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 Chapter Outlines

Part I
Introduction

Chapter 1
Why Study Money, Banking, and Financial Markets?

(
Why Study Financial Markets?



The Bond Market and Interest Rates



The Stock Market



The Foreign Exchange Market

(
Why Study Banking and Financial Institutions?



Structure of the Financial System



Banks and Other Financial Institutions



Financial Innovation

(
Why Study Money and Monetary Policy?



Money and Business Cycles



Money and Inflation



Money and Interest Rates



Conduct of Monetary Policy



Fiscal Policy and Monetary Policy

(
How We Will Study Money, Banking, and Financial Markets



Exploring the Web



Collecting and Graphing Data

(
Concluding Remarks

(
Appendix to Chapter 1: Defining Aggregate Output, Income,
 the Price Level, and the Inflation Rate

Chapter 2
An Overview of the Financial System

(
Function of Financial Markets

(
Structure of Financial Markets



Debt and Equity Markets



Primary and Secondary Markets



Exchanges and Over-the-Counter Markets



Money and Capital Markets

(
Financial Market Instruments



Money Market Instruments




Following the Financial News: Money Market Rates



Capital Market Instruments

(
Internationalization of Financial Markets



International Bond Market, Eurobonds, and
 Eurocurrencies




Following the Financial News: Foreign Stock
 Market Indexes



World Stock Markets

(
Function of Financial Intermediaries: Indirect Finance



Transactions Costs




Global Box: The Importance of Financial
 Intermediaries to Securities Markets: An
 international Comparison



Risk Sharing



Asymmetric Information: Adverse Selection and Moral
 Hazard

(
Types of Financial Intermediaries



Depository Institutions



Contractual Savings Institutions



Investment Intermediaries

(
Regulation of the Financial System



Increasing Information Available to Investors



Ensuring the Soundness of Financial Intermediaries



Financial Regulation Abroad

Chapter 3
What is Money?

(
Meaning of Money
(
Functions of Money



Medium of Exchange



Unit of Account



Store of Value

(
Evolution of the Payments System



Commodity Money



Fiat Money



Checks



Electronic Payment



E-Money




E-Finance Box: Why Are Scandinavians So Far
 Ahead of Americans in Using Electronic
 Payments?




E-Finance Box: Are Heading for a Cashless
 Society?

(
Measuring Money



The Federal Reserve’s Monetary Aggregates




Following the Financial News: The Monetary
 Aggregates




FYI: Where Are All the U.S. Dollars?

(
How Reliable Are the Money Data?

(
Summary

Part II
Financial Markets

Chapter 4
Understanding Interest Rates

(
Measuring Interest Rates



Present Value




Application: Simple Present Value




Application: How Much Is That Jackpot Worth?



Four Types of Credit Market Instruments



Yield to Maturity




Application: Yield to Maturity on a Simple Loan




Application: Yield to Maturity on a Fixed-Payment
 Loan




Application: Yield to Maturity on a Coupon Bond




Application: Perpetuity




Global: Negative T-Bill Rates? Japan Shows the
 Way

(
Yield on a Discount Basis




Application: Reading the Wall Street Journal: The
 Bond Page




Following the Financial News: Bond Prices and
 Interest Rates

(
The Distinction between Interest Rates and Returns




FYI: Helping Investors to Select Desired 
 Interest-Rate Risk



Maturity and the Volatility of Bond Returns:



Interest-Rate Risk

(
Summary

(
The Distinction between Real and Nominal Interest Rates




Application: Calculating Real Interest Rates




FYI: With TIPS, Real Interest Rates Have Becomes
 Observable in the United States

(
Summary

Chapter 5
The Behavior of Interest Rates

(
Determinants of Asset Demand



Wealth



Expected Returns



Risk



Liquidity



Theory of Asset Demand

(
Supply and Demand in the Bond Market



Demand Curve



Supply Curve



Market Equilibrium



Supply and Demand Analysis

(
Changes in the Equilibrium Interest Rate



Shifts in the Demand for Bonds



Shifts in the Supply of Bonds




Application: Changes in the Interest Rate Due to
 Expected Inflation: The Fisher Effect




