with Infographics

Economists use data to puild their economic models. But datg is not only numbers and statistical charts. Some data
can be found in highly visual pieces knowin as infographics. This economics program uses interactive infographics
to help you learn more about data in the real world, You can find these Economic Perspective infographics at the
start of each chapter of this program.

Each chapierinthis
program is introduced | .
by an Economic
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: infographic. These }
| vibrant assets enliven
! your study of that

content. |
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£ach Economic . -
Perspective is | %Eg-aﬁ?
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y clicking through the screens - .| Interpreting the different types of
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you are shown many different a problem-solving process to break
Kkinds of data in & variety down the data and examine it

of ways. step-by-step.
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Cusiency of the Future

Lesson 1
The Evolution, Functions
and Characteristics of Money

Lesson 3

Banking Today
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Reading Help Desk

Academic Vocabulary

. revolution

Content Vocabulary

. Federal Reserve
System (Fed)

Federal Reserve notes

barter econonty

commodity money

fiat money

specie

monetary unit
medium of exchange
measure of value
store of value
demand deposit
accounts (DDAs)}

- M1
- M2

TAKING NOTES:

Key Ideas and Details '
ACTIVITY Usethe graphlc
organizer below 1o identify the
characteristics of money.

Life is simpler in an economy with money. The milkman sells the milk for
cash and then exchanges that cash for a pair of shoes. The cobbler takes the cash
and looks for someone selling fish. Money, as it turns out, makes life easier for
everybody in ways we may have never considered.

Money in Colonial America
The money used by early settlers in the American colonies was similar to that
found in early societies. Some of it consisted of commodity money—money that
has an alternative use as an economic good, or commodity. Many products—
including corn, hemp, gunpowder, and musket balls—served as commodity
-money. They could be used to settle debts and make purchases. At the same
time, colonists could consume these products, if necessary.
Commonly accepted commodity money was tobacco, for which the
- Governor of Colonial Virginia set a value of three English shillings per pound
in 1618. Two years later, the colonists used some of this commodity money to
ring wives to the colonies,
Other colonies established fiat money—money by government decree. For
xample, in 1637, Massachusetts established a monetary value for wampum—a
orm of currency the Wampanoag Native Americans made out of white and
urple mussel shells. The Wampanoag and the settiers used these shells in trade.
ite shells were more plentiful than purple ones, so one English penny was

nade equal to six white or three purple sheils. The colonial settlers could even
ay their taxes with wampum.

How has money evolved to Teet the
needs of people everywhere:

's like atoolor a_
Money is not just something you sp.end. ltts |Ntl|<:ney -
device that serves everyone’s bes’fc I;i:f:l{t oY overt
. H H a 1 L
by different societies —the
devle:ioﬁf\cel nied for money has become as accepted |
world.

need for laws and government.

rly Paper Currency

2per currency was another popular form of fiat money in the colonies. Some

te laws allowed individuals to print their own paper currency if they promised

aredeem the currency for gold or silver. Some states even printed money in the
m of tax anticipation notes and used them to pay salaries, buy supplies, and

et other expenditures until they received taxes and could redeem the notes.

Today, our money is managed t.;ny |'ch
(Fed), the privately owned, ?ub ICs\j ¢
the United States. The Fed issue ' g‘,:':ble
Federal Reserve notes, the most vi

supply.
Think about how people

controlled, central ban
per currency known
part of our mone

pay for their purchases.

R
What are some different payment methods!?

Are these also forms of money? Explain.

her payment
What is the connection between Eederal Reserve notes and other pay

methods?

e the effects of
. 4; ?:E:!r\wjgzes in exchange rates
on imports and exports ‘
6C analyze recent changes in the
nasic charactetistics of ihe
U.S. economy

rontinuad on the next page
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Texas Essential Knowledg e and Skills

The Evolution of Money

ney replace the barter system?

GLIDING QUESTION Why did mo - .e..
ife w like in a barter:
j hat life would be
& moment to think w e e anc
Tr?;fleyless economy that relies on trade. The exchange ot §

WIlOt a]-“’a-#s accepta—ble tD Ot]lers/ o1 eas!‘ tO dl"lde fDI Fa)IIlEIlt E

£th
how could a milkman w

FEKS Texas Essential Knowledge and Skills

{continued from p. 276)

8D  analyze the costs and benefits
of U.S. economic policies
related to the economic goals
of economic growth, stabifity,
full employment, freedom,
security, equity {equal
apportunity versus equal
outcome}, and efficiency

12A  describe the functions of
money

128 describe the characteristics of
money, inciuding commedity
money, fiat money, and
representative money

12C  examine the positive and
negative aspects of barter,
currency, credit cards, and
debit cards

134 explain the structure of the
Federal Reserve System

13C  explain how the actions of the
Federal Reserve System affect
the nation’s monay supply
13D analyze the decline in value of
the LLS. dolar, including the
abandonmant of the goid
standard
14B  describe the role of
government in the U.S. free
enterprise system and the
changes in that role over time
17A  explain the functions of
financial institutions and how
they affect househalds and
businesses
17D examine the types of accounts
available to consumers from
financial institutions and the
risks, manelary costs, and
benefits of maintaining these
accounts

Federal Reserve System

(Fed) privately owned, publicly

contrelied, central bank of the
Unrited States

Federal Reserve notes
paper currency issued by the
Fed that eventually replaced all
other types of federal currency

barter economy moneyless
econoimy that relies on trade or
barter

commodity money money
that has an alternative use as an
economic good; gunpowder,
flour, corn, etc.

fiat money money by
government decree; has no
afternative value or use as a
commodity

ith a pail of milk obtain 2 pair Of, ;hogs 10 L
isa” inciden .
nted a basket of fish? Unless there s a mutual coine
wa

S tl_la U(J L 1IW EVV ‘J W y W nd
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revolution an overthrow of
government

specie money in the form of
gold or sitver coins

monetary unit standard unit
of currency ina country’s money
supply; American dollar, British
pound, efc.

Write any guestions you
have about what is being
said in class instruction or
discussion. Ask for an
explanation after the
lesson.

278

The Continental Congress issued paper money to finance the Revolutlonary'
War. In 1775, it printed Continental dollars, a fortn of fiat paper currency with:
no gold or silver packing. By the end of the war, nearly one-quarter billion:

Continental dollars had been printed-—a volume sO large that it was virtually
worthless by the end of the revolution. :

gpecie in the Colonies
Colonists also used modest amounts of specie-——or money in the form of silver
or gold coins. These included English shillings, Austrian talers, and various
European coins that immigrants brought to the colonies. Coins were the most
desirable form of money, not oniy because of their mineral content, but becauge
they were in limited supply. By 1776, only $12 million in specie circulated in th
colonies, compared to nearly $500 million in paper Currericy.

