gt

UNIVERSITY OF CHICAGO
Graduate School of Business

Business 336" 'Douglas W. Diamond
Financial Markets Winter 1984
and Institutions

COURSE OUTLINE

Text: Branch and Stigum, Managing Eank Assets and Liabilities, Dow-Jones,
Irwin, 1983. (S-B, below)

*{)" denotes readings which are recommended, but not required.

I. Financial Intermediation and Banking: Regulation and Marketd.

1., Banks as intermediaries. Banking as a typical industry.

Readings: Wood, Ch., 1
§-B, Ch.CI_ l
1 @ Fama, "Ranking in the Theory of Finance." G&”*ﬂ
I -
1A -

2, Money market instruments. (Only brief class discussion of this
section).

Readings: @ 3, YThe Instruments in Brief."
Ch. 4, 'Discount and Interest PBearing Securities.”

Wood, Ch. "Financial Innovation and the Demand .
for Money.“ : v

4

Stigum, Ch, 12;"""REPOS . and'i:ﬁe{r’e'x;ses‘."" AT o
@End James, "Impact of Deposit Rate Ce:.llngs ‘on the T
/ugay{ Market Value of . Thrlft Instltutlons,"'“ N

(handout Ln class).

Q{' ¢ ,»‘w P 3 .
‘3. Compensating balances, the prlme rate.
‘ o "] ) ’ C . mu\';’w)?}
Readlngs- S*B, Ch.-5“ "Domestlc Banklng " — Lo ‘
i . Y |Bi¥ns, "Compensating PFalance Requirements." [ b—“w"“”?
{Black, "Bank Funds Management in an Eff1c1ent Market.")
Merris,. hﬁiﬂwﬁ

0‘ S"B' Ch .

\Ea_{rdo'n_ Nat:l.onal "EAnK (case“)“‘“p l —-_é SO/ {@6
. @ Regulatlon ‘and the settlng today. ' C o 4% v M/z%

-'-Readlngs:,/'&:' ! l.'The Regulatlon of Commerc1a1 Banks a [3Cl7 5
'(3 . 8-B," Ch.O "The Setting Today " ST L 'ZCZ’W
_fgoh (J."Karaken,- “Deregulatlng Commer01al Banks-“) " ﬂn&h$¢"‘

Ied . .
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5.

6.

. S Wood, Appendix 5.D - CK
{E L Ingersoll, "Is Immunication

Ligquidity and the benefits of deposit insurance. The liguidity
service provided by intermediaries.

| 0 oy
Readings: Wood, Ch. 6, "Characgc istics of Securities.”

@E&i:EET“BT‘“ Iquidity Management.'™

(Luckett, "Approaches to Bank Liquidity Management.") . zéwﬂhbﬂ
iamond-Dybvig, "BRank Runs, Deposit Insurance . /

- and Liguidity." ) 7 78 Sty
(Schwei%EEFT*"EHﬁk“ﬁiabiiity—ManagEﬁEﬁfTﬁTﬁ__*‘f” O‘F@ﬂv$4
Slignat  ch 1, T Fedinnl Furde adoh” po. Sectons © 770

Interest rate risk and duration.
' TFn b

Readings:; S-B; Ch.59r~“Intefest;
ha -

Evidence from ]
the CRSP data."

! (Miller, Class Notes 1, 2, 8.) r

III

7

Interest rate risk: \qutures markets.
hY

Readings: 8-B, Ch. 1Z, "Futures Strategies,"
Keen, “Intereét'Rate Futures: A Challenge for BEankers."

Agency Problems and a More Fundamental View of Financial Intermediation

1.

2.

3.

Agency problems and corporate finance.

Readingsg;)%;iIEEfﬂgigggﬂ;;;e.13. e
Ef’n Diamond-Verrecchia, "Optimal Managerial Contracts and
Equilibrium Security—Prices," (Don't read thé math).
;%4; Class note - "Optimal Contracts."
4

\ re—Conpa case

' . ool
Asset side services: Covenants and delegated monitoring. ‘héijbﬁ
. e trthe ¢

‘ LT é)
. i . . Z ?f/ﬂi
Readings: Smith-Warner, "On Financial Contracting," lw~$? k4
_q» Class note, "Financial Intermediation and Delegated
Monitoring,"

Deposit insurance's costs: risk taking, and capital structure
implications.

Readings:y/ Ruser—-Chen-Kane, "Federal Deposit Insurance, Regqulatory
Policy and Optimal Bank Capital.” ' N
\/J. Kareken, "Deregulating Commercial Eanks." P
a Class note on deposit insurance (FDIC annual report.) '

"t



4., Long run capital structure polig;; L
4,\ ' v

Readings: Or§{er*fa gart, ﬂlﬁpliéétidns of Corporate Capital
Strugture egr? fq; Banking Institutions.”
Marius, 7Bank ,Capital Decision:

A Time Series

Cross Section Alysis."
Wells Fargo (case). -
/24ﬁ§f { Bedforad, hicome\Fax of Commercial Banks.")
(Shg{togl "The Relative Pricing of Tax-Exempt and Taxable
. D bt n
( gVe . ebt\)
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