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TheMarylandCouncilon EconomicEducation

OurmissionistoassurethatMaryland'sschoolchildren leave high school
equipped withtheeconomic,financial literacy anddecision -makingcontentand
skills they need tomakeinformed, rationaldecisionsasconsumers, workers,

citizens,savers,investorsandparticipantsin the globaleconomy.



TheMarylandCouncilonEconomic  EducationConcerto

A Maintainanupdatedwebsite

A Sponsorsignature programs
A StockMarketGame _
A The FinancialLiteracy Summit

A Assistwithcurriculumwriting

A Provideprofessionaldevelopmentforeducators


http://www.econed.org/

I Provideandmodellessonplansthataddresscontentareasmost
commonlymissedbystudentsonthe A.P. macrotest

i ContentCovered:

1 MoneyMultiplier
I MoneyCreation
I TheFed&itsTools
I MonetaryPolicy
I InterestRates

1 OfferanoverviewofbothCouncilonEconomicEducationandFederal
ReserveResources

Maryland

‘( ouncil on
% Economic
Education



x 11N | |

A

Unit4: Macroeconomics: Equationof Exchange

Objectives:
1. Definetheequationof
exchange. ;
2. Definethevariablesinthe
equationofexchange. 2.

3. Explainhowchangesinthe
moneysupplyaretranslated 3.
Intochangesinnominal GDP,
prices&output.



Un|t4 Lesson#lAct|V|ty35
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. "Ms?’(AVariation) *

EssentialQuestion:

I Whydoyouthinkitisimportantforthe _ .
-I _ . - , ‘ v . n t

toknowthesizeandrate ofgrthhinfhe
moneysupply?

1. MediumofExchange

2. AStandard ofValue (UnitofAccount) a. Whataretheeffectsifthemoneysupply

growstooslowly?

3. StoreofValue b. Whataretheeffectsifthemoneysupply

growstoorapidly?
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Unit4:Lesson#1Activity 35
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Terms: Activity:

Money Supply 1. Definethemoneysupply.

M1 2. HavestudentsdefineM1,M2,&M3.

M2 3. Tellstudentsthatthe Fedismost
InterestedinkeepingtrackofM1&

M3 M2. (*pricestability)

EquationofExchange (MV) A

Aggregate Demand(PQ) 5. Distributedifferenttypesofassets

&/orfinancialinstruments.
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Unit4: Macroeconomics: EquatlonofExchange(AVarlatlon)
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O~ ™ " supply iscommonly
definedtobeagroupof
safeassetsthathouseholds
andbusinessescanuseto
make paymentsortohold
asshort -terminvestments

Source: Federal Reserve Board of Governors

n

O~ "~ ‘isdefineddsthesumofcurrencyincirculationandreserve
balances(depositsheldbybanksandotherdepositoryinstitutionsintheir
accountsattheFederalReserve).

M1 isdefinedasthesumofcurrencyheldbythe publicandtransaction
depositsatdepositoryinstitutions (whicharefinancialinstitutionsthatobtain
theirfundsmainlythroughdepositsfromthepublic,suchascommercialbanks,
savingsandloanassociations,savingsbanks,andcreditunions).

M?2 isdefinedasM1plussavingsdeposits,small -denominationtimedeposits
(thoseissuedinamountsoflessthan$100,000),andretailmoneymarket
1 ) t ) ~ b ) n - ’ .- ‘ ) | I—I

M3includesM2pluslonger -termtimedepositsandmoneymarketfundswith
morethan24 -hourmaturity. Theexactdefinitionsofthethreemeasures
dependonthecountry .*

Source:FederalReserve BoardofGovernors,
*Source: Financial Times,
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Unit4:Lesson#1Activity 35

~

A Name atypeofmoneythatservesprimarilyasamediumof exchange.
A Nameatypeofmoneythatservicesprimarilyasastoreofvalue

A Withtheuseofcreditcards becoming more prominent&theavailability of creditbroader
thanever,whyarecreditcardsnotincludedinthe Ms?

A Whyisitdifficultforthe Fedtogetanaccurate measure ofthe moneysupply?

A Whymustthe Fedcontinuetodevelopnewwaystotrackthe moneysupply?
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Unit4:Lesson#1Activity 35

~

ANameatype ofmoneythatserves primarilyasamediumofexchange ?
Currency,coin,debitcardsorcheckable deposits

ANameatypeofmoneythatservicesprimarilyasastore ofvalue.
SavingsAccountormoneymarketmutualfundsaccount

AWiththe use ofcreditcardsbecoming more prominent&the availability of creditbroader
thanever,whyarecreditcardsnotincludedinthe Ms?
CreditCardsareshort -termloans&notdirectlysubtractedfromcheckingaccounts.

