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Course Syllabus  

Financial Markets and Institutions 
 

Course Details  
 

Course Title  Financial Markets and Institutions 

Course Code  

Credit Hours  2 

Semester & Year  Fall Semester, 2019- 2020 

Pre-requisites Economics 

Contact Hours 
 

Class Type  Days  Time  Classroom  

Lecture  Mon. 10:10-12:00 am IBS 331 

Instructor details 
 

Instructor  Yu Shiguang  

Room IBS 937 

Office Hours 1:00-3:00 pm Wed. 

Email yushiguang@bfsu.edu.cn 

Telephone 010-88816349 

Course Introduction  
 

The course of Financial Markets and Institutions is simply about the flow of funds, if not over-simplified. In 

reality, there are always people who have surplus funds at hands and would like to have their money 

generating more money, but who do not have profitable business opportunities. On the other hand, there are 

also people who have profitable business opportunities, but who have a shortage of funds. In the process of 

channeling funds from one party to another, financial markets and financial institutions play very important 

roles.  

 

This course, using Mishkin’s The Economics of Money, Banking, and Financial Markets as the text, studies 

the following issues: the organization and structure of financial markets and financial institutions, the nature 

and effects of monetary policies, theories of money and banking and discussion of money and banking in the 

international context. The understanding about money, banking and financial markets achieved in this 

course may help the students enormously in their study of advanced courses, e.g. Commercial Banking, 

Investment, Financial Engineering etc. 
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Course Objectives 
 

Specifically, the course will examine the bond market, the stock market, commercial banking, non-bank 

financial institutions, central banking and monetary policies. The course objectives are: 

1. To develop an analytic framework of finance: financial markets and financial institutions, banks and 

non-bank institutions, commercial banking and central banking and how decisions are made by these 

entities; 

2. To achieve a good understanding of the economic principles in money and finance and how operations 

in the money and financial sectors affect business and investment decisions; 

3. To train students’ sensitivity to changes in financial values, e.g. interest rates, stock indexes, money 

supplies and help them to develop well-grounded analysis on what effects these changes may work on 

business environment. 

Contribution to Mission & program learning goals  
 

 

Contribution to 

Mission 

Global vision  Social responsibility  Cross-cultural competence  

 Multi-region studies ■Professional Knowledge and Competency 

   

Contribution to 

program learning 

goals: Bachelor of 

Management (Major 

in International 

Business) 

 

■1. Goal 1: Students acquire professional knowledge and competency 

(Professional Knowledge and Competency). 

 

 2. Goal 2：Students have business expertise with local knowledge 

and global vision. (Global Vision) 

 

 3. Goal 3: Students have an awareness of ethic behaviors and social 

responsibility. (Social Responsibility)  

 

 4. Goal 4: Students have the ability to communicate and conduct 

business in a cross-cultural context. (Cross-cultural Communication 

Skill)  

Contribution to 

program learning 

goals: Bachelor in 

Finance  

 

■ Goal 1: Students have a good command of academic knowledge 

and are able to apply academic knowledge to practice. 

 

 Goal 2: Students have both local and global perspectives. 

 

 Goal 3: Students have the awareness of ethics and social 

responsibility. 

 

 Goal 4: Students have the ability to communicate and conduct 

business in a cross-cultural context. 

 

Teaching Methodology 
 

To achieve the course objectives described above, lectures, group learning and self-study are integrated in 

teaching. It is essential that students read the required literature before they attend the session and do the 

review after they finish each session so that they can have a good understanding of the lectures and 

contribute effectively to group learning. 
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Course Materials and Readings 
 

1. Mishkin, Frederic S. The Economics of Money, Banking, and Financial Markets. Business School ed. 

Pearson 

2. Materials for reading and discussion will be provided in class. 

Assessment Method 
 

Your grade will be determined by your performance on individual and teamwork participation. The final 

grade will be determined as exhibited in Table 1.  