The most popular coin in the colonies was the Spanish peso, which came
America through trade and piracy. Long before the Americat Revolution ha
begun, the Spanish were mining gilver in Mexico. They melted silver iritt
bullion—ingots or bars of precious metals—0r minted it inte coins for shipmen!
to Spain. When the Spanish treasure ships left the West Tndies (Cuba and th
present-day Caribbean Lslands) on their way to Spain, they often became victi
of Caribbean pirates who spent their stolen treasure in America’s southern po

The “triangular frade” among the colonies, Africa, and the Caribbesa
brought more pesos to America. Traders took molasses and pesos from. it
Caribbean to the colonies. There they soid the molasses (o be made intor
and spent their pesos on other goods. The rum was shipped to Africa, wh
was traded for enslaved Africans. The enslaved Africans were taken todl
Caribbean to be sold for pesos and more molasses or to be shipped to.|

colonies. The trade cycle started anew when molasses and pesos were take

the colonies.

Erom “Talers” to “Doflars”
Spanish pesos were known as”pieces of eight,” because they were divided
eight subparts known as”bits.” Because the pesos resembled the Austriarﬁ
they were nicknamed”talers,” which in German sounded exactly like the
dollars. This term became so popular that the dollar became the basic Fric
unit, or standard unit of currency, in the U.S. money system.

Rather than dividing the dolar into eighths as the Spanish had done
the peso, it was decided to divide it into tenths, which was easier to undets

Siill, some of the terminology associated with the Spanish peso temar

when people sometimes call a 25-cent coin—one quarter of a dolla
“two bits.”

| pADING PROGRESE CHECK

Comparing Compare the costs and benefits of commodity rﬁoney and fiat money.

Characteristics and Functions
of Money

GUIDING DUESTION Whatare the qualifications for something to be used as money?:

The study of early money is useful because it helps us unders
characteristics that give money its value. In fact, any substance can
money if it possesses four main characteristics. -

Characteristics of Money

First, mone . -

e eicrillust be portable, or easily transferred from one person to another, ¢

was very portag‘;ge jOf ?ijlfy fir products easier. Most money in early Societlieos

—Incly shell )
of tea. g s, wampum, {obacco, and compressed blocks
Second, mone

when it is hangﬁ? ﬁust also t?e reasonably durable so it does not deteriorate

dled. Most colonial money was quite durable, especialty monies

- ke ;
Jike musket balls and wampum. Even the fiat paper money of the colonial period

- was durable in the sense that it a8
Diwirminadsitung it could be easily replaced by new bills when old

¢ Third ‘ e

o on]lr ésmrine}ﬁ should be easily divisible into smaller units so that people
diﬁsiblz Bl EC as they need for a transaction. Most early mone Svasphj (}:flln
o ea:sﬂ }(/)f;) es gf ttlaa or cheese were cut with a knife. Bundles of to§};acco ]e§ .
. roken apart. Even S i : ves
eighths to make”bits” for payment panish pesos were cut with a knife into

~ Finall -

mone; On%ﬂflfét})geylti‘lust be available, but only in linited supply. Stones used
jslands 400 mil p Islands, for example, were carried in open canoes from ot} o
iles away. Because navigation was uncertain and the weather o
1 er was

unpredi ly i Wi
unpre ictable, only one canoe in 20 completed the round trip, so there was onl
T = y

he Dollar in Decline

15 as if the decline in the American dollar has

rgoing on for decades. There are many causes Trade-Weighted Value of the Dollar

-

cent decline. One is the U.S. budget deficit Major Currency Index
ha; grown due to government horrowing in ’ 0 T . : (R h
o.operate allits programs. The secand is the I - o 7
DCr_ease in our domestic maney supply. g W%D - i
 how it happened: The government spends ! 1102 | e i ff&\-\}\m 4
ik 1 coch year Tocoverthe defic, t. | & = ) 7 g
vernment bonds. Because the deficit is so . : ‘ f M
____becguse it has been going on so long, the S ) : :
has trillions of dollars in outstanding bc;nds § 1 E— \M —
government finance its deficit, and to . T oso— // """ b '
uIatc? economic growth during and after the 40 .. v - : e
ssion, the Federal Reserve has been e WV . |
onds with its curency, Where does the ¥ 98 W8 199 1995 2000 2005 200 2t
tome from? The Fed prints it Remember, Y, Sourees Baz af G ot foaal Resere Syt Yeer ®
: S

BBiiitat:urr.‘c_\n.cyﬂ'ﬂnd to have value it has to

BUL oy printing more and more money, the

t;;;fet?e dollar to become less scarce, and
o other currencies has declined.

he dallar is now worth less than, say, the

A CRITICAL THINKING

Analyzi
lyzing The forces of supply and demand help set the international value of the

|Eir. I b [] ore or e C
1p 10 E , S
ydO 0Ll Vv\la tio take ayt t urope. GLE d yOU take wer dollars than
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Money, like almost everything else, loses its value Whenevzr. ’[herfJ ;2;01?1
it money.
much of it. This was a major problem for most types of commuodity

i ' ound
& Virginia, the price of tobacco went from 36 pennies a pound to 1 penny a p

when settlers used industrial dyes to tutn white she
doubling their value.

The fact that our money supply works so well contributes to the success of medium of exchange
the American economy. Qur money supply continues to evolve under the money or other substance
supervision of the Fed. generally accepied as payment

for goods and services; one of

Components of Modern Money the three functions of money

Today, the money supply has several different components. Some are in the

form of Federal Reserve notes, and some in the form of metallic coins issued by measure of \_falue one of
United S Minit. Oth nclud . the three functions of meney

the United States mt_. t._ er components include demand dgposﬂ accounts that allows it to serve as a

. (DDAs), or funds deposited in a bank that can be accessed by writing a check or

common denominator to
- using a debit card. ' measure vaiue

netions of Money o .
E;ifbitl:nce that is portable, durable, divisibie, and limited in supply can serve

i it wi in the economy.
as money. If it does, it will serve three roles in

The Fed has two measures of our money supply. M1is the narrow definition
that includes coins and currency, traveler’s checks, DDAs, and checking accounts store of value one of the
‘held at depository institutions. These forms of money all function as a2 medium three functions of money

of exchange. M2 is a broader measure that includes M1 along with forms of allowing people o preserve

Medium of exchange—A medium of exchange is something acceptef b}}lraa}_l
* .
paexties as payment for goods and services. Throughout history, people

?mmag J. Curry

. ) . . value for future use
. ¢ exchange, including colored shell money that_ serve as a store of value, components including savings deposits,
used various materials as a medﬁm’l o ges . e dgposrcs, and money market funds. | demand deposit accounts
COMPTROLLER OF tobacco, gold, silver, and even Sé las o measuring stick used to express th_ : Think c'}f how these dlfferent components made our money supply more (DDAs) account whose funds
o 7_’ ) s Measure of value—Money serves e understand. Tn the Unite useful to us! For example, coins have always been useful, but paper currency was can be removed from a bank or
THE CURRENCY “95. L worth of something in terms that most Pegp . : an improvement over coins, because paper currency could be produced in higher other financial institution by
As Comptroller of the Office of - States, this worth is expressed in dollars a}rll tcelrlloi;fs e o pass betwi denominations and was much more portable. Checking accounts were an writing a check or using a debit
" : ! that a v i
ihe Currency (OCC} since 2012, . + Store of value— The feature of money t

Thomas J. Curry heads one of

the most powerful offices -
overseeing the U.5. econ;ergy.

was formed in 1 - -

:;tehct)r?;miss%on of reguiating - The modern money we use today serves all of these fun

the National Banking System:

Today the OCC supenvses bt characteristics of Modern Money et o s
two-ircs of ol commercal While our modern money may seefh to be quite dif o o e
banking assets, Incuding T4 it ghares the same fundamental characteristics .
than 2,000 national banks and _
saving asscciations, 50 federal
branches, and the agencies of

; . . card
improvement over coins and paper currency because checks can be written in

y amount and can be easily mailed, making it easier to transfer money. In
dition, a cancelled check serves as a receipt for the transaction. Alse, a lost

eck can be cancelled by a bank, unlike missing coins or bills that might never
seen again.

