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COURSE OVERVIEW

Financial Institutions and Markets Course will provide a foundation for your further study of Finance, as well as an essential component of your managerial education about the world in which your business operates. This course explores the function, pricing, and institutional structures of financial markets. Our intent is not to build macro-economic models but to understand the differences between these instruments and institutions that operate in today’s financial markets. Rapid changes in the composition of financial instruments and institutions mean that the content of this course must be evolving as well. Understanding the economic foundations of these intermediation process, in addition to the institutional details of intermediaries and instruments, will prepare you not only for today’s job market, but will also help to increase your educational flexibility in adapting to future changes.

In Financial Markets and Institutions Course, we will

1)
Look at the workings of a variety of markets and develop an understanding of the different problems which different types of markets address.

2)
Study the issue of market efficiency and the interaction between government policies, the role of intermediary institutions such as stock exchanges, and while understanding functioning of each financial market.

3)
Analyze issues in innovation and regulation with basic principles of financial economics. 

4)
Include ideas and evidence from academic research along with historical, institutional, and international perspectives. Recent events will be used to illustrate concepts and develop analytic skills. 

Students should be prepared to confront ambiguity, apply independent thinking, and juggle conflicting concepts and solutions in approaching the course material, lecture style, term project, and exams.

REQUIRED TEXT & READINGS

1) Financial Markets and Institutions, 2nd Edition, by Anthony Saunders and Marcia Cornett, (Tata McGraw Hill 2004)

2) Foundations of Financial Markets and Institutions, 3rd Edition, by Fabozzi, Modigliani, Jones and Ferri (Prentice-Hall, 2003)

3) Financial Institutions and Markets, 3rd Edition, by L. M. Bhole (Tata McGraw Hill)

4) Indian Financial System, Bharti V. Pathak, (Prentice-Hall 2004)

5) The Economic Times or a comparable news source

Additional material will be photocopied for distribution in class or will be kept in Library. Refer to the course web page for additional details (Still under construction). 

Study Materials available at http://www.nseindia.com/content/ncfm/ncfm_curriculum.htm
·
Derivatives Core Module

·
Capital Market (Dealers) Module

·
Securities Market (Basic) Module

·
FIMMDA-NSE Debt Market Module

·
Surveillance in Stock Exchanges Module

·
NSDL - Depository Operations Module

·
Commodities Market Module

COURSE OUTLINE

Tentative
1) Overview of Indian Financial Institutions



(2 Sessions)

1) Introduction to Financial System

2) Financial Systems and the Economy

3) Reforms in Financial System

4) Regulatory and Promotional Institutions

2) Workings of Financial Institutions, regulatory issues and impact of the financial institutions on markets




1) Determinants of Interest Rates



(2 Session)

2) Money Market






(1 Session)

3) The Corporate Debt Market




(2 Session)

4) Foreign Exchange Market




(1 Session)

5) The Securities Market and Derivatives Market

(1 Session)

6) Mutual Funds






(1 Session)

3) Securities Market in India – An overview



(2 Sessions)

i. Primary Market

ii. Market Design

iii. Market Outcome

iv. Collective Investment Vehicles

4) Secondary Market






(2 Sessions)

i. Market Design

ii. Trading

iii. Clearing and Settlement

iv. Market Outcome

v. Market Index

5) Government Securities Market




(2 Sessions)

i. Indian Debt Market

ii. Primary Market

iii. Secondary Market

iv. Market Outcome

6) Derivatives Market






(2 Sessions)

i. Futures and Options

ii. Trading System

iii. Clearing and Settlement

7)
Trading Membership






(1 Session)

8)
Regulatory Framework





(1 Session)

COURSE REQUIREMENTS

Reading Assignment (10%)

I expect daily reading of the financial Daily, The Economic Times. We will spend the first few minutes of each class discussing interesting/relevant stories (this discussion is initiated by you!). Keeping up with your reading is essential for meaningful discussion of the material. I expect to know each one of you by name very early in the term through your individual participation in these and other class discussions. For this part of the grade you start with a zero; only effective performance - quality and quantity - will improve your grade.

