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Goals and Objectives


(1)  Define and describe institutions and major players in the money market.


(2) Interpret Treasury bill auction results, Treasury bill quotes and be able to convert discounts into yield equivalents.


(3) Identify the sources of data on money market interest rates and have a basic sense for current levels of money market rates against the evolution of those rates over the last twenty years.

(4) Understand the role and significance of primary dealers.

(5) Describe the functions and characteristics of repurchase (repo) and reverse repurchase agreements.
Important Vocabulary List from Class 

MONEY MARKET

MONEY MARKET INSTRUMENTS

BANKERS DISCOUNT RATE, ASK YIELD 

YIELD OR YIELD EQUIVALENT

PRIMARY DEALER

REPURCHASE AGREEMENT, REVERSE REPURCHASE AGREEMENT

Suggested Wall Street Journal or other Articles

Monday, October 10, 2005

“Lost City: After Pension-Fund Debacle, San Diego is Mired in Probes” (A1) – Great article on how pension funds for state and local governments can become politicized and how defined-benefits allows distractions from actuarial soundness

“Interest-Rate Expectations Rise as Fed Picks Up More Signs of Inflationary Pressure” (A2) – Story discusses the environment within which the FOMC makes decisions, as we will discuss in a few weeks

“Sovereign Bonds of Philippines May Lure Buyers in Near Term (C12) – Good example of emerging market sovereign debt issues as we discuss toward the end of the semester

Tuesday, October 11, 2005

“Hutchison Telecom to Begin Syndicated Loan” (A8) – Short article describes large cross-border loan syndication, something we discuss later 

“S&P Downgrades GM but Leaves Finance Unit’s Rating Unchanged” (C3) – Story concerns credit-risk assessment, something we discussed last week

“China’s Class B Shares Plunge” (C14) – Seemingly identical claims trade at different prices due to inability to arbitrage and differing regulatory treatment, illustrating barriers to efficient pricing

Wednesday, October 12, 2005

“Fed Size Up Katrina’s Thrust On Inflation As It Raised Rates” (A2) – Example of close review of FOMC minutes by monetary-policy analysts

“U.S. Files Charges In North Korean Counterfeit Probe” (A3) – Problems in controlling base money as we discuss in two weeks  

“Bush Tax Panel Targets Mortgages” (B2) – Sacred tax benefit for homeownership may be reduced in future tax law with dramatic implications for mortgage banking and home financing in general

“Auto-Sector Bonds Take a Beating” (C6) – Delphi bankruptcy filing causes increased credit-risk in the auto industry

 Thursday, October 13, 2005

“Era of Low Rates Around the Globe May Soon be Over” (A1) – Interest-rate environment, critical to financial service firms, may be returning to more normal times than the last five years most of you have grown accustomed to

“Fellow Economists Back Bernanke, Kohn to Succeed Fed’s Greenspan” (A2) – Discussion of best characteristics of a Fed chairman by professional economists

Friday, October 14, 2005

“Inflation, Real and Imagined” and “Dow Posts Small Loss on Investor Fears About Inflation, More Rate Increases” (both C1) – Press coverage on the role expected inflation and inflation risk plays in relevant discount rates affecting asset values

“Investors Bail Out of Refco’s Bonds” and “Refco Spotlight Hits Money-Management Firm” (both C3) – Distributed effects on creditors of failed commodity broker illustrate the interconnected nature of credit (and fraud) risks in advanced financial system and how bond investors react to increases in default risk

Monday, October 17, 2005

“U. K. Tightening Cycle Offers Lesson in Difficulties of Raising Rates, Maintaining Growth” (A2) – Good comparison of monetary policy issues and impacts as background to our discussion of U.S. monetary policy

“Bill to Boost U.S. Pension Agency Meets Resistance by Business” (A2) – Continuing problems with politics of under-funded defined-benefit pension plans

“Volume Plummets at Nyme’s London Offshoot” (C3) – Another confrontation of trading platforms, with computers apparently winning this one (and perhaps prevailing in the future?)

“Low-Cost ETFs Seek to Win Attention of Small Business” (C9) – Discussion of advantages of exchange-traded funds (ETFs) relative to traditional mutual funds: ETFs’ growth has been rapid

Tuesday, October 18, 2005

“Greenspan Notes The Ripple Effects of High Oil Prices” (A2) – Trying to distinguish the difference between changes in relative prices and prices levels, as we discuss later this semester

“Germany Poses Puzzle for ECB” (A17) – How regional differences pose problems for central bankers, part of the policy deliberation process we discuss in a few weeks

“NASD Probes Merrill Lunch ‘Call Centers’” (C1) – Good illustration of self-regulation of brokers and issues of servicing small-customer retail markets for big firms

Wednesday, October 19, 2005

“Wholesale Prices Increase by 1.9% On Energy Costs” (A2) – Very large increase in one inflation measure rattles markets because of possible effects on discount rates and monetary policy, as we discuss this semester

“Tax Overhaul Panel Gives Bush Two Choices” (A4) – A major tax bill, along the lines of either of the alternatives discussed in this article, would have a major impact on financial services and markets

Thursday, October 20, 2005

“Lost Appeal: How a Victorious Bush Fumbled Plan to Revamp Social Security” (A1) – Politics and pensions, how defined-benefit plans survive in the face of imminent difficulties

“Deficit Debate Makes for Strange Bedfellows” (A2) – Story discusses two of the most influential Washington D.C. think tanks and their influence on economic policy discussions 

“Fidelity Tests Tool for Very Wealthy” (D2) – Competition to provide asset-management services drives marketing strategy by major mutual fund firm 

Friday, October 21, 2005

“Bankruptcy Lawyers Flying High” (C1) – Credit risk, a focus of our discussion this semester, in influenced by recoveries that are seriously impacted by the legal costs of bankruptcy as discussed in this article

“If Rates Rise, Bond ‘Shorts’ Are Set to Cash In” (C1) – Strategies for speculating on interest rate movements, relevant to our discussion of interest-rate risk 

