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-Foreword .

The concepts of money and the financial system are
frequently difficult for teachers to teach and students
to learn. Therefore. we are pleased to pamc:pate in
the publication of Money. Banking. and the Federal.
Reserve System because we feel it provides useful
guidelines and impertant méthodology for teaching
- these concepts at the junior or senior high level.

This instructional unit is the result of cooperative
- efforts among educators and mdmdyals interested in
- developing maferials for economic “education. We
appreciate the opportunity to'share the results of
these efforts. and we- hope teachers and, students
alike will ftind Money. Banking. and the Federal
Reserve Sys,pm to be an qpportant new_instructional
resource

M ak //w,,gé,

Mark H. Wllles President
Federal Reserve Bank of Mihneapolis A

N
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" Money. Bankink and the Fedesal Reserve System is

based on materials that were designgd, develbped,
and classroom-tested by teachers in the socjal studies
department at Hosterman Junior High hoo! in
Robbmsdale Minnesota. These teachers, in particular
Bruce Jasper and Robert Reinke, deserve edlt for
their extensive-involvement in the vanous stiges oY
the creation of these materials.

After being tested inthe classroom. these matenals
were submitted to two awards programs for innovative.
economic educators. At the national level, the mate-~
rials placed first in the junior high division of the 1 977
awards program sponsored by the International Paper
Company Foundation and the Joint Council on Eco-
nomic Education. They also blaced first in the 1977
Minnesota awards program, which was sponsored by
the General Mills Foundation and the Minnesota State
Council an Economic Education. The Federal Re-
serve-Bank of Minneapolis thanks the sponsors of

" thegk awards programs for kindly allowing pubhcat:on

of ghaterials sut}mmed to them.



Money. Banking, and\}' hegedéral Reserve System LN

Introeduction to ~

-

Many educators consider the role of money. bahking.

* and the Federal Reserve System in promoting an effi-

cient and heaithy economic system to be a most diffi-
cult topic to teach. This unit is designed to provide a
structure or mechanism for teachmg thase topics to
junior and sentor hugh school students in a way that is
both conceptually sound and interesting.
Concepts and-relationships in the unit are sequen-

JSally developed from the concrete to the abstract.

Where necessary, complex ideas have been simpli-
fied without disforting their basic validity. After basic
concepts and relationships have beén taught. activi-
ties .are provided to help students apply the knowl-

. edge to real-life situatigns.

The unit does not attempt to turn students into
workmg economists. Theyltimate goal of the unit is to
develop basic literacy a money and banking and
the oberations and polocy-makmg role of the Federal
Reserve System.

Money. Banking, and the Federal Reserve System

a self-contained — but flexible — instructional

ge. The instructional strategies are desigred to.

“supplement and enrich textbook Materials available

to most instructors.

Materials for each of six topical sections are ¢con-
taine d in individual folders. This format allows instruc-
tors 10 choose the appropriate sections and appro-
priate activities from each section, based on the
expected student outcomes listed for each activity.

The six sections contained in Money, Banking. and

. the Federal Reserve System are:

-~

|. Money o

Il Bank Services and Functions

Hl. The Federal Reserve System

V. How the Clearinghouse Works

V How Banks Create Money  * )
VI. How Monetary and Fiscal Policies Work

Each section contains a brief overview of content

\ (

N

- @conomic goals.

.
' s -

r

l s \

and the economic generalizations that are taught by
the activities® of the section. Following the intro-
ductory material are the activity descriptions. For
each actjvity, the following items_are included:

* student outcomes /

 the strategy or strategies used

= the probable dfass time required A -

¢ a hist of materials needed

= complete instructions on how the activity can be
conducted '

The loose sheets inside the section folders are activity
sheets (readings, worksheets. etc.) to be duplicated

~for student use and masters for makmg overhead

transparencies.

it must be noted that no one teachmg strategy iS
used exclusively:,various classroom enyvironments
can be developed by the teacher on a daily basis.

~Teachers may adapt, delete, or add to any activity to

better suit their individual teaching styles or the needs
of their students.

Due to-the vast differences which exist in class-
rboms and among schools. the unit has been struc-
tured to apply to a wide rangeé* of abilities and age

-levels. The progression of activities—from the basic

topics of money and banking to the more difficult
subject of Federal Reserve monetary pulicy— aliows
for placement flexibility. At the junior high. level. or
with high school students of lesser ability. the instruc-
ter could choose to uytze ohly the materials on
‘money and banking—omitting or modifying the activi-
ties that deal witt. ti»:* more at ~tract topics of Fetleral
Reserve mone policy or thie attainment of national
ith high-ability junior high students
or senior high students, the instructor could choose to
omit or limit the gimpler activities about banking and
money. Because of its abstract nature, Sectiop VI is

( duggested Yor use only in senior high schodl and en-

riched junior high school classrooms.

’



Choosing Sections:

..The study unit has been designed so you can readily
“determine what particular sections will be appropriate
for use with yoor students. Each section begins with a
brief summary of its confents and a list of the generali-
zations it teaches. Scan through the various activity
desc:nptmns for each section. notmq ospeciallv the
stugent outcomes and the stratégies used. This
should give you a good idea of what the section covers

~—and whether it is of value to you. ,

Activity tion:

* After you have chosen appropriate sections, rea

descriptions of the activities for those sections. Stu-

- dent “outcomes” summasjze thé objective of each

.

activity The same concept is often taught in more.
than one activity. using different strategies. Use one

strategy or several to teach a concept. gepending on
the needs of your students. L.ook ovaf the relevant
activity sheets and transparencies to iliarize your-

self with the strategies.
Teacher Preparation:

. wxn you hgve made your selection of activities, de-
" te

ine if any of them require additional materials
(filmstrips, films, or pamphlets). Refer to “Additional
Materials” on page 10 of the Instructor's Guide for
information on ordering these Materials. R
Prior to teaching any activity, assemble the needed
materials. This may include additional materials,
audio-vissal equipment, ordinary classroom supplies.
duplicated ‘activity sheets, or overhead transparén-
cied. The activity description s .tended to provide
you with sufficient background information and

- instructions to teach the adtivity. However, student”

readings$ and activity sheets provide additional

ey

'(

L

N

lems, simulation activities should be reviéwed carefully

and run through before use withirrthe classroom.You
may refer to “"Unit Concepts and Definitions ™ in the
Instructor’'s Guide to clenfy termg used in the activity.

Or you may refer to "What Economic Educators -

definitions of essential economic conceptp that are
not specifically mentioned in the student ivities._
To assist you in teaching Activities & and 7 in

Should Know,” aiso in the Instructors egmde. for

.Section VI. a supplementab reading on “Rational

Expectations” is included. For additional information
on other subjects and for additional teaching
materials. see the list of ' Reference Materials” in the
Instructor's Guide.

Student E \aluaﬁon * . ,
Each seéction contains activitiod reguiring written
work from the student(e.g., application lessons. work-
sheets. discussion questions, etc.) that an instructor

» may wish to use for grading purposes. Students could
be required to keep a folder or notebook of all their

completed activity sheets, notes. and review ques-
tions. This could be graded upon completion of the
unit. An answer key is iricluded in the Instructor's
Guide with answers to activity questions and review
questions. Participation in group activities and dis-
c‘ussions should also be ved and noted.
“Review Questions ' are the last activity sheet(s) for
" each section. These can be dupli- ated and adminis-
tered to students or used as a basis for a teacher-made
evaluation instrument. The questions may also be

~ used as a pre-test to determine student knowledge of

money, banking. and the Federal Reserve System
and to selectappropriate sections. Pre-test scores can
be compared with post-test scores to assess student

preparatory information. To avoid- ‘procedural prob-  learning.

.
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Unit Concepfts and Definitions

»

T = to help teachers impro

" of the term

S’ - what student understeding of the term should
be upon completion of the unit,

thetr own understanding

- 1.
.

BARTER

T —A planned exchange of one good and/or service
for another. This prodcedure requires at teast two
exchange agents and refiects the agents’ percep-
tions of the relative values of the goods and/or

‘services.

’
S — The act of trading goods and/or services. ~

CENTRAL BANK

T — An institution which deals chiefly with commercial”
banks in holding reserves. issuing currency. and
requlating (through monetary policy) the avail-
ability of banking credit. In the United States. the’
twelve Federal Reserve Banks and the Board of
Governors in Washington. D C., carry out the
central banking functions

S — Bankers bank which provides! temporary creditto
commercial banks. holds bank reserves. provides
coin and currency. and makes monetary policy.

CHECK L

T — A'written 6rder which allows a depositor, without
previous notice. to transfer all or part of the
deposited monies from his or her bank in direct
payment to another individual or institution. -

S— A written request to transfer money from a check~
ing account.

C\EARINGHOUSE -

T — Anorganization, established by banksmthe same
‘locality. through which checks and other infor-

mation are exchanged and net balances settied. -

The Federal Reserve System acts as a,clearing-
.house for banks in dtffere;nt dis}ricts

S - A grbup of banks wmch exchange checks drawn
on‘each other. .

COMMERCIAL BANK S ,

T — A privately awned financial institution that ac-
cepts ti d savings deposits angd demand de-
posits Commercial’ banks make’ loans to busi-

nessas and individuals; theyare major investors in
government secusities and in mumc:pal and cor-

. Rorate bonds. and they provide other financial
" services to customers. Through its lending and

S —A privately owned financjal institution which holds
time and savings deposits and demand deposits.
Commercial banks make loans to businesses and
individuals. and they invest in government se-
cunties and munigipal and corporate bonds. They
also prqvide ather financial services to their
custom%

-

CREATE MONEY

T --Commercial banks create money by granting
" loans which add new deposit doliars to the check-
ing account balances of businesses and individ-
uals. The amount ancreate is limited to the

amount of excess reserves they hold. Excé'SS\ )

reserves are those in excess of what they are
rgqusred to hold by the Federal Reserve or other
regulatory agencies. . .

S — Commercial banks-expapd the money supply by
granting néw loans.

DEMAND DEPOSIT

T — A deposit in'a bank W ich may be withdrawn- by
writing a check. .

8 — Checkbook money.

\DISCOUNT BATE }
T The interest ra‘te Reserve Fanks charge member

commercial banks for temporary loans. Reserve

Bapks make such loans to ‘avoid the financial

that ‘Wed to be caused when commercial
banks could not meet shcr}-term requests by cus-
tomers to w:thdraw their funds.

S —The “price” the Federal Reserve Banks charge
their member banks for money (loans).

ECONOMIC GROWTH

T —'A long-term increasé in the economy'’s total out-
put of goods and services. To achieve maximum,

economic growth requires saving and investment.
The Federal Reserve System attempts to achieve
a stable econory growth through moneta\ry
policy.

SA A net increase in the amount of goods and ser-

vices produced, usually measured by a change in
real Gross National Product tGNP).

f‘ '
ECONOMIC STABILITY

T — A high level of e!:onompi;crny with an absence
of severe cyclical fluctuatfons i the economy.
"Stability refers to production. employment, and

.nvesting. the comimercial banking systém ex- _ prices.  _
pands and contracts the money supply. within S - Little or no change in production. employment,
limits set by the Federal Reserve System - and prices.
’ ¥
4 v/ y
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THE FED L RESERVE SYSTEM s - , forms of money are coin.'currency, and checking
, T — The central bank of the United States. It s a account balances.
banker's bank. providing temporary credit and SmAnythmg which s generally accepted in ex-
other services to commercial banks. It s also change for other things.
responsible for monetary policy. _ . ‘ ' )
S — A network of banker’s banks which helps regulate MONEY SUPPLY _
the amount ot money in the economy. {7 -~ The amount of money—coins, currency. and
: ’ . deposits in checking accounts—the public has
FIQ\AL POLICY immediately available for spending. Also called
- M1
T — The use of federal taxing. borrowing. and spend- ,
ing powers to change the level of mcome and S —The total amount of money in the economy.
employment in the economy_ L
S — Federal government taxing and spending actions = OPEN MARKET OPERATIONS
which influ e consumer demand and business . T —Federal Reserve purchases and sales of govern-
activity ment “securities through a network .of private
security dealers. Open market operaﬁcms are
Y“: TION ~ N conducted to influence the level of bank resexves *
and the rate of growth of the money supply. ThHe
ANeneral nise in the prices of goods and services. New.York Reserve Bank conducts open market S~
Sochnes he purchasing power of the dollar operations for the Federal Reserve System. NN
: ~
- _ S —Buying and sefling of gevernment securities by ,
S—The nise neral price level of goods and the Federal Reserve to influence the growth of ™~
. services . the money supply.
. . . )
INTEREST . RECESSION
T — A price for using the money resources of other
individuals or institutiar.s  Like other _prices, T- ‘Aﬁ temporary bdowfntl::rn G:n echcl) on;:c ac ity
interest 1s determined by the supply of and de- characterized by u fall in Gross Natiofial Priduct
mand for money resour ces. an_d labor force employment.
' S — The price charged for the use of bprrowed money. S—A rgddctfon in Quginess activity.
LOAN . RESSHVE REGUIREMENTS ~
T — An amount of money provided, for an interest | — 1he percentage (usually gbout 14%) of funds
charge. to a business or an individual by a finan- banks are required by law to hold as a kind of
cial institution It must be paid back. This proce- backing against their customers' deposits. Funds
" dure places available funds into the hands of - .beyon'd reserve requirements can be 'used to
. \ wdividuais who are dttempting to invest in pro- make loans to businesses and individuals. or can
, ductive enterprises. be invested in government or other securities.
.‘. S — Mokey temporarily provided to a person or group. S - ‘il('he percentage of money commercial banks must
; for A Tee..which must be paid back eep on hand.
~

MONEY
T — Anything which serves as a medium of exchange.

MONETARY $0OLICY : !

T — Actions of the Federal Reserve System to in-
fluence the level of total demand and the amount

of econoemic actiyty in the economy through,
™\ changesinthe rate of growth of the money supply.

S - Federal Reserve actions which influence the
avalability of money and credit for individuals and
bBiness groups

.
-

a megsure of value. and a store of value which is
comr\qﬂ/y acceptable. In our economy the basic
*

»
-~

1}

UNESPLOYMENT RATE
T —Jhe percentage of the total labor force which
wants td work. but is unable to find 3 job. at a

particular point in time The annual unemploy-
ment rate is the avertige of the monthly rates.

S - The numberfof people who arefnot working out of
every 100 possible workers
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What Economic Educators Should Know* .

<

RESOURCES — A resource 1s anything which is used
or could be used to produce other things.

Explanation: Resourcés are the building blocks or
inputs from which the goods or services that satisfy
human wants are formed. There are four generauy
accepted categories of resources: ,

1. Natural resources are items found in nature which
can be used in production. Some natural resources
dre used up in production while’ others can be
newed.

2. Capital resources are man-made rgsources that are
available to produce and services inthe future.
The variety and c lexity of a group's capital re-
sources reflect its of technological development.

3 Human resources are the physical and mental capabili--
ties of a group. Human resources need to be'analyzed

. from the standpoint of both quantity (number of
people) and quality (skills, education, and creativity).

4. Time limits the number of resources that can be uti-
lized in production and also limits the amount of
goods and services4hat can be consumed by an in-
dividual or a group. )

- d

SCARCITY — Scarcnty of resources is the basns of

wanis

Explanation: The basic charactagistic of resources is
that théy.are found in finite and therefore axhaustible
quantities. Consequently, the s and services that
can be produced are limited in humber. The essential
probl®m for all economic systems is, therefore, to
detide how best to allocate their scarce resources.

‘ : economics. Scarcity is the reality that there are not
\cenouqh resources to satisfy everyane's rieeds and

decisions iave to be made among alternativestas to
what will produced. Whatever must be given up
(not produced) because something else was produceds
is opportunily cost.

Explanation Cgportunity cost exists for mdwaduals as
well as for natons. Individual choices of purchases,

OPPORTZIfY CGST — Since resources are scarce,

careers, leisure activities. and many others involve

oppartunity cost. Similarly, nations make choices as
to how to aliocate their resources —what will be pro-
duced and what will not. An understanding of the costs
ana .)U\ehi?f decisions stould help both individuals
and soctetie’s to make wise economic choices.

. MARKETS — A market is the total number of buyers \

and seliers of a particular good or service ina specsflc
period of time .. .

Explanation' There is no one market for all goods and

‘Wel.amE Becker. Jr and.Robert Renke The Social Studies. 19)‘5}

-

-

.

services. .Each good or service has its owry set of
buyers (gemand)and sellers (supply) which int tto
determine the price at which it is soid. .

1. Demsnd is the amount of goods and services which
prospectfve buyers are willing to purchase in a
given period of time and at a given price. It is not a
fixed amount.”When price goes up. the amount
demanded reases; when price goes down, the
amount deynanded increases.

2. Supply is the amount of goods and services which
prospective seliers are willing to sell in a given

* period of ime and at a given price. It is not a fixed
amount. When prjce goes up, the amount supplied
increases, when price goesdown, the, amou nt sup-
plied decreases.

3. Price is the actual monetary amount at which a
good or service is sold. One would expect prjce to
Jary as supply and demand vary, b ket im-
perfecnons and changes in incomeg. 6thex prices.
and tastes make accurate predictions about price
changes difficult. .

INCENTIVES — Incentives are factors which stimu-
late people to act ?ay or another

Explanation: In an economic system, producers and
consumers need tn have a motive for producing and
consuming. Generlly, incentives inclide monetary
{ncentives ( ages interest,.rents, and dividends),
material incentiVes (those godds andservices which
monetary ineentives can buy), and psychological in-
centives (status, leisure time*location, job security). A

. host of intangibles which reflect a person's “value

system” falls into this final category.

EFFICIENCY —. Efficiency refers \o the ability of our
economy to produce thg largest possible amount of
goodstand services with the resources available to the
economy. When efficiency is achieved. an gconomy
could not produce any more of one type of output
without réducing the output oﬁsomethmg else.

Explanation: Because political systems personal
values, and cultural values differ from society to
society, the measures of efficiency mustchange when

.analyzmq other economic systems. Even wighin otr

own economic system, measures of efficie must
takevhto account that the benefits to individuals and
society can be both psychic and material.-

ECONOMIC GROWTH — Economic growth s the

4

process of expanding'the amount of goods and services”,

that can be produced.

E xplanation: Because resourcgs are iimit
growth must be magd-3t the sacrifice
consumptipn through savi
have been consumed i

R ecogmmnc
current

to be divided between
[ %

s, Resources that could -
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“ \ et
acquiring new capital and reorganizing existing re-
= sources toward a new objective. The opportunity cost
of economic growth is reduced current consumption
in the hopes that new capital. nology. or-organization
will produce more total output at a Q_Iater}ime.

L
[3
r .~ ‘o -
Ll \
- N / .
. - .
*
-
I ]
- .
[ ]
-~
1
I » .
L]
¢
N
.
~
&
.
-
* . -
*
.
»
a -
[
[y
*
J .
-
.
N .

L Y]




i | R ded
» - -
- LT ) ~ . . -/ . ]
- . . - . A -
. . .“ I ~
1> “Rational Expectations =, T , -
L. Supplemental Reading for Teaching Activities #6 and #7 in %lection' vi ‘ '
o . ‘ ’ )‘ i Y
A - o
K & & - v
: . There is a newer alternative view of how government ~ posed to drop. Even people who favor stimulative
. stabilization policies work or don't work. This view is *  policies concede that at sbme point they stop en-
- called the rational expectatiofis (RE) approach. It is couraging production and only cause more inflation. -
based on several fundamentdf pringiples about the ‘In the RE view, stimulative policies —~right from the
1 systematic behavior of people and businesses inthe  start—de little to increase production and do-much to
T economy. and it leads to the concidsion that govern- aggravate inflation. Such policies raise prices and in-
t ment pdlicies designed to reduce the unempioyment crease fspending: However, this can result in in-
. rate will be ineffective. . . creased brofit and expanded production and invest-
. The first basic principle underlying the RE view is mentonly if the wages of workers do nolaiso incréase. -
that economic units such as businesses and individ- If wages do not increase, workers would in efféct be
uals tare about real rather than nominal things (for warking for less. As prices go upe real wages go down
. example, real wages versus money or nominal (unless’there is an increase in wage rates that com- *}
¢ wages) Nominal or money wages are the doljar  pensates for inflation). The RE apprpach, then. holds o
agnaunt of wages. What people are concerned about  that the higher prices resulting from government poli-
are real wages-—nominal wages adjusted to remove  cies are certain to be quickly accompanied by higher
the effects ot inflation. Therefore. when these persons  wages. This happens because workers, acting ration-
make economic decisicns or take actions. they con- ally. will incorporate their expectations of inflation into
: sider what future inflatio 3 will da to their income. their wage demands. ' .
" Examples of how people‘incorporate expectatidns, Traditional expansionary policy only works if fabor,
. of inflation into their currefitactions and decisionsare . as a qgroup. willingly' goes along with it.. without de-
' Al gPRarent £or axamele. in taking a job incivig- manding higher wages *o compensate tor ine price
I :uals will be concerned not only with the nominal  increases they expect. This, obviously. is not likely to ¢
K amount of pay they will receive. but they are-also’ happen. It is more likety that workers will réstrict the »
‘ concerned with what that amount of pay wili buy. That supply of labor and hold out for higher wages whén
1. they are conce-ned with real wages or the purchas- - they foresee a rise.dn prices.
; ing power of their nominal or money wage —w hether it Proponents of the RE approach contend that there
j will cnver their rent or house payment, the operatian is only one way tradjtional expans'pnary policy can
i , of their auto, etc. They are also concerned with what work. That way is t8 induce labor to go along with the
: g prices will be in the future because that wiltalsodeter- - inflationary policies without demanding higher wages.
. mine how well their income will enable them to meet ~ This can be accomplished by surprising labor through
j I3 their fiinancial obligations. T adoption of unanticipated policies which create -
. A second basic principle underlying the RE a higher prices and profit opportunities for businesses.
proach s that people's expectations of inflation will Such policies Will promote higher employment in the
i not systematic#®y be wrong. To assume they will be economy. but the gains will be short-lived. As labor -
. wrong imphés that decision-makers: are illogical. ir- catches on to what{s happening to real wages. they
- ratronal, or unaware of economic events around them. will again hold outfor higher wages to compensate for
For example. because labor unions must bargam for inflation. That is; as the surprise of the unanticipated
wage contracts that extend into the future, inflation policy wears off, the policy loses its abilit§ to reduce -
will affect the future.real wages of labor, Therefore.  unemployment and instead creates more inflation.
the effectiveness of union wage negotiations in main- Further gains in empl ent are possible then only
. taining or upgrading members' real wages will depend through additional sugbrise policies. The moral is that
in part on how well negotiators forecast future infla- government canno /stematically fool peopie. They
, tion With so much at stake it is logical that they at- catch on. S -~
tempt to make good farecasts of inflation. This analysis implies that government policies
\_Anunderstanding of these basic principles allows a which raise prices and are anticipated by people in the
closer fook at how economic stabihization poligy is  economy (such as labor union negotators) will al
supposeg to work During periods of high-unemploy- raise nominat or money wages and leave real wag
ment. expansionary monetary and fiscal policios have unchanged. With the same real wage. the level of em-
often been used to promote an increased tevel of ployment in the economy will not increase. Th:s leads
spendirig (and output and employment) in the ecor- to the conclusion that government policy cannot be
omy The increased spending raised prices. Money effective in ighting unemploymerit. Or, alternatively.
wages. meanwhile, were supposed to remain con- it can be effective only if policy changes can consis-
stant, thus oftering new profi portunities to busi- tently surprise or fool people. That is the only way to
nesses As businesses took ‘taqg of these.profit cayse people to alter their expectations about poten-
opportunities —increasing pr ion and wvesting in tiat inflation and hence to alter their behavior. How-
: new equipment —the unemployment rate was sup- ever, the possibility of government consistently fool-
. ‘ l‘
Q ‘ 8 ¢ ' 11 l)
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'mg people with .dnﬁerent:‘bdlcy alternatives stems

rethofe. ' As a result. the rational expectations
approach concludes that policymakers ought to

‘announce and stick to a policy that will gradually bring

the mﬂatgon rate down to some acceptable specnhed
low level.