1 be sa
earning income and spending income. The purchasing powerxﬁz?hm 2
until needed. For example, you can spend your money on 80 g

M1 narrow definition of money
or wait and spend your money later.

supply conforming to money's !
role as medium of exchange;
components include coins,
Funds transferred electronically—for example, when a company pays its Surren_cy, checks, other demand
nployees by transferring funds directly into their bank accounts—are faster, eposits, traveler's checks !
fiple nsive, and usually more ¢ ient . , :
unli ﬂfr,lless expensive, : dlyt o onvemer;d than checks Tfhese C(I;anges M2 broad definition of money
likely to continue in unpredictable ways, making money safer and more supply conforming to money's
role as a medium exchange and

money;
For example,

READUNG PROGRESS CHECK

a store of vaiue; components
. is lichtweig T include M1 plus savings
foreign banks operating in the . Portability,Modem money is pofrtabﬁ.ﬁ?;; ;Eg;zgon toganothe plaining How does modern money reflect the functions and characteristics of money? deposits, time deposits and i
i ition ¢ i ily transterre . money market funds t
i oinied position as convenient, and can be easlly ; o ank. y

gﬁé:ino\;lfthgcc, Curpry helps .. same applies fo the use of checks or electr%rlt.lc (ciisfaobsll{‘is llil/l :;Z]hc coins

o s : eyt i na " :
malntain the viability of thgse e Durability-—Modern money is {Deaso Curan is also reasonably du
banks and ensures the nation hias about 20 years under normal use. Faper ci lact)ifon The introductio
sufficient currency liquidity to. . with a $1 bill lasting about 18 months in areu .

lend, trade, and conduct the:.

U < &) e y.

. 11 wi er-lasting coins
even more durable by replacing the; $1 bﬂ'l "/;Zh 1{');15 penny, g’fhe ST
Curry received a law degree ffoﬂ e Divisib ilityr-Modem money 15 divisivle. - hase.Ina
the New England School of Lawin denomination of coin, is small enough for almost any p =

) 4. Describing What are the qualifications for something to be
1681, In 1982, he served inthe- people can write checks for the exact amount of 4 purchase- .

o - ga thi Yo used as-money? 224
Massachusetts Secretary of s Scarcity—Modern money is in Iimited supply. This is because r Notes Yy

v o 5 to keep
Statesofggf aS; ? :;:O‘lg‘sg.tzmm - monitors the size of the money supply and fakes step P
1990 to 1991 ana r . :

2003, he was the Commissioner growing too fast.
of Bariks for Massachuisetts. Hg
also serves as the Divector of the
Federal Deposit Insurance . | N .
Corporation (FOIC) beginning In what way is our modern money an I'm}\j,\:;\!cimcemoni,m I wns sl
2004 ' ' | the Colonial period? Is there any way In

& CRITICAL THIMKING |‘ ic our money today?

Drawing Conclusions Why does I
the federal government need a

bureau to oversee banking o

operations? )

ing Vocabulary

ining How can commodity money provide a measure
Le? 234 '

Answering the Guiding Questions
3. Explaining Why did money replace the barter system? 42¢, 224

Writing About Economics
5. Informative/Explanatory Often, the U.S. Treasury evaluates
the usefulness of the penny and considers whether to

£ o discontinue it. On the basis of your understanding of the
haracteristics . L . )

function of money, why do you think it was created in the first

place? Does it still have & purpose in the modern economy?

Explain your answers. 124, 12B, 224, 23D

- ng Why is it imporiant for money to be divisible? 224
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TRY IT YOURSELF ONMLINE

« clauses
. initial!y

. state bank
. legal tender
. national bank

How did the creation df the Fed

. national currency

. Gold Certificates

. Silver Certificates

. gold standard

. central bank

» bank run

« bank holiday

. Federal Deposit
Insurance Corporation

(FDIC)

TAKING NOTES:

Key Ideas and Details
ACTIVITY Use the graphic
organizer below to identify the
key developments that led to
the modern banking system.
Add and fill in boxes as needed.

Development of the National
Banking System

TEKS, Texas Essential Knowledge and Skilts
analyze the costs and
penefits of U.S. economic
policles related to the _
acanomic goals of economic
growth, stafility, ful
employment, freedom,
security, equity {equal
opportunity versus equal
outcome), and efficiency

contined on the next poge
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To provide for the punishment of counterfeiting the securities and current coin of
the United States; . .,

To make all laws which shall be necessary and proper for carrying into execution
the foregoing powers, and all other powers vested by this Constitution in the
government of the United States, or in any department or officer thereof.

Article 1, Section 10, further states:

No State shall . . . coin money; emit bills of credii; make any thing but gold and
silver coin a tender in payment of debts. . . .

« Because of these clauses, the federal government did not print paper currency
- until the Civil War. Instead, the printing, distribution, and regulation of the paper
money supply were left to the discretion of privately owned banks and other
companies that wanted to build canals, railrcads, and other ventures.

Growth of State Banks :

The new Constitution left the printing of paper currency to individual states. By
1811 the country had about 100 state banks. A state bank receives its operating
charter from a state government.

~ Banks issued their own currency by printing their notes at local printing
ops. The banks then put these notes in circulation with the assurance that
people could exchange them for gold or silver if they ever lost faith in the bank
§ cutrency. :

At first, most banks printed only the amount of currency they could
asonably back with their gold and silver reserves. Others, however, were not
 honest and printed large amounts of paper currency in remote areas to make
ficult for people to redeem their currency.

improve our banking system?

Understanding the evolution of our bank‘i:lni S\::stir:rles; o

i derstand the fea
important because it helps us un
Imc?dern banking. Today we have a managed moneglf s:p\?;y
that is accepted by everyone simply because peopbe " :in |
faith in it. Which of the following is true about our ba g

system today?

; i er currency. .
a. Most of our money circulates as cons and pap y blems with Cuﬂ.ency

n when banks were honest, problems with their currency arose. First, each
issued its own currency in different sizes, colors, and dgnominations. Asa
ilt, hundreds of different kinds of notes couid be in circulation in any given

b. Today's money is nat backed by goid or silver.

