
Key Council on Economic Education & 
Federal Reserve Education A.P. Resources  

˴̙̏̄́Ν  ̓Οˣ̏̎̄̃̔̏̒̕Π  ̊˫́̒̅  ̎˯ˌ ˫̏̋̅̒̎́̋  ̱˭ˢˡ 
Courtesy of the Maryland Council on Economic Education  



˦̅́̔̒̉̎̕  ̇̔̈  ̅˭́̅̓̔̒  ̏̏  ̆˭̙́̒̌́̎̄Ν  ̓˥̃̏̎̏̍̉  ̃  ̂˦̉̎́̎̃̉́  ̌˥̄̃́̔̉̏̎̕ 
   The Maryland Council on Economic Education  

Our mission is to assure that Maryland's school children leave high school  

equipped with the economic, financial literacy and decision -making content and  

skills they need to make informed, rational decisions as consumers, workers,  

citizens, savers, investors and participants in the global economy.  

 



The Maryland Council on Economic Education Concerto  

ÅMaintain an updated website www.econed.org  

ÅSponsor signature programs  

Å Stock Market Game ̮   

Å The Financial Literacy Summit  

ÅAssist with curriculum writing  

ÅProvide professional development for educators  

http://www.econed.org/


˴̙̏̄́Ν  ̓ˣ̏̍̐̏̓̉̔̉̏  ̎˯̖̂̊̅̃̔̉̅˚ 

ǐProvide and model lesson plans that address content areas most 
commonly missed by students on the A.P. macro test  

ïContent Covered:  

ǐMoney Multiplier  

ǐMoney Creation  

ǐThe Fed & its Tools  

ǐMonetary Policy  

ǐInterest Rates  

ǐOffer an overview of both Council on Economic Education and Federal 
Reserve Resources 

 

 

 



ˣ˥˥Ν  ̓ˡˌ˰ˌ ˥̃̏̎̏̍̉̃  ̓˴̅́̃̈̅  ̒˲̅̓̏̒̃̕  ̅˭́̎́̌̕ 
Unit 4: Macroeconomics: Equation of Exchange (A Variation)  
 
˴̈  ̅˦̅̄Ν  ̓˧̒̅́  ̔ˤ̅̐̒̅̓̓̉̏  ̎ˬ̅̓̓̏̎  ̊ˣ̏̌̕  ̄˩  ̔˨́̐̐̅  ̎Again?  

Objectives:  

1. Define the equation of 
exchange. 

2. Define the variables in the 
equation of exchange.  

3. Explain how changes in the 
money supply are translated 
into changes in nominal GDP, 
prices & output.  

What are the 3 basic  functions of 
money? 

1. 

2. 

3. 



Unit 4: Lesson #1 Activity 35  
˷̈́̔Ν  ̓ˡ̌  ̌˴̈̉  ̓ˡ̂̏̕  ̔̔̈  ̅Ms? (A Variation)  

What are the 3 basic  functions of 
money? 

1. Medium of Exchange  

2. A Standard  of Value (Unit of Account)  

3. Store of Value  

Essential Question:  

ǐWhy do you think it is important for the 
˦̅̄̅̒́  ̌˲̖̅̓̅̒̅  ̱̔̈  ̅̎́̔̉̏̎Ν  ̓̃̅̎̔̒́  ̌̂́̎̋  ̱
to know the size and rate of growth in the 
money supply?  

 a. What are the effects if the money supply 
    grows too slowly?  

 b. What are the effects if the money supply 
    grows too rapidly?  



Unit 4: Lesson #1 Activity 35  
˷̈́̔Ν  ̓ˡ̌  ̌˴̈̉  ̓ˡ̂̏̕  ̔̔̈  ̅Ms? (A Variation)  

Terms: 

Money Supply  

M1 

M2 

M3 

Equation of Exchange (MV)  

Aggregate Demand (PQ)  

Activity: 

1. Define the money supply.  

2. Have students define M1, M2, & M3.  

3. Tell students that the Fed is most 
interested in keeping track of M1 & 
M2. (*price stability)  

4. ˬ̅̔Ν  ̓̃̏̎̕  ̔̔̈  ̅̍̏̎̅  ̙̙̓̐̐̌̕. 

