
 

Version 1: January 16, 2009 

1 

SYLLABUS: MONEY AND BANKING 
I. Course Information 

A. Number/Section: Economics 335 
B. Instructor: Mark Vaughan 
C. Prerequisites:  Econ 103B and 104B 
D. Days/Time/Room: Monday/Wednesday; 1:00 – 2:30 PM; Seigel L002 
E. Class Blog: http://wu104macro.wordpress.com/ 
F. Office Location: Seigel 315-K2 
G. Office Hours: 2:45 – 3:45 PM, Monday/Wednesday; 5:45 – 6:45 PM, Monday 
H. Office Phone:  314.935.8924  
I. Cell Phone: 804.317.9829 (Primary Number) 
J. E-mail: mvaughan@artsci.wustl.edu (Washington University) 
 mark.vaughan@rich.frb.org (Federal Reserve Bank of Richmond) 

II. Course Textbooks/Readings 
A.  Mishkin, Frederic S.  The Economics of Money, Banking, and Financial Markets, 8th ed.  

Addison-Wesley, 2007 (ISBN: 0-321-28726-6).  [Note: Study Guide comes packaged 
with text.  ISBN for text/study guide package: 0-321-45781-1] 

B.  Friedman, Milton and Anna Jacobson Schwartz.  A Monetary History of the United 
States, 1867-1960, Princeton University Press, 1963  (ISBN: 0-691-00354-8). 

C.  The Wall Street Journal 

III. Your Instructor 
Let me introduce myself (professionally).  My academic training includes the following: 

Bachelor of Business Administration (Economics/Finance), 1981, Baylor University, 
Waco, TX. 

Master of Arts (Economics/Political Science), 1983, Baylor University, Waco, TX. 
Master of Arts (Economics), 1988, Washington University, St. Louis, MO. 
Doctor of Philosophy (Economics), 1993, Washington University, St. Louis, MO.   

I have also completed the Stonier Graduate School of Banking (American Bankers Association). 

In 20+ years in the classroom, I have taught over 100 economics and finance classes, ranging 
from the introductory to graduate level.  This experience includes a full-time position at Baylor 
University (1984–1987) as well as adjunct positions at Texas A&M University, University of 
Missouri at St. Louis, Washington University, Saint Louis University, and Southern Illinois 
University at Edwardsville.  I also designed/taught courses on market/liquidity-risk for bank 
examiners during my Federal Reserve career (more below). 

Prior to coming to Washington University, I worked 14 years in Banking Supervision for the 
Federal Reserve System (St. Louis Reserve Bank, 1994-2004, and the Richmond Reserve Bank, 
2004-2008).  At my departure, I was Assistant Vice President and Chair of the Market/Liquidity 
Risk Content Management Group (i.e., System committee overseeing capital-markets training for 
all Federal Reserve examiners).  My overarching responsibility was building/leading a unit of 
economists and analysts to support field examination and conduct banking research.  Prior to the 
Fed, I studied banking issues as a fellow at the Milken Institute in Santa Monica, CA.   
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In August 2008, I joined the Economics Department as a Senior Lecturer.  I continue to consult 
for the Richmond Reserve Bank (Thursdays/Fridays during school year, full-time in summer.) 

IV. Overarching Course Objective 
My overarching objective is to teach you to think like an economist.  I believe anyone who can 
think analytically, write well, schedule effectively, and use a computer to improve his thinking, 
writing, and time management will never go hungry.  In this class, I focus on developing your 
ability to think analytically about money, banking, and financial-market issues.   

V. Specific Course Objectives 
Broadly speaking, this course covers three topics: financial markets, interest rates, and 
commercial banking (not necessarily in this order).   

The first topic will equip you with the tools necessary to understand financial-market phenomena 
and get a job in the financial-services industry.  Upon completion, you should be able to:   

A. Explain the basic structure of financial markets.  

B. Explain how transactions costs, information costs, and rent-seeking shape financial 
institutions, markets, and instruments.  

