Course Title: Financial Intermediation, Markets and Institutions

Course Description: This course covers theoretical and institutional aspects of banking,
financial markets, financial regulation, and financial systems in seven modules. The
course blends important components of financial system such as banks, financial markets
and other financial institutions, first by covering each component separately and then
combining them in analysis of financial systems in the last module. It also covers topics
of development finance and financial risk.

Course Level: MA

Course Code: IE 531

Course Type: Optional

Credit: 4

Course Objectives: The objective of the course is

1. To provide students an exposure to theoretical, empirical and institutional aspects
of the major components of a financial system, viz., financial intermediaries
(banks, non-banks and microfinance institutions), financial markets (capital
markets), financial regulator etc.

2. To blend theoretical and empirical aspects of financial economics.

3. To enable students to understand various financial systems through quantitative
measures and qualitative analysis.

Learning Outcomes: On successful completion of this course, students will be able to

1. Apply theoretical understanding of banking and financial markets to analyse
financial systems

2. Critically review the theory of financial intermediation and markets

3. Understand and explain differences between various financial systems covered by
this course

4. Understand and critique research articles that apply theoretical and empirical
models in banking, financial intermediation and
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Module 1: Introduction to Financial Intermediation, Financial Markets, Financial
Institutions

1.1. Definition of intermediation, markets and institutions with examples
1.2. Hirschleifer (1958) model -intertemporal smoothing and welfare improvement

Suggested Readings: Matthews and Thomson (Chapters 1& 2), Freixas and Rochet
(Chapter 1), Houthakker and Williamson (Chapter 1)

Module 2: Banks
2.1 Economic functions of a bank

Suggested readings: Freixas and Rochet (Chapter 2); Matthews and Thomson (Chapter
3); Diamond and Dybvig (1983);

2.2 Bank as a firm
Suggested Reading: Freixas and Rochet (Chapter 3); Matthews and Thomson (Chapter 6)
2.3 Credit Market — credit rationing; redlining

Suggested Reading: Freixas and Rochet (Chapter 5); Matthews and Thomson (Chapter 8);
Dymski (1995); Jatfee and Stiglitz (1990)

Module 3: Development Finance
3.1. Financial Inclusion — concept, measures, policies and debate

Suggested readings: Sarma (2010, 2012, 2015, 2016a, 2016b, 2023); Yangdol and Sarma
(2019);

3.2 Microfinance Institutions (MFIs) — Types of MFIs; aspects of MFIs

Suggested readings: Armendariz and Morduch (Chapters 4,5)

Module 4: Financial Markets
4.1. Defining Financial Instruments; definition of asset returns and market risk

Suggested readings: Campbell, Lo and MacKinlay (Chap 1); Ruey S. Tsay (Chap 1);
Houthakker and Williamson (Chapter 4)

4.2. Financial markets — types; economic functions; market efficiency and efficient market
hypotheses; The Capital Asset Pricing Model (CAPM) and its extensions; Stock Market
indices

Suggested Readings: Houthakker and Williamson (Chapters 5, 6)



4.3. Derivatives markets

Suggested Readings: Houthakker and Williamson (Chapters 8, 9); John C Hull (Chapters
1,2, 3)

4.4 Non-Banking Financial Institutions
Suggested readings: Carmichael, J. and M. Pomerleano (Chapter 1)
Module 5: Financial Risk

Types of financial risk; Measures and management of financial risk

Suggested Readings: Berton, Nesiba and Brown (Chapter 4)

Module 6: Financial Regulation
0.1. Justification for banking regulation; Prudential regulation and Basel Norms

Suggested readings: Freixas and Rochet (Chapter 9); Matthews and Thompson (Chapter
11)

0.2. Credit market intervention policies with special reference to US, India, Brazil

Suggested Readings: Barr (2005); Avery et al. (2000); Byskov (2018); Mankiw (1986); RBI
(2005)

0.3. Securities market regulation
Suggested Reading: Houthakker and Williamson (Chapter 11)
Module 7: Financial Systems

Types of financial systems; Implication for development and financial stability;
comparing financial systems — India, Germany, US

Suggested Reading: Allen and Gale (Chapters 2, 3); Allen and Gale (1995); RBI (2000);
Annual Reports on the Trend and Progress of Banking in India, RBI; Annual Review of
Indian Securities Market, NSE
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