 

Table 1. Assessments and weights 

Team work  5% 

Attendance  5% 

Quiz  10% 

Homework  10% 

Final  70% 

 

This class also follows the rules and expectations regarding letter grades provided by Beijing Foreign 

Studies University (BFSU) and it also follows the grading curve policies. See table 2. 

 

 

Table 2. Number and letter grade correspondence 

Points Grades Grade points 

90-100 A 4.0 

85-89 B+ 3.7 

82-84 B 3.3 

78-81 B- 3.0 

75-77 C+ 2.7 

72-74 C 2.3 

68-71 C- 2.0 

64-67 D+ 1.5 

60-63 D 1.0 

0-59 F 0 
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Course Outline  
 

Week  Date  Topic  Reading  Activity & 

Assignment 

1 Sept. 2
nd

   Preliminaries 

Why study money, 

banking, and financial 

markets?  

Chapter 1 Discussion: 

When interest rates 

rise, how might 

you change your 

economic 

behavior? 

 

In-class exercises 

2 Sept. 9
th

  Function of financial 

markets; 

Structure of financial 

markets; 

Financial market 

instruments; 

Function of financial 

intermediaries; 

Types of financial 

intermediaries; 

Regulation of the financial 

system 

Chapter 2 Discussion:  

Functions of 

financial markets 

 

In-class exercises 

 

Homework  

3 Sept. 16
th

  Meaning of money; 

Functions of money; 

Evolution of the payments 

system; 

Measuring money 

Chapter 3 

 

Discussion: 

Are we headed for 

a cashless society? 

 

In-class exercises 

 

Homework 

4 Sept. 23
rd

 Measuring interest rates; 

The distinction between 

interest rates and returns; 

The distinction between 

nominal and real interest 

rates 

Chapter 4: 

 

In-class exercises 

 

Homework 

5 Sept. 30
th

  Supply and demand in the 

bond market; 

Changes in equilibrium 

interest rates; 

The liquidity preference 

framework 

Chapter 5 

 

Discussion: 

Expected inflation 

and interest rates; 

Business cycle 

expansion and 

interest rates 

 

In-class exercises 

 

Homework 

6 Oct. 7
th

   National Day Holiday 
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7 Oct. 14
th

  Risk structure of interest 

rates; 

Term structure of interest 

rates 

Chapter 6 Discussion:  

How and why 

interest rates on 

different types of 

long-term bonds 

differ? 

How and why 

interest rates on 

government bonds 

of different 

maturities differ? 

 

In-class exercises 

 

Homework 

 

8 Oct. 21
st
  The stock market, the 

theory of rational 

expectations, and the 

efficient market hypothesis 

Chapter 7 

 

Discussion: 

How valuable are 

published reports 

by investment 

advisers? 

 

In-class exercises 

 

Homework 

9 Oct. 28
th

   Basic facts about financial 

structure throughout the 

world and how they can be 

explained by the concepts 

of asymmetric 

information, adverse 

selection and moral hazard 

Chapter 8 

 

Discussion: 

How adverse 

selection 

influences 

financial structure? 

How moral hazard 

influences 

financial structure? 

 

In-class exercises 

 

Homework 

10 Nov. 4
th

  The bank balance sheet; 

Basic banking; 

General principles of bank 

management: 

Liquidity management 

Asset management 

Liability management 

Capital adequacy 

management 

Risk management 

 

Chapter 9 

 

Discussion: 

The importance of 

holding excess 

reserves 

 

In-class exercises 

 

Homework 

11 Nov. 11
th

  Banking industry: 

Structure and competition 

Banking regulation 

Chapters 10 and 11 Discussion: 

Financial 

innovations and 
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the evolution of 

the banking 

industry; 

Government safety 

net and moral 

hazard 

 

In-class exercises 

 

Homework 

12 Nov. 18
th

  Non-bank finance: 

Insurance; 

Pension funds; 

Mutual funds 

Chapter 12 Discussion:  

