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Goals and Objectives


(1) Describe the roles and goals of central banks in national and international economies and relate these roles to practical issues and criticisms of monetary policy implementation and the notion of optimal currency areas


(2) Define and evaluate the relationship between targets of monetary policy and factors directly influenced by central banks and standard measures of money, relating this discussion to both composition of base money and components of the money multiplier


(3) Describe and critique the implementation of monetary policy in the United States, and describe and evaluate recent performance of the Fed


(4) Describe the impact of monetary policy in the United States and around the world and list the current issues associated with the role of central banks in the international economy


(5) Describe the evolution of the European Monetary System and its implications for global currency arrangements.

Important Vocabulary List from Class 

OPTIMAL CURRENCY AREA

MONETARY BASE, MONEY MULTIPLIER

RESERVE REQUIREMENTS, LAGGED VERSUS CO-TEMPORANEOUS RESERVES

M1, M2, M3

FEDERAL OPEN MARKET COMMITTEE (FOMC)

FOMC DIRECTIVE, STATEMENT, MINUTES

FEDERAL RESERVE BALANCE SHEET

BASE GROWTH RULE, PRICE RULE

CENTRAL BANK TRANSPARENCY

FED WATCHING

EUROPEAN CENTRAL BANK, EURO

Suggested Wall Street Journal or other Articles

Monday, October 31, 2005

“Is Bernanke an Inflation Dove? Yes, but They Aren’t What They Used to Be” (A2) – A good review of views of inflation in the last few decades and possible insights into what presumptive Fed chairman will do, relevant to our analysis of Fed policy-making next week

“Snow Says Treasury Has Laid Groundwork for a Tax-Reform Effort” (A6) – Tax reform that could have enormous implications for financial markets and financial service firms could be submitted sooner than expected; story outlines major changes that may be proposed

Tuesday, November 1, 2005

“Homeowner Tax Break: Time to Remodel?” (A4) and “A Golden Opportunity” by Edward P. Lazear and James M. Poterba, both members of the President’s Advisory Panel on Federal Tax Reform  (A18) – Discussion of a major change in U.S. taxation with many implications for savings, investment and financial institution services

Wednesday, November 2, 2005

“Fed Raises Rates, Signals Additional Increases to Come” (A3) – Announcement concerning Fed policy, a topic we discuss this week

“FDIC Chairman Is Named Overseer Of Gulf Recovery” (A11) – Little-known bank regulator gets a spot in the news, article describes his background and job at FDIC

“Inflation Bond Gets Big Rate Increase” (D1) – Government borrowing, discussed next week, becomes more attractive relative to private investments like deposits

“Tax Overhaul Proposal Gets Lukewarm Welcome” (D3) – Potentially a major change in the financial environment, proposed tax changes are described in some detail but dismissed as unlikely

Thursday, November 3, 2005

“Huge Flood of Capital to Invest Spurs World-Wide Risk Taking” (A1) and “Taking the Measure of the World’s Cash Hoard” (A4) – Huge accumulations of savings drive the global demand for asset management services

“House Leaders Risk a Backlash By Moderates Against Tax Cuts” (A2) – Politics and tax cuts, a good example of risk facing financial service firms and their tax-sensitive products

“Treasury Sets the data For 30-Year Bond Sale” (C4) – Example of U.S. government tender offer and reintroduction of the 30-year bond, offering the longest duration default-risk free security

Friday, November 4, 2005

“Stocks Stir, but So Do Treasury Bond Yields” (C1) – Discount rates for all future cash flows discussed in context of share prices and Treasury yields

“LSE Tries to Resolve Bid Talks” (C12) – Good review articles talking about efforts to restructure European exchanges in article dealing with effort for private buyer to take London Stock Exchange (LSE) , as discussed in two weeks