In summary. the foﬂomnq major points descnbe
the rational expectations approach: -

1 People care abdut real (as opposed to nominal)
things In current and future, periods. Therefore,
they must férm inflation expectations ald incorpor-
ate thes irrto their decisio making anilactions.

2. Peopie will not Systematically be wrong in thesr

-+ expectations. This is the ;atuonal expectations

hypothesss

s

w'

but not control it

4 Ratlonal economxc agentj\mll therefme attempt
. 10 anticipate g&vernment policies in fotming their
nflatioin expectations. .

5 As a result, systematic gouemment policies will
haye no eff3ct on the unemplioyment rate. That is
because fabor ‘demand and labor supply depend on
_real”wages, ‘not money wages, and antigipated
governmental actions which ra:sa pnces also raise
money wages.

See aiso:

Rational Expectations — Fresh ideas That Some E
“Views of Polcy Making  Anmual Report 1977.. Federal Reserve
dank of ‘Minneapous. Office of Public Information. Mmneapotis,
MN 55480

Kareken john H lnﬂauoa An Extren'ne View.” Federal Ressrve
Bank of Minneapohs - Quarterly Review, Winter 1978. pp. 7-13,
Federal Reserve Bank of aneapohs Minneapohs. MN 55480

, Stsmutatwe policies cah inﬂuénce the inflation rate '
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Additional Materiais -
. 7. o

Sectiagn 1 (Activity 3) ’
. % ~

) Pamphist - “Genuine or Counterfeit™ *

~—

-

Available from "
Office of Pufjisc Information i
«— Fedegrat Resarve Bank of anenpohs
« Minnespolis. Minpesota 55480 :

o

Section 1 tActivity 4} and”
’ Sachm Vi(Acivity 4} » , a

s Fiimstrip - The U.S. Emnmyhmm

. The Role of the Commercial Banking System
Available lor pufchase E/.‘/ ' ’ )
Jount Councit Bn Economic Education . .

1212 Avenue of the Americas
New York. New York 10036

*Available for loan: (within Ninth Fedcml Reserve Dlstncn
Office of Public Information -~ * .

Federal Reserve Bapk of M nmohs
Minneapolrs. Minnesota o
- A
. . - &
“Saction IV (Activity 1) Y |

- “The Story of Checks™

~

Available from \

Pubhications Section

Feaderal Reserve Bank of New York

33 Liberty Street Lo
New York, New York 10045

*10 -

PR

Refen::qce Materials

For Students: ¢ N

Fodeoral m Today. Describes Federal Resefve Systems role
today -objectives. structure. and actions Discusses influence of &
Systems aclvity. monetary policy tools. polcymaking process,
and timtations and advantages of monetary policy Federal Re-
_serve Bank of Rftnmond. Bank and Public Relations Dupa{_tmeut\/
P.O Box 27622, Richmond. Virginia 23261, 1974, 23pp . Free .

Fundaments! Facts About U.S. Mohwey. Describeg physical character-
stics of the varnoustypesof U8 cum and coin. FederatReserve -
Bank of Atlanta. Information Centei/Research Departmént. Federal
Reserve Station, Atlanta. G 30303. 1976. 16pp . Free

Ganuine or Counterfeit? Pamphiet describes differences between a
counterfest and a ganuine bill and what to do when a counterfert'bili
s found Féddral Reserve Bank of Mymseapols. Office of Public in-
formation. 250 Marquette Avenue aneapohs Minnesota 55480,
1974 Free

The Suyot Checks. Descnbes thg origin and devemoment ofchecks
and the growth and automatrog of check celflection IiluStrated
comic boolgform Feaeral Raserva Bank of New York. Publications
Section. 33 Liberty Street. New York. New ‘York 10045. 1975,
21pp , Free

The Culpeper Switch, Describes how the Federa' R Commum-
cations System (FRCS) transters more than $140 biliop in fuixis
and securitias dalty through a 40.000-mie electronic commur-

. cations network Conswders the FRCS's history and future use of
electronic funds transfer Federal Reserve Bank of New York. Publ-
cations Section..33 Liberty Street, Ne\v York. New York 10045,
1975, 18pp . Free

The Story of Money. Examines the evolution of money. muchh on
topics such as barter. commqdity motias, early gokd and siver .
monies. Amenca's colonal experiences with money. and the de-
velopment of fiat money Intended fdighigh Sthool students and
interested aduits Federal Rasene BanK of New York. ications
Section, 33 Liberty Street New York, New York 10045,
24pp.. Free.

memwwnmsm Describes various ses-

y wices performed by Federal Reserve Banks, With special emphasss
on howy currency and ogjri is supplied Briefly discusses System
str 12t » 2 and how Federal Reserve actions influence the supply of
money and bank rrsarves Federal-Reserve Bgnk of Minneapols.
Office ef Public Information. 250 Margusite Avgnue, Minneapols;
Minnesota 55480, revised 1976, 16pp . Free .

&
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For Teachers: | :

A Day st the Fed. Narrative account of a day s operatrons at the New
York Federal Reserve Bank Covers a Federal Open Market Com-
mittee meeting, bank examinations. monetary polcy activities,
electronic fund transfers, and the Federal Reserve's rasponsibih-
ties as the government s fiscal agent Federal Reserve Bank of New
York, Publications Section, 33 Liberty Street, New York, New York
10045, 1978, 28pp . Free

Electronic Funds Trenster: The Future is Now. Identfes many of the
common components of the iterrelationships between major EFT
networks and systems n?ethe nation and m the Ninth Federal
Resarve District Federal Reserve Bank of Minnsapolis. Olfice of
Pubiic Information, 250 Marquette Avenue. Minneapoits, Minne-
sota 55480. 1976 _48pp . Free

Federal Reserve at Work. Discusses in iayman s language the rote of
the Federal Reserve System inour nation s economy Outiines prin-
ciples and tools of monetary policy Emphasizes Federal Reserve
polcy i action. pius monetary policy imitations and advantages
Federal Reserve Bank of Richmond. Bank and Pubhic Rafations
Department. PO Box 27622. Richmond, Virgina 23261, 1974,
35pp  Free

infistion: An Extreme View. Federgf Reserve Ba% of Minnedpohs -
Quarteriy Review. Winter 1978°F ederal Reserve Bank of Minne-
apohis. Office of Pubhic information. 250 Marquette Avenue, Minne-
apolis, Minnesota 55480 1978, pp 7-13. Free

.
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ven Markel Operstions. Discusses the problems faced in trying to
. " trafislate broad policy objectives of the FOMG into day-to-day oper-
anons of the Open Market desk Federal Reserve Bank of New
York Publications Saction. 33 Liberty Street. New York. New York
10045. 1974, 47pp . Free

. Rational Expactations—Fresh ideas That Chalfjenge Some Estad-
. . - lishod Views ol Polloy Making. Annual/ Report 1977, Federal
.. Reserve Bank of Minneapolis Offich. of Public Information. 250
Marquette Avenue, Minneapols. Monnes?u 55480. 1977 17pp.,

. ree . .
L
‘ m:m from History: The Minnespolis Fadéral Resorve Bank.
Outfines arigin and avolution of the Federat Reserve System and its
role inthe natson s cradit structure Particular attentron s directed to
the Minneapoirs Reserve .+ Federal Reserve Bank of Minne-
apolis. Office of Public In tion. 250 Marquette Avenue. Minne-
B apotis, M ta 55480, 1973. 39pp . Free

The Feder System: Purposes and Functions. Theljtext

s book of Federal Heserve describes the structure. functions.
and objectives of the System Explains how the System regulates

the flow of money and credit. with chapters devoted to an explan-

ation of monetary policy and the Fed's role in the economy Publ-

o cations Services, Division of Admimistrative Services, Board of
‘ Governors of the Federal Reserve System. Washmgton, DC.
20551 revised 1974 128po.. Frde single cnoes onty)

-

Audio-Visual Aids

“ey in Reserve —Ninth District Fedorasl Reserve Bank. Film. 22 min :
" Color. sound: Study Ginde Services provided by the Regional

. Reserve Banks for commercial banks and the general public are -
described Relates how the Fedaral Reserve monitors the aconomy .

of the Ninth District and represents these economi® conastions in
national monetary pohicy decision making Availeble Study Guide
providas film contait review. suggestions for effective fifm use, and
supplemedntal information on the F ederal Reserve System. Federal
Reserva Bank of Minneapoiis. Office of Public information, 250
Marquetie Avenue. Minneapolis. Minnesota 55480, 1978 (Avai-
able for loan within the Ninth Federal Reserve District )

Maney. Filmstnp. 14 min . color, cassetlte tape OQutines the historical
oriins of money from commaodites to cons and currency fo credit.
Describes founding of F ederal Reserve System to contro! and stabi-
hize the money supply. and the tunctions of the Money Department
of loday s Minneapolis Fed Shows how comns and currency are
receved. sorted counted. destroved. stored and circulated and
how fargeries are detected Federal Reserve Bank of Minneapolss.
.- Office of Pubhc Information. 250 Marquette Avenue. Minneapols,
Minnasota 55480. 1975 (Available tor loan within Ninth Federal
Resarve Distrct )

The Fed .. ..Ow Cantral Bank. Film, 26 min , color. sound Discusses

the purposes and functions of the Fed 3s the central bank of the -

7 United States Avaiable from all 12 Regional Federal Reserve
Banks and Publications Services. Divisson of Admunistrative
Services Board of Govemors of the Federal Reserve Systemn.
Washinglon. D C 20651 - .

Simulation Game

You re The Banker. Plavers assume rofes of commarcial bankers and
grant or refuse loans to bank customers . Thew decisions affect the
economc well-being of customers and tha economic health of the
tocal community Decisrons also affect theamount of earnings ' the
bank racerwves and the bank with the lighest earnings wins the
game Miavers learn basic econamic principles related to money
and banking and the Federal Resarve s monetary policy and dss-
counling role Felteral Reserve Bank of Minneapolis. Olhde of
Pubhic information 250 Marquette Avenue. Minneapolls. Minne-

sota 55480 1973 $15 00 per classroom set ~
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4. Money 1s va" ble because you can use it in ex-
change for g dris and services you need or want.

5. Marbles wali 'have to be generally accepted in
exchange for goods and sarvsces m payment-of a
debt to be considered “money.” Their mtrinsnc
value 1s not lmportant , -

6. Physical! money must be easy to carry around
divisible. and easy to store. R
Non-physical: Money must be generally accepted

and must measure value. - .

Review Questions <

1¢

2. b

3 Money is anything that is gener‘hny acceptable
in exqirange for goods and services.

4 A madium-of exchange—exchange $4.98 for a
record. )
A store of value —save $5 a week to buy a 10-
speed bike.
A measure of value —the bike you want is worth
$100.

®W D
Qo mo

9 .Exchange with cash, us2 of checks, use of.
credit cards, use of electronic funds transfer. .
'ff b

SECTION I
Activity 6

* . +
R

(1) 1. To accept and safeguard customer deposits.
2 To coliect check _‘k money.,
3. To make loans to businesses and individuals.

{21 A qeposut that can be withdrawn without advance .
notice

(3) A deposit that earns interest. is depasited for a
period of time. and requires advance notice for
withdrawal.

{4) A written order to transfer funds.

{5) 1 tnvesting some deposits.
2 Lending out some deposits. -

(6) Subtract interest charges from the face value of
th2 joan

(7) 1 Direct savings of individuals to where they can
be used by businesses and individuals for invest-
ment and spending.

. ,’ -
ot - _.\L ’ s ' ¢
5. Answer Key o . )
. ) N .
T T 4 TKIRRL
_ _ . ¥ ‘ j~ . -
SECTION'I ’ 531 2. Sharten the time funds are not "working" by ef-
Activity 2 - d R ficiént check collection and transfer of funds.
4 Review Questions '

I S

w
O
-—

ORNDD B
RTOWMOO

'y
. "'A

SECTION I -
tivity 2 - S

(1) Sam has $0.35 in reserves so he will be able to pay
each depositor $0.05 (5 x .05 = .25) and still have
.$.10 in reserves.

(2) Two depositors withdrawing all their money means

a total withdrawal of $0.50. Sam only has $0.35 in -

reserves so he could not give both depositors all of
their money. 2o’

*(3) It is very unlikely under normal circumstances.

' However, special economic reasons. s¢ asonal or
temporary conditions. or psychological ~oncerns
of depositors may cause many people to withdraw
n'orpy on a given day. ,

(4) The Federal Reserve System would make a short-
term foan of $0.15 to Sam so he could pay off his
depositors. On Friday Arnold would repay his $0.90
loan, and Sam could pay back his loan with interest.

Activity 4

111913,

2) Elastic.

3) Money (money and credit).

4) Monetary.

5) Quasi-governmental.

6) Pertaining to taxes. public revenue, and public

debt.

{ 7)One who acts for, or in the place of. another
person or group by its authority.

( 8) The Federal Reserve System, as fiscal agent for

the U.S. Treasury Department, handies matters

dealing with taxes. public revenue. and public

.

debt by authority givenit by the U.S. government.
ers’ bank, the Fed provides loans and’

{ 9YAs aba
essential services to financial msmutaons there-
by helping everyone.

{10) 1. Accepting and safeguarding customer de-

posits. .
2. Collecting checkbook money.
3. Making loans to businesses and individuals.

{1 1) These responses will vary with different students.

¢

.

.



- e ———
-~ -

. g, o s

> s o -

T A et T " P RATRBRIE WSS W G NNy T e g W - =

. . . .
(s‘ ‘l‘\ | !
. Jeview Questions ™ .. ..
-
e
3 b
4 c
$5e
6.¢c
7b i’
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SECTION IV | .
ivity 1 . .

(n A check is acceptable in exchange for goods or

services You don't have to keep a lot of cash on
hand to pay bills and make purchases. Checks are
safe and easy to send through the mail.

(2) It was quicker to exchange bundies of chelks at
coffeehouse with the otherbank messengers
an to go all the way to the messenger‘s bank.

(3, Boston, 1681-"The Fund at Boston in New
England.” \

(4) a. Growth of citnés (

b. improvead transportation. }
c. Cheap, umform postal rates. v

{5) To avoid paymg “exchange charges.” Correspondent
banks had an agreement with each other whereby
no exchange charges were made.

(6) itprovided for a na1|onal check cJearmg and collec-
tion center.

(7)a. Seller deposits buyer's check into his or her
checking account at a local bank.

b. I bank deposits check for credit at its Federat

eserve Bank,

C. Federal Reserve Bank sends check to the Federal
Resérve Bank in the district where the buyer has
a checking account. .

d.Buyers Federal Reserve Bank sends check to
the buyers local bank which deducts it from
buyér's checking account balance. .

e. Buyer's local bank authorizes Federal Reserve
Bank to deduct the-amount of the check from its
reserve account.

f. Buyer's Federal Reserve Bank pays the seller’s
Federal Reserve Bank from its share in the Inter-
district Settiement Fund.

3 Seller's Federal Reserve Bank credits the re-
Serve account of the selier's bank and the sel-
ler's bank credits his or her checking account for
the amount of the check

-

(8)

- n. eem——
© Student’s Name : - a
Sirest Adtirass L PLLEDE. s
City. Stwe. ZipCode  *  Tintuy 2uts 1070 }'ﬁu' B
T Soenor (lomomali Naews 1977
FecneLopn Lollatan a7y DOLLARS
CANPUS STATE BANK * -
CITY, STATE P :7_:—?_ }ﬁ—t—,‘;i B ~
o - < ~000000%30¢
P‘.:‘G?\t 1.__._.!_’?‘ ,.'__._‘:—"""—E"T:‘ ]
(9) Magnetic ink characters are used for the electronic
sorting of chécks at Federal Reserve Banks and
A reglonal check processing centers.
Review Questions *
t.b
2.d.
3.b T
4.4 v
5.d

"SECTION'Y

Activity 2

. '.ﬂm&dththyw
V mmuslmh-munnn
) Reserve Requirsgents of 20 Percent

|
Eﬂ\

' ) W
* RETIS
] o L228
$acof— - -tz :
! 136
$300f— s -4

(} ]
$1008- _
Encn bR OBV vV VX x :‘:
v € xpansomy Stages
Review Questions ,
t.'b
2.¢c
3c
4.d
5d

Anm}(oy continued on next page.
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SECTION VI
.. . Activity 1, Part 2

More.
- Less.

“Activity 1, Part 3
Case #1 .
1. Demand for, increase. -
. 2. Demand. right.

" 1
Graph #5\

. : Supbply and Demand for All Goods and Services

Price

3456
'. Quantity
Prce of Price goes down.
J Cradd
& — — —
. Pty oD M
‘ Demand will go up. .
Supply and Demand for All Goods and Services
- d.
7. Up. ' Price
Case #2 X
- * ]
. 1. Supply of. decrease. p ! : -
e ! ‘ J L :
2. Supply. left. ) Q %@ Quantity
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About Tiis Sectg\on e

Money performs 2h important function in today's society. Secnon I will help studentg,
vdentrfy what money does for them and its role in an economic sy§tem such as our§.
Knowiedge of the tunctions and forms of money will provide students with the
necessary bacKground to study the topics of banking agd the Federal Reserve System
in later sections.

Generalizations:
. » Money ¥ L) anything that is acceptable in exchange for goods and services.
® Money represents atool of a modern and complex economic system.

e Money can take any form asdong as it is. accepted as jl,) a medrum of exchange., (2)
a stare of value, and-(3) a measure of value. *

2

e In a modern economic system, money should be{1) a medmm oi exchange (2) drwsrb!e.

(3) statie in value, and (4) difficuit to reproduce

e Modern types of nmoney are coin, currency and checks, but ﬁ”nancral trapsactnons can
also be made without money, by means of credit cards or electronic funds transfer.

.



Activity 1 - "Exchinge Escapade”
)

OUTCOME' By experiencing and identifying the inefficien-
cies of barter. students wiil see the neéed for a
medium of exchange -

Discussio/ Simulation,

Materials Needed:
Exchange Escapade Cards

Activity Instructions:

Begin this activity by asking students to identify the ten
most important inventions for the development and mainte-
nance of amodern society as we know it in the United States
today. Allow the students to discuss ideas among them-
selves and to attack ong another's ideas so they begin tosee
the complexity and difficulty of the task you have gwen
them.

. After a few minutes of unstructured discussion, make a
list of inventions on th irt. H more than ten items
are listed. conduct a vote for the'ten most important inver:-
tions«by allowing each student to vote for ten. Tally the
baliots and ,analyze the resuits using the following ques-
tions:

'?ime_;(S min.

)

* Do the items listed help people work more efficiently?

* Are the items listed useful to a small or a targe number of
people?

» Under which broad category of service do these items fit?
tagricuiture, communication, distribution, education, en-
ergy. labor. management, production, professional, trans-

. portation. etc.] ' .

* Is money or a method of exchanding goods o rvices
listed? Je )

» Doyou think money should be included’on a li
this? Why or why not?

Opinions on the last question should vary greatly at this
point To clarsty the special function of money in a complex
society. continue this activity with the “Exchange Esca-
pade’ game.

Select fen students to become game players and direct
them to place their desks in a small circle in the center of the
room. Direct the remaini tudents to place their desks
around the game players in a fishbowl! arrangemgnt. The
observers should be far enough away from the game play-
ers to allow for their movement.

Supply each game player with an "Exchange Escapade”
card Each card represents an item or a service. Each card
, also provides the owner with simple directions. One card-
* holder 1s dissatisfied with the item or service he or she
owns, while the others are happy with what they have The

such as

* unhappy owner attempts to exchange a hammer for a tran-

sistor radio. The remaining nine players will only trade the
items or services they possess for the particular things

&N

stated on their cards. The teacker may want to choose an
outgoing and intelligent student for the-dissatistied owner,
since this person is responsible for keeping the game mov-
ing. -
‘Begin the first exchange round by allowing the unhappy
owner to try to exchange his/her hammer for the desired
item, a transistor radio. The owner of the hammer should
first find oyt who has the radio and should then try to ar-

‘range an exchange. The owner of the radio should follow

the instructions on the card and only trade the radio for a
haircut, At this point, the teacher can suggest that the owner
of the hammer could try to trade the hammer for a haircut in

order to obtain the radio. Continue this procedure until the -

unhappy owner has finally received the item he or she really
wants and all players are satisfied with the items or services
they own. following their instructions on the cards.

While the class is still in the game position, discuss the
activity using the questions listed below for game players
and observers:

- Outside Observers

1. What items or services were present in this society? What
fraction of goods and servicef do these ifems represent
in a society such as the Unitel§ States?

2. What forced the unhappy owner to make: so many ex-
changes?

3. Does the problem you have just observed ever axist in
reality? Expiain. - ) .

Game Players
. ls it realistic for ditferent people to value items/services
differently? Explain. .
. What determines value? }
. What feelings did you have as you played this game?
. How could you eliminate this problem from recurring in
ypur society of ten?

it

Teacher Option;

To increase student participation, the instructor may wish to
divide the class into groups of 10. Eachsgroup would then
experience the simulation activity. Discussion could pro-

ceed in small groups.” N
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-hctiﬁvitv 2 - What is Money? g
: . . \
b N
OUTICOME: Students be able to write a definitic‘)n.of
s money in ferms of its special characteristics
and functions. .
Case Study it
Malerdys Needed: ,' .
Reading #1 - “Welsh's Warehouse"
Reading #2 - <ommodity !\.doney‘.
Reading #3 - ' Your Money ' A - -
Transparency #1 - "Monay: What Gives It Valkxé?
Transpare #2 - "Characteristics of quey
\. Transparency #3 - "l:'unctions of Money’

Activity Instructichs: . .
Direct the students to'count off Qy threes and form groups

Time: 45 min..

according to their numbers. Each group isfo review one of

the selected radings. Assign each group the task of read- .

" ing the selection, appointing a .spokesperson, discussing

N

.the reading. dnd answering the folldwing questions.

1. Summarize yoyr reading. (Tell the glory in your own
words.) ‘ '

2. What'is a good dénition of the term money in terms of

the reading? . ‘ .

What formis) Jdid mopey take in the selection you read”?

4. What makes "“money” —in any fc ‘m—valuable?

5. What would have to change if-you wanted marbles to
become money”? .

q What physical characterisfi#s must money have to be
considered money? What non-physical characteristics?

Upon completion of the group work, each spokesperson
should report the group’'s answers to the total class. Trans-
parencies #1. #2. and 33 should b%’ used to illustrate gener-
alizations made in culmynating classroom dispussmn.

(. -

’

r “ 1

Activity 3 - How CoWe Know
Our Money is Valuabie?

J

OUTCOME: Students will list the costs and benefits of
counterfeiting and know how a counterfeit bill
. isdetected.

Worksheet/Reading . ..
Ma ter?nveeaed:

Time: 45 min.