Insurance 

management 

 

In-class exercises 

 

Homework 

13 Nov. 25
th

  Financial derivatives: 

Forward contracts; 

Futures; 

Options; 

swaps 

Chapter 13 Discussion:  

Hedging with 

financial futures 

 

In-class exercises 

 

Homework 

14 Dec. 2
nd

   Central banking Chapter 15 In-class exercises 

 

Homework 

15 Dec. 9
th

  Multiple deposit creation; 

The money supply 

process; 

Determinants of the 

money supply 

Chapters 16 Discussion: 

Multiple deposit 

creation 

In-class exercises 

 

Homework 

16 Dec. 16
th

  Review    

Session Details  

Session 1 Sept. 2 

In the first hour, there will be a brief description of the course: text and materials to use; the schedule to 

follow; requirements for students to attend the sessions; assessment details, etc. The information is provided 

in the course syllabus. 

 

In the second hour, we will have a brief description of the subject: how financial markets such as bond, 

stock and foreign exchange markets work; how financial institutions such as banks, investment and 

insurance companies work; the role of money in the economy. We will have a bird-eye view of the map of 

the text to help students to develop a framework of the subject. 

 

Exercise: questions and discussions on the content covered today. 

 

Session 2 Sept. 9 
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Chapter 2 provides an overview of the financial system. We’ll examine four questions today: 

1. The functions of financial markets: channeling funds from economic players that have saved surplus 

funds to those that have a shortage of fund; promoting economic efficiency by producing an efficient 

allocation of capital, which increases production; improving the well-being of consumers by allowing 

them to time purchases better 

2. Structure of financial markets: debt and equity markets; primary and secondary markets; exchanges and 

over-the-counter markets; money and capital markets; the instruments traded on money markets and 

capital markets 

3. Functions of financial intermediaries: risk sharing and risk reduction (asset transformation) 

4. Regulation of the financial system: to reduce adverse selection and moral hazard problems; to reduce 

insider trading; to insure the soundness of financial intermediaries 

 

Exercise: questions and discussions on the content covered today. 

 

Session 3 Sept. 16 

Chapter 3 examines money briefly. Three questions are to be discussed in this chapter: 

1. Meaning of money: anything that is generally accepted in payment for goods or services or in the 

repayment of debts. 

2. Functions of money: medium of exchange; unit of account; store of value 

3. Measuring money: M1 and M2 

 

Exercise: questions and discussions on the content covered today. 

 

Session 4 Sept. 23 

Chapter 4 examines the bond market, with particular focus on how interest rates are measured.  

Three questions are to be discussed today: 

1. The concept of yield to maturity 

2. Measuring interest rates on simple loans, fixed-payment loans, coupon bonds and discount bonds 

3. The distinction between interest rates and returns; the distinction between nominal and real interest rates 

 

Exercise: questions and discussions on the content covered today. 

 

Session 5 Sept. 30 

Interest rates as a whole vary over time. Chapter 5 studies the reasons that lead to changes in equilibrium 

interest rates. There are three key parts in this chapter: 

1. Determinants of asset demand: wealth, expected return, risk and liquidity; 

2. Understanding changes in equilibrium using the supply and demand analysis for bond market; 

3. Understanding changes in equilibrium using the liquidity preference frame 

 

Exercise: questions and discussions on the content covered today. 

 

Session 6 Oct. 7 

National Day Holiday 

 

Session 7 Oct. 14 

Interest rates on different types of bond may differ very much. Chapter 6 studies how and why they differ 

from two perspectives: the risk structure and the term structure.  
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The risk structure: bonds with the same maturity have different interest rates due to: 

– Default risk 

– Liquidity  

– Tax considerations 

The term structure: bonds with identical risk, liquidity, and tax characteristics may have different interest 

rates because the time remaining to maturity is different. 