¢. Our banking system is shifting away from electronic beokkeeping.

econd, banks were tempted to issue too many notes because they could
more money whenever they wanted. Third, counterfeiting became a major
blem. With so many different types of notes in circulation, some counterfeiters
ot even bother to copy notes issued by existing banks. Instead, they just
p fictitious ones.

the beginning of the Civil War, more than 1,600 banks were issuing more
0,000 different kinds of paper currency. Each bank was supposed to have
ng for its notes in the form of gold or silver, but this was seldom the case.
. sult, when people tried to use their notes, merchants would often check
st listing of good and bad currencies before deciding whether to accept

Early Banking in America

] ?
GUIDIRG GUESTION Why wos the national banking system developed’

tates have seen many changes. Af otie!

. e ited S te
Banking practices in the Unite 4. This led to abuses, and even affecte

banking was virtually unregulate
type of money we use.

jvately lssued Bank Notes N _ _
Erlr'mg thz Revolutionary War, nearly 250 million Continental doliar

; finental currency had -
printed. But by the end of the Revoiution, \(;a(;;lment to jssue anythin Olitically powerful Tocal bankers resisted any calls for a better system until

worthless, and people d'id o tht' theSgO f the United States Constit 0t that would forever change commercial banking in the United States—
coins. Accordingly, Article 1, Section 8, 0 | e

states:

the Civil War, both the Union and the Confederacy needed to raise
ous sums. Congress tried to borrow money by selling bonds, but failed to
tich money as the Union war effort required. So Congress decided to
T currency for the first time.

The Congress shall have power . ...

: ' in, ar
To coin money, regulate the value thereof, and of foreign Cou &1
standard of weights and measures;

TERS Texas Essential Knowledge and Skilis

fcontinued from p, 282}

12C

124

12D

14A

148

17D

examine the positive and
negative aspects of barter,
currency, credit cards, and debit
cards

explain the steucture of the
Federal Reserve System
analyze the decline in value of
the U.S. dollat, Including the
abandenment of the gold
standard

Identify economic concepts in
the U.S. Constitution, Including
propery rights and taxation
describe the role of government
inthe U.S. free enterprise
system and the changes in that
role over time

examine the types of accounts
available to consumers from
financial institutions and the
risks, monetary costs, and
benefits of maintaining these
accounts

clauses a stipulation, usualiy in
a legal document

state bank a bank that
receives its charter from the
state in which it operates
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legal tender currency that
must be accepted for payment
by decree of government

national bank a commercial
bank chastered by the National
Banking System

national currency curréncy
backed by government bonds
and issued by commercial
banks in the Naticnal Banking
System

initially originally; at the
beginhing

The shift from valuing currency
based on & gold standard
allowed federal currency to
adjust to the needs of the
economy more quickly.

B CRITICAL THINKING

How did the use of a gald standard
keep the money supply tight?

284

T 18671 it authorized the printing of $60 million in new currency fhat had no
gold or silver backing. Congress simply declared that the notes were legal
tender—and must be accepted as payment. These new notes were soon dubbed:
”greenbacks” because of the green ink on the reverse side, which made them
easy to distinguish from state naotes, which were usually blank on the back. denominations to the general public

The National Banking System _
As the war dragged on, peaple feared that the greenbacks—alike the Continental

dollars used almost a century easlier to finance the Revolutionaty War—might
pecome worthless. When the greenbacks did lose some of their value, people
avoided using them, forcing Congress to find another way to pay for the watr..
In 1863, Congress enacted the National Currency Act, which created a
National Banking System (NBS) made up of national barks. A national bank i
a privately owned bank that receives its operating charter from the federa
government. These banks issued their own notes, called national currency,
national bank notes, backed with bonds that the banks bought from the fede
government. The government hoped that rigorous pank inspections and other

high standards would give people confidence in the new banking system and itg
currency. The new system also would help the Union cause because banks t]
joined the NBS had to buy Union bonds. -

Initially, only a few state-chartered banks joined the

- have an alternative.

ﬁﬁé BELDING PRO@R%S% CHECK

The Gold Standard

systemn, because it was

easier for them to print their money at local printers. Finally, in 1865, the feder
banks to become patt of the National Banking Sys

government forced staie
by placing a 10 percent tax on all privately issued bank notes. Because stat
n

chartered banks could not afford the tax, they withdrew their notes, leavin

the greenbacks and currency issued by the NBS in circulation.
Thus, the need to finance the Civil War changed paper money from issule

state banks o issues backed by the federal government.

emed to be everywhere.

oing on the Gold Standard

he Gold Standard Act of 1900 defined a
ar as equivalent to 1/20.67 of an ounce of
d People continued to use greenbacks
ol.d Certificates, Silver Certificates, N ationai
k Notes, and other federal currencies that
fied the number of dollars they
sented. But now they could exchange
‘notes for gold at the Treasury whenever

Other Federal Currencies _
The 10 percent tax greatly simplified the money supply as state b

more than 10,000 different sizes and denominations. Before long,
types of federal currency appeared.

anks withdr
thoug

TS soT -
“‘FE\D\EQIVE%O ?DQS%U'EEE ecause people liked the convenience of
CoMECTIon. Yodtl 1=N\vi currency and usually did not demand
. : he government could hold much less

\& Wou NEED & GRO.

oD
GREEN Soro
» m 1an the currency represented. This is
ly true when countries go on a gold

d.

)
ntages of a Gold Standard
stendard has two major advantages
vle may feel more secure about their.
Second, the standard is supposed to
the government from creating too
. C;I:ey,. because gold is a limited
¢-And if paper currency is relatively
| houid keep its value.
€1t 1is rare that all of a country’s paper
:eédsbe redeemed at the same time,
- tates never held a gold reserve
¢ value of its notes.

In the
Certi;:c;]:; imr;e vear, the NBS was created, the government issued Gold
Cortficates r}r{) Ete;r cs;riflncy barilj;fd by gold placed on deposit with the United
ury. , these certificates were printed in large de inat
use exclusively by banks, but by 1882, they were also ivaﬂgsg?r?i?‘il{or
er

In 187 e ;
sacked by Sjﬁ?fp%gve;nment introduced Silver Certificates—paper cutrency
: ced on reserve with the Trea is ] '
vt X ’ : sury. This increased de
: Zloﬂt;rr, (ilieamgg silver miners. The government was already cjrculateir;lan?l o
. ns, but they were too big to be convenient and the pubiic was hipsp; f;

Explaining Why did the government issue greenbacks in the year 18617

GUIGIRHG j
GUESTION What does Jt take for o country to be on a gold standord? |
; |

1 . j ‘ ] E / :
4 - 7

Howe '
3 enocx}f/veia:(zz ;];;3 alcoutrltry dlj not go on a gold standard—when the basic unit of
: ent to, and can be exchanged fo ifi
ntii Congress passed the Gold Standard Actgin 190%a shectlc amoust ot gele—

Gold Certificates paper
currency backed by gold; issued
in 1863 and popular until
recalled in 1934