Application: Changes in the Interest Rate Due to a
 Business Cycle Expansion




Application: Explaining Low Japanese Interest Rates




Application: Reading the Wall Street Journal “Credit
 Markets” Column




Following the Financial News: The “Credit
 Markets” Column

(
Supply and Demand in the Market for Money: The Liquidity
 Preference Framework:

(
Changes in Equilibrium Interest Rates in the Liquidity
 Preference Framework



Shifts in the Demand for Money



Shifts in the Supply of Money




Application: Changes in the Equilibrium Interest
 Rate Due to Changes in Income, the Price Level,
 or the Money Supply




Changes in Income




Changes in the Price Level




Changes in the Money Supply



Application: Money and Interest Rates




Following the Financial News: Forecasting Interest
 Rates

(
Summary

Chapter 6
The Risk and Term Structure of Interest Rates

(
Risk Structure of Interest Rates



Default Risk




Application: The Enron Bankruptcy and the Baa-
 Aaa Spread



Liquidity



Income Tax Considerations



Summary




Application: Effects of the Bush Tax Cut on Bond
 Interest Rates

(
Term Structure of Interest Rates




Following the Financial News: Yield Curves



Expectations Theory



Segmented Markets Theory



Liquidity Premium and Preferred Habitat Theories



Evidence on the Term Structure




Application: Interpreting Yield Curves, 1980–2003

(
Summary

Chapter 7
The Stock Market, the Theory of Rational Expectations,
and the Efficient Market Hypothesis

(
Computing the Price of a Common Stock



The One-Period Valuation Model



The Generalized Dividend Valuation Model



The Gordon Growth Model

(
How the Market Sets Security Prices




Application: Monetary Policy and Stock Prices




Application: The September 11 Terrorist Attacks,
 the Enron Scandal, and the Stock Market

(
The Theory of Rational Expectations



Formal Statement of the Theory



Rationale Behind the Theory



Implications of the Theory

(
The Efficient Market Hypothesis: Rational Expectations in
 Financial Markets



Rationale Behind the Hypothesis



Stronger Version of Efficient Market Hypothesis

(
Evidence on the Efficient Markets Hypothesis



Evidence in Favor of Market Efficiency




Application: Should Foreign Exchange Rates Follow
 a Random Walk?



Evidence against Market Efficiency



Overview of the Evidence on Efficient Market
 Hypothesis




Application: Practical Guide to Investing in the
 Stock Market


How Valuable are Published Reports by Investment
 Advisors?




Following the Financial News: Stock Prices




FYI: Should You Hire an Ape as Your Investment
 Advisor?



Do Stock Prices Always Rise When There is Good
 News?



Efficient Markets Prescription for the Investor

(
Evidence on Rational Expectations in Other Markets




Application: What Does the Stock Market Crash of
 1987 and the Tech Crash of 2000 Tell Us about
 Rational Expectations and Efficient Markets?

(
Behavioral Finance

(
Summary

Part III
Financial Institutions

Chapter 8
An Economic Analysis of Financial Structure

(
Basic Puzzles About Financial Structure Throughout the
 World

(
Transactions Costs



How Transactions Costs Influence Financial Structure



How Financial Intermediaries Reduce Transaction Costs

(
Asymmetric Information: Adverse Selection and Moral
 Hazard

(
The Lemons Problem: How Adverse Selection Influences
 Financial Structure



Lemons in the Stock and Bond Markets



Tools to Help Solve Adverse Selection Problems




FYI: The Enron Implosion

(
How Moral Hazard Affects the Choice Between Debt and



Equity Contracts



Moral Hazard in Equity Contracts: The Principal-Agent
 Problem



Tools to Help Solve the Principal-Agent Problem

(
How Moral Hazard Influences Financial Structure in Debt
 Markets



Tools to Help Solve Moral Hazard in Debt Contracts

(
Summary

(
Conflicts of Interest



Why Do We Care About Conflicts of Interest?



Why Do Conflicts of Interest Arise?




