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Basic elements of algebra and calculus. Basic financial literacy. An introductory course on
Economics: both Micro and Macro. Interest in current events and global economic outlook. Regular
reading of international economic press (FT, WSJ, The Economist)

Money is the one of greatest invention of our civilization, says Niall Fergusson a leading world
historian. It has allowed unprecedented economic and social growth, and an impressive human
development. Yet, money is not fully understood.  Monetary and financial stability are essential
ingredients of a stable and prosperous society. Economic development requires a well-functioning
banking and financial system. Credit and trade foster growth. However, credit is prone to sudden
episodes of bubbles and bursts, manias and panics that create deep and lasting economic and
social costs. The finance system needs to be understood and properly regulated to avoid excesses
and “irrational exuberances”,  in the words of Allan Greenspan, a mythical chairperson of the
Federal Reserve Board.

The global financial crisis (GFC) and its lasting damage has proven the importance of banks,
financial markets and monetary policy. The Covid crisis has underlined the importance of Central
Banks (CBs) and extended its mandate beyond their traditional role as providers of stability. Policy
makers responded by reverting into a “whatever it takes” mode, adopting all kinds of
unconventional measures, a monetary and regulatory policy tsunami. Consequently, CBs have
been thrown into the limelight and its actions and omissions publicly discussed in media and social
networks as never before. Politicians all over the world and the political spectrum are increasingly
questioning CB independence. Yet, their decisions are seldom understood and their language
remains arcane to the public.

While monetary authorities are still coping with the legacies of both crises, the financial landscape
is changing dramatically. Part of that change is the consequence of “low for longer” real interest
rates. But digital transformation, consumer empowerment, data protection, are the main drivers of
that change. In Europe, completing Monetary Union has become the overriding policy objective.
However, real progress is still lacking in many areas.
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SUBJECT DESCRIPTION

OBJECTIVES AND SKILLS

OBJECTIVES AND SKILLS

METHODOLOGY

METHODOLOGY

This course throws light into these matters by using simple economic principles to explain financial
markets and institutions, monetary theory and policy. The aim is for the student to understand
current policy debates; therefore, the emphasis is on basic concepts and methodologies. Formal
analysis is deliberated reduced to the necessary minimum but some basic algebra and graph
theory is required. Students are expected to read the materials and participate in class discussions.
The goal of this course, in the simplest possible words, is to ensure students are able to rationalize
and assess any central bank decision anywhere in the world. To have their own informed opinion
and to express it in the appropriate economic and monetary language.

Topics: money, interest rates, inflation, banks, financial markets, central banks, monetary policy,
financial stability, banking regulation.

Understand the basic concepts of money and banking

Appreciate financial stability, the necessary regulatory policies and its costs

Be aware of the alternatives faced by politicians, regulators and academics.

Grasp the challenges of the digital revolution to the financial system.

Develop the ability to understand, explain and discuss current monetary and banking
developments.

Think critically. Sustain informed opinions

Lectures are necessary for the presentation and explanation of the basic content and concepts of
this subject. Interaction between the professor and students is encouraged. Projections of slides will
be the main resource in live sessions. The student must supplement them with the required
textbook readings and additional pieces on current events and practical examples supplied by the
professor (typically press clippings) in advance of each class. These materials will help students
understand the video sessions. 

Students are expected to participate actively in class, asking questions and clarifications and
expressing their views and experiences when invited. Open discussions are encouraged. Live
classes  will be complemented with asynchronic sessions. The students is expected to review them
at their own pace and time and submit the corresponding paper within a week or participate in the
subsequent forum.

This course covers a very wide subject matter and students are expected to prepare for each
session reading the materials in advance.

Questions for review. The review of the theoretical content covered in each session through the
answer of several key questions proposed in class is an important way to learn. Students should
answer on their own to self-evaluate understanding and progress.

Lectures are necessary for the presentation and explanation of the basic content and concepts of
this subject. Interaction between professor and students is encouraged. Particular importance is
attached to group discussions with the involvement of students. Projections of slides will be the
main resource in these classes. The student must supplement them with the required textbook
readings and additional pieces on current events and practical examples supplied by the professor
in advance of each class typically press clippings.

Students are expected to participate actively in class, asking questions and clarifications and
expressing their views and experiences when invited.
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PROGRAM
 
 

SESSION 1 (LIVE IN-PERSON) 

 

SESSION 2 (LIVE IN-PERSON) 

 

SESSION 3 (LIVE IN-PERSON) 

Live classes  will be complemented with asynchronic sessions. The students is expected to review
them at their own pace and time and submit the corresponding paper within a week or participate in
the subsequent forum

Questions for review. The review of the theoretical content covered in each session through the
answer of several key questions proposed in class is an important way to learn. Students should
answer on their own to self-evaluate understanding and progress.