Worlsheet: Counterteiting
Reading %4 - “Genuine or Counterfeit (See ‘AddTtiona

-~

Materials ) ’

Instructions: -
le are to harve taith in the ability of mapey to be:
ium-of exchahge
e of value, and
sure of value,

1.
2. a.st
3. a1

tions. inform the class that a Federal Reservg publica-

“Genuine or Counterfeit,” is assigned at the end of the
n. Make these pamphlets avatlable to students.

gcuss thik activity upon completion using the fotjowing

Juesiigas: .
1. Whyisc rfeiting illegal? (If people could make their
own money. uch would be made that it would be-

come worthless and, eventually, not acceptable. |

2. What wodld happen if there was m2-~ .1ve toun‘erfesting?
[People would be unsure about the value of thuir money,
they would be reluctant toaccept it in exchange for goods
and services agnd would have dificulty getting others to
accept it in payment for goods and services |

3 What keeps more people from counterfeiting? 'Diflicuit
and complicated methods used to profiuce currency .se
of 4 gh Audiity of paper not generail- avauadle . gwns
dganst counterteiting. detection of coutertens angen-
forcement of counterteiting 1aws by the Secret Service i

[

Teacher Option: L3

Students seem particularly interested in the criminal as-
pects of counterteiting. Contact(or invite into the classroom
if possible)a Secret Service representative to find out more
about the number ot such crimes. the purishment, and the
reasons for pumshment, ’

¢ - 9

t be confident that the money thqy have cs valu-

’




.  of financial business their family does with cash, checks,

‘ | . e

Activity 4 - How Are Modern Financial
Transactions Made?

OUTCOME: Students .will know the four ways financial
s transactions can be made and identify writing
checks as the one most frequently used.

Survey, Discussion s Time: 45 min,
Materials Needed: e

Financial Transaction Survey Form
Activity Instructions:

In this activity the students are to calculate the percentage

credit cards, and electronic funds transfer. ideally, this as-
signment should be given over a weekend, but an evenirg is
sufficient to gollect interesting and informative data.

Distribute to every student a copy of the Financial Trans-
aduon Survey Form. Assign them the task of completing the
form by an'agreed-upon date and djrect them to be ready to
discuss the results. (Note: No actual number of dollars is
asked for or desired on the survey form. Stress to the
students that this activity is not designed to collect informa-
tion on family income or spending habits.)

During a follow-up discussion. have students compare
the percentages of household expenditures made using
cash, checks. credit cards, and electronic funds transfer.
Explain how using a credit card does not cempiete a finan-
cial transagtion. it is only a means of borrowing money that
is to be paid back at a later daje — ugually within 30 days to
avoid extra charges. Studenté may be unfamiliar with the
concept of electronic transfer of funds. Explain how money
1s tcansfered from one person or institution to another with
no check being written. Bank accounts are merely credited
or debited by a computer. (For background information see

“Electronic Funds Transfer The Future is Now" in “Addi-
tional Materials”).

From their own survey results students should be able to
generalize about the relative use of cash and other financial
tools in their households. The percentage of transactions
made by check usually far exceeds those for cash. Electron-
ic funds transfef may not be used at all for household ex-
penditures. *
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" EXCHANGE ESCAPADE CARDS
Vs L )
A )
Hammer -

’

¢

- Dissatisfied Owner -

Exchange your hammer
for a transistor radio.

N

- Satisfied Owner -~

- Exchange only for a gold pen.

Transistor Radio

LI

- Satisfied Owner -

Excha:nge only for a haircut.j :

PRt 7
’. Gol&Pefl

- Satisfied Owner -

Exchange only for a steak dinner.

'JSatisiied Owner -

- Exchange only for a ring.

- .
Haircut Steak Dinner
S
- 7 ‘
. v . Satifﬁed Owner - - Satis}ied Owner - ”
. Exchange only for eyeglassés. Exchange only for a pair of concert tickets, -
. . . .} ~
Eyeglasses Two Concert Tickets
- S;E?ied Owner - \ - Satisfied Owner -
. ~ Exchange only for gloves. - Exchange only for two flute lessons.
’ Gloves v -~/ Two Flute Lessons

- Satisfied,Owner -

Exchange only for a hammer.
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. WELSH'S WAREHOUSE*

"Achtung! Achturig!" the Joud-speaker Blared across the compound of Stalag X.

What 'followed was a dismal repetition of orders, details, and régulatiéns which the com- T

mandant continually remlﬁded the American prisoners of war, were necessary for the
\—.

operation of a "successful prisoner of war camp." . N il
v . .

Standing in the cold December breeze, the 'prisonefs were not par.ticularly
. . p

impressed with Herr Gratz' appeal for a good camp. As Dave Welsh -frem*New Jersey

.commentéd "Who the heck wants to be a successful prisoner of war?" On this particular
sorning, however, the commandant personally. made the announcements and then ad
that a~special” treat was in stofe.for the men—International Red Cross representatives

would distribute Red Cross Christmas boxes to all pnsoners later that afternoon.

'-"
In spnte of the barbed wire and Germar} guards, there was dn almost festive .

mood as the pnsoners lined up to rece"xve their packages. While not entitely starved at the

~ camp, they missed &he variety of "state-side" cooking and e'agerl((waited the canned

/fruit, candy, gum, and éven the hard cookies which were usually included in the Red Cross

gifts. Anothér item which was important even t: hon-smokers was the tobacco and
cigarette allowance. ’ ’

That evehing the barracks were the scene of‘pre-Chr.istmas célet;rations as the
prisoners traded those items 't'hey didn't want for those they wanted. Razor blades were
swapped for candy, gum, and soap by some of the prisoners who were young enm}gh to get
by without shaving. Although Dave Wel/sh was o;)posed tolbeing'a successful prisoner, he
saw no harm in being a successful trader, and it was his footlocker which be'came. the
center of activity in the weeks f;ll'owing a package di:trib‘ution. With a craving for candy

and "soap that lathers," he had used his razor’blades and cigarette ration to satisfy his

C

" *Adapted from R. A. Radford, The Economic Or J@mzatlon of a P.O.W. Camp, 1945.

Reprinted with permnssmn from Economica.

2
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*  WELSH'S WAREHOUSE* .

-

needs and also me:up\ehough ex;ra to satnsfy the needs of others—-that 1s, if they were
. / -

' wnu_;ng to trdde wlth hxm. Even the German guards were known to make use of Davé's

supply of extras, bringing him fresh fruit or eggs in exchange for the 'much-covetec-i'

American tobacco or candy. . : : .

- . [ . . ‘ t

e "
At first, the trading around Dave's footlocker was quite informal and there was
no particular rule which magh 0 many cigarettes worth so mugch soap. However, after a
disagreeable dispute over the fact that Dave had charged one man five cigarettes for one

candy bar while charging another three for -the same kind of bar, he set up A rate of
‘ ~

) . ) , F
exchange in which all items traded were given a cigarette vajue. On the next trade day

-

the prisoners watched Dave pin his exchange rates’ above his locker.: It re&& )
N .

\

NOTICE. TO ALL GIs &

From December 1, 1944, the followmg exchange rates wnll

of ficial at "Welsh's Warehouse"' ’ -
1 bar soap = 2 tlgarettes . : A

I candy bar = 4 cigarettes "y ’
| razor blade = 6 cigarettes

l can fruit = 8 cigarettes

L]

. 1 can cookies = 20 cigarettes - et
 J
Soon Dave's exchange list was accepted by the whole camp and much of the friction over
_ , -
unfair exchanges or favoritism disappeared. } J

Dave wasn't partncularly known for his generosnty, but sometimes he wk

persuaded to loan cigarettes to men who had used up their own rationsg ‘and on the
t !

occasion of the American group leader's silver wedding anniversary he donated some '

cigarettes so that the German cooks could be bribed into baking a cake. "Welsh'

\.-\\ .
Warehouse" helped to make camp life a little more tolerable.

~In the spring of 1945, ﬁowever, all this changed. With Allied bombing missions

o ———pr—— L {
taking a steady toll of German bridges and railroads, the German authorities began to use

“t - L 4 % N

\



» SECTION I,-Activity 2 (Reading #1) ‘ s T S 4

WELSH'S WAREHOUSE o -,
prisoqers of war as repair cre\;vs. Dave Welsh was asigneﬂ to one such crew and was gone
from the. camp for almosi a week. An.d what a week it was-—heavy spring-r'ains made road
and bridge work extremely dnﬁlcult, and when Dave returned to camp, iloodmg had . i

. swamped the barracks floor and left the contents,of Dave's locker a soggy mess. RaZor -
. ] blades had rusted ‘candy bars had molded, and the cngarettes fell apart as Dave lifted
\’-/ ~ them: from the locket. : D
i A week ago-Dave had been the center of camp life and the men used his
judgment as the. measure of what items should cost. Now he could hardly give away what
' .lq,st week had been the most valuable items in the camp. One heavy sprmg rain had

chdnged hxm from a successful trader to just another successful _prisoner of war.
T e .o . ¢4

[

'

[ 1

-
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CéMMODlTY MONEY ’
Barter, in its simplest form, is the exc e of“; or services between two:
persene. Both persons have a real need for fhe items they obtain in the trade. A
too‘lrpaker, for "instance, trades a stone axe to a buntef for an animal skin. The"
toolmaker's family needs the skie to'malfe a winter co;t, while the hunfer'e family needs
the axe to make fires for ceeking. Neithef _fan.lﬂy‘can produce these goods easily by

4
- themselves. . ' - -

Barter, however, isn't always this ?mple. If the tool1r doesn't need an
animal skm, he or she might still trade for it. Perhaps the toolmaker's farmly really needs
. some gram for bread and cereal. The toolnpker fxrst tradegan axe for an animal skin, and :
then takes the skm to a farmer and’ exchanges it for a sack of wheat. In thns way, the
- hunter, the toolmaker, and the farmer all obtain what they need. The animal skin is used‘ .
« as a medium of exchangenxt enables the toolmaker's family to get what they really wrﬁt.
Animal ﬁm, tools, and gram. are thus commodxty money." ’
lt m\lmportant that commodities used as money keep their value until they are
traded agam. Fresh meat js not a good form of commodity money becayse it could spoil. ‘
Anir|;als aré not a good f‘orn; of commodity indne); because they could get sick or die.
Even if they stay heaithy, they are not a’ cohvenient form of money because they are
costly to keep, difficult to transport, and nc;t divisible.
Items used as c‘enﬁnodity money are' not always vital to i)eOple's survival. Any
item that is valued, for wﬁatever reasen\/ can be used as a medium of exchange. Seashells,

N . & '. . M o -t
for example, were a,common commodity money in societies where the basic needs for
_ N

food, clothing, and sheiter were met and people could afford to value,other‘things. Shells
were valued as decorations and as charms to wWard off evil spirits.

Eventually, systems of exchange based on commodity monies evolved. - People

could then value one item in terms of another. One society, for example, could establish -

the following exchange r.afes: \/-\




~ \

*SECTION I, Activity 2 (Reading #2) - . L o ”

COMMODITY MONEY

1 animal skin = 3 stone axes
1 sack of wheat = 30 seashells
1 cow = 2 blocks of salt N

.

Such exchange rates would be based on need a,'ld scarcity and would vary from one
geographxcal area to)another. ' o ( “
..Commodxty money xs an important step beyond' barter\ Barter is simply the
-exc‘hange of goods or services without money. Eut commodity money is a medium of °

exchange—it is the first true money."

- -—
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SECTION I, Activity 2 (Reading #3)

YOUR MONEY*

-
L 4

Some things never ;ﬁange. Primitive cultures had many of the same needs we

have today--for what we now call "money."

L

They needed a way to trade the things they made m;faiséd or hunted for other

things they wanted. They needed a way to measure the _Value of things. They needed a way to

L

save or store the value of what they produced, so that value could be used or-exchanged later

?

on. They neefled money. .

, We're still working on better ways to perform these functxons-—makmg money

work as a medxum of exchange, a measure of value, and a store of value for future use.

* i - |
Without Money We Must Barter

T . e -
The ancestor of money was the barter system--where one product or service was

P

efchanged for another. Barter would be a cumbersome way o:?g business in today's world.
For example, how many cows would an automobile dealer takefin exchange for acar? Perhaps

‘the car man&cturer would prefer horses. Then the dealer would have to exchange cows

~

taken in-trade for horses. Our ancestors found they were wasting a lot of time arranging

'trades, time that could better be spent producing things. So_they sought a better method of |

exchange. ’

2

’ A ‘[ Early Forms of Money . ’

~

As an improvement on barter, certain popular, measurable commodities came tp
bé used as mediums of exchange. Standard items such as salt, tea, pe.lts, beads, cattle, or
grain had general acceptance in trade and were used as money. Thus, a person could buy

‘something with a widely accepted commodity. Anhd the seller in turn could trade that same

' commodity for his/her own purchases. This systemn was an improvement over direct barter

' / .
but was still cumbersome. Besides, not all commodities could be stored for future use.
J L]

Adapted from Your Money and the Federal Reserve System, Federal Reserve Bank
of Minneapolis, 1976.

e Su )

«
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\\ ‘ - . : YOUR MONEY ' §

Coins Serve as Money

- Primitive people began to use metals, particulérly gold and silver, in place ;)f s
commodities as forms of money. Me"tals Proyided a measure of value and were easily stored
‘or saved for future use. ‘Metal could also be formed into cains or tokens of different values.
Early coins carried likenesses of kirigs and e.mperors, just as'modern coins carry images of

_political leaders. /,

~

- Disadvantages; of Coin

While coins possess the basic qualities that people require of money, they"have
two major faults. They are not convenient tossarry in large amounts and, more important, the

. ) . ‘
supply of coins is limited to the metals available. With coins the mohey supply depends on’
' i
»  random forces such as silver and gold discoveries, rather than on the needs of commerce,

industry, and agricultural production. Since the usefulness of money is more important than

the substance it is made from, coins are now used less often than other forms of money.
. ' 3

s .
L4

Modern Types of Money

/

The nation as a whole holds cgi\worth about $10 billio@ currency worth ia?out

$85 billion, and checkbook money worth about $260 billion. Checks are used to ‘make most

financial transactions. The amount of checking account deposits continues to grow each

" : year--at a rate of approximately $10 billion per year, |
One relatively new way of making financial transactions is electronic funds
transfer. Electronic fungs transfer is not, strictly speaking, a type of money. At present, it

accounts for only a small percentage of financial transactions, but in the future it will

become more significant as it helps to decrease the number of checks individuals and

LN

v . businesses have to write. ..

™~
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.. SECTION I, Activity 2 (Transparency #2)
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e

Characteristics of Money -~

Easy fo carry arou?d | Divisible .
| o - This gold ring is worth
> : e ‘more than that coat
o T _but it's all | have to trade

; ! "

P\
e ik

| .
. 3 _ . - - ) .
' /Butlady, | don'thave -
any use for petrified frogs.

Al

‘ [C.B. SALE]

3 ‘
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A \ lfunctions of Money

Medium of Exchange

‘I’Il trade you m);
tor that car.

)

I’ll give you this check
for that car.

-n —
Measure of Value
How many of my goats ‘
is your cow worth?
' cow
. FOR SALE
$200
a I
/A-
-~ ~
..\ h e A
} - [
Store of Value
) | keep all my money -
as tomatoes but my
\_ money keeps rotting! ;

11
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f \VORKSHéET: COUNTERFEITING
Basic to our study of economics is the concept that people have unlimited

neezls and}\yjmts. In other words, we are all faced with the problem of satisfying our needs '

and desires. The problem -is parﬂy solved if wé havé.items of value that cén be exch'anged .

for other items. In our soci;ty paper mone'y(and metal coins work very efficiet;ﬂy in :

obtaining the goods and services that we need afid want. This is so because either type of

money is accepted as (1) a m;adium of exchange,“,(Z) a store of value, and'(3). a mepsure of

value. ¢ | _ . ¢ . | -
(1) . Because money is valuable, we are facedfwnth another problem. Hoh do \\;e

obtain money? On the foilowmg lines list as many ways as you can to obtain money.

I. N | ' 4,
2. - X 5. , — !
3. . 6. -
(2) . Have you ever wished that you were rich and ha'd an unlimited supply of

money? Circle one: yes —no.

(3) | ; Have you ever th<'> ht how easy it .would' be to make your own $5, $10, or $20
ug
bills? Circle one: yes — no. : - '59 i
(4) " List the materials heeded to.counterfei} money. \ '
. .
, d
' ]
(5) What does itemean to counterfeit money?
’ ’ »
* 4 ’ v t
t; ‘) ! 4 .

s
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COUNTERFEITING

[}

- (6) -Imagine that you are making counterfeit money. What are some benefits of

making your own money? List three,
I's

-

@ - What are some costs or possible costs to you of making your own money. List

three. You may wish to review the concept of opportunity cost with your instructor.

—

Some bené(its may include greater accessibility to goods and services. Of -

course, an obvious cost is the possibility of getting caught and facing trial and imprison-

ment.

. How easy is it to counterfeit and get eiway with it? Read the case below.

L]

.

Fred and Frlta ‘were junior high students at High Roller Junior ngh in. Fat

f -

City. They botw the same class in prmtmg, a shop course where students learn how to

design and make their own original posters, birthday cards, stationery, etc,

/ Both Fred and Frita had a desire to accumulate as many goods as possible, as

soon as possible. Money, however, was scarce at their ripe but innocent age.

(3) What did they d6? Guess.

/

(9) What would you do, given this situation? Y

13

]
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(10)

R s . . I
£
‘

—~ L

COUNTERFEITING /
One day Frita got this brainstorm. "Hey, Freddy baby," she xﬂtured "how about

you and me going into bq(mess together? Fred was interested. Frita continued, "W:tlf all

this printing,equipment here, we could copy a twenty-dollar bill onto a plate and produc;

Y &
scads of money! , . 1

Fred replied; "Oh, Frita, you're so marvy!"
\ So, the industrious duo set‘tﬁi lrork. First,~usin'g the school's gxpensive equipment,
ihey phétographed an image of a real $20 bill onto a special photcggp!(i:; printer's plate.

" Then they got some fine off-white paper and some?l'aqk and green ink. By the end of the first

week's production Fred and Frita _ha'd printed, cut, and touched up 100 of these counterfeit
bills. | : '
"Looks kind of like real money," siaid Fred, "except for the blemishes on Jackson's

face." "It even feels good," he continued. Oh well, although their counterfeit bills weren't

{erféc?, Fred and Frita were sure they would pass for the real thing. I mean, how many people
actually check out and scrutinize every bill they get? They probably léok at the amount and
that's it.

Fred and Frita could;fx't wait to spend their money. They each bought food,

stereos, new ten-speed bikes, competition skateboards, tickc\t/s to the Silly Savages
concert — the spending never stopped until . .. . o ) Y| \}
One Saturday, whife at Frita's house listening to her big stereo, Fred and Frita
heard a' knock on the door. It was thé Secret Service. The Secret Service agents informed
Fred and Frita that they were being taken to the Secret Service's offices for questioning.
How did the‘Secret Service know Ered ana Frita's mongey was counterfeit? What

characteristics of a dollar would you look closely at to see if it were counterfeit? List four.

-
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* SECTION I, Activity 3 . - ‘ o ‘ /

‘ ‘ g
. . ! COUNTERFEITING
\ ' :
(11) #MBw check your counterfeiX-detecting ability by reading "Genuine or Counter-

feit? W{Qat characteristics of a bill do the Federal Reserve people use for détecting

counterfeit money? List four.

15



| Genuipe, or Counterfeit?

<

N\

*  Most industries focus their research programs’
“on finding easier ways to manufacture their

" products, but security printers are constantly

concerned with developing mare difficult |

. anld mgre intricate methods. Genuine curréncy

‘ is distinctive because it is made through -~

-a detailed process with special paper and ink.
The complicated and carefut procedures’
not only make the édtrency durable, but also
.. provide protection agampr counterfeiters.

The most persistent problem for counter-- *
feiters, even with the latest technological
" knowledge, is the unique style of the artist
transmitted to each note in the engraving
process. United States currency notes R
are printed by the engraved intaglio steel plate
method, and eath feature of the design —
" - portrait, lettering, scs/ollwork, angd the lacy
geometnc patterns - is done by an artist
expert in his pamcd{ar field. No photography
. enters into the creation of an engrayed note,
so {hat a camera cah only picture a note
.ahd not make an actual duplication of it. .
A counterfeiter knows a perfect counterfeit —
.one that would,feol an expert—is practicafly -
impossible, so he must adopt a more mgdest
objective. He tends to rely dn his camera to
“produce work that will deceive an inattentive

persor'!_. ,

Specially made paper is another important
protection against counterfeiters. Its quality

is far-higher than paper generally available to
the'public and presents a difficult problem

to would-be wrongdoers. Money paper has

a particular feel, strength, a good appearance,
and printabiity . it should have long life.

Cah‘y()u spot a counterfeit? Perhaps the

following suggestions, from the United States *

-- Secret.Service, will show you how i1t 1s done.

.
'

40 . R

-

1. STUDY genuine currency. Look closely at the' workman
2 (PAPEB used for genuine notes is very hlgh quality. Small red and blue threads

* grein it, but may not be visible if the bill is badly worn-or dirty. Counterfeit .
+ paper may feel different, or may be whiter than genuine paper. Threads may

be imitated by fina red and blue lines made by a pen.

3. RUBBING a bill on a piece of paper is not a good test. lnk can be mbbeolo"

genuine as well as counterfeit notes. W .

4. CONSULT an experienced money- handler if in doubt—a bank teller, for example.
5. IF YOU GET A COUNTERFEIT BILL..
+ « Write your name and the date on the back of it, sa you gan idenfify it later.
» Write down all the details about how you got it; WHO.gave it to you?

" WHERE did you get it? WHEN did you get it?

« Contact the nearest U.S..Secret Service office, the local police, a

mmercial bank, or any Federal Reserve Bank.
Anfone cqnvicted of passing a counterfeit may be fined as rnuch as $5,000,
|mpnsoned for up tq 15 yeafs or both

Genuine !

sma.e) the features. .o

LY

-* A}

Counterfeit

-

Stands out sharply from back- ‘
ground. Eyes appear lifelike.
Background is a fing screen of -

* regular, unbrOR'en lines.

Portra'i‘t

May merge with background. '
Eyes, etc., may Deé duil or
smudgy. Backgraund may be
dark, with some irregular and -
.broken lines: Fate may seem
unnaturally white.

Saw-tooth points'aro'und nm
are even and sharp.

ol

Saw-tooth points may be
uneven, blunt, or broken

”,: T

] ‘f_,fFugures are firmly and evenly
.- .printed, well spaced. On Federal

Serial Numbers*

-

May be out of line, poorly

‘Reserve Notes, prefix letter F93310058A spaced, printed too light ar too
dark. Prefix letter may not

aiways agrees with dlstnct ith distri )

letter in seal. B867335134A . agree with district letter in seal.

»

Fine cnsscmssmg lines are
sharp and unbroken.

-~

Scrollwork .

Lines may be blurred and are
often brqken.

Alfhuugh shown. :n black here. senal num.befs on Federal Reserve Notes. the most common type ot U S paper
maoney. are n green Senal numbers on Umited States Notes are in red Treasury regulations protibt fegroduction . 4 l

of these portions of currency in color

(v# Buipesy) £ AUAOY ‘T NOILD3S - -



* SECTION I, Activity 4 - ' | : 17
: . L ‘—. . - L -
FINANCIAL TRANSACTION SURVEY. FORM ' )
4
i
Name :
~N ™ .
~  Séction
4
f,\“ . . . »
(/ The following questions should be asked of the head(s) of your household.*
i . 1. Do you have a checkbook? - Yes ;. No . .
2. Wt;at percent of the household monthly btlls are paid using cash‘? %
3. What percent of the household monthly bills are paid by check? T %
4. How many credit cards do you possess? ‘ , -b . | /
— . . . :
5. What percent of the monthly houfehold expendnures are charged usmg a credit. !
8 * K -
card? : % ‘ \ . .
6. What percent of expenditures charged are e\ﬁentually paxd for by check? %,
RS {. Are you pald by having y?hr checking and/or savmgs agcount electromcally crednted'?
Yes . No : : / "
* 84 List the items which are electronically deducted fromyour paychecks 5
~ . . < a. ‘ ' d- ) .
c‘ ) b.' e _ .. ‘ ) f. . ' | . | ) ‘. - )
' \ c . ' { f. . . . -
T . - D PEEES
" /
. { 2
- | \ v
",
r\t ) < -
o .
e
--
-
- . 12 = "

*All’questions that pertain to inct:izask for percentages instead of actual amounts in
order to guarantee the respondent's pri ,

*
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.SECTION |, Review Questions -

l.  Which of the following describes a barter economy?
- People must pay cash for all goods and services.
b. People must buy all goods and services from the government.
c. People must obtain goods and services by trading.
d. People have to argue about the value of goods and services because there-are no
' fixed prices. -

2. Under whxch of the fo owing circumstances would seashells be considered money?

a. If you said they were money.
4 b. If you could buy something with them.
‘ c.- If they were very rares . >
d. If they were difficult to counterfeit.
¢+ e. Allof the above are necessary.