Silver Certificates paper
currency backed by, and
redeemable for, silver from
1878 to 1968

gold standard a systemin
yvhich the basic unit of currency
is equivalent to, and can be
exchanged for, a specific
amount of gold

|
|
l
|

;Zigsaztn; Srl:cgz Qf tr:; Great Depression were hoth the resu/f of panic 1
ring they would lose their savings—and " ‘

Runs led to failures, reinforci et o e ‘
s ing fears. Government offici |

to do something. Account hoid i ey ol

' . ers, worried that their bank i ‘
withdraw money. lronically, i o ‘
it Th); pone Y, it was the runs themselves that caused many i
. irst bank runs of the Great Depression occurred in 1930 |

H

|

|

|

+

\

|

\

& CRITICAL THINKING
¥ .
ow did the government respond to bank runs during the Great Depression?
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central bank a bank that can
jend to other banks in times of
need, ora “hankers' hank”
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Disacdvantages of a Gold Standard
A growing economy needs its money supply to grow as well, and so, under a .
gold standard, increasing its stocks of gold. Tf gold is scarce, the growth of the :
money supply may slow, and perhaps stop, limiting economic growth. That is
one major disadvantage of the gold standard. _

Another risk is that a large number of people may decide to convert their:
currency at the same time, and drain the gold reserves.

The establi i
ablishment of the Fed aimed to solve several problems in the nation’s

banking system. Match th
. e problems listed i ;
offered by the Fed listed on the bottom. on the top with the solutions

Problems:

. There were man i
y national banks i
them strong. and no centralized system for keeping

Abandoning the Gold Standard

During the Depression years, maty panks failed, and
did not have a job. In such uncertain times, peopie began redeeming their pape
currency for gold. Foreign governments with large dollar holdings did the sam
and the gold stock held by the U.S. government rapidly shrank.

Tn 1933, President Roosevelt issued a series of orders that effectively denie
the gold standard to the American people. Executive orders required all citizen
to surrender their gold coins the Federal Reserve System at the rate of on
ounce of gold for $20.67 of Federal Reserve Notes. The next step was to raise tl
price of gold from $20.67 to $35 an ounce. By 1935, U.S. citizens could no long
redeem dojlars for gold, but foreign governments were allowed to do so att
higher $35/oz. price.

Afrer World War 1, some European countries wanted to build their g0
stocks, so they started to redeem their doilar holdings for gold, again sever
draining U.S. reserves. The official price of $35/0%. lasted until August 15, 1
when President Nixon took the final step and declared that the United Sta
would no longer redeem any dollars for gold. Ever since, the price of gold!
fluctuated with changes in supply and demand.

. Ban i
ks were vulnerable to failure because of lack of reserves

. The nation was o i i
perating with s i .
currency,. g everal different forms of national

almost one person in fout

Solutions:

1. Th ili
ol Z Fed had the ability to {oan money to banks that were in trouble
. Federal Reserve notes replaced all other types of federal currency |

3. The Fed served as a ce
ntral ba -
banking system. nk, which strengthened the nation’s

Baniing in the Great Depression
D.(’-_Slig;(;file C;:reatlon of the Fed, many banks were only marginally sound durin

e éndrg ;eason was that the number of banlks had soared between tlﬂg
- red over th 1, wheg the totel exceeded 31,000. Although some consolidati :

: r the next decade, there were still t : on
thj start of the Great Depression in 1929 oo many small struggling banks

s Fi - :
2 th;ﬁ‘"{fg Sg{.)lljhr?jz\ifs’ a staggering number of banl failures occurred. By 1934
s becanl a_ s had closed or merged with stronger banks. If account
oo it failed e worried about their bank, they would rush to withdraw m
iled— ' on

On Mandh ;;ege;’f;n% a b%nk run. These runs caused many barks to fail. N bank

™ duri.ng.‘,\;hich éveres:;j ;;112 Roosevelt announced a bank holiday—a brief de&si:;?tgﬂfﬁgr:xgﬁy
Ty in the country was required to close. Several deposited funds, generally in

Tl READING PROGRESS CHECK

Describing What are the advantages and disadvantages of the gold standard?

Creation of the Fed

GUIDING QUESTION How did the Fed strengthen the Nationa! Bunking System? ter, after Congress passed legislation
10 . . !
- | | . 6t banks were allowed to reope fl strengthen the banking industry, alnhclpatlon of bank failure or
The national banking system also needed fo evolve during the gold-stan: : closure
der i
ederal Deposit Insurance bank holiday brief period

years. Despite a huge number of Lanks, the system was having diffic
circulating enough currency for the growing nation. Checking account
becoming popular, but many banks had trouble adapting to the challeng

banks failed duri e i i
ing cat D : . b
the Great Depression, depositors lost most or even a geugongitwohlcizsatlilt tr?mks o
ry utions are

avings because deposi :
, posits were not insured. The Banking Act of 1933 closed to prevent bank runs

even minor recessions were causing them major problems. : d this by creating the Federal Deposit Insurance C
- ‘customer its i ) orporation (FDIC) to
The Federal Reserve System _ o depOSitcsiigosﬁs in case of a bank failure. At first, the FDIC insuied Federal Deposit
Reform came in 1913 when Congress created the Federal Reserve Syster a maximum of $2,500 but today the limit i Insurance Corporati
gr 1 : y it is $250,000 per (FDIC) The U poration
e United States

r per bank. If an account h

o - olds more than thi

otoc is amount, the deposi -

fo court and sue the bank owners to recover the rest. postior g?g\igﬁg ns.t,['t.unon that
QSIT INSUrance on

r the FDIC i

el et oo Ao S
. runs. i

the FDIC could do one of the following: * o parlcwas in danger of

.e__ize the bank,

EH it Lo a stronger one, or

Iquidate it and pay off the depositars.

often called the“Fed,” as the nation’s central bank. A central bank is a bar
bank, which can lend to other hanks in fimes of need.

The Fed was set up in some ways like a corporation. Any bank that
had to purchase shares of stock in the systern. All national banks were.n
to do so, and state-chartered banks were eligible to buy shares a5 well. A
holders—or part—owners;banks own the Federal Reserve System
federal government. .

The Fed’s own currency, called Tederal Reserve Notes, eventually
al] other types of federal currency. Because the Fed had the resources to
other banks during periods of difficulty, it became the nation’s first it

bank.

bank .
ﬂeholdevéa? sold, the sale was done in secrecy to prevent panic and to
rs from selling worthless stock to unsuspecting investors
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Reviewing Vocabulary
1. Defining Explain in your OWn words the difference between

ional hank and a central bank. 23A

State and Mational Banks
e
[ SN Y A
5,000 -
<o Staie Charter
s Bational Charter i

o Al Banks |

Number of Banks

() A N B 0
790 1810 130 1850 1870 1gon 191 1930 @50 1970
Year

Souree: FOIC

Faderal Reserve MNotes
The Federal Reserve Notes that were first introduced in 1914 have become th

most visible component of our money supply. Allof the other federal currencies —
Nationa! Bank Notes, gilyer Certificates, Gold Certificates, and even the U
Notes, or “greenbacks’ ' _have slowly retired and were replaced by Peder
Reserve Notes.