Conflicts of Interest: The King, Queen, and Jack of
 the Internet



What Has Been Done to Remedy Conflicts of Interest?




Conflicts of Interest: The Demise of Arthur
 Andersen




Application: Financial Development and Economic
 Growth




Application: Is China a Counter-Example to the
 Importance of Financial Development?

(
Financial Crises and Aggregate Economic Activity



Factors Causing Financial Crises




Application: Financial Crises in the United States




FYI: Case Study of a Financial Crisis: The Great
 Depression




Application: Financial Crises in Emerging Market
 Countries: Mexico, 1994–95; East Asia,
 1997–98; and Argentina, 2001–2002

(
Summary

Chapter 9
Banking and the Management of Financial Institutions

(
The Bank Balance Sheet



Liabilities



Assets

(
Basic Banking

(
General Principles of Bank Management



Liquidity Management and the Role of Reserves



Asset Management



Liability Management



Capital Adequacy Management




Application: Strategies for Managing Bank Capital




Application: Did the Capital Crunch Cause a Credit
 Crunch in the Early 1990s?

(
Managing Credit Risk



Screening and Monitoring



Long-Term Customer Relationships



Loan Commitments



Collateral and Compensating Balances



Credit Rationing

(
Managing Interest-Rate Risk



Gap and Duration Analysis




Application: Strategies for Managing Interest-Rate
 Risk

(
Off-Balance-Sheet Activities



Loan Sales



Generation of Fee Income



Trading Activities and Risk Management Techniques




Global Box: Barings, Daiwa, Sumitomo, and Allied
 Irish: Rogue Traders and the Principal-Agent
 Problem

(
Summary

Chapter 10
Banking Industry: Structure and Competition

(
Historical Development of the Banking System



Multiple Regulatory Agencies

(
Financial Innovation and the Evolution of the Banking
 Industry



Responses to Changes in Demand Conditions: Interest
 Rate Volatility



Responses to Changes in Supply Conditions: Information
 Technology




E-Finance:Will “Clicks” Dominate “Bricks” in the
 Banking Industry?



Avoidance of Existing Regulations



Financial Innovation and the Decline of Traditional
 Banking

(
Structure of the U.S. Commercial Banking Industry



Restrictions on Branching



Response to Branching Restrictions

(
Bank Consolidation and Nationwide Banking




E-Finance: Information Technology and Bank
 Consolidation



The Riegle-Neal Interstate Banking and Branching
 Efficiency Act of 1994



What Will the Structure of the U.S. Banking Industry
 Look Like in the Future?




Global Box: Comparison of Banking Structure in the
 United States and Abroad



Are Bank Consolidation and Nationwide Banking a Good
 Thing?

(
Separation of Banking and Other Financial Service Industries



Erosion of Glass-Steagall



The Gramm-Leach-Bliley Financial Services
 Modernization Act of 1999: Repeal of Glass-Steagall



Implications for Financial Consolidation



Separation of the Banking and Securities Industries
 Throughout the World

(
Thrift Industry: Regulation and Structure



Savings and Loan Associations



Mutual Savings Banks



Credit Unions

(
International Banking



Eurodollar Market




Global Box: The Ironic Birth of the Eurodollar
 Market



Structure of U.S. Banking Overseas



Foreign Banks in the United States

Chapter 11
Economic Analysis of Banking Regulation

(
Asymmetric Information and Bank Regulation



Government Safety Net: Deposit Insurance and the FDIC




Global Box: The Spread of Government Deposit
 Insurance Throughout the World: Is This a Good
 Thing?



Restrictions on Asset Holdings and Bank Capital
 Requirements



Bank Supervision: Chartering and Examination




Global Box: Basel 2: Is It Unworkable?



Assessment of Risk Management



Disclosure Requirements



Consumer Protection



Restrictions on Competition




E-Finance: Electronic Banking: New Challenges for
 Bank Regulation

(
International Banking Regulation



Problems in Regulating International Banking Summary

(
The 1980s U.S Savings and Loan and Banking Crisis: Why?