~

3. Writea definiﬁon of money:

)

b, ((st the three functions of money and gh'e an exémple of each:

[N

4

1.

Example: | _ |
: 2 . :
Examplé: . s - i s '
5 3 .
‘ | Example: ’ _ ) ' Y

5.  Mort Mortar only has bncklaymg services to trade for a used car he needs desperately.
. Which of the foltowmg is true?

. ' a Mort Mortar is assured of getting the car he wants as long as he is ml!mg to trade
'« enough bricklaying.
~"b.  Mort Mortar cannot tradw his brncklaymg for a canoe and then trade the «canoe “for a

. used car.
¢. Mort Mortar can choose car he wants and offer hzs bncklaymg services to the
: seller. . [~ N 'Y

re o




. SECTION I, Review Questions | . S | 19
. ’ ‘ & o .
6. In Khat wuy does the above example illustrate the inefficiency of barter in a complex
~N economic system?

a. Mort Mortar's choice of'cars to buy is limited.

b. Mort Mortar's task of getting a used car ‘may be very time-consuming. .

c. More than two people and more- than one trade may he required before Mort gets
his used car. = N

d. Mort may not be able to-get the used car he wants.

e. All of the above

7. Why doesn't barter work in a modern and complex gociety?

It is impossible to exchange goods'jand services through barter.

a.
b. It is cumbersome to accumulate wealth in the form of goods and services.
c. People value goods and services differently, -

d. aandb -

e. bandc

8. What is an important reason why using only coin as money would be ineffi¢ient in,
today's econoiny? - : : -

¥ a. Coinis heavy to c round in large amounjge
b. The supply of money would depend on discoveries of precious metals.
c. Coin is difficult to store in large quantities. :
. d. All of the above. ;

9. List the four ways modern financial transactions are made: T T
l. :
2 AN .
N
s ¥
* 3.
. ’ * '
a L]
10.” In electronic exchange of money: ,
a. Checks are written; no credit cards are used.
b. No checks are written; computers debit and credit accounts.
. C. No cash changes hands; credit cards are used.
d. Cash changes handsy computers debit and credit accounts.
.“ - .
¥ I

ERIC " | ..



Section Il Bank Services and Functions =~
| -z f 4
) : 4

. ! *
£ . » ‘

About This Section. .. ;o S
~, Commercial banks and other financial institutions are vital parts of our economic system.
They provide numerous services which, at least indirectly. affect the lives of every
Seconaary school student. The activities of Section Il give students an overview of - o
financial services with emphasis placed on the umique functions of the commercial bank.

. Generatizations:

e An efficient commercial banking system serves a modern ecorfomy by providing (1)
secunity for deposits, (2) loans for individuals and businesses and (3) a system for
. transternng payments of money. C .

® The commer~ial banking system provides a mechanism through which the savings of
individuals are rechanneled in the form of loans and investments to businesses and
- individuals to facilitate economic growth. oo \
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Activity 1 - Brainstormiu)g: “Bank” Senm:es

OUTCOME Students will make a hst of sarvices prowded
by financial institutions.

Brainstorming/Discusston

Activity instructions;,
Lump all fthancial mstltutlons undar the headmg ‘banks” on
the chalkboard. Ask the students to list as many "bank” set-
vices as they can on a blank sheet of paper. After a few
minutes of individual brainstorming the class, led by the in-
structor. should compile a master list of “bank” services
using student ideas. .
Encourage the class to ask questions. Discuss each sug-
gestion pefore it 1s added to the list. The teacher could ask
tor definitions and explanations of the services. At \hns
point, it is not important that students know the dnﬁmem
between commercidl banks. savings and loan associatians
credit unions, and other financial institutions.

-

Time: 15 min.

Activity 2 - Surveying Financial Services

-y -

OUTCOME : Students will discover which services are pro-

vided by various local financial institutions and |

learn indirectly how banks make a profit.
Survey

Materials Needed: ,
Financial Insfmmon Survey Form

Actmw lns(mcm *
The instructor should emphasize that hhanclal institutions
are businesses As businesses, they provide goods and ser-
vices Yo their customers. Using the "Financial Institution
Survey Form,” students are to contact various local finan-
cial in tions and record the services they provide.
Distfibute the survey form and explain its format. instruc-
tors may decide. depending on the characteristics of their
students, the time aliowed, and Jhe number of financial insti-
tutions in the vicinity. how many institutions each student or
group of students should contact. Suggest ways students
may find names of.financial institutions to contact (Yellow
ges, etc ) or assign specific institution(s) to each student
group of students. You may want to notify these institu-
tions of the forthcoming project and perhaps arrange times
so they'can have personnet ready with the desired informa-
tion
The class should write a brief paragraph explaining the
purpose of the survey and introducing themseives. This can
be shown or read to reprasentatives at the institutions they
contact. Tell students to record the name, address. and
number of the institution(s) they contact and the
name{s) of the person{s) with whom they speak.

'r

Fime: 30 min. -

N

. \ '
Activity 3 - Summarizing Financial Services

OUTCOME: Students will différentiate between a commer-
cial bank, a savings bank, a savings and loan,
and a credit union, and generate ideas about
. how financial institutions make a profit.

i

Ttansparencylolscussfon Time: 45 min.

Materials Needed:
Transparency#l -"Financial Institution Survey Form"

Activity Instructions:

Utilizing Transparency #1, the instructor shoulkd help the
class compile a master checklist of all services performed
by the financial ihstitutions. The class may be divided into
small groups, if the instructor desires. Then, the students
should discuss the foliowing questions:

1. What are the advantages and disadvantages of each type

" of financial institution?

2. Which of the services offered have you used? Your pa-
rent or guardian used?

3. Which financial institution would you go to if you wanted a
checking account? A savings account? To obtain a home
loan? To obtain a personal loan? Etc.

4. Why do the interest rates charged for different types.of
loans vary?

5. How do the various financial institutions make a profit?

*
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A'ctivm; 4 - The Evolution of Money
- and Bankiqg

/

OUTCOME: Students can explain how money and banking
have changed through the yoears and why a
central banking system is needed.

Filmstrip/Discussion Time: 30 min.

Materials Needed: -
Filmstrip - The Role of the Commercial Banking Sys-
tem (Part 1-"The Evolution of Money and
Banking")
(See “Additional Materials") -
Cassette tilmstrip projector

Activity Instructions: - ‘
The ftilmstrip provides a good transition from the topic of
money to that of banking. it 1s suggested that the instructor
list the questions below on the chalkboard before viewing
the filmstrip. . N '
* How has “money" changed in form and in function over

-

the years? (Before there was money, ther‘é was & barter

system. The types of money used over the years were *

commodity money, then gold and silver. then paper mon-
ey. then deposit money or checkbook money. Recently,
Credit cards and electronic funds transfer have permitted

financial transactions without the use of money (though

this is not discussed in the filmstrip).]

* Why was there a need for a'strong central banking systém
before 19137 [The present banking system was too weak
to handle the demands of a rapidly growing economy |

* What does the Federal Reserve System do? (It (1) hoids
required reserves for member banks, (2).provides an
‘elastic currency, " (3) provides a check collection system,
(4) makes short-term loans to member banks, and (5)
r3gulates the supply of money and credit.]

* What services do commercial banks offer? (They (1) i
accept and sateguard funds, (2) facilitate transfer of funds, i
and (3) provide credit for an expanding economy by grant- i
ing loans. | _

After viewing the filmstrip, the students should be en-
couraged to discuss the answers (o the'questions as aclass.
Students should take notes on the answers so that their in-
formation can be as complete as possible. Notes can be
either handed in or kept by students.

' pe

28]
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- and Services,” “Income," "Land, Labor, Capital, and Time,”

Q ‘ x
‘ Activity 5 ular Flow of The Economy
. .
' -
OUTCOME: Students will show relationships between fi-
’ nancial institutions, industry. consumers, and
, government in our econdmic system.
-Model Drawing/Transparencies \. Time: 45 min.

Materials Negded: -+ ~
Fransparencies #2, #3, and #4 - "Model of the Amaerican
: Economic System'*

Activity Instructions: L

- In this activity the students will conceptualize’ the fiow of

money through the economy: The day before this activity
takes place direct the class to think about where their moo—1‘./
ey and other people’'s money goes to and comes from. This
-could be used as a short writtun assignment. Stress an ,
awareness of the roles of the consumer, producer, govem-
ment, and financial institutions.

Transparencies #2, #3, and #4 will be used to stimulate
student thinking about the flow of money through the econ-
omy. Show Transparency #2 with symbolis representing
“Producer” and "Consumer.” The four “flows" of “"Goods

o

and “Spending" are listed for the stugdents to diagram using
arrows to show relationships between -the primary sog-
ments. Give-students the opportunity to discuss their draw-
ings and give explanations.

Transparency #3 shows the correct placement of the first .
four flows and adds the primary segments of “Governm |
and “Financial Institutions.” Answer any questions
the placement of the between the "Producer and
“Consumer."” Eight e fl are listed for the student to
diagram. Discuss drawings, Make any modifications or
changes students see necessary for accuracy.

Transparency #4 shbws the complete model of the Amer-
fcan Economic System.'

Teacher Option:

. Students can draw their own models on a sheet of paper, or

47

the activity tan be conducted as g clasg discussion with stu-
dents didpfiming the various tows on the chalkboard. You
anay wish to give students a list of the primary segments and
all of the tlows and let them draw their own models before
going through the transparency series.

]
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Activity 6 - How is a Commercial Bank
Different?

[3

OUTCOME: Students will list the three fuﬁétions of a com-

mercial bank and explain the importance of the

lending and clearinghouse functions.

Reading/Worksheet . . Time: 60 min.
. Materials Needeg: ‘ . .
Reading #1 - “Commercial Banking" .

Worksheet: - Commeljciaf.Banking

- Activity Instructions:

Students should be given Ffeading #1 and “Worksheet:
Commercial Banking.” The time required to complete this

activity will vary with the reading ability of the students. If .

students have poor reading ability, the reading could be
placed on tape. The ingtructor should review the reading
and worksheet, stressing the three major functions of com-
mercial banks: (1) to hoid time deposits and demand depos-
its for their customers, (2) to make loans and investments,
and(3)toserveas aclearinghouse in the transfer of money.

Notes to Instructor: ‘

The student has just been intmduéed to the generalization

that commercial banks can (1) keep money working in the
economy by issuing loans and (2) transfer maney throuah
the use of checking accounts. These are two difficult con-
cepts, and they deserve further explanation. But shouid the
clarilying activities be presented before or after the con-
cept of the Federal.Reserve System has been introduced?
Because of the influence the Federal Reserve System has
upon loans and money transter, the authors have chosen to

- infroduce the “Fed" in the next section. Section IV develops

the concept of money transfer, and Section V explains how

" banks create money through toans

LIPN

— e n s




v

" SECTION I, Activity 2

FINANCIAL INSTITUTION SURVEY FORM

/ N oot Name

Financial Institutions

) ' . Credit Private |
Services: . ' Bank S&L Union Loan Co.. Other
_{ '

Savings Accounts
(indicate interest rate(s))

Checking-Accounts
A

Home Loans
. (indicate interest rate(s))

- ' A

Business Loans
(indicate interest rate(s)) .

Y

Personal Loans
(indicate interest rate(s))

New & Used Au’tfo Loans ' \
(indicate interest rate(s))

Home Improvement Loans - ‘ |
(indicate interest rate(s)) . ) o N

¢ Investment Adviser

* Trustee and/or Executor of ' .
Estate ) S

Traveler's Checks ) | ' ] o }
Foreign Money Exchange | /

Drafts

~ Cashier's Checks | ‘

Wire Transfer of Funds

Safe;Déposit Boxes

Others
. » (specify)

. L I
lnstrucnons: - ) ] A -

Visit or phone one or all of the above financial institdtions. ‘l'dentify yourself
as a student obtaining information for a school project. Explain that your project involv

completing a survey form on services offered by financial institutions and that you'd also -
like to list interest rates paid and charged for savings accounts and Joans.

Hdy




SECTION H, Activity 3 (Transparency #1) -

Financial Institution Survey Form

~ . . i _ Financial Institutions

‘Services: Credit  Private’ ‘
Bank S&L Union . LoanCo. Other

Savings Accounts - ' oy
(indicate interest rate(s))

Checklng Accounts . .

Home Loans, . . .
(indicate interest rate(s)) | /
e hd \

Business Loans o %
- (Indicate interest rate(s)) .

PersonalLoans -
(indicate interest rate(s))

- New & Used Auto Loans ‘ ‘ .
(indicate interest rate(s)) . -

| Home Improvement Loém
o (indiate interest rate(s))

lnyestmant Adviser

Trustee and/or Executor of ‘ .
Estate : ' | '

~

Foroign Money Exchange

Dratfts -

Cashier's Checks

Wire Transfer of Funds

'/ Safe_Depmit Box ‘ \

Others - Specify

- N ‘n
' ’ ) . : )
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% Services !
. Goods & Services :
. Income o ~ ‘
: Land, Labor, Capital, Time ' | N
o ) Spending
A . :
o \)l J; \
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SECTION I, Activity 6 (Reading #1) N, \l

\

PV, 3 \
| coMM\ERcmL BANKING

Commercial banks are important financial institutions. The order operation of

&

our modern economic system depends upon the functions performed by these banks. What are

these functions and why are they important‘? .p

" Major Functions of Commercial Bank$

'l.

2.

~ demand deposits.

Commercnal banks accept and hold their customers‘ deposits. Commerc;al banks are

the only type of bank that hold demand deposxts. Demand deposits are deposits that can

be wnthdrawn wnthout advance notice. They are also referred to as "checkbook. money"
or checking accounts. To withdraw demand_deposits youmerely write a check. A check
is a written order to transfer funds from your account to m‘in:ﬁviduai or institution
requiring péyment. Because they can be witfﬁrawn at any time, no interest is paid on

.

~ Time and savings deposits are two forms of savings accounts. Time deposits hold funds

- which are deposited for a period of time, such as one or two years. Savings deposits

-
(e.g., passbook savings) are sometimes more convenient because you can make deposits

and withdrawals at will, although'you can by law be required to wait 30 days to receive
your money. Time and savings deposits earn interest. They are the only types of
deposits hald by savings banks or savings and loan associations, while commercial banks

also offer time and 'savings accounts as a convenience to their checking account

customers.

~

Commercial banks make loans. ‘Commercial banks earn money in two main ways. by

investing and lendmg out some of their deposits. A businessperson who needs to

”4‘

‘purchase new merchandise for the coming season can pledge his/her inventory or other

assets to secure adoan from a bank. Interest must be paid on the ioan, but this is still
more efficient and profitable than selling the inventor_y or other assets at a loss to
L/ A .

ﬁ..f



-SECTION Il Activity 6 (Reading #1)

3.

ﬂ"

1

finance the purcg}ase. By securing a bank loan, the businessperson can purchase the riew

stock and repay the loan within a specific time period. The interest charges are '

P - .
sometimes subtracted immediately froﬁ’ the principal, the amount of money the

borrower receives ss-a loan. For instance, a person taking out a $100 loan could reeeive
only $88 because of a $12 interest charge. This is called "discounting the note.” If the

loan is not dxscounted, the amount of the loan plus mterest is repaid either at the end of

*
]

the loan peﬂed or i monthly installments.

Commercial banks transfer checkbook money. In ogder for checks to be an efficient

means of receiving and making payment, the;'e has to be a system for check collection.

A businessperson receiving a check for payment deposits it at his/her commercial bank.

The commercial bank, in turn, sends it toa "clearinghouse" or a Federal Reserve Check -

Processing Center. There;rthe check is sorted and delivered to the bank whosé name
appears on theé check. The account of the person.who wrote the check is debited (the
check amount is subtracted from the balance). Similarly,the businessper.:on's money is
collected by the commercial bank and his/her accoﬁnt is credited (check amount is
added to the balance).. Now the businesspereo'n can, in turn, pay bills by writing checks
on his/her _éccount. By acting as a clearinghome-—-—that is, 'by 'collecting checks aqd
transferring funds frt;_m one account to ano'ther-comn"let"cial banks make checkbook
money an efficient medium of exehange. They thm the time funds are not werking

in the economy for individufals and businesses. .

Impor tahce of Commercial Bank Functioc{s

A}

Through loans, commercial banks direct savers' deposits to where they are needed
When mdxwduals, mstltutnons, or businesses have extra money, banks lend it to others’
for investment and spending. Money, then, does not lie idle when it can be used by
someone else and add to the productivity of the economy. The commercial bank, along

with other financial institutions, makes pgssible the use of available funds in the

/
4

economy. / . .
- [

g |



~ SECTION II, Activity 6
 WORKSHEET: CgMMERCIAL BANKING

Name

t . : T: . .
E .
" 1" The three major functions of commercial banks are . . .
' . .

b.

2. What is a.demand deposit?

-

3.% What is Stime deposit?
4. ‘Whatisa check?

- S, Cammercial banks earn money by . .. c
ik o
a. '
b

4

‘6. What does it mean to "discount the note"?

\
7. Commercial banks are important because they . ..
\
» a.
b, N




. SECTJON I1. Review Questions

'l.

#.

'50 |

6.

7.

In what way does a commercial bank ditfer from a savings bank?

a.
b.
C.
d.

A commercial bank does not take savings accounts.
A commercial bank does not make loans.

A commercial bank deals only with businesses.

A commercial bank takes checking accounts.

What is not a function of a commercial bank?

a.
b.
C.
d.

¥
bc'

.

4

Providing checking accounts to customers

Making loans to businesses and individuals
Regulating the money supply in the U.S.

Collectmg checkbook money through a clearmghouse

<

. What is not a function of a oentr;l bank?

-~

Makes loans to member banks
Offers high-interest savings accounts to the public

" Provides a natiohal clearmg system for checks

Distributes currency and coin to banks

Which of the following is a primary source of income to a bank?

S ppge

1

Rental of safe-deposnt boxes b
Sale of money orders, traveler's checks, and savings bonds
Interest it earns on loans

Service charges on checking accounts

Demand deposits:

a. Earn interest.

b. Can be withdrawn at any time by wrmng a check.

C. 'Make up a small perccntage of our money supply.

d. . All of the above

Time deposits:

a. Earn interest. : ' /f-f\
b. Can be withdrawn at any time. _

c. Are held only by savings banks. ‘ o

d. All of the above .

A commercnal bank:

a.
b.
C.
d.

'- Pays customers a hi interest on savigigs accounts.

Provides customers with only checking accounts.
Provides customers with both checking’and savings accounts.
Grants only short-term loans such as a new car loan.

b,



SECTION |1, Review Questions

'8.

Which of the following makeA up most of the money supply at any one time? y

de
bc
C.

d.

a.
b.
C.

d..'

Coins

Demand deposits
Paper money
Credit cards

“If a loan is discounted: . ,
—_— :

Interest charges are subtracted from the principal at the time the loan is made.

The loan is granted at an interest rate lower than the normal lendin
It has not been repaid by the borrower as agreed.
The bank has decided not to collect on the loan.

L

g rate.

10\



Section Il The Federél Reserye System

s e

J

About This Section... - .

The Federal Reserve System (the “Fed") was created by an act of Congress in 1913 to
serve as the central bank of the United States. This section first examines the problems
in our banking system before the organization of the Federal Reserve System. It then
discusses the purposes. the functions, and the organization of the Federal Reserve
System it emphasizes the Fed's independent, quasi-governmental structure in regulating
the money supply in a free economic system. If the Fed were less independent,
short-term pressures could prevent it from achieving its long-term policy objectives.

Generalizations: . ’

e The Federal Reserve Syéten"\ was establishéd to clear checks and provide loans to’

banks Its major functior. now Is toregulate the supply of money.
e The Federal Reserve System is an independent, quasi-governmental agency.

e The Federal Reserve System consists of 12 regional Puserve Banks and 25 branch
banks supervised by a Board of Governors in Washington, D.C. |
. » Regional Rese.ve Banks provide member commercial banks with numerous services: -
supplying coin and currency. providing safekeeping facilities, functioning as regional
check collection centers, and making short-term loans. |

—

- : b

&o

S
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 Activity 1 - Bank Panic o ' .

. OUTCOME: Students generate ideas abowt what the L ’

ciduses and effects of mass withdrawals of bank '
_ deposits could be. - . : C. p .
: Tmmpemm_ylobcmsim e Time: 15 min.
' Materials Needed: ,
Transparency #1- What Is Happening Here? = ., Actiwty 2 - Why Was the Federal Reserve
Activily Instructions: System Created? - -

_ Show students Transparency #1. Askfhemtethmkabout
what is happening is the photograph and why. Allow several OUTCOME: SMemscan ndenhfyexpandingmesupdyof

minutes for students to study.the photograph and then cuirtency, requiring reserves,~and making

discusemthmemmefoltomnqqmtions \ mmméswaysme&demlﬂem
« What colid influence people to withdraw their money? System can help prevent bank failures.

« [Egonomic reasons—a recession. unemployment, lack of Reading/Transperency/DiscMm . Time°45nﬁn i

credit, more attractive investment opportunities; seasonal Materials N

ary conditions — planting, droughts, bad eeded:

pc?mhase of new%tm nlggs inconsumer Rmmg #1- SE‘"V Problems of Our Mmy and Banking

enending, excessive and urusual spending needs; psy- ’m'.," :
chological and emotional res sons—cornicern for safety of Tm"m’r#z Sam’s Bank"

*funds, distrust of banks, mflueneeo(mmdrawaleonomer \ ‘

depositors.], . . Distribute Reading #1 to students. After students have read -
depositomwouldlmethecrmoney creditors would not shown for “Total Deposits,” “Total Loans,” and “Cash Re-
W‘ﬂ‘d the bank would go out of business. employees’  gerves,” have students answer the four study questions
%remtaenmybesetoﬂcam.ngmaﬁ Dyring a followup discussion of “Sam’s Bank," the in-
withdrawelsm banis, and the ecorigmic activity of  gtructor-can elaborate ori the concept of “cash reserves.”
the community wouid be depressed.] ¢ Whereas Sam has to borrow money only when his cash re-
» What would happen to a bank if every person wanted to Jservesame:dnmted(c}uesﬁonﬂamemberbankhm-
withdraw his/her money? [The bank could not Honor “~ quired, by law, to hoid at all times a certain percentage of its
' averyone's demands for money. We have d fractional re-  deposits-as reserves.
servesysteﬂrbanksholdoniyahnchonefapemnsde- it ig very unlikely. that all depositors would need their
posits as reserves. Most of the deposits are invested in  money on the same day(Question 3): Infact, deposits usual-
securities or loans that cannot be quickly converted to Iy offset -withdrawals on any given day. But if depositor
cash. if-every depositor tried to withdraw his/her money, . demand for cash exceeds cash deposits (Question 2), a
there wouldn't be enough cash on hand at the bank. The  member bank would have to dip into its reserves. Since the
bank could go bankrupt and be forced to close, uniess a benkmustholdacartamamountofcashreeewes either in
central bank like the Fed granted it a short-termn loan.  its vauit or at the Federal Reserve, these could be used to
During the bank panic of 1807, memwasnocentmlbank' meet withdrawall. if the bank’s reserves were not adequate

LY

\ , andn\enzcmonmnelbamcefaﬂed] T to meet the withd , 8 membeaf bank could borrow from
. . « .. et ) a Federal the amount by which withdrawals

: }*-' . ) exceeded dep (Question 4). n addition, because near-

AR . ' : ly ali banks have deposit insurance from the FederatDepos-.

