.

Workload:

The semester is 15 weeks long and hectic the entire time.  Many, if not most of you have commitments other than this class.  I realize it, and so do most of your other instructors, it wasn’t that long ago that we were in your shoes – although in most cases the shoes looked a little different.  I recognize that, and have made every effort to smooth out the work that I assign you.  It is up to you to manage your time, be careful and make the right decisions.  Regardless of how you decide to use your time, realize that it is your choice to be in this class, so come to class prepared.  Additionally I am willing and available to help outside of class, but please don't use my office hours as an alternative to lecture.

Group work

The will probably be very little graded group work this semester, but I will try to give you plenty of non-graded opportunities.  Group work is often a mixed bag, providing both impediments to learning and opportunities that could not be created elsewhere.  It is certainly challenging, but little else will prepare you for what you’ll face in the “real” world.  We probably won’t spend too much time working on improving your group skills, but we will do in class exercises in groups.  I suggest you take full advantage of these opportunities to improve your skills. 
The Fine Print:

CBA Mission Statement

The College of Business Administration provides an educational experience that fosters the professional, academic and personal development of its students, staff and faculty.  Our learning environment centers on a commitment to quality teaching and learning, substantial student-faculty interaction, and global engagement.  Faculty, administration and students will engage in scholarly activity, provide service to the university and broader community, and exhibit high integrity and ethics in the conduct of our own work and in our curriculum.

A note from Disability Resource Services

Any student with a documented disability (e.g., physical, learning, psychiatric, vision, or hearing, etc.) who needs to arrange reasonable accommodations must contact the instructor and the Disability Resource Services office (165 Murphy Library) at the beginning of the semester. Students who are currently using the Disability Resource Services office will have a copy of a contract that verifies they are qualified students with disabilities who have documentation on file in the Disability Resource Services office.
UWS 14.01 STATEMENT OF PRINCIPLES: The Board of Regents, administrators, faculty, academic staff, and students of the University of Wisconsin system believe that academic honesty and integrity are fundamental to the mission of higher education and of the University of Wisconsin System. The University has a responsibility to promote academic honesty and integrity and to develop procedures to deal effectively with instances of academic dishonesty. Students are responsible for the honest completion and representation of their work, for the appropriate citation of sources, and for respect of others' academic endeavors. Students who violate these standards must be confronted and must accept the consequences of their actions. 

http://www.uwlax.edu/StudentLife/uws14.html
“UWS 14.03 ACADEMIC MISCONDUCT SUBJECT TO DISCIPLINARY ACTION.
(1) Academic misconduct is an act in which a student: 

(a) Seeks to claim credit for the work or efforts of another without authorization or citation; 
(b) Uses unauthorized materials or fabricated data in any academic exercise; 
(c) Forges or falsifies academic documents or records; 
(d) Intentionally impedes or damages the academic work of others; 
(e) Engages in conduct aimed at making false representation of a student's academic performance; or 
(f) Assists other students in any of these acts. 

