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Goals and Objectives

(1) Describe and explain the role of Federal funds, certificates of deposit (CD’s), and discount window borrowing in financing commercial bank funding requirements


(2) Describe and explain the role of commercial paper and bankers’ acceptances in financing corporate short-term financing needs


(3) List and describe the relationships between the major participants in the Eurocurrency markets and explain the role of Eurocurrency deposits in international money markets


(4) Interpret all the entries in the Wall Street Journal “Money Rates” table in terms of true interest costs and explain differences in quotes rates between different borrowers in the money market


(5) Describe the relation of current money-market rates to the history of credit markets in the last several decades.

Important Vocabulary List from Class 

FED FUNDS, OVERNIGHT VERSUS TERM FED FUNDS

DISCOUNT RATE AND DISCOUNT WINDOW

CERTIFICATE OF DEPOSIT (CD), EURODOLLAR DEPOSIT

DIRECTLY PLACED COMMERCIAL PAPER

DEALER PLACED COMMERCIAL PAPER

COMMERCIAL PAPER ISSUING FACILITY

AGENCY PAPER, BANKERS’ ACCEPTANCE

LETTER OF CREDIT, CORRESPONDENT BANK, TRADE FINANCING

OPEN-MARKET PAPER

Suggested Wall Street Journal or other Articles

Monday, October 24, 2005

“A Big Insurer Bets on Hot Trend: Shopping Around for Health Care” (A1) – Health insurance, now dominated by government and employers, develops as a financial service with deposits, information, and processing

“Hurricane Squeeze State Insurers of Last Resort” (A1) – Another example of government involvement in insurance resulting in departures from actuarially sound pricing

“Specter of Inflation Haunts Dow” (C1) – Market is focused on inflation, as well discussed with respect to impact on discount rates and values in discussing interest-rate determination

Tuesday, October 25, 2005

“Bernanke Is Named to Lead the Fed,” “Nominee May Favor Explicit Embrace of ‘Inflation Target’” (both A1), “Fed Pick Comes at Crucial Time” (A17,  “Why Bush Picked Bernanke” by Fred Barnes (A20) and “The Honeymoon Begins” (C1) – Importance of Federal Reserve chairman and the nature of his role in economic policy is described in major coverage that deals mainly with the nature of Greenspan’s successor

“Orange Juice Futures Increase Amid Worries of Storm Damage” (C6) – Easy-to-understand relationship between fundamentals and futures prices, as we discussed this week in class

Wednesday, October 26, 2005

“Big Challenges Await Bernanke In Managing Fed, the Economy” (A2) and “Ben Bernanke Is the Right Person at the Right Time” by Art Laffer” ( A18) – Great background reading on role and influence of Federal Reserve Board chairman for our discussion on Fed policy in a week

Thursday, October 27, 2005

“House Passes Bill to Tighten Oversight of Fannie, Freddie” (A2) – Efforts to rein in GSEs is political challenge given interest groups’ stake in their activities

“Bernanke Is Likely Anchor of Common Sense” (A2) – Further discussion of characteristics of nominated Fed chairman

Friday, October 28, 2005

“Questions for Ben Bernanke” by N. Gregory Mankiw (who wrote a text many of you used for macroeconomics)  -- Further discussion of policy initiatives appropraate for new Fed chief

“Bricks and Mortar Loom Larger for Citigroup” (C1) – Branching strategy, and important strategic choice, as we discuss in the Schwab case later this semester

“Auto Bonds Continue to Struggle” (C4) – Good example of how credit events (downgrades) affect costs of capital