. it insurance Corporation, individuals do not have to worry
N : . ~ thatinsured banks will be unable to pay out deposits. Thus,
-~ * the Federal Reserve System and the FDIC can prevent a
. loss of confidence in banks, bank pamcs and bank “fail-
*  ures.’




Acti\nty 3 -The Structure of the Federal
. Reserve System

- v |

OUTCOME: Students can list the benefits of the central
bank of the U.S. being decentralized and an in-
-dependent, quasi-governmental agency.

Tmmparms/mscuwm/Lectum Timea: 45 min.

" Materials Needed:
Transparency #3 - “The 12 Federal Reserve Banks”
Transparency #4 - “Federal Reserve System”

Activity Instructions: -
Show students Transparency #3. Ask them to think about
-why the creators of the Federal ystem set up 12

regional Reserve Banks ins of just one centralized
bank. See if students can come up with some of the reasons
the founders had for decentralizing the Federal Reserve
System: ﬂnymloeryofonecentralbankbewning too
powerful an institution; our country is so large that it is more
efficient to have regional banks serve the member banks;
and regional banks are better qualified to study and analyze
their particular conditions and pmvm regional
" input into national polic§ decisions. !
- Using Transparency #4 and the explanations below, e
piain to students the pyramid structure of the Federal

sarve System. Emphasize that it i$ an independent, quasi-§§

governmental agency. Founders of the Federal Reserve
System were concerned that the power to control the mon-

- @y supply not serve political interests. They aiso were con-
cerned that it not bé so unregulated thaf it would serve
special interests of the banking and financial community. its
policies and actions must be dictated sqiely by the needs of
the economy. Students should take notes during the lecture
for use in a later activity.

Member Banks
At the base of the pyramid are the nearly 6,000 commet-

cial banks that are members of the Federal Reserve Sys-
tem. All national banks must bg members; state banks have '
the option to join. All member banks must hold specified re-
serves against deposits and comply with Federal Rédserve:
:&Rm The advantages of being a member of the Fed--

eserve System include borrowing privileges, the use!
" .ofthe System's check collection facilities, free transporta-

tion for curmency and coin purchases from the Fed, wire
. transfers of funds, and examinations by Federal Reserve
bank examiners. Even though less than half of the nation's
commercial banks belong to the Federal rve System,
member banks hold about 75% of all commercial bank de-

‘e

'Regional Reserve Banks

Making up the next level of the pyramid are the 12 re-
gional Reserve Banks and their 25 branch banks. Branch
banks serve a particular arga within a district.

Each Reserve Bank has a Board of Diractors whose
primary responsibility is to provide grass roots information
about district economic conditions. There are three “"Class
A’ directors who are bankers and three “Class B" directors
who are engaged in agriculture, industry, or commerce.
Thesa six directors are elected by the member banks in the!
district. Largé, medium, and small banks each elect one
director from Class A and one from Class B. Three “Class C"
directors are appointed by the Board of Governors, the
governing body of the Federal Reserve System, and cannot
be directors, officers, employees, or stockholders of any
bank.

- The Reserve Bank president is appointed by the Board of ;
Directors of each regional bank. The prasident represents’
the Federal Reserve Bank and its district at the monthly'
meetings of the Federal Qpen Market Committee, the most’
important policy-making body of the Federal Reserve Sys-'

Aem./

Board of Governors

-At the peak of the pyramid is the Board of Govemors in
Washington, D.C. This body consists of seven members
appointed by the President of the United States with the| -
advice and consent of the U.S. Senate. They serve 14-ygar
terms and cannot be reappointed. No two members can be
from the same Federal Reserve district. The President also
designates a chairman and ;- vice-chairman to serve four-
year terms. They can be redesignatec. The Board's main
function is the formulation of monetary policy. They serve
on the Federal Open Market Committee, along with the
presidents of the Reserve Banks.




f.

Activity 4 - The Three Roles of the
Federal Reserve Syste

- -

OUTCOME: Students can explain the Federal Reserve
functions as (1) U.S. central bank, (2) fiscal
» agent for U.S. Treasury: and (3) a banker's

bank. .

- Reading/Worksheget/Discussion Time: 45 min.

Materials Needed:
Reading/Worksheet #2 - “The Roles of the Federal Re-

serve System: Central Bank,

Fiscal Agent, and Banker's
) Bank” '
Dictionary .

Activity Instructions:

Distribute to students Reading/Worksheet #2. Work

through the assigrment as a class or let stutfents work on it
individually. The worksheet format will facilitate active par-
ticipation and the use of previously learned concepts. Stu-
dents should fill in the blanks (review) and answer questions

U asthey go. Notes from the transparency/lecture in Activity 3

may be needed to compléte the worksheet. Discuss student
ideas when appropriate or if the worksheet is done individ-
ually, discuss it upon completion. Stress that the Federal
Reserve Bank's most important role is that of a central bank,
although the services it provides are aiso vital to the orderly
operation of our moneay and banking system.

v -

o/

N
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“SECTION Iit, Activity 1 (Transparency #1)
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" SECTION 11, Activity'2 ‘(neaai‘:}‘n L ;
EARLY PROBLEMS OF OUR MONEY AND BANKING SYSTEM* °

.

- Before there was'a Federal Reserve System, the United States had no way to
adjust its supplies of money to changes in business actiyi'ty; 'The amount of e:rrency was
tied to government security issues. . ] . )

N lianks often were short of cash. People who deposited money in a bank had a
. legal right to withdraw it if they chose. Banks would keep part of thelr depostts on hand
| t‘ "- as "reserves." They also had deposits in other banks that could be exchanged f6r ‘cash if
| ~_ _Sometimes the demand for currency was greater than the amount of money a
\ bank d on hand. The bank would then draw on its deposits in other banks or sell its other
assets such as government securities. This would often cause a chain reac‘non of money
. shortages in a number of banks. A
\Vhen a bank could not meet lts demand for currency, it "falled" and had to
close. Bank closmgs ‘brought on periods of economtc depressnon called "money panics” .

r“
because pamcky depositors, who had lost confidence in banks, demanded thelr money. ln

k]

: many cases, a ba at fatled was perfectly sound. If gtven more .time, tt .pould havef_"

‘
-

gotten en cash td meet its customers" needs. e ' ' ..
With the l907 panic, Congress began studying the U.S. money system. - It found
. that nearly all countrtes whose money supply could expand or contract (depending on

Be ople’s preference to hold more or less currency) had some form of a céntral banlc. These

‘htral banks had-the power to issue currency in the quantity needed.  As a result of this
and other studies, the United States Congress passed the Federal Reserve Act of 1913

. creating the Federal Reserve System. -

*
. , > J -
o *Adapted from Your Money and thefFegeral Reserv System, Federal Reserve Bank
. of Mlnheapolts, 1976. ‘ )
yoo @ : T S

& . ¢
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- SECTION Ill. Activity 2 (Transparency #2) ) ’ « ! N

/ | '

¢ Sam’s Bank :

On Monday, five of Sam's friends deposlt $.25
each in Sam's piggy bank for safekeeplng

o o  Bill'3$.25 "
Mary’s $.25 Julie’s $.25 - | |

.. AHcesS;Z.S 0 N e (_,_1\ - Total Deposits $1.25

Sam ioans Arnold-s 90 on Tuesday :
. Arnold promises to pay back $1.00 on Friday.

Total Leans $.90

s * What would happen lfmch of@“"of\félve deposltors wanted to withdraw
A 3 o ' '
@ ‘?s . .
 What wiild happen if two deposltors*wanted to withdraw alf their money on
| Thumday? i ) v |

LN
l- .l »
\

| 6y

. Cash Reserves $.35
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*Alaska and Hawaii are also under
. the jurisdiction of the Federal : . .
Reserve'Bank of San Francisco. T ) .
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SECTION 111, Activity 3 (Transparency ¥4)

R

Feoderal Reserve System

L. 12 Roglond Rmrve Banks -
7 Each Govemed_ by 9 Directors
) -~ o 3bankers

| " e 3 business, commercial or agrlculture
* 3 general public .

Since 1913, the Federal Reserve s em has functloned as the central bank of
the United States. “*

As a central bank, the FederaL;eserve System manages the money sﬂpply pf

the U.S. by lnfluencing the ng actlvity of commercial banks.
The process of influencing the money supply is called MONETARY POLICY

Thé smuk of the Federal Reserve System is designed to be as nonpolitical
as pmtblb

" The Board of Governors plus 12 heads of Rdgional Reserve Banks meet '

“onee a month to decide on Federal Reserve Monetary Policy.

bt S -
| Vi .



_ SECTION Ill, Activity 4{Reading/Worksheet 2}

* THE ROLES OF THE FEDERAL RESERVE SYSTEM:
CENTRAL BANK, FISCAL AGENT, AND BANKER'S BANK

The Federal Reserve System ("The Fed") plays several roles as it carries out

the functions given it by the Federal Reserve Act of (1) . Its most important

L

role is that of being the central bank of-the United States.” As our central bank, the

Federal Reserve System provldes for an (2) currency supply—one that can

- expand of- éontract depending on the needs of the economy. Through its monetary pohcy,
s the Fed regulates the supply of.(3) __in the United States.

In addltlon to this nmportant central bank functlon of setting (4) ' P, <
7
policy, the Federal Reserve System provides many services. As you learned in Activity 2,

| the Federal R‘éAﬁe‘ System is not a 'regular government agency but is an independent,

(5 ‘agency. It is responsible to Congress and :j beople, but it
e
makes decnslons and takes action wrthout direct approval from the Presidgnt or Congress.

In its second role as fiscal agent the Federal Reserve System provides services to the

_government. Specmcally, the Federal Reserve -System represents the U.S. Treasury and

‘ perfocms the followmg services for it: ( : -

l. Hapdles lts checkmg account (issues tax refund checks, credits tax payments
. toa%e Treasury's atcount, etc.).
2.  -Assists in the sale, payment of interest, a.nd redemptlon of U.S. Government
securities (savings bonds, Treasury bills, ete.),
3. Helps collect social security and withholding taxes from employers.
k. Destroys worn out currency and keeps records of how much is destroyed.

Look up the wmeaning of the word "ff(al" in a dictionary:
(6) ‘

-

v

"Now look up tihe meéning of the word "agent":

(7)




-

SECTION 111, Activity 4 (Reading/Worksheet #2) h . - X

‘ .

£

Now write an explanation of what the Fed's role is as a fiscal agent:

(8)

M

The third role of the Federal Reserve System peobably is the one that affects -

you and yout parents most dlrectly. It is its role as a banker's bank What do you thmk a

banker's bank does? Who does n help" ) :N
9 ' : .

A v

L

Briéfly list the three main functions of commercial banks. If yow-dpn

remember what they are, refer to your notes and actmty sheets from Section II.

-~ -

- -

(10) 1s ’ . ~
.2.
3. .
J -
"
& -
~ - "

- ——
T
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(11)

-
-

SECTION mAgtwity4(Readipg/erymet w2) T : .

i
‘'How can the regional Federal' Reserve Banks help the commercial banks

perform these functions? Write down any ideas you have.

-

®
1 . 'l

L
_ -~ -
* The 12 District Federal Reserve Banks are regional banker's banks. They are

institutfons that member commercial banks depend on for certain services, Nonmember

banks (state banks that choose not to join) must work through a membér bank to receive -

these services. Listed below are the most important services provided by reg'ional
. . ’ . :
"banker's banks". !

-

. They help commercial banks meét their customers' demands for cash and

‘at the same time provide safekeeping facilities for excess cash. As their

customers need more cash, commercial banks can decrease the part of

their reserves k¢pt at the Federal Reserve Bank and incréase the amount

v of cash’{l: their vaults. As more cash comes'in to the banks, they can
. deposit it at the Reserve Bank. ;
»
) )
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SECTION Iil, Activity 4 (Reading/Worksheet #2) c 3
ety \

|

2.

-~ . ‘.:,' 'l
. - . - \

The, District Federal Reserve Bauio help_commercial banks transter

" funds by providing for a national check collection and payment system
; )

.and for nationwide wir tiansfer of funds. Each year, they sort over

L lO bnlllon checks written by comme(cnal bank customefs m::m them

to the banks on which they were written. They see that payment for
many ‘of these checks is made quickly by crediting and debiting the

’ r:eservg accounts of member banks. Through the Federal-Reserve Wire

Transfer System, Reserve Banks permit member banks to transfer money

for their customers from one part of the country to another in a matter
of minutes. Again, they actually transfer the funds by crediting and
debiting reserve accounts. .

The Federal Reserve Banks also.assist commercial banks in making loans to

individuals and businesses. As discussed in Activity 2 of this Sectnon, the

_ Fed requires member banks to keep a jtain amount of reserves. Dgtn -

Federal Reserve Banks, however, do lend money to member banks to cover

the shortages in their reserve accounts that sometxmes result from a

temporary demand for funds. In this'way, a bank does not have to call back
. 13 .

‘loans or deny loans to qualified applicants because of temporarSr ¢ash

shortagosi;

%

e
N

To summanze, the Fedeﬂal Reserve System regulates our supply of money as our central

bank, &.ovndes servnces o the U.S. Treasury as a fiscal agent, and provxdes e&sentnal

&

. servnces to commercnpl banks as a banker's bank.

9

. -~
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SE N Questions .

¥

-

i. <. are member bank "re.:-erves“?

a. .Funds deposited by customers that not bé withdrawn without advance nbtice.
"b. Only funds deposited with the Fedéral Reserve. A bank applies for 9/ loan if it
needs these funds to cover withdrawals. .
c. The currency banks’ keep in their vaults or funds they keep at the Federal
Reserve Bank to cover withdrawals.
d. Funds a bank sets aside to use, for improving facilities and increasing services,

2. Which was not true of the bank panics in the early 1900s:

a. Bank customers attempted to wnthdraw more currency than banks had on hand.
b. Banks borrowed money from other banks.

c. The Féderal Reserve System lent money to banks in trouble.

d. - People lost confidence in the nation's banking system.

3. An "elastic" money supply refers to:
a. Currency whose value changes from day o day. . |
; - . A currency supply that contracts and expands dependmg oﬁ the economy's needs.
c_\ A money supply that comes in several forms and offers much flexibility.
All of the above.

4, All\ations' central banks: ' . T
d. Have twelve reserve banks.
b. Have a Board of Governors.
c. Have an elastic currency. ,
d. Are controlled by the government. ’

5. The Federal Reserve System:

/A
. Determines United States monetary policy.
R Is a quasi-government agency. = ..
C

. Is our central bank. . d
d. Is made up of all banks in the Umted States -
e. a,b,andc . /
f a and c only
g. b andd only
A

f region‘a} Reserve Bank does all of the following except: .
<~ ' . a. Distributes currency and coin to banks.
. b. Makes short-term loans to banks.
c. Sets a district monetary policy. ﬂ
d. . Serves as a regional clearing house for checks.

7. Why is a Federal Reserve Bank sometimes called a "banker's bank"?

a. It makes loans~fo gankers as well as businesses.

b. It progi i essential to banking bperations.

¢.  Only bankers benefiX from the services it provides, '

d. Only bankers have a 8§y as to what the Federal Reserve Bank can do.




SECTION Ill, Review Questions »

8.

9.,

10.

d. ' Must join the Federal Rgserve System.

Monetary policy:

a, Is the mfluencmg of the money supply in our economy.

b. Is the supervision of loan approvals by banks.

c.  Is the regulation of currency distribution in the United States.
d. “Is determmed by each large bank in the United States. '

A nanonal bank:

. f -
a.. Has offices in every statée of the Union.
b.. Cannot join the Federal Reserve System.
¢..' Isa government-operated bank. )}

i : \
How is it passible for bankers to lend out most of the money deposited with them
when deposzters can withdraw that'money? . '

e. ls a centpdl bank.

a. No iore than 55% of deposits are’loaned out at one time,
b. The Federal Reserve System automancally grovndes money to cover any with-
drawals that exceed deposits. \
c.” Experience shown that deposits usually offset wnhdra\vals.
.d. Banks always“maintain reserves equal to the amount of money customers have i in
checkmg and savings accounts. . :

-~
1]

11
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*Section IV How the Clearinghouse Works

-

—— -

Amut This SeCtion ansae ' . '
The functions of the Federal Reserve Banks are a combination of service and policy
activities. One of their most important service activities is that of a check clearing-
house. The activities of Section IV help students to understand what happensto a
check from the time it is written until it is paid as well as to develop oertain check
writing skills. <. o ) . - ] \
e The Federal Reserve System processes and records checkbook money as a service

to the financial community. Efficient administration of checkbook money allows it to
become a viable medium of exchange in a oomplex{gconomic system.

-
t . . -~
L}

*




. €

|

check cancellati ocess (p. 11 .in the booklet). To help
~ ilmmmemmmmMQﬁ.

of the booklet. the insYructor should use Transparency #1. . ity.

Acﬂvnn-mesmryotérfeou/ .

QUTCOME s:udants will know origins of checks and
the “clearinghousé” and state how each has

helped impreve the transter of funds. Students -

also will be able to write a check correctly.
Reading/Worksheet/ Transparency Time: 45 min.

- Materials Needed:
Book/et - “The Story of'Checks (see Addltlonal Materi-

' als”)

Worksheet: “The Story of Checks”
Tmnspcmncy #71 - "Route of a Check"”

Activity Instructions:
This activity reviews money, banking, and the development
of the clearinghouse function. The instructor should give
each student the worksheet and the booklet, “The Story of
Checks.” lnclassorashomwork the students shouid
compiete the worksheet.

In a follow-up discussion, go over the worksheet using

“The Story of Checks" to verify student responses and to

give further explanations as class needs dictate. Special
attention shouid be given the problems of check cancella-
tion before the creation of the Federal Reserve System
clearinghouse (9. 8 in the bookiet) and the review of the

.

Activity 2 - The Need for a Nationwide
Check Collection System

OUTCOME: Students will see exactly how checks go
through the clearinghouse system and the roile
played by the 12 regional Federal Reserve
Banks in the rapffTransfer of checkbook funds.

Reading/Application, Lesson Time: 90 min,
_ Materials Needed: )
Reading #1 - "How a Check 18 Processed"
Application Lesson: Cleannqhocne 4
Activity Instructions:

* and in many instances are asked to do so. It is hoped thatby

To review and illustrate the process inivolved in check can-
cellation, the students may read “How a Check is Proc-
‘essed.” If Reading #1 is not used, the instructor should
review the three main_tinctions of mercial banks. in-
form students that the focus of this aclivity is the clearing-
yhouse function. After the introductioh, distribute to stu-
dents “Application Lesson: Cleannghouse Students
should be instructed that the application lesson is a combi-
nation reading and worksheet. They may write on the paper

having students respond as they read they will became

. ‘more involved in the dctivity.

The “Appiication Lesson: Clearinghouse” canbeusedas

' aclmammnntorashmmrk

= Clerk at Ngw York Foderal Rgsorve Bank

Activity 3 - “Clearinghouse” -

Y

OUTCOME: Students correctly “walk a check” through the

eight steps of the cleari house process car-

ried out by the Federal Reserve Bank check
processing centers.
Simulation/ Transparency/Discussion - Time: 45 min.’
Materials Needed: '

Materials listed below for each role -
Transparency #2 - "Clearinghoum Function”

Activity lmtmctlom:
Inthe Application Lesson (Activity 2), the rather unsavory
r. A. Nonamus sold the Brooklyn Bridge to one of

your students. The check processing procedures involved -

.in this ~trgaction will be simulated in this activ-

" Seven students shouid be assigned tc the roles listed
below. Simulatiorf materials cag be made f.om construction
mperormyevenbedmwnonmchamboardbyeachpar-
ticipant. Each-garticipant should wear a siyn stating his or
he: role. A large sheet of brightly cotored construction pa-
per should be used as the check that is being processed.

-~

Roles ' Materials Needed

A Nonamus Chacibaok

Bndge buyer Checkbook and chack .

Clark at New York Natonal Bank Mr A Nonamus benk recordsheet

Neow York Natvonal Bank s recand sheet

EMWMMNT-M

Bndge buyer s bank record sheet

mnmmswmm

' L -
Clari it £ Nat Bank of the
¢ mm varl

e f
: !

Following the steps outlined tfelow and referring fre-
quently to,Transparency #2, the student role-piayers should
slowly walk through the check cancellation process. As
each step progresses, the check should be carried to the
correct location. Bank record sheets should be debited or
credited for $5.000 at the appropriate steps.

Students net assigned a role in the simulation shou
carefully moniter the. location of the check and the addition
and subtraction of funds from various accounts at each step.

Step ! - Bridge buyer buys the Brooklyn Bridge from A.
2 Nonamus. Bridge buyer writes a -check for
$5,000 and gwes itte Mr. A. Nonamus.




-~

Step /I - Mr. A. Nonamus runs to the New York National

Bank and deposits the bridge buyer's check. Mr. ‘ R

A. Nonamus records the deposit in his check-
book. . :

Step Ill - The clerk at the New York Nationat Bank records
T a deposit of $5,000 in Mr. A-Nonamus' account.
The clerk then sends the check to the Federal

Reserve Bank of New York.

Step IV - The clerk at the Federal Reserve Bank of New'
York.takes the check and credits the account of :
the New York National Bank with '$5,000. The A
- clerk then sends the check to the Federal Re-
serve Bank of Minneapolis. v

Step V - The clerk at the F.R.B. of Minneapolis takes the

- f&heck and subtracts $5,000 from the account of
the 18th National Bank of the Twin Cifies. The
cClerk then sends the check to the 18th National '
Bank'of the Twin Cities.

Step VI - The clerk at the 18th National Bank of thé Twm
——" " Cities takes the check and subtracts $5.800 from .
the bri buyer's account. The clark then gives - K
the cancelled check to the mail carrier. . ¢

Step VIl - The mail carrier delivers the cancelled check to M
the bridgg buyer. .

Step VIl - The Federal Reserve Bank of Minneapolis pays
the Federal Reserve Bank of New York $5,000 to e
cover the $5,000 added to their accounts. Thus, '
the Minneapolis bank loses $5,000 and theNew
' York bank gains $5,000.

Follow-up Discussion:
.Using the fellowing questions, d«scussthesmulatlon Some
of the information will be new to the students.

- 1. Howdoes the Federal Reserve System help speed up the,
sorting of ‘checks?. [Eliminatgs roundabout routing to
avoid exchange charges; its high speed equipmentelec-
tronically sorts checks t't:gg the magnetic ink character
recognition system; collection centers opemta 24 hours
a day, 6 days a week.] .

2. How does the Federal Reserve System accomphsh
actual transfer of funds jpitiated by the wntmg ofac ?

* [The Federal Reserve SYetem uses the'reserve accounts
of member thanks to transfer funds from one bank to a
other. it debits the reserve account for checks written by
customers of a member bank, and it credits the reserve -3

¥

account for checks payable to customers ofthemembef A

bank.]

‘3. What if a does not belong to the Federal Reserve | f
System? [A member bank works through a member
bank to get its checks sorted and processed by the Feder-
al Reserve System .|

4. Are all checks sorted at Federal Reserve Bank check
processing centers? {No. local checks—checks written”
on a bank locatel in the same city as the bank of the
payee—are not sorted at the Faderal Reserve Bank
check processing centers. Instead, local banks ard’ re- .
quired to meet at a local clearnnghouse each day to ex-
change checks l

e
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‘SECTION Iy, Activity 1~ N S | . |
e o S , WORKSHEET: "THE STORY OF CHECKS" ~

- .JA ’_". o a ) . o

w are checking gccounts convenient? ‘
» « ‘, ’ M .