C. Understand the time value of money and use the present-value framework to price bonds.  

D. Discuss theory/evidence about financial-market efficiency and the implications for 
financial-market behavior.  

The second topic will equip you with the tools necessary to understand why interest rates 
fluctuate.  To gain additional understanding, we will study monetary policy and institutions.  
Upon completion, you should be able to:   

E. Identify the factors that determine “the” real interest rate. 

F. Explain how monetary policy affects the inflation rate and, hence, “the” nominal interest 
rate in the short and long run. 

G. Discuss the relationship between monetary institutions and monetary policy, highlighting 
the impact of specific monetary regimes on the inflation rate.  

H. Use risk- and term-structure factors to explain why nominal yields on specific fixed-
income instruments vary around “the” nominal rate. 

The third topic will equip you with the tools necessary to understand the role banks play in 
financial markets and the case for government supervision of the banking industry.  To gain 
additional understanding, we will also study deposit insurance, paying particular attention to the 
shortcomings of the current system.  Upon completion, you should be able to:   

I. Identify frictions that allow banks to add value in financial markets. 

J. Explain the fundamental principles of bank management and discuss recent trends in the 
structure of the banking industry.  

K. Offer a rationale for government supervision of the banking industry and sketch the key 
features of U.S. prudential supervision.  

L. Discuss the history and structure of the U.S. deposit-insurance system, paying special 
attention to emerging threats (such as Federal Home Loan Bank funding).  
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In addition, the course has two overarching objectives – (1) applying analytical tools from all 
three topics to episodes in U.S. monetary/financial history, and (2) making sense of recent events 
in the banking/financial sector.  

VI. Time Commitment  
WARNING: This class is labor intensive.  The ongoing financial crises/recession makes this the 
most exciting time to take a money and banking class in 70 years.  The downside is every 
textbook, no matter how recent the edition, is to-an-extent dated.  It will, therefore, be necessary 
to supplement assigned texts with reading from the business press (such as The Wall Street 
Journal), scientific literature and economics blogosphere.  When developing the course, I 
assumed a motivated student would devote three-to-four hours of study outside class for every 
hour spent in class (i.e., 9-12 hours per week).  This commitment should include about five hours 
of reading, with the remainder devoted to quiz/exam preparation and take-home exercises.  

VII. Lectures/Assigned Reading  
For the most part, lectures will follow the principal text (Mishkin, Economics of Money, Banking, 
and Financial Markets).  Assigned reading for each lecture appears in the course outline at the 
end of the syllabus.  [Note: For many lectures, I used the text as a “springboard” to a more 
detailed or current treatment of the subject.  Put another way, I will not discuss everything in 
every chapter.  You are nonetheless responsible for all assigned textbook material, unless 
explicitly told otherwise.  An excellent Study Guide comes packaged with the text to help you 
master textbook material.  I often take quiz and exam questions verbatim from the Study Guide.] 

I have also assigned an outside text – Friedman and Schwartz’s (F&S) classic treatise, A 
Monetary History of the United States, 1867-1960.  Macro and financial economists of all stripes 
regard this book as a must read.  F&S will show you how monetary factors shaped U.S. history.  
It will also provide an example of careful empirical research.  I will touch on the book in each 
lecture, but you will wrestle with it mostly on your own.  To help you, I will furnish detailed 
notes and study questions.  [Note: F&S questions are welcome, indeed expected, in class.  In 
addition, Mishkin covers most of the analytical tools used by F&S.  When coming across 
unfamiliar terms/concepts, you can resort to the glossary or index to find helpful discussion.)  

Finally, we will integrate the ongoing financial crisis/recession into class-work by reading The 
Wall Street Journal.  Links to relevant articles along with related “questions to ponder” will be 
posted regularly on the class blog (discussed below).  I will also post links to articles from 
scientific/policy journals and postings from the economics blogosphere.   