During the early gold standard years, every dollar of Federal Reserve Not
was backed by $0.25 gold reserves. As the note issue grew, and as the governme
was having difficul in keeping enough gold to back the notes, the 25 pe
reserve was reduced and eventually removed.

A Better Monetary System
Today, in part thanks to the Fed, we have a uniform currency and a more efficie

payment system, as well as a sound central bank.
One concern is the {act that some banks have become so large tha th

carmot be allowed to fail, a problem the Fed was not designed to manage

Fh mEADING PROGRESS CHECK

Describing What is the purpose of the FBIC?

4. Evalugting Wnat must a country do to establisha g
standard? 22A R

5. Drawing Conclusions How did the Fed strengther
National Banking System? 134, 22A e

Using Your Notes
2. Explaining Use your notes to explain the chain of events
that led to the creation of the Federal Reserve System. 14B,228 6.

Answering the Guiding Questions
3. Explaining VWhy was the National Banking System
developed? 148, 22A

288

Writing About Economics

Informative/Explonatory The FDIC was create

1o restore public confidence in the nation's banklng’
Write a paragraph explaining what can happen whe
public loses that confidence. Cite examples from th
support your poinis. 148, 224,238

Federal Reserve Board is responsibile for oe"sig'n.t'ng" theUS

reurren
¢y. Thie'currency must be easily identifiable and drfﬂcult .

unterfeit, W|th securlty features that are hard to reproduce

d released the ﬂrst standardrzed desrgn i 1929, In 1990

C “ ”
5d a spec;al thread” as Weli as’ microprrntlng, tiny prrnt"

nin certain area_s of the note; Both.made it c||ff|cult to-produce = |

cin
g counterfet currency even wrth advanced copy machrnes

all currency notes went through

Sstdl]ffe[em notes- every few. years. Each’ redesrgn includes

y features aimed at stayrng ahead of counterfe;ters Tt

sign, issued in October:2013; is a $100 bill. You ca ¥
urrency and its features here http //WWW newmone; ;’;?’W

$1OO mc]udes many older securrty features such as’

kmg, micropllntmg, and a security thread, ‘but it also™

some B
new ones. For example a new blue vertical ribborn

32 images of a beII inside-an ;nkwelt The bell inside the.
ges coIors from copper.to green as the: note is tiltted.

maJor ‘redesign for the' :
e since- 1929. Since then, the Fed has released nev?currentge/ :

1. Analyzing Visuais Using the
government Web site URL compare
the front of the new $100 hill with the
first one issued by the Fed in 1914.
Identify the security features that
have been added since 1914,

. Exploring Issues Why is it important
for the government to prevent
counterfeiting? What could happen if
a significant amount of counterfait
money got inte circulation?




zonsumer and Business Deposits
Once a bank is ready to begin operations, it accepts deposits and will pay interest
on them. The rate of interest must be very close to rates paid by competing financial
B ikl institutions, which might be savings and loans, credit urtions, or other banks.
o Most of its competitors will pay very little, if any, interest on checking deposits,
and slightly more on longer-term savings deposits. The new bank might also be
offering certificates of deposit, or CDs, which despite the name, actually are not
deposits. Instead, they are considered Ioans from a consumer to the bank.

ContentVocabulary t

eredit union Your parents
dit union !

co grandmother,

corporation
stock paper checks

reholder H negative sides.
Z::te{hartered bank , ensitled “Electronic payments d
certificates of ! List the positive and negative asp
deposit/CDs
reserve requirement

e e S T T

GUIDING

ablished as a corporation, for two reastgl;tcs).ijz
funds by selling stock to anyone w.ho War; e
in the bank. Second, a corpora.tlol?}s r (fha
nareholders are. This is called “limute

JEKS Texas Essential Knowledge and Skills issuing itocl: i
_7_7.;)(;!—3"! the hasic i Most ban s ar :

characieristics of the U.S.Afree corpora’non can raise
enterprise system, including . e, of shareholderr

] [ tives, '
private propeny, incen : o
econorlc freedoi, its debt, but none of

Fractional Reserves Expand Bank Deposits
networks _ . ; When a bank rece.ives anew deposit or CD,. it must keep some of it as part of t%}e
TRY IT YOURSELF OMLINE : .ba_nk’s reserves. Figure 10.2 shows how this process works for a $1,000 deposit,
: ‘from a new customer called Kim, which is subject to a 20 percent reserve
i : _ - _ requirement established by the Fed.
Reading Help Desk iy ni ot G e o o - As long as the bank keeps 20 percent of the deposit, it is free to lend the
R ' d th e ' remaining $800. Let’s say it lends the money to Bill, and Bill puts that money into
Academic Vggg}ggjggﬁww ! h S tech nQiGgy affGCte a checking account for convenience. Bill could use an account at another bank or
:’"‘m ts : HOW a to d ay‘? ' the lending bank. Either way, the $800 becomes a new deposit subject to a 20
W ay We use m@ney percent reserve requirement—leaving $640 that can be loaned to a new customer.
hold billselectronically. Your . This process of depositing, lending, and then depositing again can continue
pay the house ehold bills by putting ntil the total amount of new loans reaches $5,000. Because the bank charges
however, pays her hous d has its positive and terest every time it makes a new loan, but must also keep reserves, it can
into the mail. Each .me‘tho f one column warge interest on $4,000 of loans for every $1,000 deposited. The reserves could
Make a T-chart with the toP % 0 iecks. be kept in the bank, or at the Fed.
" and the other Pe of payment ‘The bank may continue attracting deposits and making loans until it is
cts for each typ . oaned out,” or unable to make any more loans. If the Fed lowers the reserve
quirement to 10 percent, every new loan can be as much as 90 percent of each
_ _ sit. On the other hand, if the Fed raises the requirement to 25 percent, the
4 iness in that it is in | = “will need to find more reserves to back the existing loans.
A commercial bank i hk'e anyigziiflgssﬁke a credit union 1s > ‘inally, the bank will have to report its reserves andgits demand deposits to
TAKING NOTES: | a Pmﬁt'A.baﬂk ot de};\o?’ttzl?f roduCtSf.” or the things it seﬂs,. are all serviees ed on aregular basis. Banks are heavily regulated by the Fed, the Comptroller
i other businesses I t_ atl tp' {hat most of the money it loans has be ¢ Currency, the FDIC, and possibly even some state banking officials.
Key Ideas and Details bank is also a bit different in : ers are not very happy abort this,
ACTIITY Use the graphic i borrowed from others. the regulation has prevented
organizer below 10 identify tE: ' e failures like those we saw
Zl;:;?mer e .:" HOW a Bank GetS lts Money _ ' ':.the Great Depression.
CUESTION How does bank become estabiished? N :'1—1 , investments, and Fees
i different activities, the P to consumers and businesses are
Although banks are engage‘d m;l nur?zﬁf\rb?fge’t as deposits from indivi sortant part of a bank’s profits.
one is lending mMONEy; which 11( eyn accept those deposits, & bank € xample, a bank might pay 2 Reserve Requirement 20%
consumers and businesses. 10 1egaly nt' on deposits, and lend the
established properiy. e:after reserves at 6 percent for
repairs or mortgages. The
ce between these two rates—
-and 6 percent—is the“spread,” —
nt. The spread creates profits deposit
‘bank may use to pay its

ted. - . loekie § ToKm - -
its shareholders are protec es and other bills. Neh Day