Early Stages of the Crisis



Later Stages of the Crisis: Regulatory Forbearance



Competitive Equality in Banking Act of 1987

(
Political Economy of the Savings and Loan Crisis



The Principal-Agent Problem of Regulators and
 Politicians




FYI: The Principal-Agent Problem in Action:
 Charles Keating and the Lincoln Savings and
 Loan Scandal

(
Savings and Loan Bailout: Financial Institutions Reform,
 Recovery, and Enforcement Act of 1989

(
Federal Deposit Insurance Corporation Improvement Act of
 1991

(
Banking Crises Throughout the World



Scandinavia



Latin America



Russia and Eastern Europe



Japan



China



East Asia



Déjà Vu All Over Again

(
Summary

Chapter 12 
Nonbank Finance

(
Insurance



Life Insurance



Property and Casualty Insurance




Conflicts of Interest: Insurance Behemoth Charges
 with Conflicts of Interest Violations



The Competitive Threat from the Banking Industry




Application: Insurance Management



Screening



Risk-Based Premiums



Restrictive Provisions



Prevention of Fraud



Cancellation of Insurance



Deductibles



Coinsurance



Limits on the Amount of Insurance

(
Summary

(
Pension Funds



Private Pension Plans




FYI: The Perils of Penny Benny: A Repeat of the
 S&L Bailout



Public Pension Plans




FYI: Should Social Security Be Privatized?

(
Finance Companies

(
Mutual Funds




E-Finance: Mutual Funds and the Internet



Money Market Mutual Funds




Conflicts of Interest: The Mutual Fund Trading
 Scandal



Hedge Funds




FYI: The Long-Term Capital Debacle

(
Government Financial Intermediation



Federal Credit Agencies




FYI: Are Fannie Mae and Freddie Mac Getting Too
 Big for their Britches?

(
Securities Market Operations



Investment Banking




Following the Financial News: New Securities
 Issues



Securities Brokers and Dealers



Organized exchanges




E-Finance: The Internet Comes to Wall Street

(
Summary

Chapter 13 
Financial Derivatives

(
Hedging

(
Interest-Rate Forward Contracts




Application: Hedging with Interest-Rate Forward
 Contracts



Pros and Cons of Forward Contracts

(
Financial Futures Contracts and Markets




Following the Financial News: Financial Futures




Application: Hedging with Financial Futures



Organization of Trading in Financial Futures Markets



The Globalization of Financial Futures Markets



Explaining the Success of Futures Markets




Application: Hedging Foreign Exchange Risk



Hedging Foreign Exchange Risk with Forward Contracts



Hedging Foreign Exchange Risk with Futures Contracts
(
Options




Following the Financial News: Futures Options



Option Contracts



Profits and Losses on Option and Futures Contracts




Application: Hedging with Futures Options



Factors Affecting the Prices of Option Premiums

(
Summary

(
Swaps



Interest-Rate Swap Contracts




Application: Hedging with Interest-Rate Swaps



Advantages of Interest-Rate Swaps



Disadvantages of Interest-Rate Swaps



Financial Intermediaries in Interest-Rate Swaps

(
Credit Derivatives



Credit Options



Credit Swaps



Credit-Linked Notes




Application: Are Financial Derivatives a Worldwide
 Time Bomb?

(
Summary

Chapter 14 
Conflicts of Interest in the Financial Industry

(
What Are Conflicts of Interest and Why Are They Important?



Why Do We Care About Conflicts of Interest?

(
Ethics and Conflicts of Interest

(
Types of Conflicts of Interest



Underwriting and Research in Investment Banking




Conflicts of Interest: The King, Queen, and Jack of
 the Internet




Conflicts of Interest: Frank Quattrone and Spinning



Auditing and Consulting in Accounting Firms




Conflicts of Interest: The Collapse of Arthur
 Andersen



Credit Assessment and Consulting in Credit-Rating
 Agencies




FYI: Why Do Issuers of Securities Pay to have Their
 Securities Rated?



Universal Banking




Conflicts of Interest: Banksters

(
Can the Market limit Exploitation of Conflicts of Interest?

(
What Has Been Done to Remedy Conflicts of Interest?