VIII.  Communication  
Continuing family and work commitments in Virginia will keep me away from campus 
Thursdays and Fridays.  Accordingly, I will rely heavily on a blog (VAUGHANOMICS) to 
communicate with the class.  You should check the blog daily for posts.  Posts contain updates on 
administrative matters, PowerPoint slides from lectures, links to supplemental reading, answers to 
frequently emailed questions, details about upcoming quizzes/exams, and keys to exams/quizzes. 

I also plan to rely heavily on email.  I will try to answer messages requiring short responses in 
one business day and messages requiring paragraph-length responses Monday, Wednesday, and 
Sunday evenings.  I will reply to messages requiring longer responses with a request to discuss 
during office hours or after class.  Please send all messages/replies to both my Washington 
University address and my Richmond Reserve Bank address.  [Aside: I seldom log in from 
Virginia, so sending only to my WU address risks a delayed response.]   
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You can talk with me in real time after class, in my office, or over the phone.  I linger after class 
on Mondays.  You can also drop by during office hours or schedule an appointment before 10 
AM on Mondays and Wednesdays.  (I reserve Tuesdays for class preparation.)  I only answer my 
WU phone during office hours, so it is best to call my cell at other times.  Feel free to leave 
messages on my cell.  I will try to return calls in one business day.     

You can also meet in real time with Teaching Assistants (TAs).  I will post their names, office 
locations, office hours and email addresses on the blog the second week of class.  

IX.  Course Grades 
A. Grading Formula 

I will determine your course grade using the following formula:  

Average of Best 10 Quizzes 25 percent 
Exam I  25 percent 
Exam II  25 percent 
Final Exam  25 percent 

 100 percent 

There is only one exception: I reserve the right to boost final grades by up to one-half 
letter (e.g. “B+” to “A-”) based on a subjective evaluation of two factors: (1) contribution 
to class (through questions asked in class/by email and suggested posts for the class blog) 
and (2) improvement on the final exam (relative to prior course work).  

B. Wednesday Quizzes  
Regular quizzes will keep you on top of the material.  They also preview my testing style, 
so you will be more comfortable with exams.  Accordingly, most Wednesday classes will 
close with a 10-minute quiz.  Quizzes cover lecture/assigned reading from the previous 
two classes.  Each will have an in-class and take-home component.  The in-class 
component will comprise objective questions over textbook reading, lecture notes, and 
F&S.  The take-home component will be a problem or data exercise.  I will post specifics 
about quiz format on the class blog.  [Note: Take-home exercises will generally be due 
the following Wednesday.  Papers must be submitted in class; late assignments or 
electronic submissions will not be accepted.]  Answer keys will be posted shortly after 
the quiz and graded quizzes returned in class the following Wednesday.   

It is important to address weaknesses identified by exams before moving to new material.  
Accordingly, you can submit corrections to Exams I and II for quiz grades.  Again, 
corrections must be submitted in class; late corrections will not be accepted (due dates in 
course outline).  You should correct for all point deductions in your own words, 
explaining why your answer was wrong.  [Note: I will post answer keys on the blog 
shortly after quizzes.]  Corrections will be graded on an all-or-nothing basis.  If you take 
the assignment seriously, you will receive a 100 (otherwise, no credit). 

Finally, any student who completes an on-line instructor evaluation at the end of the 
course will receive a “100” on a quiz.  [Note: Specific dates will be announced in April 
on the blog.  When the evaluation period is closed, the Dean will provide me with a list of 
participating students.  I offer this “freebie” to increase student feedback and, thereby, 
improve the class over time.] 
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In total, you will have at least 14 quiz grades—11 Wednesday Quizzes, Exam I and 
Exam II corrections, and the instructor-evaluation freebie.  [Note: In the past, I have 
added opportunities to earn 100s on quizzes during the semester by attending guest 
lectures or watching documentaries outside class—hence the “at least 14.”]  The average 
of the best 10 quizzes will count 25 percent of your grade.   