) E kP axn why the bank messengers of England met at "Ye Dlde Coffee, §hoppe "

". PR T . M » . [N .

& SR e T ER Y P
i (3) Where and When were tlv fu'st checks dsed it the United States?

-, t

: #' ._ ‘,\' ) . c . ":\ : e ) S ' . .
‘é,‘ (#) What three developments after the Revolutmy& WAr helped to increase the populai'ity
‘ x% of checkbook mone)«over currencx’; o ' T ’ .)
L "“'-- | % K - 2.’ M B ! .
' v . o
’ a. \ . - ,/ - .
* . " 'i; ‘ A
. ) S A
. ‘ . ‘ ! / - .
‘ . bn ‘ i -
| . ./ / & ¢ R . ‘
t c. . .:i ) ]
L ] | g .A - '. 4
.' . \ N . ‘k/
“ . -
, . . R '
' (5) Why did banks very. often send a check to correspondent bank" first rather than
o : . sending it directly tq the bank upon which th¢ check was written?
ri. ; ? . E ‘ . » )
-;..;:: . & ’ o, \"x ‘A . f_/ f \ ‘ .
. ) " - L -
! - 4 .t .
- s‘.\" v
A o N
* \ « v . ' + .
“ @
ay ' ) £ ! { ' .
(6) How did the Eederal Reserve A(;t -of 1913 elxmxnate the problems of "exchange xS
P charges" and rou dabaut routing of checks? . ©
. & e o N , ] "l T . . f. /
# ' > 1
: - ¢ O8I,
e ® “ , - .
- . -
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SEQRION IV Activity 1~ C - - 2
\ - 3 . . !

‘ ¢ Ly : ‘
(7) List the seven steps a check goes through when it is processed by.th& Federal Reserve ,
> ’ System. Assume that the checlefs written by a buyer in one district and given toa seller in
- Y ’J - -

-~

.
b. - \f

€.

>

. (8) Practice correctly writing a check by filling in the blank spaces on the sample check
below. Write it to one of your classmates, use today's date, and write the check for .

- 319.78. : ‘ ,
. . " Student's Name - 1427 ’) . )
' : - City %tate, Zip Code e T
: \ - . « .
PAYTO . ‘ ’ .
il THEORDER OF ‘s
: \ | B F‘ . : - . DOLLARS
) LN . CAMPUSSTATEBANK -
+ P b, CITY, STATE .
: L !
- - ~
-\- 2094 2=~4 234 0000005004
— - ; i d

*

(9) What i>the purpose of-the magnetiE ink characters encoded along the bottom of the check
as shown in the above example? ' '
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.

Check is Sent io art dealer in
Sacramento

o 1. The art dealer deposits the
' = chack in his account at a
A Sacramento bank.

. 2. The Sacramento bank
. - deposits the check in its
account at the Federal
Reserve Bank of San Fran- -
CisCo.

. Federal Reserve Bank of San
Francisco sends the check to
the Federal Reserve Bank of
New Yofk for collection.

4 The FRB of New Yofk
fqrwards the check to the
Albany bdnk which debits the
amount from Mrs. Henderson's
account.

5. The Albany bank authorizes
the FRB of New York to
deduct amount of check from
its account.

6, FRB of New York pays FRB
San Francisco from its Inter-
District Settlement Fynd.

7. FRB of San Francisco credits

. Sacramento bank account and
the Sacramento bank credits
the art dealer’'s account.

-



SECTION 1V, Activity 2 (Reading #1)

HOW A CHECK IS PROCESSED*

Americans togay are writing over 30 billion checks ennUally. A-check is an-

) instruction, given oy a depositor to his or her bank, to transfer funds to someone else. It

may pdy for goods and'services bought loeally or in other parts of the country. A person
¥ receiving a check wants nt presented for payment as quickly as p(ssnble, because any delay
will postpone the time when money represented by the check can be used.

When a check is written in or near the community of the bank on which it is
drawn, p;esent,ation for payment is direci‘—local banks just exchange checks among
. themselves. It's estimated, however, tha.t more than half of all checks leave t}we loeal

cornmun.ify. Banks receiving checks drawn on distant banks find it costly and inconvenient
to return such checks directly fér payment. ' Instead, banks tnat are members of the
' Federal Reserve use check collection services at district Federel Resirve Banks, where
. checks for many banks are cleared at the sa'me time. Some are presented'by member
banks, some are presented by the Treasury of the United States or other government
agencies, and some are received from other Federal Reserve Banks. Banks that are not
members of the Federal Reserve open correspondent accounts with member banks in part

~ to take advantage of the Fed's check processing services. SR
' Check Departnients .at Reserve Banks use modern eiectronic equipment ro sort
checks for payment as quickly.as pos;sible. Theyr send checks directfy to banks looated in
. their own Reserve district and send checks drawn on banks in oﬁfer districts directly to

. , g . ,
the Federal Reserve Bank serving those banks. The receiving Reserve Bank, in t

forwards checks to tMs in its

istrict on which they are dfawn. Reserve Banks give

s¢r banks and must obtain payment from

. . ‘ l ¢ ’ ( R ! -. L
. *Adapted from Your Money and the Federal Reserve System, Fecfé'r)él Reserve I}ank
/ of Minneapolis, 1976. .

s “f : : * A
\‘l S . . B ‘Q' € - L ] .; -' o
- “ - L S :
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SECTION IV, Activity 2 (Reading #1) , , .. . 5

banks on which checks are drawn. F.or payment, the Reserve Bank may cl:targe the ;-eserVe
‘ account of the paying bank directly. A nonmember bank, which does not have a reserve ‘ \
account at the Fed, may be charged indirectly.\ This is' done by charging the reserve
ac7o€nt of the member bank that has the nonmember bank's correspondent account. The
member bank, in turn, charges the nonmember bank.

‘ﬁ‘ﬁv
N i
. ) I -
.* ‘ I “
¢
{ -
i
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&
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SECTION IV, Activity 2 L | - g
N 4

APPLICATION LESSON: CLEARINGHOUSE

The transfer of money fr10m checking account to another through the help

of the Federal Reserve check processing sdrvices is dxmcult o explain in words alone.

“This application lesson will put the ".Cleag‘ ghouse service into Jiagrams.

L3

Exa'mple #1 | . , ‘
Mrs. Jones lives in Fenwood. Every year she holds a huge garage sale. This

year she sold the garage to. Mr. Alvery. Mr. Nvery, to pay for the garage, wrote

. Mrs. Jones a check for $2,000. 'Mrs. Jones deposited the-chck in her checking account.

Since Mr. Alvery and Mrs. Jones have checking accounts at the same bank, a computer (or -

clerk) sdbtracied $2,000 from Mr. Alvery's account and added $2,000 to Mrs. Jones'

account. The process is cartied out at one bank.

Deposit ' . - ) ) ,( Canceled -
T ' check returned.
Mrs. Jones' ‘ Mr. Ajvery's ’ .
« | Checking Account Checking Account
51,000 . . $5,000
+2,000 | - -2,000
. S';,ooo - No | P 33,000

Check canceled

2
,w
.



SECTIO‘N IV, Activity 2

Examplé #2

-

Ima and Ura Wall yesterday purchased a $750 vbaterbed from the C.'Sick Bed
Company. Ima wrote a check for the entire amount and gave it to the company's salesman
who deposited the check in the com‘pany's’bank The Second Fenwood'Bank. Ima and Ura's
bank is the Fxrst;/Fenwood Bank. Since bo.th banks are in the same town, ‘they need only

: exchange checks every day.

‘ 0 Note: No money actually changés hands.: Money is added or subtracted from people's .
accounts merely by gntries in a bank ledger. ' . o
Walls gve check to ) : :
C Sick Bed Co . )
5 \ -
" -
- ' Cancelad check goes . \ C Sick Bed Co
back to the Watis’ R . deposits check
n. kp ‘ o ‘ ) - - ! h
. » ‘ . » . . . -
. st Fenwood Bank 2nd Fenwood Bank -
Walls -/ . # 15t Fenwood Bank sends The $750 is added to
'~ , $2.000 00 : 2nd Fenwood Bank $750 the C. Sick account
: - 15000 : to batance accounts
$1.250 00 C Sick Bed
y ‘ 4 $10.000.00 .
 The $750 1s subtracted " e ) . 4+ 75000 .
from’she Wall account . $10.750.0Q :
] : ‘ - . .
@ N . @ Messenger caries checq ' ot
. to st Fen

Federal Reserve System : -3 . \/_\ 4 L
' ) ‘ ’ )

Not all check cancelmg precedures are as sxmple as the ones described above. If

’ you took a trip to New York and wrote a check to a man in a pink-checked suit for $5,000.00 to
'purchase the Brooklyn Bndge, that man wou!d need a way to deposit your check into his
aceount, send the check to your bank so that _your acceunt could be reduced by $5 000, and
then&ve $5, 000 added to his.account. The man would want this process to occur rapidly so

#
he could get out of town.hefore you tried to collect tolls'from cars crossing "your" bridge!

- .. . . - i R ) s '
. .. - .
. _ . ) i . ,*' . . 2 88 o
o B i LA . - « . . . o
. ' . . . ’ * . P



SECTION I Activity 2.

&»

F

- Can you imagine the confusion, if every day thousands of banks had to send

thousassds of checks to thousands of other banks? To get' an idea of how confusing this

-

‘ would be, assume that the 20 dots below are 20 banks. Each bank has to send at~least one

check t_o' each of Ehe other 20 banks. Draw lines fromn each bank to all the other ba.nl‘cs to

represent the movement of checks from ope bank to another.

- m ’ .
' , LLEARINGHOUSE
? , 7
. Bank
, . Bank * . Bank
- © . Bank . B
. Bank } . Bank
. Bank ' 4
J . &nk
Bank . . )
' : . Bank
. Bank . Banl
' - ) - .
. Bank . . ' ¢ . Bank -
* &nk ) . Bank
- Bank 3 )
. Bank

Smce there are 14, 000 banks in - the United States, you can see  what a
confusmg process it would be to send ¢hecks ‘back and ior/éh to each bank separately.

The location of the 12 Federal Reserve Banks'throughout-the country simplifies
the sortmg of the over 30 bnlllon checks written annually. You probably remember some of

the lo(:atnons from a transparency you looked at earlier.

- | by



" SECTIQN IV, Activity 2
v

. . N ~ CLEARINGHOUSE

X [ )
On the map below, lecate the cities where you will find the 12 Federal Reserve Banks.

o

- Boston, Massachusetts Chicago, Illinois
. New York, New York St. Louis, Missouri
Philadelphia, Pennsylvania“ ~ Minneapolis, Minnesota
. Cleveland, Ohio Kansas City, Missouri
Richmond, Virginia : - Dallds, Texas
, Atlanta, Georgxa " San Francisco, California‘

L]

The sorting of checks the 12 Banks do is a huge task when you consider that

over 30 bnlhon checks are written annually.’ Without the clearxnghouse functlon pe\\ormed
by the 12 Feds it would ‘take each bank weeks to process checks and cancel them.\ ThlS
* delay would have serious consequensks for our economic system, a system that depends on

the rapid transfer of funds from person to person.

v

<
C »

;F Wi



SECTION IV. Activity 3 (Trgnsparency #2) / / SR 10

‘e

i
A}

-~ .. Clearinghouse Function .

Let's take another look at what happened to that check you
wrote to A. Nonamus in the amount. of $5,000 for the purchase of the

' Brooklyn Bridge. We will assume that your check is from the Eighteenth . L.
‘ . - National Bank of the Twin Citiés. | '

- @ Mr. A. Nonamus quickly runs to his . , } , @ The $5,000 is subtracted from your ac-

bank and deposits your.check into his ) count and the canceled check Is
- . checking account.’ : ) . returned to you.
I /\ ’ .
iy T /\ /\\
‘ " N.Y.Nat'iBank | * | 18th Nat'l Bank
—d . - =
‘ T A. Nonamus -‘( ' Your Account
N " +$5,000 : I AR -$5,000
.ot ' ' | . 4 .
(D) The New York Nationat Bank deposits () Your check is forwarded by the Minne-
the check in the Federal Reserve Bank " apolis Federal Reserve Bank to the 18th
.' of New York. , National Bank of the Twin Cities. :
B " , . . - -
y FRBOfN.Y. . ——r .
rl ’ AL ___-FRB of Mpls. .
. | .N-Y. Nati Ban : : . .| 18thNat'1 Bank
o +$5,000
U , ' IR /, -$5,000

'@‘Tne New York National Bank has an ac- ’ @ The nedpolis Féderal Reserve Bank
., count at the New York Fed. $5,000 is )

. subtrdots $5,000 from the account it
o added tothe'New York Bank accouht. + holds for your bank. _
’ .b-n ‘ \ co, e . f
- ! ' 4 . . . ‘ AN ¢
, R . - L .' / ——— e e
L ‘ FRB NY 7' ss,000 FRB Mpls
~  The Federal Reserve Bank of New York - Co
sends the check to the Federal Reserve
Bank of Minneapolis. -
» X ’ " f . * ‘
f 3 ’ 7 (—\ ’ .




SECTION IV, Review Questions

1.

2.

3.

“.

Exchange charges:

"a. Decreased the time it took a check to be paid.’

b. Made a check worth less to the person receiving it.
c. Are still used by member banks of the Federal Reserve System.
d. All of the above.

All of the following are true of a check except:

‘a.  Jtis used mare than currency or coin. -
‘b. Itis a written order to transfer funds.

.c. It can be used in exchange for goods and services.
d. It,is used to settle accounts only in one's local area. ,

At a regional Rese}'ve Bank Check Department, all of the following are true except:

a. Most checks’are electronically sorted to banks for payment.
b. Only checks written on banks located within its District are received.

¢. Often ch¥dck balances are subfracted from or added to commercial bank reserve
accounts with the Federal Reserve Bank.

'd. ‘Local checks are not usually sorted at Reserve Bank Check Departments.

The most important reason for having a regional check clearinghouse is: - N

a. Fewer people and machines are required to sort checks.

b. Chéck processing is more orderly and better records can be kept.

c. - lf mistakes are made bankers know where to go to get them corrected.
d. It shortens the time requu'ed for a check to be pald.

A check wntten on New York City N¥tional 1 Bank is deposxted by a aneapohs bank at

the Federal Reserve Bank of aneapohs. What happens to it?

a. The check is returned to New York Clty National Bank which in turn sends it to the
Federal Reserve Bank.of New York. :

b. Federal Reserve Bank of Minneapolis sends check to New YorR City Nationai Bank.

c. The Federal Reserve Bank of Minneapolis retprns the check to the Minneapolis
bank.

‘d. The check is sent to the New York Federal Reserve Bank which in turn sends it-to
New York Cjty National Bank.

v,

11
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Section V' How Banks Create Money'\

About This Section ... — .

To understand hgw monetary poliéy works it is necessary to understand how commer-

- cial banks creafé money. Commercial banks-lend out their excess reserves. These

loaned funds are eventually redeposited and are then loaned out again. As a result, a
single dollar deposited in a commercial bank can, in effect, become several doliars in
the‘economy. This process is explained with concrete examples in the simulation activity

in this section. The conditions necessary for money. creation and the reserve require-
ments that regulate money creation are also discussed in this section.

Generilizations:

» Comnercial banks are unique aniong financial institutions because they can create
checkbook money by lending deposits in excess of required bank reserves tobusi-. -
nesses and individuals. T

* The degree to which banks can expand the money supply is reguiated by the Federal
Reserfve System, the institution responsible for coptrolling’the size of the money.
supply. . : '

* \
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Activity’1 - How Banks Gr

eaté Monex U]

& ¥ »

OUTCOME: Students can demonstrate how

A posits and loans by.commercial ks cause

«the money supply to expand, and t hap-

, pens to thg money supply when the reserve
*  requirement is raised or lowered.

-« Simulation/Transparency/ Discussion Time: 90 min.

»

ive de-

Materials Needed:

Scissors ‘ ¢ v

Neme tags .

Chalkboard . ) roo

Ruler . .

Construction paper ‘ Upon compietion of the above task, direct the keeper of the A

) Transpargncy #1 - “Creatiop of Money" money supply to deposit the $100 into Bank A.
Activity instructioris: JEP 3. Direct Bank A to record the $100 deposit on the N
In this role-play simulation, the teacher must select stu® éha*kboard or newsprint. At this point the mathematician .
dents to play the following roles: . . uid calculaﬁlthe dollar amount of a 20%, reserve require-
' . ment. Record this amount under the appropriate category.
1. Keeper of the morfey supply The mathematician myst now cut the reserve requirement
2. Bankers A-J (10 students) amount off the $100 bfil (20 centimeters). The reserve sec-

3. Nine borrowers
4, Mathematiciah
Name tags are useful. ,
STEP 1. Provide each participant in the simulation with the
nec materials: C ' . .
Keeper of the Money Supply should be stationed at the
chalkboard with chalk and a gigantic $100 kill tone meter
long. divided into centimeters; 50 centi terg wide). kach
centimeter represents one dollar. ; .
- Bankers A-J must be stationed so that ment of the
chalkboard or a piece of newsprint is behind . A ledger
ould be wrftten on the board/newsprint for each bank.
o the following format: . ' :

BANK A

BANK'B

— . Deposit
— . Resarve Requirement )
—— Amount Aviidable for LLoans

Deposit
Reserve Reguirement
Amount Avarllable for Loans

] R J
$ S
$ $

———

Borrowers will be given the task of obtaining loans from
each bank after the initial deposits have been made. Note:
the amount of each loan should be equal to the bank's de-

“posit less the reserves it is required to hold. '

Mathematician is given the responsibility of calculating
the reserve amounts for each bank andl the total funds avail-
abie for loans. This person should be stationed ¢ to the
keeper of the money supply and should have for
the purpose of olipping off the legal reserve ambunts for
each bank. B

STEP2. Direct the keeper of the money to trace the gigagtic
$100 bill on the alkbg)ard labeling it “Money Supply.”

(Note: Leave room for additional mohey Sypply ies next
to the bill.) ’ . '

-— 100cMm —————
ALRRARARRERRIARRARARARRRD)

.tion stays with the bank. The remaining $80 should be

recorded ‘under “the category, “Amount. Available for

l—oar‘s'“---v - ) /
. N

(AppropriateﬂStep 3 entries)

Mathematictan cuts off the- '
20% reserve requisrement
cut . S .
BANK A - :
Deposit $100 .
80 20 Resarve Requwement $ 20
. Amount Avaslable far Lomg $ 80
" Amount Av;ushse Regserve ‘

for Loan$ ‘  Requirement

' . »
. STEP 4. Borrower #1 moves to Bank A for a loan equal 16"

LY

the total amount available for loans (Teacher may wish to ' .
point out that in real life borrower #1 would'actually be many
people or institutions.) Bank A then gives Borrower #1 the
$80 bill, At this time the borrower goes to the Keéper of the
Money Supply and allows him/her to trace the $80 biil di-
rectly adjacent to the beginning sum (see diagraT_). ] :

. ’ [

4

100 -80 f

Sk,

-

. S S
The added $80 represents the increase in the total money
supplycreated by the loan. <

..

LY

"

. ' - °,

4 &%

~ ’ t T deg e
Y 3*'.‘..‘ e

-
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STEP 5. Borrower #1 then takes his/her $80 and depositsitin
Bank B. (Teacher may wish to point out that in real life Bor-
rower #1 would inyest or spend this $80 and someone eise
would be redepoSiting it in Bank B.) Bank B records the
transaction as “De
wes the new reserve requirement at 20% of $80*and. also

*' determines the amount available for lending held by Bank

The mathematician must now cut the reserve require-
nt amount off the $80 bill (16 centimeters). The reserve
- section stay$ with Bank B. The remaining $64 should be

gwen to the bank for recording under the category “Amount
Available for Loans.” Bank B's record wilt as féllows:
BANK B 7
Rederve Requirement s18° [ "
Amount Available for Loans 864\

srg 6. (Thi.;: is a repeat of Step d)\éorrower #2 moves to
Bank B for a loan equat to the fotal amount available for
loans. The Keeper of the Money Supply traces the increase

in-the money supply on the blackboard or newsprint. Steps’
. ﬁs are repeated for each expansion cycle of the money

y. The instructor may proceed through as many cycles
needed for student understanding’

Follow-up Discussion: —~— o
Show stpdents Tr ncy #1 which ullustrates the mon-
g8y creation process have 1ustv simulated.

Now ask them the follomng questions:

. w id the “Creation of Money’ chart look different if the
rdl Reserve System raised the reserve requirement
from 20% to 25%? How would it be different? {Less money
would be created with each successive deposit and loan:
the total money supply expansion would be only $400. 1

* What if the Federal Reserve Systam lowers the reserve
requirement from 20% to 15%? [More money would be
created with each successive deposit and loan; thé total
mgoney supply expansion would be $667.]

* It the Federal Re€brve System wanted to expand the
\ Mmoney supply —make more money available— what could
it do? [Lower the reserve requirement.] -

[

* If the Federal Rese £e System wanted to t the

money supply—ma money less available —what could it
'go?(Rasse the reserve requirement.} 5 >

- . - Q
#._\_.M .
[ ]
N 4
\-
\ |
Q' - -

it $80.” The mathematiciaA now fig- -

Activity 2 - How Banks Create Money (Il)

OUTCOME Students-mn graph the money supply expan-
sion simulgted in Activity 1 and state how the
size of the money supply can affect prices. em-
ployment, and business activity. :

Transparem:y/Graphing/Discussion :

Materials Needed: ’
Transparency #2 - “Expansion of the Money Supply at
20% Reserve Requirement” :
Graphing Exer!::se How Banks Create Money

ActMtv Instructions:
This activity provides a visual representanonof the pracess
of money treation. The instructor should show the class
Transparency #2. The students’may recognize the data as
ing that obtained from the simulation, “How Banks Cre-
oney (1).” When students are familiar with the data. the
instructor should give each student the graphing exercise.
“How Banks Create Money.” Using the data from the chart

Time: 30 min.

‘on Transparency #2. students should graph the expansion
_.of the money supply through the 10 stages. .

Du}ing \the follow-up discussien, the instructor should
ask: ) .
* What factors must be present in a community (economnty)
inegder for money to be created? [Peoae saving and in-
ing money. people borrowing to buy homes, cars. etc;
banks willit and able to make loans, businesses expand-
ing a]nd increasing production; favorable economic out-
look
* What can be the impact on a commumty (economy) if the
money supply is too small? [Less than full utilization of

productive resources. degrease in production of goods ~

and services (recession), higher unemployment rate, de-
crease in investments and savings, higher interest rates,
tighter credit. fewet loans made tobusinesses and individ-
uals.]
.» What can be the impact on a commumty (economy) if the
money sdpply istoo large? [ Rising prices, decrease inpur-
chasing power of the -dollar, lower interest rates, easy
credit, more loans made to busmesses and undmdua!s
speculation ]
What can be the impact on you if the money supply is too
small? [Unable to buy desired goeds and services, lose job
_ orunable t6 find employment, unable to geta logn or other
credit, reduction in govern®ent services. ]
* What can bd the impact on you if the money supply is too
large? [Cost of living incréases, possible credit troubles
© due to easy credit. decrea
value of real estate. specyfative losses.|

What would happen to ‘money creation précess if the
reserve requirement was ipcreased/decreased? [Re-
sarve requirement increased— banks less able to make
loans: reserve requirement decreased—banks mora able
to make loans.} /
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SECTIQON V- Activity 1 (Transparencys#1) o N . : /
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Croatlon of Money /

" Bank A,

100 Deposit ‘ , ” Y= \
+ 20 Reserve Req. - | /
, 80Loan, - - - -

$100.

g6 | o

' BankD. .

