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MacMillan, Alexander. An Introduction to Canadian Financial Markets.

Scarborough: Prentice-Hall Canada Inc., 1993.
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COURSE OBJECTIVES:

To achieve a practical understanding of the fundamental relations which
influence the Canadian financtial system.

To discover how financial transactions are organized.
To identify the terms of financial transactions.

To explain the role of money and of the Central Bank in the financial
system.

To examine the similarities and differences of particular markets and
particular intermediaries.

To understand how the form and the functions of the financial system and
system regulation affect the management of financial intermediaries.

COURSE CONTENT:

This course will be organized into learning themes. The major learning themes
are as follows:

DW=
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Introducttion to the Canadian financial system.
Fundamentals of the financial system.

Money, the Central Bank and the financial system .
Applications to financial markets.

Applications to financial intermediaries.
Regulation and evolution of the financial system.

Theme 1 - Introduction to the Canadian Financial System

Theme Objective 1 - To describe the purposes and organization of the

course,
(1) To identify the purposes of the course;

(11) To present the organization of the course;

(111) To explain the managerial approach used in the course.
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COURSE CONTENT: Continued

Theme 2 - Fundamentals of the Financial System

Theme Objective 2 - To fdentify the basic concepts associated with the
financial system.
(1) To describe the organization of a financial system.
. major functions of a financial systenm;
. components of a financial systenm;
. tracing the flow of funds in the financial system;
. surplus and deficit sectors.
(11) To examine the organization of financial transactions.
. principal features of financial transactions.
. organization of a competitive financial market;
. submarkets and 1inks between them;
. Tinancial system fragmentation;
. effictency of alternative transaction mechanisms;
(111) To examine the role of financial intermediaries.
. diversification;
. reduction of information and transacttons costs;
. risks transfer;
. monftoring and enforcement.
(1v) To examine the terms of financial transactions.
. concepts of risk and return;
. credit risks and market risks;
. dimensions of 1iquidity;
. elements of risk management.

Theme 3 - Money, the Central Bank and Financial Markets

Theme Objective 3 - To explain the roile of money and of the Central Bank

within the financtal systenm.
(1) To develop an historical perspective about money.
. the importance and functions of money;
. the various forms of money;
. the Canadian payment system.
(11) To acquire a contemporary view and future perspective of money.
. major developments in the Canadian financial system, 1935- 1985;
. the role of money in the contemporary payment systenm;
. cash-based system;
. cheque-based system;
. electronic funds transfer system;
recent financial products and itnnovations.
(111) To understand how the Bank of Canada affects the money supply.
. the Bank of Canada: mission and responsibilities:
. the Bank of Canada's organizational structure;
. the Bank of Canada's financial data;
. various definitions of money supply.
(1v) To be exposed to the implementation of the monetary policy by the
Central Bank.
. monetary targets and instruments;
. various tools of monetary policy;
. choice of intermediate targets: base control versus interest rate
control;
. Interaction of money demand and supply;
- 11nk between money supply and the exchange ratio;
. impiementing monetary policy under different policy regimes:
1imitations and problems.
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. 4. Theme 4 - Applications to Financial Markets

Theme Objective 4 - To show how earlier theoretical developments explain
similarities and differences of several financial markets.
(1) To identify the characteristics of securities markets;
. economics of securities markets;
. money market;
. Canadian and US stock markets;
. bond markets.
(11) To identify the characteristics of other domestic markets.
. markets for trading risks;
. forward and futures markets;
. sSwaps and options markets.
(111) To understand international intermediation and markets.
. International finance and the balance of payments;
. foreign exchange markets and determination of exchange rates;
. risk management in the international financial market.
. recent regulatory issues in international intermediation.

5. Theme 5 - Applications to Financial Intermediaries

Theme Objective 5 - To show how the economics of financial transactions and
intermediation affect the form and functions of financial intermediaries.
(1) To discover the management strategies of financial intermediaries.
. effectively organizing the intermediary;
. . adapting to changes in technology and system structure;
- profitability of strategic chotices;
. models for managing financial risks and intermediaries;
. 11quid assets and 1iquidity management;
. asset and 11ability management:
. interest rate swaps;
. dynamic balance sheet management.
(11) To understand management strategies in banking.

. goals and strategic decisions;
. operating policies and decisions;
. international banking;
. banking supervision.

(111) To explain how to market funds to different client classes.

large corporations;

. spec1a1 classes of business;
. consumer finance;
. residential construction financing;
. government financing;
. elements of asset securitization.
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COURSE CONTENT: Continued

Theme S - Applications to Financial Intermpediaries Cont'd

(iv) To raise management issues in near bank and non-bank intermediaries.
. mortgage and loan companies;
. credit unions;
. Canadian securities firms;
. Insurance companies;
. trust compantes.

Regulation and Evolution of the Financial System

Theme Objective 6 - To describe the goals and principles of regulation in
relation to the evolution of the financtal system.
(1) Breakdown of the Four Pillars and re-regutation.
. current issues in the deposit insurance system.
(11) To examine the system performance and policies that affect it.
. goals and principles of system supervision;
. supervision of operations;
. supervision of structural changes;
. government intermediaries and programs;
legislative intervention.
(i11) To assess the financial system of the future.
. evolution due to new product development;
. the payments system of tomorrow;
. evolution in intermediation;
. evotution in financial markets;
. Increasing internationalization of the system;
. Iimportance of legisltative change.

METHOD OF INSTRUCTION:

Lectures and computer simulation exercises, enulating bank-funding
operations.

COURSE EVALUATION:
Term examinations (2) 40%
Final examination 30%
Computer software
(Bankfim) projects (5) 30%
100%
m“EE=
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