D. Exams 
Two exams and a final are scheduled (dates on course outline).  Each will count 25 
percent of your grade.  Roughly speaking, Exam I covers the first half of the course and 
Exam II the second half.  The Final Exam is comprehensive.  Exams include objective 
questions as well as problems/essays.  Details on format will be posted on the blog prior 
to each exam.  I will also hold evening review sessions prior to Exams I and II.  

E. Make-up Quizzes/Exams 
Regrettably, large class size renders the cost of drafting/administering make-up 
quizzes/exams prohibitive, so none will be given.  Missed quizzes count as zeros.  
[Recall: You can drop up to four.]  If illness/personal emergency causes you to miss an 
exam, and you notify me by phone/e-mail before the exam starts, I will use your final-
exam score for the missed exam.  Failure to notify me prior to the start of the exam will 
result in a zero. 

G.  Grade Disputes  
To dispute a grade, you must return the graded quiz/exam along with a detailed written 
case for upward revision to the relevant TA (names of graders will be posted on the 
blog).  He/she will assess your case, make a decision, and respond via email (cc’ing me).  
Grades may be disputed in person, provided you supply a written case in advance.   

You can appeal TA decisions to me—by providing your initial written case, the TA’s 
written response, and a written case against his/her decision.  I will email you with my 
decision.  [Again, I will discuss grade disputes in person only after reviewing material 
noted above.  When appealing, bear in mind the entire quiz/exam will be reviewed – not 
just disputed sections – and the overall grade could go down.  [Aside: Written records 
insure consistency and transparency.  Reviews of entire papers insure accuracy—a major 
grading error implies there may be others.] 

H. Class Attendance  
I encourage you to attend each lecture.  I pepper my lectures with real-world examples 
from my Fed career and cutting-edge research from academic journals.  I do not take 
attendance, but you will lose points on quizzes and exams if you miss class. 

X. Miscellaneous Information and Fed Disclaimer 
I reserve the right to alter the syllabus during the semester to meet class needs.  Also, views 
expressed in class, on the blog, in email messages, and in private meetings are mine alone and do 
not reflect official positions of the Federal Reserve Bank of Richmond. 

 
*** 

  



 

Version 1: January 16, 2009 

6 

COURSE OUTLINE—MONEY AND BANKING  
SPRING 2009 

 

Topic Class Date  
(See note 1 on page 7) Reading Assignment 

Introduction to Course/Thinking Like an Economist 1 Monday, January 12th  None 

Approaches to Macro- and Monetary Economics: 
A Historical Perspective 2 Wednesday, January 14th 

Mishkin, Chapter 1  
(and Appendix) 

Friedman-Schwartz (F&S), 
Chapters 1, 13 

Martin Luther King Holiday -- Monday, January 19th No Class 

Introduction to Friedman and Schwartz (F&S) 
Wednesday Quiz #1 – covers class 2 (See note 2 on page 7) 3 Wednesday, January 21st F&S, Chapters 2.1-2.4 

Overview of the Financial System 4 Monday, January 26th Mishkin, Chapter 2 
F&S, Chapters 2.5-2.6 

Introduction to Money 
Wednesday Quiz #2 – covers classes 3-4 5 Wednesday, January 28th Mishkin, Chapter 3 

F&S, Chapters 3.1-3.2 

Economic Analysis of Financial Structure 6 Monday, February 2nd Mishkin, Chapter 8 
F&S, Chapters 3.3-4.1 

Application: Current Financial Crisis (A First Look) 
Wednesday Quiz #3 – covers classes 5-6 7 Wednesday, February 4th TBA (see note 3 on page 7) 

F&S, Chapters 4.2-4.7 

Understanding Interest Rates 8 Monday, February 9th Mishkin, Chapter 4 
F&S, Chapter 5 

Behavior of Interest Rates  
Wednesday Quiz #4 – covers classes 7-8 9 Wednesday, February 11th Mishkin, Chapter 5 

F&S, Chapters 6.1-6.3 

Behavior of Interest Rates (continued) 10 Monday, February 16th Mishkin, Chapter 5 
F&S, Chapter 6.4-6.5 