Security Assessment Project (25%)

Choose any listed security from BSE/NSE, no mutual/index funds please! (No overlapping is allowed), and determine its value (from website of The Stock Exchange www.bseindia.com, The National Stock Exchange www.nseindia.com or similar source) as of today (Session-1). Inform instructor before Session 3 about the securities chosen. Keep a weekly log of its value each subsequent Wednesday, through Session 12.

1. 
Compute the weekly return on your security. Use a spreadsheet program such as Excel to generate a chart of these returns (you determine which chart format best conveys the information). What is the average weekly return? What is the standard deviation of weekly returns? What is the overall holding period return (Buy and hold strategy) of security vs. NIFTY, SENSEX?

2. 
What are the key characteristics of your security? What are its main sources of risk? What are the characteristics of the market in which the security trades? Who are the major participants in the market for your security?

3. 
What factors affected the valuation of your security over the course of the term? How? Were these systematic or unsystematic influences?

Prepare a written report that covers all the points above, though not in question/answer format. That is, structure your document as if you were writing to explain the security and its recent behavior; for example, you may want to think of the report as going to a potential client of a funds management group where you work. The report is due by Session 15. Word limit: 3000 worlds.

Quiz (10%)

There will be some in-class surprise quizzes. 

NO MAKEUP QUIZZES FOR ANY REASONS/EXCUSES.

Term Paper (15%)

By Session 7, each student will be required to submit a 1000 word (maximum) Letter to the Editor covering a contemporary issue regarding a financial institution, market, regulator or related subject. Pre-approval of the topic and the nature of your approach are required. Your paper should be crisp and persuasive -- convincing the reader of your position. The goal of the paper is for you to take a stand on a particular aspect of your subject and defend it. The paper will be closely graded on the analytical quality of the argument, the clarity of exposition, as well as grammar, spelling and punctuation. MBA-level written work is expected, but formal references are not required. Submit the topic and a paragraph describing your research objective before Session 3.

Stock Portfolio Assignment (10%)

Follow these steps to complete this assignment.

· First, visit Yahoo's site for stock quotations and portfolio management at http://in.finance.yahoo.com/ to get used to how the site works. Sign up at Yahoo's site as a guest member, which will require you to choose a name and password. This is free and easy, so take care of it. After you have your password, ask for quotations for a couple of stocks. To do this, you must know the stock symbols. Look for the symbol lookup on the page for where you do that. Think of a company and find the symbol. Use the symbol to retrieve the stock quote. For example: INFY for Infosys.

· After you have looked up a couple of quotes, find the link on the page that will allow you to build your own portfolio. Select that. Here you will build a trial portfolio of a couple of stocks plus an index just so you can see how it works. When asked about the type of portfolio select Track a Symbol Watch List. This portfolio eventually will be deleted and replaced with your real portfolio, so don't worry about mistakes. Give your portfolio a name and follow the instructions on the page and select at least two companies (you will need to know their symbols, which can be looked up on this page). Also select at least one index (like NIFTY, SENSEX). Before you submit your portfolio choice, make sure on step 3 that, when asked to provide the default view for the portfolio, choose the detailed and not the basic (default) report. Submit your portfolio and take a look at it. Pretty amazing, isn't it. Look at all of the data you get.

· Over the next few days, go back daily if possible, find your portfolio, and get your briefing. There it all is, updated every day! Peruse your document when you have an hour or so to become familiar with what information is available. We'll talk about what some of these statistics mean in class. 

You will told when to do this in class... print and read this entire assignment carefully before attempting to complete it.

1. You have been given Rs.100, 000 to invest. You may invest in stocks that are found on the Indian Stock Market. You may not choose stocks listed on exchanges other those listed on the NSE/BSE (if you don’t know what this is, don’t worry about it).  We are also excluding foreign stocks and mutual funds of all kinds. There is one additional restriction - the stocks chosen must be quoted by the Yahoo quote site, which will eliminate some small cap stocks. At least for the purposes of this assignment, you are further restricted to a selection of a maximum of 8 stocks and must select at least 4. 