Sarbanes-Oxley Act of 2002



Global Legal Settlement of 2002

(
A Framework for Evaluating Policies To Remedy Conflicts of
 Interest



Approaches to Remedying Conflicts of Interest




Application: Evaluating Sarbanes-Oxley and the
 Global Legal Settlement

(
Summary

Part IV
Central Banking and the Conduct
of Monetary Policy

Chapter 15
Structure of Central Banks and the Federal Reserve System
(
Origins of the Federal Reserve System




Inside the Fed: The Political Genius of the Founders
 of the Federal Reserve System

(
Structure of the Federal Reserve System



Federal Reserve Banks




Inside the Fed: The Special Role of the Federal
 Reserve Bank of New York



Member Banks



Board of Governors of the Federal Reserve System



Federal Open Market Committee (FOMC)




Inside the Fed: The Role of the Research Staff



The FOMC Meeting




Inside the Fed: Green, Blue, and Beige: What Do
 these Colors Mean at the Fed?



Why the Chairman of the Board of Governors Really
 Runs the Show

(
How Independent is the Fed?

(
Structure and Independence of the European Central Bank



Differences between the European System of Central
 Banks and the Federal Reserve System



Governing Council



How Independent is the ECB?

(
Structure and Independence of Other Foreign Central Banks



Bank of Canada



Bank of England



Bank of Japan


The Trend Toward Greater Independent

(
Explaining Central Bank Behavior




Inside the Fed: Federal Reserve Transparency

(
Should The Fed Be Independent?



The Case for Independence



The Case Against Independence



Central Bank Independence and Macroeconomic
 Performance Throughout the World

(
Summary

Chapter 16
Multiple Deposit Creation and the Money Supply Process

(
Four Players in the Money Supply Process

(
The Fed’s Balance Sheet



Liabilities



Assets

(
Control of the Monetary Base



Federal Reserve Open Market Operations



Shifts from Deposits into Currency



Discount Loans



Other Factors That Affect the Monetary Base



Overview of the Fed’s Ability to Control the Monetary
 Base

(
Multiple Deposit Creation: A Simple Model



Deposit Creation: The Single Bank



Deposit Creation: The Banking System



Deriving the Formula for Multiple Deposit Creation



Critique of the Simple Model

(
Summary

Chapter 17
Determinants of the Money Supply

(
The Money Supply Model and the Money Multiplier



Deriving the Money Multiplier



Intuition Behind the Money Multiplier

(
Factors That Determine the Money Multiplier



Changes in the Required Reserve Ratio, r




FYI: The Declining Importance of Reserve
 Requirements



Changes in the Currency Ratio, c



Changes in the Excess Reserves Ratio, e

(
Additional Factors That Determine the Money Supply



Changes in the Nonborrowed Monetary Base, MBn


Changes in Borrowed Reserves BR, from the Fed

(
Overview of the Money Supply Process




Application: Explaining Movements in the Money
 Supply, 1980–2005




Application: The Great Depression Bank Panics,
 1930–1933

(
Summary

Chapter 18
Tools of Monetary Policy

(
The Market for Reserves and the Federal Funds Rate



Supply and Demand in the Market for Reserves



How Changes in the Tools of Monetary Policy Affect the
 Federal Funds Rate

(
Open Market Operations



A Day at the Trading Desk



Advantages of Open Market Operations

(
Discount Policy



Operations of the Discount Window



Lender of Last Resort



Advantages and Disadvantages of Discount Policy

(
Reserve Requirements




Inside the Fed: Discounting to Prevent a Financial
 Panic



Disadvantages of Reserve Requirements




Application: Why Have Reserve Requirements Been
 Declining Worldwide?




Application: The Channel/Corridor System for
 Setting Interest Rates Used in Other Countries

(
Monetary Policy Tools of the European Central Bank



Open Market Operations



Lending to Banks



Reserve Requirements

(
Summary

Chapter 19
What Should Central Banks Do? Monetary Policy Goals, Strategy, and Tactics

(
The Price Stability Goal and the Nominal Anchor



The Role of a Nominal Anchor



The Time-Inconsistency Problem

(
Other Goals of Monetary Policy



High Employment



Economic Growth



Stability of Financial Markets



Interest-Rate Stability



Stability in Foreign Exchange Markets

(
Should Price Stability Be The Primary Goal of Monetary
 Policy?