5. Distribute different types of assets 
&/or financial instruments.  

 



ˣ˥˥Ν  ̓ˡˌ˰ˌ ˥̃̏̎̏̍̉̃  ̓˴̅́̃̈̅  ̒˲̅̓̏̒̃̕  ̅˭́̎́̌̕ 
Unit 4: Macroeconomics: Equation of Exchange (A Variation)  
 
˴̈  ̅˦̅̄Ν  ̓˧̒̅́  ̔ˤ̅̐̒̅̓̓̉̏  ̎ˬ̅̓̓̏̎  ̊ˣ̏̌̕  ̄˩  ̔˨́̐̐̅  ̎ˡ̇́̉̎  ˟ 

ǐΟ˭̏̎̅̔́̒  ̙ˢ́̓  ̅is defined as the sum of currency in circulation and reserve 
balances (deposits held by banks and other depository institutions in their 
accounts at the Federal Reserve).  

ǐM1 is defined as the sum of currency held by the public and transaction 
deposits at depository institutions (which are financial institutions that obtain 
their funds mainly through deposits from the public, such as commercial banks, 
savings and loan associations, savings banks, and credit unions).  

ǐM2 is defined as M1 plus savings deposits, small -denomination time deposits 
(those issued in amounts of less than $100,000), and retail money market 
̍̔́̕̕  ̌̆̎̕  ̄̓̈́̒̅̓ˌΠ 

ǐM3 includes M2 plus longer -term time deposits and money market funds with 
more than 24 -hour maturity. The exact definitions of the three measures 
depend on the country .* 

 

Ο˭̏̎̅  ̙supply is commonly 
defined to be a group of 
safe assets that households 
and businesses can use to 
make payments or to hold 
as short -term investments ˌΠ 
 
Source: Federal Reserve Board of Governors  

 Source: Federal Reserve Board of Governors, http :// www.federalreserve.gov/faqs/money_12845.htm  
*Source: Financial Times, http ://lexicon.ft.com/Term?term=m0, -m1,-m2,-m3,-m4 
 

http://www.federalreserve.gov/faqs/money_12845.htm
http://www.federalreserve.gov/faqs/money_12845.htm
http://www.federalreserve.gov/faqs/money_12845.htm
http://lexicon.ft.com/Term?term=m0,-m1,-m2,-m3,-m4
http://lexicon.ft.com/Term?term=m0,-m1,-m2,-m3,-m4
http://lexicon.ft.com/Term?term=m0,-m1,-m2,-m3,-m4
http://lexicon.ft.com/Term?term=m0,-m1,-m2,-m3,-m4
http://lexicon.ft.com/Term?term=m0,-m1,-m2,-m3,-m4
http://lexicon.ft.com/Term?term=m0,-m1,-m2,-m3,-m4
http://lexicon.ft.com/Term?term=m0,-m1,-m2,-m3,-m4
http://lexicon.ft.com/Term?term=m0,-m1,-m2,-m3,-m4
http://lexicon.ft.com/Term?term=m0,-m1,-m2,-m3,-m4
http://lexicon.ft.com/Term?term=m0,-m1,-m2,-m3,-m4


Unit 4: Lesson #1 Activity 35  
˷̈́̔Ν  ̓ˡ̌  ̌˴̈̉  ̓ˡ̂̏̕  ̔̔̈  ̅Ms?  

ÁName a type of money that serves primarily as a medium of exchange. 

 

ÁName a type of money that services primarily as a store of value . 

 

ÁWith the use of credit cards becoming more prominent & the availability of credit broader 
than ever, why are credit cards not included in the Ms?  

 

ÁWhy is it difficult for the Fed to get an accurate measure of the money supply?  

 

ÁWhy must the Fed continue to develop new ways to track the money supply?  