ANhyisitdifficultforthe Fedtogetanaccurate measure ofthemoneysupply?
Thevolumeoftransactionscanrangeintothetrillionsonadailybasis. Theinputs
areconstantlychangingasbanksmakenewloansé&peoplerepayloansaheadof
schedule.

ANhy mustthe Fed continuetodevelopnewwaystotrackthe moneysupply?
Technologicalinnovationinfinancialservicesindustry & profitmaximizingbehavioron
partofcommercialbanks.

Maryland
Council on
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Education



CurrentChartsCourtesyofthe FederalReserve
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Whydowe careaboutthesupplyofmoney?Or, betteryet,whydoesthe FederalReservecare?
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Unit4:Lesson#1Activity 35
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FederalReserve ChartonCurrent MoneyMarketRates

Money Market Rates
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Unit4: The Monetary Equation of Exchange (Activity 36)

TheEquationofExchange &theVelocityofMoney

MxV=PxQ

quantity of locity price real
money velacly level GDP

How money relates to the real economy

The "equation of exchange”:

The guantity The Price level of the
of Monev. real stuff we buy.

i
MV.="PT.

The Velocity of money; Total Transactions in
the number of times the economy; the
per year money gets total amount of real
spent on real stuff. stuff we buy.

C+I+G+NX=PQ=MV (Quantity TheoryofMoney)
(ReviewActivity)

Second Harmonic

m Figure 39.2

Alternative Money Demand Curves

MS  MS,

INTEREST RATE

N e

MD,

QUANTITY OF MONEY

The MoneyMarketand Monetary Policy

Maryland
Council on
Economic
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TheCaseofthe G iéahtic$100 ,000BiIll g

EssentialQuestion:

I Howdoloansmadebydepository
Institutions(banks)affectthesizeofthe
moneysupply?

Concepts:

—_

ExcessReserves

M1

MoneyCreation
MoneyMultiplier
Money Supply
RequiredReserves

I ReserveRequirements

—_

—_

—_— =

l

Maryland

. . . 5 . Council on
Thislessonisalsoonline: FederalReserve BankofPhiladelphiaor \Q Eduabor


http://www.federalreserveeducation.org/
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TheCase oftheGiéaﬁtic$100,000 Bill

Role-Playing Name Tags

KEEPER OF THE Money Creation Worksheet
MONEY SUPPLY BANKER A
Ledger Entries Money Supply Expansions
I Onlinelnteractive Pepeston nstision
Deposit Y
BANKER B BANKER C
Required reserves (20% reserve reguirement) S
Excess reserves 3
BANKER D BANKER E Depository Institution B Y ) \
- Money created in
Deposit 3 "\Ho‘und 1
Required reserves (20% reserve reguirement) Y
Expansion=§
BORROWER 1 BORROWER 2 Excess reserves 5
Depository Institution C X
~._Money created in
Deposit 8 \Faou nd 2
BORROWER 3 BORROWER 4 A
Required reserves (20% reserve reguirement) ]
Expansion = §
1
) Excess reserves 5
$12,800.00 Reserve Ratio (%) 20 55 reserves
Depository Institution D s
. Money created in
Deposit ] N:;DU nd 3
A
Round 3 $295.200~00 Required reserves (20% reserve reguirement) 5
Expansion=§
Led ge r Excess reserves $
Depository Institution E .
) I : - ~~._Money created in
Depaository Institution Deposit Required Reserves Excess Reserves Deposit 3 Round 4
A $100,000.00 $20,000.00 _ . . A
Required reserves (20% reserve reguirement) ] .
B $80,000.00 $16,000.00 Expanelon =$§
Excess reserves $
C $64,000.00 $12,800.00
The money creation process continues until a total of & has been created.

Reserverequirementsaretheportions  of depositsthatbanksmustmaintain  either intheirvaultsorondepositata Federal ReserveBank.


http://interactives.councilforeconed.org/activity/money-creation/

Table 1

Not seasonally adjusted. Millions of dollars unless othel

ise noted.