Teaching methodology Weighting Estimated time a
student should
dedicate to prepare for
and participate in

Lectures 20.0 % 15 hours
Discussions 20.0 % 15 hours
Exercises 13.33 % 10 hours
Group work 13.33 % 10 hours
Other individual studying 33.33 % 25 hours
TOTAL 100.0 % 75 hours

Money and the payment system

a.  Money and how we use it: means of payment, unit of account, store of value

b.  The payment system: commodity money, fiat money, checks, electronic payments, e-money

c.  The future of money: Central Bank Digital Currencies vs private monies.

The price of money: interest rates

a.  The meaning of interest rates

b.  Measuring interest rates: present and future value

c.  Nominal and real interest rates

d.  The risk and term structure of interest rates

e.  The yield curve: the basics

        i.  Liquidity premium and segmented market theory

        ii. The theory of rational expectations

        iii. The efficient market hypothesis

Financial instruments: Bonds, stocks and derivatives

a.  Bond prices: zero-coupon bonds, fixed payment loans, coupon bonds

b.  Bond yields: yield to maturity, current yield

c.  Why bonds are risky: default risk, inflation risk, interest-rates risk

d.  The essential characteristics of common stock
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SESSION 4 (ASYNCHRONOUS) 

 

SESSION 5 (LIVE IN-PERSON) 

 

SESSION 6 (LIVE IN-PERSON) 

e.   Valuing stocks: fundamental value and dividend discount model

f.   A basic on derivatives: futures, options and swaps.

Digital Money

A video interview with an international expert followed by a one page summary paper on the future
of Central Bank Digital Currencies, to be submitted that week.

Banks and their role on the economy

a.  The need for financial intermediaries:

     i.   Pooling savings,

    ii.   Providing liquidity,

    iii.   Diversifying risks

    iv.   Managing Risk: Credit Risk, Interest-rate risk, other risks (operational, reputational, and
cybersecurity)

b.  Basic banking: What is a bank and what they do

    i.   The Balance Sheet of a typical Bank and Off balance sheet activities

    ii.   Intermediation margin

    iii.   Fee income

    iv.   Profitability (return on equity, ROE)

    v.    Solvency (capital requirements, CET1)

c.  The banking industry: structure, regulation and competition

d.  Shadow banking, financial inclusion and the digital disruption

e.  General principles of bank management

    i.    Liquidity Management and Reserves

    ii.    Asset Management

    iii.   Liability Management

    iv.   Capital adequacy Management

The role of Central Banks

a.  Historical origin of Central Banks

     i.  Why a central bank?

     ii.  May they be private?

b. Stability: the primary objective of any CB

      i.  Price stability: the CB as a monetary authority

     ii.   Financial stability: the CB as supervisor and ¿regulator?

     iii. ER stability: the CB and the capital account regimen

c.  Extending the role of Central Banks beyond stability

     i.  Growth and employment, the Fed vs the ECB

     ii.  Non-traditional functions: macroprudential policies,
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SESSION 7 (LIVE IN-PERSON) 

 

SESSION 8 (LIVE IN-PERSON) 

 

SESSION 9 (ASYNCHRONOUS) 

 

     iii.  Emerging goals: ¿distributional issues?, ¿the greening of the economy?

     iv.   Potential conflicts of objectives

d.  The independence of Central Banks

      i.   Operational and  financial independence

     ii.   A stylized fact increasingly challenged

     iii.  Independence, transparency and accountability

Central Banks and Monetary Policy (I) (*)

a.  The Money Supply process:

     i.  CB balance sheet

    ii.  The Monetary Base and Money Supply

    ii.  The Money multiplier

b.  Tools of monetary policy:

     i.   Reserve requirements,

    ii.    Discount window and refinancing operations

    iii.   Open market operations

c.  The basic monetary approach to the balance of payments

    i.    Net domestic assets

   ii.    Net international reserves

   iii.   Capital account convertibility: monetary and ER sovereignty

Central Banks and Monetary Policy (II) (*)

a.  The conduct of monetary policy

     i.  Price stability and the nominal anchor

     ii. Inflation targeting

     iii. Should CB target asset-price bubbles?

     iv. The Taylor rule

b.  The basics of nonconventional monetary policies

     v.  Quantitative easing

     vi.  Negative interest rates

     vii. Communication policies

(*) These two chapter are an introduction to monetary policy. Students are expected to reach a
basic understanding of the issues involved. Monetary Policy as such is the topic of the advance 4th
year elective, Current Issues in Monetary Policy

Banking today

A video interview with a leading banker followed by a discussion forum on: Will banks still exist 50
years from now?
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SESSION 10 (LIVE IN-PERSON) 

 

SESSION 11 (LIVE IN-PERSON) 

 

SESSION 12 (ASYNCHRONOUS) 

 

SESSION 13 (LIVE IN-PERSON) 

 

Regulating the financial system

a.  The underlying fragility of commercial banks

b.  The rationale for regulation: asymmetric information, moral hazard and social externalities

c.  Prudential and Conduct regulation

d.  The government safety net

    i.  Lender of last resort

   ii.  Deposit insurance

e.  Regulation and Supervision of the financial system

    i.    Regulation is rule-setting

    ii.    Supervision is auditing: from checking ratios to stress testing

    iii.   Micro and Macro Prudential Regulation

    iv.    Basel Accord: principles of global regulation

Financial crises: lessons learnt

a.  What is a financial crisis

    i.  The banking sovereign loop

    ii.  Sovereign debt crisis, why they matter?

