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PART I1 Overview of the FinancialEnvironment2 Chapter 1Role of Financial Markets and InstitutionsOverview of
Financial MarketsMoney versus Capital MarketsPrimary versus Secondary MarketsOrganized versus
Over-the-Counter MarketsSecurities Traded in Financial MarketsMoney Market SecuritiesCapital Market
SecuritiesDerivative SecuritiesValuation of Securities in Financial MarketsMarket Pricing of SecuritiesMarket
EfficiencyFinancial Market RegulationDisclosureOther RegulationsFinancial Market GlobalizationRole of the
Foreign Exchange MarketForeign Exchange RatesRole of Financial Institutions in Financial MarketsRole of
Depository Institutions 11Role of Nondepository financial InstitutionsComparison of Roles among Financial
InstitutionsOverview of Financial Institutions 19Competition between Financial InstitutionsConsolidation of
Financial InstitutionsParticipation in Financial MarketsGlobal Expansion by Financial Institutions30 Chapter
2Determination of Interest RatesLoanable Funds Theory 30Household Demand for Loanable FundsBusiness
Demand for Loanable FundsGovernment Demand for Loanable FundsForeign Demand for Loanable
FundsAggregate Demand for Loanable Fund~Supply of Loanable Funds 34Equilibrium Interest Rate 36Economic
Forces That Affect Interest Ratesimpact of Economic Growth on Interest Ratesimpact of Inflation on Interest Rates
39Impact of the Money Supply on Interest Ratesimpact of the Budget Deficit on Interest Ratesimpact of Foreign
Flows of Funds on Interest RatesSummary of Forces That Affect Interest RatesEvaluation of Interest Rates over
TimeForecasting Interest Rates53 ChapterStructure of Interest RatesCharacteristics of Debt Securities That Cause
Their Yields to VaryCredit (Default) RiskLiquidity Tax StatusTerm to MaturitySpecial ProvisionsExplaining
Actual Yield DifferentialsYield Differentials of Money Market SecuritiesYield Differentials of Capital Market
SecuritiesEstimating the Appropriate YieldA Closer Look at the Term StructurePure Expectations TheoryLiquidity
Premium TheorySegmented Markets TheoryResearch on Term Structure TheoriesIntegrating the Theories of the
Term StructureUses of the Term Structurelmpact of Debt Management on Term Structurelmpact of September 11
on the Term StructureHistorical Review of the Term Structurelnternational Structure of Interest Ratesinteg rative
Problem: Interest Rate Forecasts and Investmentd DecisionsPART 1185 The Fed and Monetary Policy86 Chapter
4Functions of the FedOrganization of the FedFederal Reserve District BanksMember BanksBoard of
GovernorsFederal Open Market Committee (FOMC)Advisory Committeesintegration of Federal Reserve
ComponentsMonetary Policy ToolsOpen Market OperationsAdjusting the Discount RateAdjusting the Reserve
Requirement RatioComparison of Monetary Policy Tooslmpact of Technical Factors on FundsFed Contr01 of the
Money SupplyLimitations of Controlling Money SupplyMonetary Control Act of 1980G10bal Monetary PolicyA
Single Euro Zone Monetary PolicyGlobal Central Bank CoordinationSummaryQuestions and Applications107
ChapterMonetary Theory and PolicyMonetary TheoryPure Keynesian TheoryQuantity Theory and the
Monetarist ApproachTheory of Rational ExpectationsWhichTheoryisCorrect[

Tradeoff Faced bvlJ e FedImpact ofOther Forces on the Trade offEconomic Indicators Monitored by the
FedIndicators of Economic GrowthIndicators of InflationHow the Fed Uses IndicatorsLags in Monetary
PolicyAssessing the Impact of Monetary PolicyForecasting Money Supp~MovementsForecasting the Impact
ofMonetary PolicylIntegrating Monetary and Fiscal PoliciesHistoryMonetizing the DebtMarket Assessment
ofIntegrated PoliciesG1lobal Etiects of Monetary Policylmpact of the Dollarimpact of Global Economic
ConditionsTransmission ofInterest RatesFed Policy during the Asian CrisisSummary 133-  Questions and
Applicationsintegrative Problem] Fed WatchingPART [0 139 Debt Security Markets140 ChapterMoney
MarketsMoney Market SecuritiesTreasury BillsCommercialPaperNegotiable Certificates of DepositRepurchase
AgreementsFederal FundsBanker~Acceptancesinstitutional Use of Money Marketsvaluation of Money Market
SecuritiesExplaining Money Market Price Movementsindicators ofFuture Money Market Security PricesRisk of
Money Market SecuritiesMeasuringRiskInteraction among Money Market YieldsGlobalization of Money
MarketsEurodollar Deposits and EuronotesEuro-Commercial PaperPerformance ofForeign Money Market
SecuritiesSummary 155-Questions and ApplicationsProblems162 ChapterBond MarketsBackground on
BondsBondYieldsTreasury and Federal Agency BondsTreasury Bond AuctionTrading Treasury BondsTreasury
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Bond QuotationsStripped Treasury BondsInflation-Indexed Treasury BondsBrady BondsFederal Agency
BondsMunicipal BondsTradingand QuotationsCorporate BondsPrivate Placements ofCorporate
BondsCharacteristics of Corporate BondsTradingCorporateBondsCorporate Bond QuotationsJunk BondsHow
Corporate Bonds Facilitate Restructuringlnstitutional Use of Bond MarketsGlobalization of Bond
MarketsEurobond MarketTax EgectsSummaryQuestions and Applications182ChapterBond Valuation and
RiskBond Valuation ProcessBondValuationwith aPresentValue Tablelmpact of the Discount Rate on Bond
Valuationlmpact oftheTimingofPayments on Bond ValuationValuation ofBonds with Semiannual PaymentsUse
of Annulty Tables for ValuationRelationships Between Coupon Rate[d Required ReturnJ and Bond
Pricelmplications for Financial InstitutionsExplaining Bond Price MovementsFactors That Affectthe Risk-Free
RatePART [0 G-1 Glossary
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[0 O Forward contracts are contracts typically negotiated with a commercial bank that allow the purchase or sale of
a specified amount of a particular foreign currency at a specified exchange rate on a specified future date. There is a
forward market that facilitates the trading of forward contracts. This market is not in one visible placel] but is
essentially a telecommunicanbns network through which large Commercial banks match participants who wish to
buy a currency forward with other participants who wish to sell a currency forward.[] [0 Many of the commercial
banks that offer foreign exchange on a spot basis also offer forward transactions for the widely trade,d currencies.By
enabling a corporation to lock in the price to be paid for a foreign currencyd forward purchases can hedge the
corporatioffs risk that the currencys value may appreciate over time. St.Louis Insurance Company plans to invest
about$20 million in Mexican stocks two months from now.Because the Mexican stocks are denominated in pesos
[J the amount of stock that can be purchased is dependent on the pesos value at the time of the purchase. If
St.Louis Insurance Company is concerned that the peso will appreciate by the time of the purchase it can buy
pesos forward to lock in the exchange rate..J [J A corporation receiving payments denominated in a particular
foreign currency in the future can lock in the price at which the currency can be sold by selling that currency
forward.
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