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Course
Description

Money and capital markets; Financial
assets; Financial risks and financial risks
bearing; Asset pricing; the CAPM and APT
models; Interest rate structure; Bond and
equity instruments; Financial derivatives;
Asymmetric information in financial
market; Financial institutions; Risk
management of financial institutions;
Monitoring and controlling of financial
institutions; The deposit insurance system



Money and
the Financial
System

* We use money in our daily life.
* Why do we use money?

* We will see that money affects our lives
in various aspects.

* We, economists, think that financial
system transfers funds from people who
have an excess of funds to people who
have a shortage.

* This promotes economic efficiency as
well.
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This is a main component of the financial
system

Bond market

A security is a claim on the issuer’s future
income or assets

. . A bond is a debt security that promises to
F | n a n C | a | make payments periodically for a specified

period of time
Markets

An interest rate is the cost of borrowing for
the rental of funds.

e Stock market

* A common stock represents a share of
ownership in a corporation. It is a security
that claims on the earnings and assets of a
corporation.



Source:
http:/www.bot.or.th/English/Statistics/FinancialMarkets/InterestRate/Pages/S
tatinterestRate.aspx
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http://www.bot.or.th/English/Statistics/FinancialMarkets/InterestRate/Pages/StatInterestRate.aspx

TIME VALUE OF MONEY

Money placed in deposit account earning interest

oY

YEAR 1 YEAR 2 YEAR 3 YEAR 4

“l want payment today. Because

if | wait, | lose out on the growth |
would have earned.”




Types of Risk in Finance

| Volatility Risk

Systematic Risk Unsystematic Risk
- Uncontrollable by an organisation - Controllable by an organisation
- Macro in nature - Micro in nature
- | ! . ; | | | | : . 1
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Mainstream Finance
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Anomaly #1

Princeton University ) Eco 525: Financial Economics I

The long-term gains from the stock market have been astounding

TODAY‘S VALUE OF 1$ INVESTED IN 1972
Including reinvestment of interests and dividends
$25 4
Exponential
$20 - growth_of stock
prices
$15 1y-Bonds earned
less, but grew
very smoothl
$10 A Stock ol .
account
dipping
$5 - below $1
so .
1972 1976 1980 1984 1988 1992 1996
— S&P 500 (w/Dividends) = US Govemment Bonds (long term) — US Government Bonds (1 year)
Source: Mertens, Data from Ibbotson Associates 5

21:29 Lecture 03 Bounds and Equity Premium Puzzle Slide 03-2




Anomaly #2

Figure 1: Monthly Turnover and Annual Return of Individual Investors
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* This is another main component of the
financial system

e Banks

* Banks are financial institutions that
accept deposits and make loans.

F INANCld | * They are the financial intermediaries
that the average person interacts with

|n5titUtiOnS most frequently.

e Other financial institutions

* These include, for example, insurance,
finance companies, mutual funds,
government financial intermediation,
and investment banks.




Some Basic Facts

=

STOCKS ARE NOT
THE MOST
IMPORTANT
SOURCES OF
EXTERNAL

FINANCING FOR
BUSINESSES

i

ISSUING
MARKETABLE DEBT
AND EQUITY
SECURITIES IS NOT
THE PRIMARY WAY
IN WHICH
BUSINESSES
FINANCE THEIR
OPERATIONS

[e]

INDIRECT FINANCE
IS MANY TIMES
MORE IMPORTANT
THAN DIRECT
FINANCE

FINANCIAL
INTERMEDIARIES,
PARTICULARLY
BANKS, ARE THE
MOST IMPORTANT
SOURCE OF
EXTERNAL FUNDS
USED TO FINANCE
BUSINESSES.



Financial institutions are heavily

regulated

Government
safety net

Restrictions on
bank asset
holdings

Capital
requirements

Disclosure
requirements

Assessment of
risk
management

Chartering and
bank
examination

Consumer
protection

Restrictions on
competition

(+) Prompt
corrective
actions




* Financial sector plays an important role
to create or amplify many crises in the

past.
: : * We, as economists, need to understand
F INancia | the relationship between financial
. . sector and crises to solve or prevent the
C ISIS problems in the future.

* We will focus on the Sub-prime crisis.

* The sub-prime crisis leads to a big shift
in the world of financial regulations.



Figure 1. Initial Subprime Losses and Declines in World GDP and
World Stock Market Capitalization

) Initial Subprime Losses and Subsequent Declines in World GDP
2 - and World Stock Market Capitalization (in Trillions US Dollars)
20 -
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10 -

5 -

Estimate of Subprime Losses on Loans Estimate of Cumulative World GDP Decline in World Stock Market
and Securities by 10/2007 loss Capitalization 9/07 to 10/08

Source: IMF Global Financial Stability Report; World Economic Cutlook Movember update and estimates; World Fedemation of
Exchanges.



Figure 4
The Two Liquidity Spirals: Loss Spiral and Margin Spiral
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Source: Brunnermeier and Pedersen (forthcoming).
Note: Funding problems force leveraged investors to unwind their positions causing 1) more losses
and 2) higher margins and haircuts, which in turn exacerbate the funding problems and so on.



New Financial

Regulation
(Idea)

* The crisis has involved a regulatory
failure as much as anything else

* The current regulatory approach
assumes that we can make the system
safe by simple trying to make sure that
individual banks are safe (micro-
prudential regulation)

* In practice, it represents a fallacy of
composition

* The current micro-prudential requlation
should be supplemented by macro-
prudential regulation



Figure 4
The Two Liquidity Spirals: Loss Spiral and Margin Spiral
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Source: Brunnermeier and Pedersen (forthcoming).
Note: Funding problems force leveraged investors to unwind their positions causing 1) more losses
and 2) higher margins and haircuts, which in turn exacerbate the funding problems and so on.