2. This step is very important : You cannot do this assignment during a weekday while stocks are being traded. This assignment must be done on a Saturday or Sunday or Friday night when the markets are closed on the weekend that your are assigned to do this. All students in the class must start this portfolio on the same weekend. Likewise, you really can't start it, then return to it later. It should be done in one sitting. It is likely to take about an hour. 

3. Build a new, separate portfolio on the http://in.finance.yahoo.com/ site. Do not combine this portfolio with the portfolio constructed to comply with part 1. First, build your portfolio off-line, using Yahoo to find symbols and prices. Find the symbols of the stocks you have chosen, also looking up the current price for the prior day's close for each stock, being very careful to record the exact closing price, including decimals. Then construct your portfolio off-line, including how many shares you are going to purchase of each (the total should come out slightly less than Rs.100, 000) before trying to build this portfolio in yahoo. Spend Rs.100, 000 to buy four to eight stocks. 

4. Now build a new portfolio in yahoo, this time using the Track Your Current Holdings option (as though you had actually purchased these stocks), giving it a name and providing your stock symbols. When you get to step 3 Basic Features, select the default Performance option. 

5. When you get to step 4, Advanced Features, select (put a check next to) Shares Owned, Purchase Price/Share and Trade Date. Do not select other features, such as commission (we are going to ignore commission, which would be nominal given the large size of our portfolio). Continue to the next page. 

6. This will introduce you to step 5, where you enter, for each stock in your portfolio, the number of shares purchased, the price and the trade date, which must be the actual date that you are completing this assignment. Enter no other information, such as commissions (we are ignoring commissions, which would be nominal in a portfolio this large anyway). Now select Finished. Your new portfolio should appear. 

7. If you have done everything right, this page will show that the value of your portfolio totals equal to or slightly less than Rs.100, 000, and that the Gain columns show Rs.0.00 in the left column and N/A in the right column for each stock shown. This is because you have done this assignment on the weekend or at night after the market close, have used the closing price, and have used the correct date. 

8. Print out your portfolio Performance sheet. Do this right away because tomorrow the page will not look like this! On the date specified, submit it to the instructor. Once you do that, you are "entered." 

9. You may not alter this portfolio throughout the term. You are stuck with the decision made for step one (which makes this a little unrealistic). You may neither add nor remove stocks, nor may you change proportions. The ending portfolio must look just like the portfolio printed in step 7. Only the portfolio value will be different. 

10. On the last session (Before your end-term exams), you again print out your portfolio Performance sheet with its new calculated value and submit it to the instructor for comparison to all others. If you are among the top performers as measured by the rate of increase in the portfolio's value, then you will be rewarded according to the following schedule: (a) top two: 10%, (b) next five: 7%, (c) next five: 5%, (d) next five: 3%, (e) next five: 2%, and rest (if any) 0%. 

(Note: There is a penalty for failing to set up this portfolio/submitting the performance sheet as described in step 7).

End Term Examination (30%)
Details will be announced later.

Academic Integrity:

"Plagiarism is the intentional or unintentional presentation of another person's idea or product as one's own. Students can avoid unintentional plagiarism by following carefully accepted scholarly practices. Notes taken for papers and research projects should accurately record sources of material to be cited, quoted, paraphrased, or summarized, and papers should acknowledge these sources in footnotes." 

The penalties for plagiarism include a zero or a grade of F on the work in question and a grade of F in the course. The Institute may take additional actions as well. 

Operating Procedures:

· We will start and end class on time.

· The first row is safe, but everyone else can and will be asked questions in class.

· Submissions are due at the start of class. Late assignments will not be accepted.

· Excuses: 

Ask yourself, would I try this on my boss? If not, please do not try it on me.

· I will not entertain any kind of reasons for absence from the class. 

· Absence on medical ground: 

Inform Dean (Acad)’s office through your class representative not to me.

Warning:

If you register for this course, you agree to accept all course requirements, deadlines set by the Instructor.