b.  The costs of a financial crisis

c.   Financial crisis in emerging markets

     i. The usual dynamics: from a fiscal problem to a confidence crisis

     ii. Capital controls: inflows and outflows  

     iii.  Lessons learnt

d.   The global financial crisis of 2007-09 and beyond

     i.   The causes of the crisis: the blaming game

     ii.   The dynamics of the crisis in advance economies

     iii.   The bazooka effect: the case of the USA and early drastic intervention

Financial stability as a public good, the response to Covid19

A video interview with an international regulator, followed by a one page paper answering the
question: are we better prepared today to avoid another financial crises?

The European Monetary Union

a.  The basics: Understanding Maastricht Treaty

b.  Completing EMU: from a Monetary to a Banking Union

c.  Is a fiscal union necessary?

d.  Will EMU survive?
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SESSION 14 (ASYNCHRONOUS) 

Multimedia Documentation: Monetary Union after Covid19 A Yearbook on the Euro 2021 (IEAF/

FEF) 

 

SESSION 15 (LIVE IN-PERSON) 

BIBLIOGRAPHY

Recommended

 - Mishkin,. (2019). The Economics of Money, Banking and Financial Markets,.

Global edition,  12th edition. Pearson Education. ISBN 9780134733 (Printed)

   

 - Hubbard & O'Brien. (2020). Money, Banking and the Financial System. 4rd

edition. Pearson Education. ISBN 9780134524061 (Printed)

   

 - Cechetti & Schoenholtz. Money, Banking and Financial Markets. 6th edition

McGraw Hill, 2020. ISBN 1259746741 (Printed)

   
 

EVALUATION CRITERIA
 

Outstanding: 9.0 - 10.0

Remarkable: 7.0 - 8.9

Satisfactory: 6.0 - 7.0

Acceptable: 5.0 - 6.0

Fail: 0 - 4.9

The current debate on completing the Union

A discussion forum on the future of EMU after reading the Executive Summary of the Euro The
euro in 2021

Wrap up session.

What have we learnt?

What do we need to learn?

Attendance is mandatory and students missing 4 sessions will NOT be graded. Absences will be
penalized. Class participation is encouraged and will be assessed based on the following criteria:
depth, quality, frequency and relevance of the contributions. Moving your peer’s understanding
forward is the ultimate measuring rod. Students are to read all relevant materials before each
session. The professor will pose questions and expect informed answers.

Class participation will be assessed regularly. This will account for 20% of the final grade.

Short papers and forum discussions will account for 40% of the final grade (10% each).

The final essay paper will account for the remaining 40% of the final grade.

There will be no final exam

As for grading, the following punctuation will be used

Criteria Percentage Comments
Final Exam 40 %

7
09th December 2021



 

PROFESSOR BIO
 

BIBLIOGRAPHY

Short papers and forum
discussions

40 %

Class Participation 20 %

RETAKE POLICY

Each student has four (4) chances to pass any given course, distributed in two consecutive
academic years (regular period and July period). Students failing the course in the first regular
period will have to do a retake in July. Students who do not comply with the 70% attendance rule
will need to enroll again in this course next academic year and will lose their first two attempts. 

Grading for retakes will be subject to the following rules:

Dates and location of the retakes will be posted in advance and will not be changed. Please take
this into consideration when planning your summer.

The maximum grade that a student may obtain in any type of retake will be 8 out of 10.

The retakes will consist on a comprehensive exam. The grade will depend only on the performance
in this exam; continuous evaluation over the semester will not be taken into account.

The students in their third attempt must re-enroll and meet all relevant criteria for next year.

Professor: FERNANDO FERNÁNDEZ MÉNDEZ DE ANDÉS

E-mail: ffm@faculty.ie.edu

FERNANDO FERNÁNDEZ MÉNDEZ DE ANDÉS
Dr. Fernández is Professor of Economics and Finance at IE Business School and University. A
Ph.D. In Economics, he is an international consultant on macroeconomic, regulatory and financial
issues. A member of the Scientific Council of Bruegel in Brussels and of the Advisory Council of the
Foundation for Financial Research (FEF). Currently, the Director of the Euro Yearbook.  

Professor Fernández has worked previously as Global Chief Economist for Santander and Senior
Economist at the International Monetary Fund.  As a consultant, he has worked extensively in
Europe and Latin America and occasionally in Africa and Asia.. He was a member of the Expert
Committee for the Reform of the Spanish Tax System. As a full time Academic, he served as
Rector of two different Spanish universities. In the corporate world, Dr. Fernández  has served as
external Director for Bankia and Red Eléctrica.

Dr. Fernández publishes regularly on academic and current issues, is a frequent guest speaker at
national and international conferences and a media analyst on economic and political economy
issues.

8
09th December 2021