FEES Texas Essential Knowledge and Skills

feontinued from p. 290)
growth, stability, full
employment, freedom,
security, equity {egual
opportunity versus equal
outcome), and efficiency

104 interpret economic data,
including unemployment rate,
gross domestic product, gross
domestic product per capita as
a measure of national wealth,
and rate of inflation

continued on the next page

credit union nonprofit
service cooperative that accepts
deposits, makes lcans, and
provides other financial services

products things that are sold

corporation form of business
organization recognized by law
as a separate legal entity with
all the rights and responsibilities
of an individual, including the
right to buy and sell property,
enter into legal contracts, sue
and be sued

stock certificate of ownership
in a corporation; common ¢r
preferred stock

shareholder person who
owns a share or shares of
stock in a corporation; same
as stockholders

TRY IT YOURSELF ONLINE

compeiition, ande ::e fimited the Co‘chIaUOﬂ gets m EI.OL:O !t 2t & bank they hire attorneys to ¢
role of governm Wh le decide to s ’
en people

ank will also earn money on its dditions 0 Money Supply EEERE Fxisting Money Supply]

J

. i heé:
" i oration. Usually the:!
analyze recent ch?nges in ] / ° eStathh e
pasic characieistics of the i and fle the 1ega1 Pap§T? t y StOCk . themselves and “
e regerve SOME of the initial shares O eered g ¢
d ini setupas - ant. >
analyze fne costs an remaining shares to others. To P o cop

penefits of U.S. economic | . I e minimum amoun
policies related o the ! follow state laws speclfylﬂg th

economic goals of economic i ontribute.
continued on the rext poge fOUI'ldeY must

0ts, which could cover a wide

f-a_c_tivities. If a bank has extra
t are not loaned out, it could
onds, for example.
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TEHS Teas Essential Knowledge and Skits

({continued from p. 291)
10B analyze business cycles using
key economic indicators
12B describe the characteristics of
money, including commodity
money, fiat money, and
representative money
12C  examine the positive and
negative aspects of barter,
currency, credit cards, and debit
cards
13B analyze the three hasic teols
used to implement U.5.
monetary pokicy, including
reserve requirements, the
discount rate and the federal
funds rate target, and
ppen-market operations
43C  explain how the actions of the
Faderal Reserve System affect
the nation’s money supply
12D analyze the decline in value of
the U.S. dollar, including the
abandonment of the gold
standard

continued on the next page

state-chartered pank bank
that receives its charter from the

state in which it operates

$1.00 -§2.00 per bank per transaction and the otker bank, resiting ina $2.00-54.00 charge per w

y 4500 -$15.00 menthly

§5.,00 -$15.00

Usually free if bundled wiith

source of bank funds. For .

Finally, the category of fees is also a significant _
unt, application fees when

there may be fees for maintaining an acco
an, withdrawal fees for using an automated tellet machine

er bank, fees for overdrawing your checking account, and fees
pears in Figure 10.3. Fees

minimal balances in their

example,
applying for a lo
(ATM) from anoth
ks, A modest list of typical fees ap

for bouncing chec
can be especially difficult for customers who keep

accounts or are late paying bills.
7l READING PROGRESS CHECK

Explaining Whatare the different ways banks can make money?

Selecting a Bank
nt methods evolved for accessing money?

GUIDING QUESTION Why have somany differe
Almost everyone will need the services of a bank sometime, so it is never tog

early to shop around.

evaluating Your Needs
You begin by thinking sbout which banking services you need. For example,

does your employer pay only by check, or also pay workers electronically,
irectly in a bank? You might consider the second option,

depositing funds d
especially if a bank you like offers lower fees to customers who receive dire

deposit paychecks.
Next, consider the bills you normally pay. Do y0
hly charges for carloans, food, rent,

locations to pay mont
or can these bills be paid by mail or even electronically?

u actually go to variot
gas, and electric bills

/ 4

netwerks  TRYITYOURSELF ON

fy another baik, you miay kave i pay both yaur bank

lf.yc'nu wse an AT cwned
ithdrawal,

;—MJMM#_ —
Can vesuli in having te pay the motithly maintanance fee if the balance drops
below a certain amount, usualiy $500-52,000.

ings account. This can asually be avoided
ed if the halance goes

Fee to maintain a checking or sav
if the halance is sufficiently high but could be charg
too low (see “low balance fee”).
sually be set up to be made auiomatically,

it there is always enough in the accott to

50 customers must make sure

anoiher account

$1.00—52.00 per statement sy

$5.00-510.00

Exact tees miay wary accarding try bank and io

Charged for a check of scheduled ontine bill payment ihat results in an
overdraft. T

e

sr5 who ani @ paper statement rather than an anline

" Charged to cuétoh

Fee increasingly used by banks wanting to encotzage onling use.

senvices offered,

If your bills can be pai i
paid by mail, then havin i
. , g a regular ch
Eizgsﬁs:;ss;.f If they ca(? be paid electronically, you migﬁfwarft ae %ﬁf t?;f;ﬁ
or you to do so. Cash might work be i

: ‘ tter for you if i
g(cgﬁzscin, but remember that cancelled checks and ilectr};i?cpayyogr o

nt evidence that a payment has been made and accepted e

2anking Services

Banks f_fera aIlety Of vices u a H]EI[\ [[]II]e(] at

O % S€ e \_(O ynOt need to e
) use a]_l Of i i

bUt it's good to knOW abOllt What yOou mlght dO Iate].’ on y"

¢ Checki i
Checﬁﬂl;ga;c;cl?;;ltlstor DDAs—This is one of the most useful services
.your P te you make purchases in any amount up to the limit of
your depos ;m <! fn yOclll make a payment by mail. The bank has to honor.the
thclaw DDAS forfg , or when pr_esented with a check, so they are also
e s b .ezéwand Deposﬂ: Accounts.”Because they generate a lot
R nO,WI o examngl em uslry is steadily moving toward electronic banking
b o ‘:51 t},ly;}lur check may be processed by a cashier and handed
nghtback ryf the rest of the”paperwork” done electronically, M
prefer ‘to present your monthly sumrmary electronicall er than
gut a paper copy in the mail. oy raherthan
* bavings accounts and Time deposits—Savings accounts and ti
. . . d tl i .
‘cllveif;iivrae;tggt mvmthdrgwals. You may be able to make a certairzxn r?u?;bteefgf
indrepals o a saV?gs Account, apd fewer on time deposits. In rétum a
banlc wall u Wﬂl}; fpay s 1 ghtly higher interest rates on money that you Call'lft
o il foion m };oufc tﬁse. your account, you can have your money back, but
e ost of the Interest you expected to earn. Opening a sav,in 5
o ply?fu get mto. the habit of saving, and build a credit ratin gjf
o accounf;pa yd 0‘3 ; cr(.ath. card. Your best strategy might be to opeg a
savings accou ben add to it with regular deposits—even if your deposits are
small ou \i surpnsed how small amounts can build up over time and
it Yoursc o k{;ls?; Cc;;j rl{}tf)(}l;s n]nz;ic like a ciedjt card, but it is electronicaily
ted oy unt. ¢ a purchase, you simply swipe
: Ilril dllast ;ff‘s‘;r than writing a check. Because the mor?e}; is Ereaiiecriii
y from your account to the merchant’s account, there is a lot less