Application: Economics of Budget Deficits  
Wednesday Quiz #5 – covers classes 9-10 11 Wednesday, February 18th 

Mishkin, Chapter 24  
(pp. 623-629 only) 
F&S, Chapter 7.1 

Risk and Term Structure of Interest Rates 12 Monday, February 23rd Mishkin, Chapter 6 
F&S, Chapter 7.2-7.3 

Risk and Term Structure of Interest Rates (continued) 
Wednesday Quiz #6 – covers classes 11-12 13 Wednesday, February 25th Mishkin, Chapter 6 

F&S, Chapter 7.4-7.5 

Financial-Market Efficiency 14 Monday, March 2nd Mishkin, Chapter 7 
F&S, Chapter 7.6 

Exam I – covers classes 1-14 15 Wednesday, March 4th -- 

Overview of Banking  16 Monday, March 16th Mishkin, Chapter 9 
F&S, Chapter 7.7 

Banking Industry: Structure and Competition 
Wednesday Quiz #7 – covers class 16 

Exam I corrections due, counts as Quiz #8 
17 Wednesday, March 18th Mishkin, Chapter 10 

F&S, Chapter 8.1 
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COURSE OUTLINE—MONEY AND BANKING (CONTINUED) 
SPRING 2009 

 

Topic Class Date Reading Assignment 

Economic Analysis of Banking Regulation 18 Monday, March 23rd Mishkin, Chapter 11 
F&S, Chapter 8.2 

The Federal Reserve 
Wednesday Quiz #9 – covers classes 17-18 19 Wednesday, March 25th Mishkin, Chapter 12, 15 

F&S, Chapters 9.1-9.4 

The Money Supply—Part I: Deposit Creation 20 Monday, March 30th Mishkin, Chapter 13 
F&S, Chapters 9.5-9.6 

The Money Supply—Part II: Determinants 
Wednesday Quiz #10 – covers classes 19-20 21 Wednesday, April 1st Mishkin, Chapter 14 

F&S, Chapters 10.1-10.2 

A Closer Look at Money Demand 22 Monday, April 6th Mishkin, Chapter 19 
F&S, Chapters 10.3-10.4 

Monetary Transmission Mechanism 
Wednesday Quiz #11 – covers  classes 21-22 23 Wednesday, April 8th Mishkin, Chapter 23 

F&S, Chapters 11.1-11.2 

Money and Inflation 24 Monday, April 13th Mishkin, Chapter 24 
F&S, Chapters 11.3-11.4 

Exam II – covers classes 16-24 25 Wednesday, April 15th -- 

Application: Deposit Insurance  26 Monday, April 20th TBA (see note 3 below) 
F&S, Chapter 12 

Application: Federal Home Loan Banks 
Wednesday Quiz #12 – covers class 26 

Exam II corrections due, counts as Quiz #13 
27 Wednesday, April 22nd TBA (see note 3 below) 

F&S, Chapter 13 

Final Exam – covers classes 1-27 
Instructor Evaluations, counts as Quiz #14 (see note 4 below) 28 Wednesday May 6 

1:00 PM - 3:00 PM -- 

 
NOTES:  

1. Barro has recently overhauled his text.  The magnitude of these changes means class-time requirements for topics in prior 
semesters may correlate weakly with requirements this Spring.  Moreover, we will need time to integrate macroeconomic 
events since last September (as well as events that may occur this semester).  For these reasons, you should consider 
dates/sessions for specific topics to be tentative.  I will announce all substantive revisions in class and on the blog.  
Having said this, two things will never change—Friedman & Schwartz (F&S) reading assignments and quiz/exam dates.  

2. “Covers classes x-y” next to/under a quiz/exam means that quiz/exam covers all lecture material, required Barro/F&S 
reading, and assigned Wall Street Journal articles for classes x-y.   

3. TBA in the assigned reading cell means links to required reading will be posted on the class website. 

4. As noted on page 4, instructor evaluations may be completed on-line during the last few weeks of class.  Specific dates 
will be noted on the blog later in April.  
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