Hierarchical Versus Dual Mandates



Price Stability as the Primary, Long-Run Goal of
 Monetary Policy

(
Monetary Targeting



Monetary Targeting in the United State, Japan, and
 Germany




Global Box: The European Central Bank’s Monetary
 Policy Strategy



Advantages of Monetary Targeting



Disadvantages of Monetary Targeting

(
Inflation Targeting



Inflation Targeting in New Zealand, Canada, and the
 United Kingdom



Advantages of Inflation Targeting



Disadvantages of Inflation Targeting

(
Monetary Policy With An Implicit Nominal Anchor



Advantages of the Fed’s Approach



Disadvantages of the Fed’s Approach

(
Tactics: Choosing the Policy Instrument



Criteria for Choosing the Policy Instrument

(
The Taylor Rule, Nairu, and the Phillips Curve




Inside the Fed: Fed Watchers

(
Summary

Part V
International Finance
and Monetary Policy

Chapter 20
The Foreign Exchange Market

(
Foreign Exchange Market



What Are Foreign Exchange Rates?




Following the Financial News: Foreign Exchange
 Rates



What Are Exchange Rates Important?



How is Foreign Exchange Traded?

(
Exchange Rates in the Long Run



Law of One Price



Theory of Purchasing Power Parity



Why the Theory of Purchasing Power Parity Cannot
 Fully Explain Exchange Rates



Factors That Affect Exchange Rates in the Long Run

(
Exchange Rates in the Short Run



Comparing Expected returns on Domestic and Foreign
 Deposits



Interest Parity Condition



Demand Curve for Domestic Assets



Supply Curve for Domestic Assets



Equilibrium in the Foreign Exchange Market

(
Explaining Changes in Exchange Rates



Shifts in the Demand for Domestic Assets




Application: Changes in the Equilibrium Exchange
 Rate: Two Examples



Changes in Interest Rates



Changes in Money Supply



Exchange Rate Overshooting




Application: Why Are Exchange Rates for Volatile?




Application: The Dollar and Interest Rates,
 1973–2005




Application: The Euro’s First Seven Years



Application: Reading the Wall Street Journal: The
 “Currency Trading” Column




Following the Financial News: The “Currency
 Trading” Column

(
Summary

Chapter 21
The International Financial System

(
Intervention in the Foreign Exchange Market



Foreign Exchange Intervention and the Money Supply




Inside the Fed: A Day at the Federal Reserve Bank
 of New York’s Foreign Exchange Desk



Unsterilized Intervention



Sterilized Intervention

(
Balance of Payments




Global Box: Why the Large U.S. Current Account
 Deficit Worries Economists

(
Exchange Rate Regimes in the International Financial System



Gold Standard



The Bretton Woods System




Global Box: The Euro’s Challenge to the Dollar



How a Fixed Exchange Rate Regime Works




Application: How did China Accumulate Nearly $1
 Trillion of International Reserves?



Managed Float



European Monetary System (EMS)




Application: The Foreign Exchange Crisis of
 September 1992




Application: Recent Foreign Exchange Crisis in
 Emerging Market Countries: Mexico 1994, East
 Asia 1997, Brazil 1999, and Argentina 2002

(
Capital Controls



Controls on Capital Outflows



Controls on Capital Inflows

(
The Role of the IMF


Should the IMF Be and International Lender of Last Resort?



How Should the IMF Operate?

(
International Considerations and Monetary Policy



Direct Effects of the Foreign Exchange Market on the
 Money Supply



Balance-of-Payments Considerations



Exchange Rate Considerations

(
To Peg or Not to Peg: Exchange-Rate Targeting as an
 Alternative Monetary Policy Strategy



Advantages of Exchange-Rate Targeting



Disadvantages of Exchange-Rate Targeting



When is Exchange-Rate Targeting Desirable for
 Industrialized Countries



When Is Exchange-Rate Targeting Desirable for
 Emerging Market Countries?