'51.20 Deposit .
.10.24 ReserveReq
K 40.96Loan

$51.20 .

\ »  BankE |
I $40.96
40796 Deposit .
" ? Reserve Req. o .
? Loan . . - Repeat untii $500 is created

It




SECTION V. Activity 2 (Transparency #2‘)‘ w v L
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: . Expansion of the Money Supply .
 at20% Reserve Requirement
rAmpuint Added to ‘ . : T . , '
) Money Supply if- Requlr&d\__ - Amount Total
(_ All Avatlable Reserves ~ Available Money
Funds are Loaned at20% for Loans . Supply
. initial Money Supply  $100.00 " .$20.00  $80.00 31/00.00 |
" Stagel 7 80.00° 16.00 > 6400 .  $180.00
/.. stagell - . 64.00 - 1280 51.20 — 24400
- Stage-‘lif( R 51.2b ©10.24 . 40.96 295.20
Y StagelV | 4096 _Js19 3277 3318
| Stage V 32.77 655 2622 _ 368.93
Stage VI 2.2 \ ‘524 2098 395.15
Stage VI 20.98 . 420 16.78  '416.13
Stage VIII 1678 '+ 336 . 1342 43291
StageIX 1342 268 1074 ' 446.33
. Sfagbé 10.74 2.15 850 457.07
o
.
Final Stage /5 00.00 $00.00
o Sy A
.-\\ rya
]
: § . | “
~ : qv - K \ .
| '\ T, o
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SECTIQN V. Activity 2 - 3
w " . - ‘ * «
LN : ! . . . .
v - o | o o
\ GRAPHING EXERCISE: HOW BANKS CREATE MONEY -
Usfng the data avai«labl'e from the chart, "Expansion of the Money Supply at 20%
P . ‘ . ’ o ) ’ ) ¢
Resérve Requirement,” graph the total money sllppfy at each stage of the monetary
) expénsion process. The initial méney sopply and stageg,.l;and 2 of the expansion process have
‘ . . / - _
alreadyrbeen graphed. ' o, . '
Growth of -the Money Supply - ~ . ' f/ .
on Basis of $100 New Déposits and .. ’
Reserve Requirements of 20 Percent . . f ‘
& . ‘\ -
\}“' Money Supply - ‘ ’ ' ‘ ‘ )
{in $500 . : ] -
- Dollars) o | ol « | a1
N , ~ . . N
. §400 :
'y __. S e )
B _.' . A . . /7 R ]
. i . . . /
$300 . S - -
. 2441 ~ C 3
J $200. . . ) C > ,
\ ' 180 | . i / . -
1 * ) " , . ] . - | ‘- N .
' S $100 b= S . S
. , . N
. ‘ . ) . ", 4. " s N
e Initial Money Supply |
- ] : - e : . P . l
. Expansion =y Ty v ovoowviovn v ix x ... . Final
Stages : Stage . .
. n ! : ESpansion Stages
. , ‘;M P g
s ' ;‘;S" ' - *
L ) AN
N »
£ . N .
\ 9 » ) \ N
] - N * e
\ Lo~ !
g
. ’l /
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- SECTION V. Review Questidns .
- - “ | N “‘ * '
. ) ' . . s -
. . © Which®f the fouowing is Hot true of the mqwey creation process?_ s
a. The total amount of money created is regulated by-the Federal Reserve System.
.b. It take$ place in all financial institutions., :
c. It creates new demand deposits.
* d. It depends on businesses and u‘tdwxduals wantmg loans.
. -
2.© Commercial bariks can lend out money in an am&mt. eqLal to_their:
r ‘ 4 .
a. Required reserves. ‘ . . -
. _ b. _Deposits.. : ‘ '
. /, c. Deposnts minus r“equnred reserves. > - - .
. d: Required reserves minus deposnts. . .- N
T ' . _ s
.3 lf a bank can lend oyt more money today than it could yesterday:
v , .
2 “Reserve requs(ements were raised or deposits increased.
.- b. . Reserve requirements were ralsed or deposits decreased. : -
: .C. Reserve reduzreménts were lowered or deposxts increased.
: d. Reserve reqmrements were lowered or deposxts decreased
4. Wthch of the  following can lnfluence thé maney éreahon process? *
4 -
a9 . tnteres( rates borrowers ml;%t pay on a loan : -
-b. Reserve requirement set by the Federal Reserve System _ _
. s\ . . Total supply of money :{1 the economy. . - .
’ . d. Al of the above. "\ CoL .-
. 5. l(a bank has $2 million in deposits and the Federal Reserve has said that banks must keep
’ 25 percent of deposits in feserve, how much can the bank lend? 2 4
- / , . ‘
: a. $2 million ) - . ’
b.. $8 million T
c. $500,000 , - e . .
. - . ‘ d- sl,soo,ooo - ® . .
.’ . ] - )
. J '
- L ’ .
- . : -

- ." v
) * \ . .
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_ Section VI How Monet
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A

. Xbout This Section-.

- The Federal Reserve System-affects the

‘mopetdry policy Throggh thr

di { rate. and resetve requirements—the Federal Res

ee tools of monetary pol

money and credit is available to individuals and busi

help the American economic

of employment, and stable pri

“policies, using supply and.de

also explains how efforts {0 stimulate thé economy a
when people anticipate the inflation caused by such policies.

Geperalizations:
e The FedergL
~ growth, an

}
money supply of thb nation by means of - ‘
icy—open market operations, the ¢ .
erve influences how muc S
sses. Used properly, these tools .

system reach its objectives of steady.growth,

mand graphs, simulation

Reserve System attempts to promote f
price stability by influencin

credit to affect total demand in the economy.

* The Federal Reserve System's princi
money supply thropgh (1) reserve requirement§. (

) ‘market operations.

problems. The decisions of |

ividuals, businesées,

ces. This section explain

nd regce unemployment can fail - , . . Lo,

s, readings. and trans
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»

pal responsibility is to regulaje the nation's . .
2)'the discQunt Tate, and (3) open *
J 3

and bodies of govern

s the tbols of monetary and fiscal

high levels

parencies. It .
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ull employment, economic " * ¥ St . ,
g the rhoney supply and the availability of . L

ment also
L

* Mopetary policy (regulating thf size of the money supply) cannot solve all economic

play important roles in influ

* “Rational Expectations” —ga
to maintain the purchasing
Q

ing our econemic system.

new view—states, that people‘will act logically and'rationally r ) .
Bower of their incomes.when they anticipate inflation,
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( Actl‘ty 1- Qﬁpply and Demand for Credtt

ME (Part 1) Students can defme mterest as the
“price” a borrower musy pay for the use
of money.
‘ O TCOME (l‘-’art 2). Students can graph the mterest rateon
. borrowed funds, given the supply and
) demand for credit. .
OUTCOME (Part 3)’ Student$ can demonstrate. usmg 3
. . ~ . ply and demand graphs, how.interest
. S rates change ermen supply or demand
* conditions change.

' chrksheét/Reading/Apphcanan Lesson

<" Materals Needed: N
Part 1 - Can of pop or candy bar dolldr bill
Worksheek Why Banks Loan Mone
Part 2 - Reading #1 - “Sdpply and Demand for Credit“

-Time: 60 min.

Credit

Y Activity Instructions:

Part 1: Show the clase a can of popora capdy bar. Ask them

. to tell you its price. Next show ti:e chss a dollar bill. Ask

- them to rell you its-prnce. If no student responds with “in-

- terest rate.” ask students why banks dont loan money free.

. [Any time there s not enough of a commaodity to satisfy

. everyomne's wants, Ikis a scarce item with a price rather than

a free iterd ;

* ‘Monéy. and Have students work'through it together using

. their Financial Institution Survey Form” (Section |I. Activ-
. |t|es 2and 3ras a refenence source. .

’

Part 2. Inform students that the price for the use eof:

money (intereédt rate) is determined (as for any good or
service) by supply and demand. Distribtute Reading #1 and
go through the graph and deflnlttons as a class.-Depending
. on student experiepce with supply and demand graphs, the

teacher may want to spend more time showing how graphs

. are drawn by plotting tie quantities demanded and supplied
at each possible price. - ’

"Part 3. 3 Dlstnbute ‘Application Lesson: Supply and De-

mand for Credit “and explam the format to students. This

canbe assigned as an in-class activity or as homework. Ifitis
assigned as homework. the instructor shodid lead the stu-
+dents through the lesson du)ong h'_ue following class period.

A

-

A
)

Part 3 - Application Lessop, Supply and Demand for'

istribute the “Worksheet: Why Banks Loan -

: . ,
A k
.At this time gﬁjdents can be informed that in the real world
there are many gnarkets for money and magly influences,

besides interdst -rates. that can affect tffe sugdply and
derhand for credit. N

* . .
( .

Activity 2 - Effects ot Monetary
~ and Fiscal Poltcies

‘_

OUTCOME Studénts / demonstraté ﬁae effect specific_
- monetary and fiscal policy measures have on
the amount of money individuals and the

community ha-.e to{g.pend .
Simulation . Time: 45 min.*
"Materials Needed: o v
Play Money .- :
Certificate Notes -0

£100, $500, and $ 1,000 Loan Contracts

Activity instructions: .

Distribt'te money to ten students in verymg amounts aid
explain that it represents their monthly ifhcomes. In the
United Sftates. the average family of four receives approxi-
mately $1.335.00 per month before taxes; but the students’

“incomes" could reasonably’ range from a few hundred dol-
lars to several thousand dollars per month. Be sure to have
povehy-striken people as well as wealthy people in the
class.

. Upon compietion of the money distribution, inform the
students that you wish to keep track of the total money in
their possession. Add up what they have ,anp write the total
on tHe*thalkboard.

Intorm the students that you are now gclng to create

" economic difficulties for your classroom community. These

difficulties will dictate policy measures which will change
the amount of money in circulation.

s:tuat:og # 1 The classroom community IS expenencmg in-

Hation {prices are-generally rising). Thg burchasing power
of the doliar is failing. (You now can bpy fewer goods and
sgrwces \9!“’1 your mopney. ) NS

-"‘



. . “

Iy .Palicy Measure %1 Sell bonds t0 inferested community
members for'face amounts of $100, $500.and $1.000. Usea
certlicate note stating " 1O.U
terest ®r this purpose Calculate and record the mogey in
the comunity (Note: Inflation can be caused by excess

demand. A reduction of the money.in_the hands of,the |

.consumer wili reduce excess demand )

Situation 2. The classroom comn_u(m Is experiencing
high unemployment. Many people who wish to work cannot
find work. . T :
Pdlicy Measure #2. Annougce a lower tax rate which is
, . retroactive to the past year. For simplicity’'s Sake, gi\%@a
$100 rebate to each student. Calculate and record e
money in the community: (Note: Unemployment is usuaily
. caused by low demand for goods and sgrvices. An increase
i the amount ot money in the hands of the consumer wall
helprstimulate business.) v

Situation #3. The classroom community is experiencing
another rapid price rise. { . :
A Policy Meéasure #3. Sell more bonds and raise taxes to
- +. 10% of income. Collect the 10% tax from each student.
Caicutate and record the money m the community. {Note:
Tax rate manipulation is 3 fiscal poliGy measure controiled
by Congréss and the executiye branch.)

Situation ¥4. The classroom_eommunity is expefiencing

- another bout of unemployment. This condition.has been
describe as a depression because prices are also falling.
Policy Measure #4. Buy back some of the bonds sold
previously. Collectthe bonds and pay the owners face value

plus interest Calculate the amountof money in the com- *:
. . fmunity. In. addition’ to this policy, make your loans more
! Q r§ing a 3% intexest rate.1f students elect to

fractive by cha

take advantage of this loah &pportunity, have m sSign a
contract in the amourits of $120, $500, or $1.000. Jve them

+ . the money. Calculate the amount of money in the com-
munity. ;-

-
Ly
-

. ' . ! ' -~ ~ -

Activity 3 - Menetary Policy . .. -
Regulating the Money Supply

- OUTCOME" Students can list the three monetary policy

.. amount plus 10% - -

.

l

»l

\ tools and state how e#ch is used to incregse or
: decrease commergial bank reserves.
* Reading/Transparencies .’ Time: 60 min. -
, .
> Materials Needed. : . '
' Reading #2 - "Monetary Policy . .. Regulating the-Money
D Supply” . . Yo - )
Transparency #1 - "Reserve Requirements” .
., Transparency %2 - "Discount Rate b
//,, _ Transparency #3 - ‘Open Market Operations” .
- Ac instructions: - T -

Review the concept fhat there is a supply and a demand for
-.credit. PBmphasizé agaa that the most important function of
. the Federal Reserve Sysfem is the regulation of the nation's
money supply Have students read Reading #2 1 sum-
manzes the basic tools the Federal Reserve Systemt us
(1) reserve requirements. (2) the discount rate (|Qane’ to
-member banks). and (3) opén market opeyations.’It 1s'sug-
led that the instructor have the ciass read each of the.
ree sections of the reading separately. After each section
has been read.. the instructor, using an overhead projectqr
or the chalkboard. should diagram how each %le(;r policy
“a . " decision affects the supply of credit. Transparen #$1 .82,
~and #3 can be used to illustrate the discussion.

.o | 3

.

- .
' .
-

Activity 4- Banking and The Economy ‘

~

OUTCOME: Students can identify/specific monetary anos.
fiscal policy m s used to fight inftation or
stop a recession. : : -

Filmstrip/Transparencies/Discussion

Materials Needgd: ‘ ‘

Filmstrip ~ The Role of the Commercial Banking Systers
- (Part 2 - “Banking and the Economy”)

' ' (See "Additional Materials")
Cassette tilmstrip projector

. Tyansparency #4 - "Monetary Policy"" -
Transparency #5 - “Goals of Monetary Policy”

. Transparency #6 - “Monetary and Fiscal Polley"

, Activity Instructions:
-Bgfore_ viewing the filmstrip the instructor shouid lead a-
~ brief discussion using Transparencies #4 #nd #5. Define the
‘ ,ms “inflation” [ageneral rise in prices] and “recession” [a
i} ction in business activity] and discuss why it is impor-
tant for the gbvernmentand the Federal Reserve System to™
‘take steps JO stop or control .hem. Disciiss how poeple are
hurt by inffation [ purchasing power decreases. the value of
* . Savings diminishes, desired purchases must be eliminated
or &)stponeqx by a recession [shortages of goods and ser-
vices, unemployment, diminished value of investments).
The following study guestions for the filmstfip. “Banking
m (t’he Economy” should then be writien on therchalk-
rd: ; . '

_ Time: 60 min

£
.

.

. . £
J How. does mgney circulate in our omy? [Refer to
~* Section |l, Activity 5 (Transpamms??n - "Mbdel of the
Vs “ : : - ~ '
/ ™ 1 \ ’
.
- ’) -
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Amerncan Ecqnuimic System |
« What tools can the Federal Reserve use to contract or
expand the money 5upply'? {changing the reserve require-

| -y ments. changing the dlscount rate.and buying and selling:

governmemt sécurities| .

« If the Fadeéral Reserve woshed to f:ght inflation. what pol-
L +Ces coutd it follow? [raise reserve requirements, raise

\ discbdnt rate. sell government secunties‘l .

* What factors that influence our economig system cannot

be controlled by, the' Fedérdl Reserve System? [fiscal

policy. mdw'duél decisions. prohlems partncular to a geo-

graphucal area or @ spectic indu try}

After viewing the timstrip, the class shouid discuss the '
above questmns Answers should be placed inthe students’ ,

" notepooks.
Using Transparency #6. students can now apply, the
mqnétary tools discussed. as weil, as fiscal Is (.taxmg

“spending), to the real-lie broblems~of infildtion and re— B

cession Review th efinitions of “inflation” ﬁnd
cession’ and_Mmplete the chart using a. semo-
discussiqn/ledture R)ﬁn A systematic explanation of what
happens to the money supply when each policy tool is
implemented will show students how the action can help
fight-infigtion” or stop a recession.” Explanations, illus-
trations. and examples should be used whenever necessary
to clarify a concept

Activity 5 - Goals. of Federal Resarve
. * Monetary Policy . .

. OUTCOME Students :an show using a graph how con-
~ sumer demand for goods and service$ and

pricelevel. can change when the Federal Re-
seérve Open Market:-Committee takes action
to increase or decrease commercial bank re-
serves. . .

Reading/Application Lesson Time: 90 min.

M‘atenais Needéd: -
Reading #3 - “The Federal Open Market Committee”
Application {esson FOMC and Monetary Pohcv )

Activity instructions:
.The nstructor. should have the students read and Hiscuss
ReadMng #3. This reading serves to tie together three pre—
wously developed concepts: (1) how banks create money,
(2) ‘monetary policy tools, and (3) the organization of the‘
Federal ReserveOpen Market Committee. °

Review with students how the monetary policy decigions
of the Federal Reserve Open Market Committee can' in-
crease O¥ decrease commercial bank reserves. This. inturn,
nfluences the volume of loans and. fhus, mongy supply

‘Distnibute ~Apphication Lessop: FOMC and Monetary
Policy and read and complte as a class so all students can
benefit from the knowl of others. The mstructpr shouid

discuss and clanfy concepts as glass needs dictate.
LS

Tedcher's Note: »

The Appl:canqyf [ esson may sacrifice some accuracy and s

complexity in order that the effects of monetary policy upon

inflation or recession can be visualized by the malonry of »

students at me mid-secondary level

A . 3 | -

Activity 6 - How Prices Affect Income

£ 3 anch

OUTCOME Stmients r&ognhe rational and Iogucal actions
they may take as consumers and ‘wage
earners’” when faced wnth mcreases in prices.

Workshe‘er/Dfscuss:on 4 Time: 30?
Materials Needed : L

Worksbeet What Would You Do? ° ‘
Activity Instmctions

Refer to the supplemental rgadihg on “Rational Expecta-
tions™ in the Instructor’s Guidq for background mformatuon
to teach Activity 6 8nd Activit$”7. -

Distribute the, “"Worksheet. What Would You Do? tostu- -
dents. tave them read each situation and decide, indi-
wdual what they would do if they were in that situat'on.

Have class SRare their responses and explain the rea-
sons for their choices. PR

Usmg the fallowmg questmns discuss each sutuatlon

1. What is the “cost” of each alternative? What is being
given up? [Point out that the “cost” may be greater or
lesser depending on how the individual values the item
being sacQaped —~school lunch, free time, savings.}

2 What are the possible costs of choosing alternative e.
asking for a raise? [Antagonizing arl employer or parents,
being laughed at, being refused, losing income i fired or
forcgd fo find a new job.|

3.'What are the poss benelfits of alternative @7 [You can

4‘namtam your st3 rd of liwsing with.no additional sacri-

ice;, your purchasmg power has not been reduced des-

. pite the increase in prices. You are looking out for your

own best interests and trying to protéct your income
against inflation. If is a logrcat 'and rational thing to do |

r_ t

g
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Actwu(s How Prices Aﬁect Income

. Activity 7 - Why Expansionaty Policies

(Continued) . Don't Always WOl’k.
. “the pnce of a school lunch was going up or that the price expectatlons view that econqmic Gnits will act.

" of otheritems you purchased would go up? [ Answers may

vary as students may or may not see The importance of-

planning ahead to maintain the purchasing power of their

* income, Consumers and wage earners do. in fact, take’

action to increase their income when they annc:par‘a
pnce rises. |

V)

L —— ot

to protect their own test interests and will thus
oftentimes frustrate traditional stabilization

policies. . N
Reading/ Discussion Time: 45 min. .
Material Needed:
Readmg #5- Why Expansionary Policies Don't Always
. Work

[
Activity Instructions:
Distribute Reading #5. Have students read through the
dlscussmn explaining how people’s éxpectations about in-
flatibn cause traditional stimulative policies to faij. Study the
‘two graphs pointing out how the initial increase inthe quan-

fity of goods and services supplied is negated -by the-

" workers demands for higher wages.

L Use the foljowing.questions to develop the five major
points in the RE approach as listed in vplemental instruc-
tor reading, “Rational Expectatlons

1. Do people (or economic units) care about infiation and its
effects on the purchasing power of their money? [Yes.]
What evidence is there to support this idea? [Demands
for higher wages. investing to try to beat inflation, etc.]
In order to overcome the effects of inflation and make the
correct decisions about what to do about it. what-must
people do? [Form expectations about inflation and in-
corporate the expectations into their decisions.] :

2. How likely are people to be wron) in their expectations of
inflation the first time the government adopts an expan-"
sionist policy’?[Answers may vary. People are likely to be
wronq if their‘sources of information are wrong and they

dlave had ne personal experience with the new govern-

ent policy; otherwise they are likely to ight.] How
likely are people to be wrong in their e
inflation the second time-the government adopts such a
policy? [INot very likely.] The third time? [Very unli_kely.]

3. What information is available to'help economigc units form
rational expectations about inflation? {Research by labor
unIoNs,. news reports or consumer price indexes and
other economic indicators, past experiences. etc.] |

4. Can government policy inflience the rate of inflation?
(Yes. As the graphs in Reading #5 demonstrate, expan-
i0nary government policiés can increase the rate of
flation. Other policies—such as raising taxes, reducing
government spending, or restristing the money supply —
could decrease the fite of inflation.

5 Can monetary policy alone control x\ﬂation? fNo. Fiscal
policy—taxing ang government’spending —is also neces-
sary to cgntrol inflation.] Cgn expansionist policy alone
contraﬁlation? {No. In fact, expansibnist policies are
designed to raise prices.| .

6. In forming expectations about inflation, what will rational
people or economic units do? {They'll try to anticipate
what government’ policy i¥ going to be.}

7 Once people anticipate what government policy is-going
to be. what will they do? [ They Il take action to protect
themselves against inflation, e.g.. strike for higher
wages ] If people correctly anticipate. what ‘government
policy I1s going to be and take protectivgé measures. what

i. eftect will the government policies have on the level of

output and employment in the economy? [Little or-none.
Refer to Graph #2.]

-
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SECTION VI, Activity 1, Part1 . : . _

3

£

WORKSHEET: WHY BANKS LOAN MONEY

A

‘ ‘C"Most of the time we, thipk of money in terms of what it will buy. But money
can also be thougnt of as a commodity that has its own price. Banks and others thatﬁ?ave
money to lend expect to be paid for its use. For proof that money has a pnce lnke any

/ oo
other eommodnty, see if you can/answer the followmg questions:. -

1.  Why do people put money in savings accounts? "
. . B ) . "’ s . ) N

. _ k :
2. Why doganks loan mone}? N
- - ° . *

Your answer to thq first question p\'obabiy included one or boﬂ the

followmg. People put money in savmgs accounts to keep it safe and to make more money

by earning interest. - / -

. . The "Financia! Institution §urvey Form" you compteted in §ection II will help

you answer the second question: . L |
‘ r) ’ \

(a) Savings earfn interest at a rate of approxirnately %. -

(b) Borrowers pay interest on loans at approximately %,
' \

- S0, why do-banks loan money? Banks, lend money so they can charge the

. -borrower interest for the usé of the money ancf, therefore, make a profit. Rem%mber,
! . .’ . .

LS

banks .are a'business. Businesses only stay in business if they make a profit. One way
banks make money is to encourage sdavings by paying interest.. The bank then loans out
savings deposxts minus reserve requirements to ather people and businesses who/}ay a
higher mteJrest rate to the bank. The dlfference between the two interest rates (minus

7 administrative costs) is profit.

s Name . Ve

)



SECTION VI, Activgn Part 2 (Reading #1) .