However, we are in a
VUCA world ...




/

We Are Transforming
Agriculture

We grow delicious, nutritious
leafy greens and herbs without
sunlight, soil, or pesticides. Our
crops get the perfect amount of
moisture and nutrients misted
directly onto their roots in a
completely controlled
environment. With our
patented technology, we take
indoor vertical farming to a new
level of precision and
productivity with minimal
environmental impact and
virtually zero risk.

LED LIGHTING

LEAFY GREENS

AEROPONIC MIST

CLOTH MEDIUM

SOLUTION
CHAMBER
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Google Home enables users to
speak voice commands to interact
with services through the

Home's intelligent personal

assistant called Google Assistant. A

larce number of services, both in-
house and third-party, are
integrated, allowing users to listen
to music, look at videos or photos,
or receive news updates entirely by
voice. Google Home also has
integrated support for home
automation features, letting users
speak commands to the device to

control smart home appliances.



https://en.wikipedia.org/wiki/Intelligent_personal_assistant
https://en.wikipedia.org/wiki/Google_Assistant
https://en.wikipedia.org/wiki/Home_automation

Augmented reality (AR) , is a live direct or indirect view of a physical, real-world

environment whose elements are augmentedby computer-generated sensory input such

as sound, video, graphics or GPS data. It is related to a more general concept

called computer-mediated reality, in which a view of reality is modified (possibly even

diminished rather than augmented) by a computer. Augmented reality enhances one’s

current perception of reality, whereas in contrast, virtual reality replaces the real world

with a simulated one.

Augment (Android, iOS: Free)

Augment (Android, 10S) lets you place a
wide range of virtual objects into your
environment, with options to move, resize,
capture and share them from within the
app. Users can choose from a variety of
existing models in the database, scan
objects from QR codes or import any
created in external 3D modeling programs.
Premium accounts on Augment’s platform
get access to a host of corporate-friendly
features for making sure your product
reaches its intended audience.



https://en.wikipedia.org/wiki/GPS
https://en.wikipedia.org/wiki/Computer-mediated_reality
https://en.wikipedia.org/wiki/Virtual_reality

In the financial world ...




Key Features How to Apply

Transfer

Transfer money via
mobile phone number or
QR Code

History

View transaction history

K PLUS Features

Top-up

Topup mobile
phone/Easy Pass

Favorites

Manage your favorite

transaction

Payment

Pay bills via barcode

MyPort

See asset overview

SE

N

Mutual Fund

Buy/Sell Mutual Fund

o h
N

Life PLUS

Expenses records

< EB

PrompPay

Send or receive money

via PromptPay

Services

Apply other services



mMPOS - mobile Point of Sale Digcio mPOS
transforms your smart device into a secured
credit card acceptance terminal. You can
accept VISA and Master Cards using your
exiting smart phone or tablet. It is as easy as
inserting a credit card into the mPOS reader,
signing on the device screen and receiving an

e-Receipt.



E[:)’ PeerPower Customer Service (+662) 026-3514  TH | EN

Home SME Loan v Invest About Us v FAQ Blog Apply now

How PeerPower works

We're not a bank; We connect business owners with investors through a trusted platform.

as &

Borrower PeerPower Investor
Uses loans for business purposes; working Screens borrowers through credit scoring Earns monthly cashflows and diversifies
capital, expansion, refinancing; and repays and offers a loan guote your investment portfolio

loans



TransferWise

Send money to Thailand

Create a free account today and start saving on
your money transfers.



 Students should arrange into 8 groups.

 There will be two talks on issues related to
JEP articles and content in class.

* At each talk, each group summarizes related
JEP articles, one page for each article, and
submit to the lecturer.

* At each talk, each group present your own
idea about the topic of the talk with
Powerpoint (or something similar) not
ClaSS ta | kS exceeding three pages. The presentation can
cover anything related to the topic.

* At each talk, four groups will be selected to
present their own idea about the topic of the
talk.

» After that, class will discuss about current
development and what will happen in the
future.




Readings

Main textbook:

[Mishkin] Mishkin, F.S. The Economics of Money, Banking, and
Financial Markets. Pearson/Addison Wesley.

[A&D] Ackert, L. and R. Deaves (2010) Behavioral Finance: Psychology,
Decision-Making, and Markets. South-Western Cengage Learning.

[Brunnermeier et al.] Brunnermeier, M., A. Crocket, C. Goodhart, A.D.
Persaud, and H. Shin (2009). The Fundamental Principles of Financial
Regulation. Geneva Reports on World Economy 11. Parts 1 — 4.

Required Readings:

[Siegel&Thaler] Siegel, J.J. and R.H. Thaler (1997). Anomalies: the
equity premium puzzle. Journal of Economic Perspectives 11(1), pp.
191 - 200.

[Daniel&Hirshleifer] Daniel, K. and D. Hirshleifer (2015). Overconfident
investors, predicable returns, and excessive trading. Journal of
Economic Perspectives 29(4), pp. 61 — 88.

[Brunnermeier, 2009] Brunnermeier, M. (2009). Deciphering the
liquidity and credit crunch 2007 - 2008. Journal of Economic
Perspectives 23(1), pp. 77 - 100.

[Aikman et al.] Aikman, D., J. Bridges, A. Kashyap, and C. Siegert (2019).
Would macroprudential regulation have prevented the last crisis?
Journal of Economic Perspectives 33(1), pp. 107 — 130.



e Class talks 25%
Evaluation e Midterm examination 30%
* Final examination 45%




