Money and Banking
Final Review Sheet

Topic 1: Overview of Money and Banking (Chap. 1, 2, 3)

· Direct Finance/ Indirect Finance

· Debt vs. Equity Market 
· Primary vs. Secondary Market

· Adverse Selection Problem/Moral Hazard Problem

· Functions of Money

· Current Definitions of Money and Money Supply (table)

Topic 2: Bond Pricing (Chap. 4)

· Discount Bond Pricing

· Coupon Bond Pricing (Bond Table)

· Present Value

· Bond Theorem

· Yield to Maturity vs. Current Yield

· Yield vs. Return

· Interest Rate Risk (Reinvestment Risk and Price Risk)

· Nominal Return vs. Real Returns (Fisher Equation)

Topic 3: Central Banking (Chap. 17, 18, 19, 20, 21)

· Structure of the Fed

· The Fed’s Balance Sheet

· Three Tools of Monetary Policy

· Conduct of Monetary Policy (goals & targets)

· Multiple deposit creation and the money supply process

· Simple Money Multiplier and its Limitations

· Complex Money Multiplier (Derivation)

Topic 4: Monetary Theory (Chap. 23, 24, 25, 26)


· The Demand for Money: Quantity Theory, Liquidity Preference Theory

· Friedman’s Quantity Theory

· Keynesian IS-LM-FE Framework: Determination of Output, Cross Diagram, IS-LM curve in the Short Run and the Long run

· AD and AS Analysis: Equilibrium in the Short-Run and in the Long-Run

· Tracking money and output movements in the short run (four different schools)

Topic 5:  Monetary Transmission Mechanism (Chap. 27)

· Money Channel

· Bank Lending Channel

· Balance-Sheet Channel

Topic 6: Inflation Dynamics (Chap. 28)

· Monetary Policy and Inflation

· Cost-Push Inflation vs. Demand-Pull Inflation

· Rational Expectation and Inflation

· Central Bank’s Credibility and Inflation