 



Unit 4: Lesson #1 Activity 35  
˷̈́̔Ν  ̓ˡ̌  ̌˴̈̉  ̓ˡ̂̏̕  ̔̔̈  ̅Ms?  

ÁName a type of money that serves primarily as a medium of exchange ? 
 Currency, coin, debit cards or checkable deposits  

 
ÁName a type of money that services primarily as a store of value.  

 Savings Account or money market mutual funds account  
 
ÁWith the use of credit cards becoming more prominent & the availability of credit broader 
than ever, why are credit cards not included in the Ms?  

 Credit Cards are short -term loans & not directly subtracted from checking accounts.  
  
ÁWhy is it difficult for the Fed to get an accurate measure of the money supply?  

The volume of transactions can range into the trillions on a daily basis.  The inputs 
are constantly changing as banks make new loans & people repay loans ahead of 
schedule. 

ÁWhy must the Fed continue to develop new ways to track the money supply?  
Technological innovation in financial services industry & profit maximizing behavior on 
part of commercial banks.  



Current Charts Courtesy of the Federal Reserve  
Money Supply  

Why do we care about the supply of money? Or, better yet, why does the Federal Reserve care?  



Unit 4: Lesson #1 Activity 35  
˷̈́̔Ν  ̓ˡ̌  ̌˴̈̉  ̓ˡ̂̏̕  ̔̔̈  ̅Ms?  
Federal Reserve Chart on Current Money Market Rates  



Unit 4: The Monetary Equation of Exchange (Activity 36)  
 
The Equation of Exchange & the Velocity of Money  

The Money Market and Monetary Policy  
C + I + G + NX = PQ = MV (Quantity Theory of Money)  
             (Review Activity) 



ˣ˥˥Ν  ̓˨ˌ˳ˌ ˥̃̏̎̏̍̉̃̓  ̱ˬ̅̓̓̏  ̎˂˒  ˒ 
The Case of the Gigantic $100,000 Bill  

Essential Question:  

ǐHow do loans made by depository 
institutions (banks) affect the size of the 
money supply?  

 
Concepts: 
 
ǐExcess Reserves 
ǐM1 
ǐMoney Creation  
ǐMoney Multiplier  
ǐMoney Supply  
ǐRequired Reserves 
ǐReserve Requirements 

 

 
This lesson is also online: Federal Reserve Bank of Philadelphia or www.federalreserveeducation.org  
 
 

http://www.federalreserveeducation.org/


ˣ˥˥Ν  ̓˨ˌ˳ˌ ˥̃̏̎̏̍̉̃̓  ̱ˬ̅̓̓̏  ̎˂˒  ˒ 
The Case of the Gigantic $100,000 Bill  

ǐOnline Interactive  

Reserve requirements are the portions of deposits that banks must maintain either in their vaults or on deposit at a Federal Reserve Bank.  

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


ˣ˥˥Ν  ̓˨ˌ˳ˌ ˥̃̏̎̏̍̉̃̓  ̱ˬ̅̓̓̏  ̎˂˒  ˒ 
The Case of the Gigantic $100,000 Bill  

Source: Federal Reserve.gov, http ://www.federalreserve.gov/releases/h3/current /  

 

http://www.federalreserve.gov/releases/h3/current/
http://www.federalreserve.gov/releases/h3/current/
http://www.federalreserve.gov/releases/h3/current/


Federal funds market:  The market 
in which banks can borrow or lend 
reserves, allowing banks 
temporarily short of their required 
reserves to borrow from banks that 
have excess reserves.  
 
Federal funds rate: The interest rate 
at which a depository institution 
lends funds that are immediately 
available to another depository 
institution overnight.  
 
Federal Reserve System: The 
central bank system of the United 
States. 
 

ǐBank reserves: Currency held by banks in their vaults 
plus their deposits at Federal Reserve Banks.  

ǐRequired reserves: Funds that a depository institution 
must hold in reserve against specified deposits as vault 
cash or deposits with Federal Reserve Banks.  

ǐExcess reserves: Amount of funds held by a depository 
institution in its account at a Federal Reserve Bank in 
excess of its required reserve balance.  