 

When studying the term structure, a very important concept will be examined: the yield curve. The yield 

curves on different days may differ in shapes. Three theories can be used to explain the shapes of yield 

curves: the expectations theory, segmented markets theory and the liquidity premium theory 

 

Session 8 Oct. 21 

Chapter 7 provides a brief analysis of the stock market. Two issues are covered: 

1. Computing the price of common stock: the one-period valuation model; the generalized dividend 

valuation model; the Gordon growth model; 

2. The theory of rational expectations and its applications 

3.  

Exercise: questions and discussions on the content covered today. 

 

Session 9 Oct. 28 

Chapter 8 provides an economic analysis of financial structure.  

1. Eight basic facts about the financial structure are to be examined first; 

2. The eight facts are to be explained using the concepts of transaction costs, asymmetric information, 

adverse selection and moral hazard 

 

Exercise: questions and discussions on the content covered today. 

 

Session 10 Nov. 4 

In Chapter 9, we will have a brief look at banking and banking management. Three steps are to be taken: 

1. The bank balance sheet will be examined: items under liabilities and assets; 

2. Basic banking; 

3. General principles of banking management: liquidity management and the role of reserves; asset 

management; liability management; capital adequacy management and risk management 

 

Exercise: questions and discussions on the content covered today. 

 

Session 11 Nov. 11 

In Chapter 10, we will examine the banking industry as a whole.  

1. A retrospective look at the historical development of the banking system in China and in the US; 

2. How changes in the demand conditions and the supply conditions and the need to circumvent regulations 

lead to financial innovations: adjustable-rate mortgages; financial derivatives; electronic banking; 

securitization; money market mutual funds; sweep accounts 

3. The decline of traditional banking 

 

Chapter 11 focuses on banking regulations. 

- Government safety net: deposit insurance 

- Restrictions on asset holdings 

- Bank capital requirements 
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- Bank supervision: chartering and examination 

- Assessment of risk management 

- Disclosure requirements 

- Consumer protection 

 

Exercise: questions and discussions on the content covered today. 

 

Session 12 Nov. 18 

Chapter 12 briefly studies other financial institutions than banks: insurance companies and insurance 

management; pension funds; mutual funds, etc. 

 

Exercise: questions and discussions on the content covered today. 

 

Session 13 Nov. 25 

Chapter 13 focuses on four types of financial derivatives: 

1. Forward contracts: application and problems 

2. Financial futures: application and advantages compared with forwards 

3. Options  

4. Swaps: advantages and disadvantages of swaps 

 

Exercise: questions and discussions on the content covered today. 

 

Session 14 Dec. 2 

In Chapter 15, we will briefly examine the structure of central banking, taking the Federal Reserve System 

as example: the Federal Reserve Banks, the Board of Governors, the Federal Open Market Committee and 

their responsibilities. 

 

Exercise: questions and discussions on the content covered today. 

 

Session 15 Dec. 9 

Chapter 16 analyzes multiple deposit creation and the money supply process. Three issues will be covered: 

1. The central bank’s balance sheet; 

2. Control of the monetary base and open market operations; 

3. Multiple deposit creation and determinants of the money supply 

 

Exercise: questions and discussions on the content covered today. 

 

Session 16 Dec. 16 

Review 

Miscellaneous issues 
 

The activities outlined above in the “Course Outline” table are subject to minor changes, depending on how 

well students understand the principles and theories. 
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Students who miss quizzes, homework submissions or final exam cannot retake them without proper 

excuses. 

Plagiarism and Academic Dishonesty  
A student has an obligation to exhibit honesty and to respect the ethical standards of the academy in carrying 

out his or her academic assignments. We do not tolerate students engaging in academic dishonesty which 

includes, but is not limited to: plagiarism, paraphrasing of someone else‘s ideas, cheating on in-class exams, 

and turning in work completed by another person but represented to be your own. If you are caught in an act 

of academic dishonesty, you will receive a score of zero in that work. 

The rules on plagiarism, copying and academic dishonesty are non-negotiable. 