Currency Boards



Dollarization




Globalization: Argentina’s Currency Board

(
Summary

Part VI
Monetary Policy

Chapter 22
The Demand for Money

(
Quantity Theory of Money



Velocity of Money and Equation of Exchange



Quantity Theory



Quantity Theory of Money Demand

(
Is velocity a Constant?

(
Keynes’s Liquidity Preference Theory



Transactions Motive



Precautionary Motive



Speculative Motive



Putting the Three Motives Together

(
Further Developments in the Keynesian Approach



Transactions Demand



Precautionary Demand



Speculative Demand

(
Friedman’s Modern Quantity Theory of Money

(
Distinguishing Between the Friedman and Keynesian Theories

(
Empirical Evidence on the Demand for Money



Interest Rates and Money Demand



Stability of Money Demand

(
Summary

Chapter 23
Aggregate Demand and Supply Analysis

(
Aggregate Demand



Monetarist View of Aggregate Demand




Following the Financial News: Aggregate Output,
 Unemployment, and the Price Level



Keynesian View of Aggregate Demand



The Crowding-Out Debate



The Money versus the Credit View

(
Aggregate Supply



Shifts in the Aggregate Supply Curve

(
Equilibrium in Aggregate Supply and Demand Analysis



Equilibrium in the Short Run



Equilibrium in the Long Run



Shifts in Aggregate Demand



Shifts in Aggregate Supply



Shifts in the Long-Run Aggregate Supply Curve: Real
 Business Cycle Theory and Hysteresis



Conclusions

(
Application: Explaining Past Business Cycle Episodes




Vietnam War Buildup, 1964–1970




Negative Supply Shocks, 1973–1975 and 1978–1980




Favorable Supply Shocks, 1995–1999

Chapter 24
Transmission Mechanisms of Monetary Policy: The Evidence

(
Framework for Evaluating Empirical Evidence



Structural Model Evidence



Reduced-Form Evidence



Advantages and Disadvantages of Structural Model
 Evidence



Advantages and Disadvantages of Reduced-Form
 Evidence



  Box 1: The Perils of Reverse Causation: A Russian
 Folk Tale



  Box 2: The Perils of Ignoring an Outside Driving


Factor: How to Lose a Presidential Election



Conclusions

(
Early Keynesian Evidence on the Importance of Money



Objections to Early Keynesian Evidence

(
Early Monetarist Evidence on the Importance of Money



Timing Evidence



Statistical Evidence



Historical Evidence

(
Overview of the Monetarist Evidence



  Box 3: Real Business Cycle Theory and the Debate
 on Money and Economic Activity

(
Transmission Mechanisms of Monetary Policy



Traditional Interest-Rate Channels



Other Asset Price Channels



Credit View



  Box 4: Consumers’ Balance Sheets and the Great
 Depression


Why Are Credit Channels Likely to Be Important?


Application: Corporate Scandals and the Slow
 Recovery from the March 2001 Recession

(
Lessons for Monetary Policy


Application: Applying the Monetary Policy
 Lessons to Japan

Chapter 25
Money and Inflation

(
Money and Inflation: Evidence



German Hyperinflation, 1921–1923



Recent Episodes of Rapid Inflation

(
Meaning of Inflation

(
Views of Inflation



How Money Growth Produces Inflation



Can Other Factors Besides Money Growth Produce a
 Sustained Inflation



Can Other Factors Besides Money Growth Produce a
 Sustained Inflation?

(
Summary

(
Origins on Inflationary Monetary Policy



High Employment Targets and Inflation



Budget Deficits and Inflation




Application: Explaining the Rise in U.S. Inflation,
 1960–1980

(
Activist/Nonactivist Policy Debate



Responses to High Unemployment



Activist and Nonactivist Positions



Expectations and the Activist/Nonactivist Debate



Activist Versus Nonactivist: Conclusions




Application: Importance of Credibility to Volcker’s
 Victory over Inflation

(
Summary
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