ǐInterest : The price of using someone else's money.  

ǐInterest rate: The percentage of the amount of a loan 
that is charged for a loan.  

Terms to Know 

˴̈̉  ̓̌̅̓̓̏  ̎̉  ̓́̌̓  ̏̆̏̎̕  ̄̏̎̌̉̎  ̅́  ̔̔̈  ̅˳̔ˌ ˬ̏̉̕  ̓˦̅̄Ν  ̗̓̅̂̓̉̔̅ˌ  

ˣ˥˥Ν  ̓˨ˌ˳ˌ ˥̃̏̎̏̍̉̃̓  ̱ˬ̅̓̓̏  ̎˂˒  ˒ 
˴̈  ̅˦̅̄Ν  ̓˴̏̏̌̂̏  ̘ 
 

Monetary Policy & the Fed Video Intro  

The Fed & You Video Intro  

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


Monetary 
policy : 

˴̈  ̅˦̅̄Ν  ̓˴̘̏̏̌̂̏ 

ǐTools that the Fed has in its toolbox to influence money 
supply/interest rates:  

ÅDiscount rate: The interest rate charged by the Fed to 
banks for loans obtained through the Fed's discount 
window. 

ÅOpen-market operations: The buying and selling of 
government securities through primary dealers by the 
Fed in order to influence the money supply.  

ÅReserve requirements: Funds that Banks must hold in 
cash, either in their vaults or on deposit at a Reserve 
Bank. 

ÅInterest on reserves: Interest paid by Federal Reserve 
Banks on required and excess reserves held by banks.  

 

The actions of a central bank to 
influence the cost and availability 
of money and credit to achieve 
the national economic goals.  
 

ˣ˥˥Ν  ̓˨ˌ˳ˌ ˥̃̏̎̏̍̉̃̓  ̱ˬ̅̓̓̏  ̎˂˒  ˒ 
˴̈  ̅˦̅̄Ν  ̓Toolbox  
 



Open Market Operations Simulation 

Federal Reserve 
(teacher)  

Primary Dealers  
(three students)  

Investors 
(six students)  

Banks 
(six students)  

Treasurer 
(one student)  

The Federal Reserve gets money-reserves of $ 60,000- 
and the Federal Reserve Portfolio Tracker.  

Primary dealers buy and sell government securities  
from the Federal Reserve. 

Each investor gets a $10,000 Government Security  
and an Investor Balance Sheet. 

Each bank gets two deposit slips.  

˴̒̅́̓̒̅̕  ̒̇̅̔  ̓̔̈  ̅˴̒̅́̓̒̅̒̕Ν  ̓ˢ́̌́̎̃  ̅˳̈̅̅  ̔̆̏  ̒̔̈  ̅ 
Class. 

ˣ˥˥Ν  ̓˨ˌ˳ˌ ˥̃̏̎̏̍̉̃̓  ̱ˬ̅̓̓̏  ̎˂˒  ˒ 
˴̈  ̅˦̅̄Ν  ̓˴̏̏̌̂̏  ̘ 
 



Investor Balance 
Sheet 

Assets (securities)  Assets (deposits)  Total Assets  
(securities +  deposits)  

Initial  

End of Round  1 

End of Round 2  

Bank Balance 
Sheet 

Assets 
(money/reserves)  

Liabilities 
(deposits)  

Net Assets  
(assets - liabilities)  

Initial  

End of Round  1 

End of Round 2  

Federal Reserve Portfolio Tracker  Government Securities  

Initial  $0 

End of Round  1 

End of Round 2  

ˣ˥˥Ν  ̓˨ˌ˳ˌ ˥̃̏̎̏̍̉̃̓  ̱ˬ̅̓̓̏  ̎˂˒  ˒ 
˴̈  ̅˦̅̄Ν  ̓˴̏̏̌̂̏  ̘ 
 



ˣ˥˥Ν  ̓˨ˌ˳ˌ ˥̃̏̎̏̍̉̃̓  ̱ˬ̅̓̓̏  ̎˂˒  ˒ 
 