1
r " SUPPLY AND DEMAND FOR CREDIT

. Banks and aqthers having money to ler{d éxpect to be paid for its use, People

who s;ve _tl;eir‘money at banks also expect to earn something. The amount lenders'tﬁ’;rge

(subject to some re;tnctrons imposed by law) is determmed by how much they ha:re to Lnd

M and how much the borrowers are willing to pay. That charge, or price for t _use of

.. L]
- money, is called "interest." . £
~ ' —— . ’

s

A . | ‘ -
Interest rates increase or decrease with changes in the demand for credit and

withschanges in the supply of money available for lending. -

R 4 P . L .
i Below you see a supply and demand graph for credit. Along one axis yoy, see

- - - . .
. .
.
.
.

the "interest rate” or the price of credit. Along the: other axis you see thé "totai amount

of credit" or the quantity of money borrowed. You «an. find the pfnce of credit and the
quantnty of money borrowed by finding where the supply and demand curves - lntersect.
1. This is the equilibrium point. b

' »

. . Price of Credit | d

.?

d : .

|
i
|
. U - ~ r
N - Q ‘- Quantity of Money Borrowed
>

Demand for Credit: The amqunt of money borrowers will want to borrow at each interest

rate. A; the interest rate falls, wid borrowers wish to borrow more or less money?

Supply of Credit: The amount of money lendepé will want to loan at each ‘iyferest rate.
/ ’ - ’

As the interest rate falls will lenders wish to ;end.rnore or less money?’
R

*
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| ' SECTION VI, Activity 1, Part’3, . ‘ ..
.‘."" 3 - : o ‘~ » ' . .-
. T APPLchTl,é')N'LEsSo'N; SUPPLY AND DEMAND FOR CREDIT 9 .,
;- o | ' o . - .' ? e ' : e .‘ . 'S .‘ \- /. "- -
’ *

. Case #-L. If consumers and business people became coqvmced that Amenca was gmng into

B a prosperous decade of growth th:y would" wﬁnt ’to borrow more n;oney.

d .ls  The supply of/demand for credlt would mcrease/decrease (Circle one from each paxr )
2. The Asupply/dc‘emand curve for credit }vould shift to theright/left. (Cnrﬁe One from each

‘pair.) I S Y

,.g“ 3.  Indicate the shift in the éppropriate' curve on:the; graph below.

T Price of Credit-

‘. d . .
Quantity of Money‘Boérowed‘
L A ' ¥ -
4. . Label the new equilibrium point "EP."
T 5. Label the new interest rate "Po T .
- 6. L;bel R new ;quantity of ‘money borrowed "QZ." ~ E .
‘ 7. - Did the interest rate go up or down? | -,

X

»

' co. - '
Case #2. People become convinced that banks are, unsafe and begin putting all their

savings into shoe boxes under their beds. Some people even take their money out of the

bank and hide it in hollow trees.

* -

I.  The supply of /demand for credit would increase/decrease. (Cjrcle one from each pair.)
coy o _

. ’ - )
N . ’
. . . ) l
. >~

“ . 1.(['“’

‘o o !




. SECTIDN V1. Activity 1, Part3 - ‘ o A

' : ‘ ‘\ b S ’ . Ve ' : ‘"

- a e ’ . . .- (' -
\ ~ - 4 [ * ', .
M -~% ‘ . * b

.

4 " SUPPLY AND DEMAND FOR CREDIT °

-~

! a . ) . . . . ¢ . ' .
L 2. ‘The supply/demand curvé for credit Wwoukd shift to the righ{/left. (Circleé one fromreach

L4 ~
- j pair,) . . . - , .,‘f ¢ ) -\ .
. M . . . ) ¢ . oo Vi .
3.. Indicate the shift in the appropriate curxe on the graph bélow. . D .o
. * - ~ : . ' ) .‘P

- . -

. Price of Credit

-;'(1)“
R o T

-

4.  Label the new equilibrium: point "EP."

2
6. ' Label the new quantity of money borrowed "Q

5.  Label the new inséf"e"st rate "P,." - o 5}

"
2.

7. ' Did the interest rate go up or down?
. ) / X

.

In summary, interest rates increase or decrease with changes in the demand for
credit and in the supply of fmcmey. avatlable to borrow. For example, when borrower-demand -

increases, interest rates tend to go up; when demand decreases, interest.rates tend to go
: down (other factors 'remaining‘ constant). Similarly, when . lenders' supplies of money

-

increase, interest rates tend to decline; when supplies decrease, rates tend to go up (other

o .

factors renTiining constant). Thus, *the pricé ~of cred?'t-dntaesih;uke the price®of

commodities, changes with supply and demand. N
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SECTION VI, Activity 2

jlj!jlf‘j.'!jr)jlj!jljl
’ ’ . . ‘ . K,
Loan Contract Loan Contract Loan Contract " |
IQOQU.. . l” -'IQOQUQ 4 IQO-:'UQ
$100 §500 $1000
- Plus 3% Interest ~ Plus 3% Interest * Plus 3% Interest
'Signed - Signed'___ " Signed '
Student's Naine - . Student’s Name . ‘ Student's.Name
YT EYEEEEYY
- Fa
»
b ]
luy
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- SECTION VI, Agtivity 3 (Reading #2) P T d e
. ' f ‘ . .,‘ L ‘- ' . ) : : : A
. . " L <. { / ‘ ‘ ‘ e S
. ‘ -
- MONETARY POLICY ... REGULAT!NG THE MONEY SUPPLY* A

-

Federal Reserve monetary pohcy mﬂuences bank lendmg — and thus our money .

. supply — by mfluencmg the reserves of commercxal banks. The Fed does thrs in three ways.
) . .. ( - , t (/’

o Reserve Requirements: , " o . - o

Fzrst, the Fed determmes the percentage of deposns 'that member banks ‘are

<
required to set aside as reserves with their dnstnct Féderal- Reserve Bank
\N "~ If banks are permxtted to mamta.kp a smaller percentage of their deposits/as . . "

reserves, it rge?ns that fewer reserve dollars .are reqmred -and more do(lars are, avaml

-

for loans. . . B ¥

e

If, on the other hand banks are required to increase the. percentay of )
r.eserves, it means that more f\ rve dollars are required and gewer dollars are ava;?ble

v . )
.forloans. . N o e

1’ ' We have seen that loans affect the amount of checkbook money and that

the
amount of checkbook money affects the, sxze of the: money supply An increase in biyi

loans (as a result of a Wer ’beserVe requnrement) wilf mean an increase m the

k/ ‘ supplyr A-decrease in bank loans (as a result of a higher reserve reqmrement) will n?an

decrease in the money supply. . .

. L}
P )

. The Discount Rate:
". ‘/L

. f . =
Second, each Reserve Bank can lend funds to Jfember banks. It usually grants

- short-term loans to banks faced with temporary or unusual demands for money. (loarls"and
‘.\‘ withdrawals). The ﬁe&eral Reserve determines the discount (interest) rate which banks

4

must pay for such loans.

-

*Allapted from Yogr Money and the Federal Reserve System, Federal Reserve Bank
of Minneapolis, 1976. ‘

~

il -
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VI, ActMty 3 (Reading #2)

-~

If the-discount rate is raised, the higher cost of borrowing from the”Fed'mvay

—- , 1 ] - r . . : ) . ° ~ .

ca\u% banks f;) be more selective and grantcfewer 3ans. -Thus, less money'is created. If
oo .o S S .

the;d\xscount rate is lowered, bynks may be willing to grart more loans because ofﬁe ,

A}

. . o . . ~
lower cost of borrowing. " More money, will be created.

¢ - . ) D"
/ .

Open Market Operations:

.

.

. To lower the level of bank re‘serves, the Federal Reserve sells gg\'ernmént

securities that it owns, normally to established security dealers. Dealers pay i® securi-
: o . - b

ties. with checks drawn on commercial banks. - To cdllect tHese checks, the Federal

) .

*

Reserve charges the reserve accounts of the banks. This reduces reserves in the banking

system. ' , .
. , .
L

. ¢ the Federal Reserve wishes to increase bank reserves, it buys governmeht

. - -«
securities and-gives Federal Reserve checks to sellers. Sellers deposit these checks in

their banks which in turn deposit the checks with the Federal Reserve. To pay the checks,

*

the Federal Reserve increases the reserve accounts 0f depositing banks. Thus, reserves in
» e
the banking system are increased.

The Federal Open Market Committee sgt¥ guidelines and oaecti‘ves for open

market ojﬂat}ons. Actual day-to-day ‘purchases or sales of securitigs are made through

the-Federal Reserve Bank of New York.

1

¢
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» SECTION VI, Activify 3 (Transparency #1) | . é |
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" Reserve Requirements
L . ' ‘

“
¢

3
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1
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" Federal Reserye Bank -
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" SECTION VI, Activity 3 (Transparency #2)
» f.‘ L) . ‘ /(\ )
[ o
. ' . I~
i i . 4. . e -~ . »
. . D nt Rate - | ,_ -
. . T i .,
. : é .
Federal Reserve Bank, ° . | : o
“Lender of Last Re§ort“ B T -
; O .
N W f>
) ~ F.
‘. 8 Tr
" @ ' D
« o N 7§ l
g
- O' -
e
- * g § <
el - (" - -
£ ' B 1 .
y 18 5 '
: E 2 mercial | - )
12 Lo T Ban , * - ,
W § - Vault | | - '
e " Cash on Hand 3 ' '
= so—m 0
=" % , |
__|@ @y N oy
» ) N
. , Fed Raises Discount Rate:
. Signals Rmtrictiv? Monetary Policy
. . . \ :
’ {  Fed Lowers Discount Rati'E
Q . - Signals Expansionary Morfetary Pojicy

e
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.SECTION VI, Activity 3 (Transparency #3) A
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\ g | oo LN G
. /Opén Market Operations A
’ - Sell Government Bonds
| . ST

. - : -Bond : \ ’/\.
~ s

e : coe ‘System _

Bond

check for $100,000

' >

Federal Reserve Systent..

i | More Loans
| Increase in Mg

. ' .
.
- A
. ° .
. ) |
. R ) .
o & ..
.
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+ SECTIDN VI, Activity 4 (Tc:ahsparency #5) . ' . . )
- ’ - . . o ) P
L - Ly ‘ " / Coe _

Goals of Monetary Policy

* - ) ‘ &5 : ' ]
‘STEADY ECONOMIC GROWTH )
TN Unregﬁlated Grb,wth ,. Regﬁlat‘ed Growth /
. R /
g . PRICESTABILITY. X
. Inflated Prices o " Stable Prices
. - ‘ . . ' : .

: 'HIGH EMPLOYMENT .

_ Unemployment | : * People Working
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SECTIQN VL. Activity 4 (Transparency #6)

~ Both monefary and fisgal policy can be used to Help fight the common

economic problems of INFLATION and RECESSION. A% c
low would be more-effectiv

policy in each of the paurs
desired goals.

¢

- Monetary Polléy

—

Fight Inflation

M

‘ Z Stop a Recession

, discuss which
in achieving the

a) Increase r'eservé-reqmremNs

| . b) Decrease reservevequirements

%\

o,

a) Buy government securities

b) Setl government securities

- " a) Lower the discount rate

'b) Raise the discount rate

Fiscal Policy . |

~ a) Increase government spending

« b Redueegoyamment_spending—-

a) Raise taxes -

e, -

- b) Lower taxes

.jJ

13



K’ 'SECTION VI, Activity 5 (Reading #3) | w _ >

v THE FEDERAL OPEN MARKET COMMITTEE*
As central bank, tthederal Reserve ‘System manages the money supply of the
u. S. by mfluencmg the lendmg tivity of commercial banks, which in turn affects trrex '

-

level of spendmg and producnon eeonomy. This is called monetary policy. \

When banks make more < fewer loans, they af&f the amount B! spendable

\
, money we all have; thus the Federal Reserve Syst"em's influence on bank lending is an

- nmportant tool of monetary polncy. B
‘ . Each month, the 12 presidents of the regional Reserve Banks meet with the

{.Board of Governors to discuss monetary policy. Five of the presidents, wha-serve a
} - .2

rotaiing basis, and the seven members of tbe Board of Governors, constitute the Federal

| Open Market Committee (FOMC) which is the policy-making body that sets guidelines for
managing the avéilability of money and. credit on a day-to—day basis.* . |
By stnmulatmg or dlscouragmg demand for goods and services, the FOIC can

" moderate the degree of inflation or recession in our economy. F&/ example, if ihflation
) threatens, the FOMC can follow a "restnctwe" monepary policy which will make it harder
‘ . ' >

for consumers, businesses, and governments tq,boi'rew money to buy more goods and

services. This action fessens the demand for goods and thereby lessens inflationary |
. N ’ ’ &

. pressure on prices. ' X .

'On the other hand, if the egonomy is in a recession, the FOMC may act to &
increase the money supply—to increase demand and thus stimulate the economy. ‘
. P .

Developing monetary policy is an ongojng process. It requires continuous\_,

monitoring of the economy.\ _f.a‘ch month when the FOMC meets, members examine such
4 . - . 2 »

factors as the level of unemployment, the rate of inflation, interest rates, the levels of

N N 4 = ‘ | *

R

' *Adapted from Your Money and the Federal Reserve System, Federal Reserve Bank
of Minneapolis, 1976. . .. .

.
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SECTION VI, Activity § (Reading #3) c : ST
.‘ - . L t‘ ’ ",IN . ‘ _ . - ' . - -
. ,~4§E FEDERAL OPEN MARKET COMMITTEE . . . .~ . .

bank reres and bank borrowmgs, the overall mone)r supply, and cx;rrent savmg and_

spending.  They also look at international trade and mternatmnal money flows ‘and

[}

- exchénge rates. After this review, FOMC members decxde the best monefary pollcy to

follow to improve the strength and effncxency of our economy. .

This ongoing process is repeated‘ every four weeks and is-directed toward four -
' ; main objec'ti‘ves:.: FULL EMPI;OYMENT, ECONleC- GROWTH, STABLE F;RICES,' and a
satisfacfory BALANCE OF PAYMENTS in our international trade. Unthrstandably,

. : . . $ o
moﬁ‘etary policy cannot serve all of these objectives at the same time, ay/sf‘ometir‘n'es
. ) !

hard choices and compromises must be made. ' Nevertheless, FOMC members strive to set \
k . policy that will help achieve these combined objectives. _ $ ) |
- SR - o |
[ . /
- <
) J
- . » - .




SECTION VI, Activity 5

. » .
» : 3 k

APPLICATION LESSON: FOMC AND MONETARY POLICY | ~
. ) | .
If inflation threatens, the Federal Open Market Committee .can')dllow a

restnctlve" monetary policy reducmg the supply of money. The effects a restnctwe

monetary policy have upon prices can be shown on a graph. The graph beldw shows the -

\ demand for goods and services that all consumers have. It also show&,,the supply of goods

and services that all producers have. (This is greatly overSImplmgd, but it will help to
. * .

make a point.) © . - - . 3

.
P .

Graph 1z Supply and Demand for All Goods and Setvices

Price

Quantity

\ ' !

During a period of inflation consumers may have too much money.. Buyers
1

compete to purchasé goods and services and thus raise prices. Show the increase in

demand by shifting "the demand.curve on graph 1.

1 £

What happens to price? Goes up/goes dowp/stays the same.

Because lnflataon hlg)s'many people in our socxety, the Federal Open Market

«Committee can follow a "restrictive” ‘monetary policy which will make it harder for

consumers, businesses, and governments to borrow money to buy more goods and 3&rvices.
By reducing the amount of money loaned, the Federal Reserve reduces the _Amount of

money consumers can spend. Show this reduction in consumer demand by shifting the

demand curve on graph 2.

o,

/



SECTION VI, Activity 5 o 7
FQMC AND MONETARY POLICY

. Graph 2: Supply and Demand for All G6ods and Services

‘Price

I

. | - : Q "'\Q'ugntity

" When the supply of money. is reduced, consumer demand is reduced. This
causes the price of good; and servi.c‘és to go down or stabilize. |

".‘If consumers are not purchasing enbugh goo:ls and services; the ecénomy goés

into a recession and people are laid ioﬁ".their- jobs. To fight a recession, the Federal
Reserve tcan increas® the money supp!x,.by makif\g more méﬁey available for loans. Rs '
more money is médé av?lilable to consumers, the demand for SM services will go
u.p/gado:vn'/stay the same. Show the shift in the demand curve on g':"aph 3.

~ I Lo

Graph 3: Supply and Demand for All Goods and'Servi'c‘es ]

Price

Quantity )
As Consumer demand increases and prices nse, suppjxers wnll be willing to
produce more products and hire back laxd-—oft employees. Theoretically, a new equilib-

rium point will be achieved which will better reflect our society's natipnal economic goals.

: ¥
. . .
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SECTIQN VI, Activity & : - 18

f

WORKSHEET: WHAT WOULD YOU DO? L -

situatim #1

c

What if your weekly allowance included the money you had fo spend each day

to purchase a school lunch, anll the price. jur:t we}nt up from 75¢ to §5¢? :kat would you |
do? ¢ / ]
a. Buy school lunches only four days a week and bring a b(g lunch one day a' week.
°e ¢ b. Continue buying the school lunch every day but spend 30¢ less on other things-
’ each week. . ‘
" e ., Continue buying the school lunch every day but save 50¢ less each week for
future spending. Q
d.  Offer to take on extra chores at home in order to earn a higher allowance.
s eg e.  Ask for a 50¢ increase in your allowance to cover the increase‘in the price of a
- school lunch. | _ : o
‘ Situation #2 )
What if you worked part-time three afternoons a week ahd Saturdays tq earn
© spending m.oney and ;o save 510 a week. Lately, your ‘expenses have gone up, bqt'not .
:ecause you are buying more. Prices have juét increased (movie adm.issiom, gasoline, 2
. schodl supplnes, hamburgers, malts). You cannot c!mtmue buying what you once did and
still save $10 a week. What would you do? '
a. Buy fewer of the same goods and services (go 6 fewer mowes, dqu‘less,
less paper, eat fewer hamburgers and-malts).
* b.  Substitute cheaper items for the ones you previously purchased (go to less ‘
expensive theatres,’ buy cheaper gasoline, eat french frfes and drink cokes).
c. - Save less than $10 a week. |
* d. Work more hours to increase earnings so you can cogmn /gous; previous

s spending and savings habits.

e. 'As@yo,ur employer for a raise, or look fof?a new job that pays more.

-




SECTION VI, Activity 7 (Reading #5)

s WHY EXPANSIONARY POLICIES DON'T ALWAYS WORK

In Activity 5, Graph 3 showed how an increase in‘the demand for goods-and

services causes prices to rise. ,

4

Expansionary mbnetéry and fiscal policies are thought to work because they

raise prices. When the'government wants to stimulate the economy, it makes more money
! .

L . .
available and tHus increases the demand (and spending) for goods and services in the

economy. Ifi the graph'below, this is sho ifting the demand curve to the r'ight. As

the demg\d curve shifts from D I to Dz,' prices gise from P  to 'Pz. . S

Graph |: 4Su'pply and Demand-fbr All Goods and Services

)

PRICE

[
|
|
| QUANTITY
- . i ‘ )
This increase .in prices causes new profit opportunities for businesses. To selt

more products and services at the hngher prices (and to make more money), businesses

-mcrease their production. They might also invest in new buxldmgs, machmery, and tools’

so that they can produce more. All of ‘this new 'actmty causes the~gconomy to grow. So

. after the increase in demand, prices are higher ﬂ‘z) and’ the quantity of goods and services

. produced is greater (Q,). These are :the results that Congress wants when it lowers ﬁxes,
.

increases,the federal debt, or adobts other expansionary po_licies.

*

. . . - . . . . | ' Q’

12 -
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LSECTION VI, Activity 7 (Reading #4) . . ' . ’ L
. F N .

-

“ is shown on the graph below by a shift iq the supply curve from S

/ . | :
WHY-EXPANSIONARY POLICIES'DON'T ALWAYS§ WORK

Howevgr, these results are ‘only temporary. 'As you saw in Activity6,

4

individuals feel t@effects of inflation on their incomes. When the 'gove’rnment makes

prices rise, peopie try to protect the purchasing power of their incomes. -They do this by

asking for .higher wages, looking for better-payirig jgbs, or even refusing to work unless

‘ ] H -
they receive more megney. When they do this, the number of people” available to-do the
nation's work decreases-—-and the total number of goods and serv.nc-“&rops. This sxtuatmn

S, to 52’ The total

number of goods and services drops back to Ql And as the cost of doing‘business,

increases because workers must be paxd more, businesses have to raise their prices to P3
.
' "

Graph 2: Supply and Deman8 for All Goods and Services

v PRICE

f
|
o
{ |
| i
7 Q,Q * . QUANTITY

N

Graph 2, then, shows what'happens when the government uses expénsionary'

£ . :
policies. In the long run, such policies do not atfect the total number of goods and

. . . ) 4
services—-this number changes from Ql to Q2 and then back to Ql again. But expan-

\ . ] .
sionary policies do raise prices.. In the long run, .they simply make inflation worse,

4

Expansionary policies often fail because people know that these policies gre

~ ¢ . A .
going to cause more igflation, When people ex’p'ect. higher inflation, they try to protect

themselves from it. And when people try to protect themselves from inflation, govern-

inent actions cannot make the economy grow.

A * -
- - ]2.'.: .a\)



SECTION Vi..Review Questions v - 21 -
‘ - 1. We know money has a price because: ;‘
"~ a. People pay to borrow it. . o
b. People are paid to'save it. . :
c. .Banks make a profit. ‘ { :
d. Al of the above ' . . '
2. 'idemand for moneyt : . , A W .
* ) ‘ ) : f .
a. [s the amount of money borrowers want to borrow at each interest rate. ‘
)g. Is the amount of money lenders want to lend at each interest rate.
, + Increases as the interest rate goes up. ,
,  dy ls not dependent on the opinions and feehngs of the Amencan people. v
3. - Which of the followmg best describes inflation: ’
.a.  Unemployment ' _
b.  Shortages of goods and services < ‘ '
c. Rising prices . ' - ‘ U
- d. Notenough money - - e : t {
) . ‘ . ) . . ) . \ L] 4“[‘
4. Thefreserve requirement, discount rate, and-open market operations are all used by:
a. Commercial banks to increase profits. . . o
b. The Federal Government to regulate banking. St
c. The President and Board of Governors to reduce spending. .
d. The Federal Reserve System 1o mfluence bank feserves and the money supply.
5. The dxscount rate is the prices. -
a. Consumers pay for money.
b. Banks pay to borrow fnoney from the Federal Reserve.
c. The Federal Resegve System pays for money. .
. d- Al of the above-
6. When the Federal Reserve System bu uys government securlfiés from a commercial
bank
z(: The money supply is increased. ° ' o ..
b. Bank reserves are decreased. ' -
c. Fewer loans can be made. - T S ,
d. Allof the above ) g
A 4
7+ All of the following are "expansionist” polncies excegt. .
.a. Thereserve requxrement is lowered.
b. The discount rate is lowered. . .
c. The income tax rate is raised. -
- d:  Govétryment secuntles are purchased by the Fed. ‘ ' ' .
. » .
E kY B ) , \

12



.SEC‘I‘ ION VI, Review Questions ' : ' /

P
* _ ‘ 8. <hi.éh of the following should help stop a recession? .

+ a. The Fed raises the discount rate,
b. The Fed sells government securities.
‘s c. The Fed lowers the reserve requirement.
d. The government decreases spending.

. 9. A "restrictive” monetary policy will:

a. Make it easier to borrow.

b. Encourage bank lending.

c.! Discourage consumer spendmg.
d. Stop a recession.

10. - All of the following are goals of monetary policy except:

~ a. - Economic growth | : .
b. Trade limitations -
c. Stable prices ; . TT——

' ' d. ‘Full employment

Pl

7

-

L

DN )