Reserve balances required

Reserve Top of
balance penalty-
requiremenlsl free band *

Sept. 2013

Battom of
penalty- .
free band 2

Reserve balances maintained ¢

Total

2,381,080

Balances
maintained to
satisfy reserve
balance
requirements
5

Balances

maintained that
exceed the top

of

the penalty-

free band &

2,207,385

Interest rates paid (in percent)

Balances
maintained to
satisfy
reserve
balance
requirements

Balances
maintained that
exceed the top

of

THE CASE OF THE GIGANTIC $100,000 BILL LESSDM 22

ACTIVITY 22.3
Money Creation Worksheet (KEY)

Ledger Entries

Oct. 2013

2,374,958

2,301,847

Nov. 2013

2,463,012

2,385,767

Depository Institution A
Deposit
BReaguired reserves (20% reserve raquirement)

Excess reserves

g
=
g

Money Supply Expansions

Dec. 2013

2,485,248

2,408,534

Jan. 2014

2,498,153

2,414,965

Feb. 2014

2,553,879

2,508,021

Mar. 2014

2,623,007

2,538,902

Apr. 2014

2,560,368

2,572,354

Depositery Institution B
Deposit
BReaquired reserves (20% reserve requiremeant)

Excess reserves

May 2014

2,635,180

2,544,306

June 2014

2,668,354

2,578,897

July 2014

2,704,004

2,611,164

Aug. 2014

2,786,867

2,691,520

Sept. 2014

2,759,284

2,669,445

Depository Institution C
Deoposit
BReaquired reserves (20% reserve requiremeant)

Excess reserves

Aug. 20,
2014

2,783,483

89,365

2,698,618

Sept. 3, 2014

2,778,102

101,617

2,676,485

Depositery Institution D
Deposit
BReguired reserves (20% reserve requiremeant)

Excess reserves

i
=]

[=]

PRound 3

Expansion = $51,200

Sept. 17,
2014

2,792,521

82,321

2,710,200

Oct. 1, 2014

2,719,149

95,218

2,623,931

Oct. 15, 2014

2,771,319

85,364

2,685,955

Depaository Institution E
Deoposit
BReaquired reserves (20% reserve requiremeant)

Excess reserves

The money creation process continues until a total of $400,000 has been created.



http://www.federalreserve.gov/releases/h3/current/
http://www.federalreserve.gov/releases/h3/current/
http://www.federalreserve.gov/releases/h3/current/
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Bankreserves: Currencyheldbybanksintheirvaults
plustheirdepositsatFederalReserve Banks.

—_

Required reserves: Fundsthatadepositoryinstitution
mustholdinreserveagainstspecifieddepositsasvault
cashordepositswithFederalReserve Banks.

—_

Excessreserves: Amountoffundsheldbyadepository
InstitutioninitsaccountataFederalReserve Bankin
excessofitsrequiredreservebalance.

—_

Interest: Thepriceofusingsomeoneelse'smoney.

—_

Interest rate: Thepercentageoftheamountofaloan
that is charged foraloan.

Maryland
Council on
Economic
Education
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http://www.econedlink.org/interactives/EconEdLink-interactive-tool-player.php?iid=206
http://www.philadelphiafed.org/education/federal-reserve-and-you/chapters.cfm?chapter=1
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I Toolsthatthe Fedhasinitstoolboxtoinfluencemoney
supply/interestrates:

A Discountrate: TheinterestratechargedbytheFedto

banksforloansobtainedthroughthe Fed'sdiscount Theactionsofacentralbankto
window. influencethecostandavailability
ofmoneyandcredittoachieve

A Open-marketoperations: Thebuyingandsellingof thenationaleconomicgoals.
governmentsecuritiesthroughprimarydealersbythe
Fedinordertoinfluencethemoneysupply. MONETARY POLICY

A Reserverequirements: FundsthatBanksmustholdin |
cash,eitherintheirvaultsorondepositataReserve W’
Bank. K .y

A Interestonreserves: InterestpaidbyFederalReserve oy

Banksonrequiredandexcessreservesheldbybanks.

S
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Open Market Operatlons Simulation

TheFederalReservegets money-reserves of$ 60,000-
and theFederalReservePortfolio Tracker.

Primary dealers buyandsellgovernmentsecurities
from theFederal Reserve.

Eachinvestorgetsa$10,000 Government  Security
andanlnvestor Balance Sheet.

Eachbankgetstwodepositslips.
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Initial
EndofRound 1
EndofRound?2

Initial
EndofRound 1
EndofRound?2

Initial $0
EndofRound 1
EndofRound?2
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