EERS | Financial Clerks

his Career

TEES Texas Essential Knowledge and Skills

f{continued from p. 292)

148 _describe the role of government
in the U.S. free enterprise system
qnd the changes in that role over
time

14C  evaluate govermnment rules and
regulations in the U.S. free
enterprise system

16B  analyze the advantages and
disadvantages of sole e
proprietorships, partnerships, |
and corporations

16D explain how corporations raise ‘
money through siocks and
bonds

17A  explain the functions of
financiaf institutions and how i
they affect households and !
blusinesses * I‘

17D examine the types of accounts ‘ ”
availahle to consumers from i
financial institutions and the
risks, monetary costs, and
benefits of maintaining these
accounts

188 explain how to begin a savings
program
18D demonstrate how to maintain a

checkir_wg account, including |
reconciling a bank statement o

continued on the next page

cert.ificates of deposit/CDs ‘
receipt showing that an investor
has made an interest-bearing
loan to a financial institution

reserve requirement
formula used to compute the
amount of a depository
institution’s required reserves




TERS Tevas Essentil Knowedge and Sls

{continued from p. 293)

18E  identify the types of loans
available to consumers

18F explain the responsibilities and
obligations of horrowing money

18G develop straiegles to become a
low-risk borrower by improving
one’s persenal credit score

194 examine ways to avoid and
aliminate credit card debt

It is your birthday, and
. your uncle has given
| you a new, crisp one-
hundred-dollar bill. You
| decide to opena
I checking account with
| the money. You go to
| the bank with your older
brother, a recent college
| graduate who Just
| started working as @

paperwork for you, the bank, and the merchant. Merchants like debit cards
rough if there isnot enough money Inyour -
ed checks. However, your risk of -
od, as they are with a credit card

because the purchase will not go th
DDA, and they don't have to deal with bounc
Losses on a lost or stolen debit card isnot limit
A stranger could have access to all of your money! The risk and the cost of *

fraud lie directly on cONSUMErs

« Credit cards—A credit card allows you 10 Lorrow money directly froma bank::
limit. You are usually allowed to pay the loan.

back in a 20- to 30-day grace period without having to pay any interest. Ityo

up to a previously determined

fail to pay the Joan off on time, interest can be charg;
at rates often approximating 20-25 percent. Credit

most profitable services. Most cre
pefore the end of the grace period.
high, a careless consumer can easily en
or never-ending, loan from the hank on a relatively small balance.
Smart card—A smart card is simil

but has a built-in microproce

credit card. The information on
and can be used as an identification car
from a merchant, Smart cards are widely used
to gain acceptance in the United States. Because they require an entirely
different type of card reade, the changeover fromthe magneticstrip technology

ss0r NS

to emmbedded microchips will be slower than many

Flectronic Funds Transfer (EFT)

dit card holders fail to pay the account in full.
Because the monthly interest rate is s
dup with the equivalent of a perpetu

ar to a credit card in size and appearance,
tead of a magnetic security Strip. The
microprocessor has many more safety features and is sherefore safer than
the card includes much more data about you
d as well as for electronic purchas
in Furope and are just beginning

— This term generally describes any sy
fhat uses computer and electronic technology in place of checks and othe

ed on the borrowed fund:

cards are one of a bank’ Pay Attention to the Details

you need, and which fees you really need to pay.

people would like.
aking Yourself Creditworthy

will gladl

&Omgyouzcrgiz I?rr;llgements to have _a small amount automatically deducted

o your eneclr _g— andom_;t and placed in savings where your money will earn a

demoremeretat Wl.] ble alittle lfess convenient to access. Or if your employer
i o Iepob‘alts ina credit union, consider that option as well.

for future use. It m%}laell;o zi‘gﬁtﬁiﬁ ;};anhpm"iie szdeSt D pationce

, u have the discipline an i

;oe re;;r)lgasrll;inaesl ;irji?}?ng path to finalgcial success. No one £ﬂl expegtia}tffil;;

persol such z.ive a lot of savings, but a demonstrated track record of
P nd success will open up many other opportunities in life. ’

Yoli already know that b

] anks offer a wide range of # "
customers. ge of “products”or services to thei
S gfo?hiﬁ) knhgw tl.w.at banks and depository institutions charge fees fili
make a profit. Wh , which is understandable because banks are in business to
; -What you should do, however, is carefully consider which services

Banks i .
o you s(lr?o]?ﬂtdhf Satmel community often charge different rates for their services
e jl;ynpgrtzartnt all ym; can about these alternatives. Then decidé
. T nt to you. Finally, shop around f -

Only a few of the fees listed in I » shop around for the best prices.

isted in Figure 10.3 are likel

ow, but ; . : ely to apply to you ri
it Ot;ler?;:}?e many of them will. Also, some of them are aispe}sfsed}rfnorftl}gl{lt
A as overdraft charges can occur several times a month Som};

érvices, such as on-line bill
3 ‘ paviments, are often offered at
istomers. The bottom line: avoid unnecessary fees - nocostioatirctnew

ir “credi iness” i i ]
| itworthiness” is your financial standing today based on the credit

e &

% reporter. At the bdanbk', paper fransactions. SOme TFT services include those provided by ATMSs 1y you created, Whi

| ig ?da ari C? i[\l{]eeno?j : ce)en l;t)f . let you bank any ime, direct deposits of payrolis by companies, pay-by-pho ld);ne atez et : V\]Zhﬂe Yo; may not have a credit history now, you can begin

| . . . : store by purchasing an it : " &

| credit card. Your ol der gystems, deb1fc card purchases, electronic check conversions that convel ayments, Or better yet, you can bgﬂ . em on_}_ay away and keeping up with the
paper check into an electronic payment at a store, or virtually any.ot 2 a good financial refationship with a bank

| prother says he thinks
] you'd be better off
| without a credit card. In

ventu i i
e )311113@ your creditworthiness may allow you to have bigger and more
creive ke?gIS, such as a car, a home, or a comfortable retirement. In the
ntime, keeping yourself out of debt will have its own rewards When'peopl
. e

transaction that involves the clectronic movement of funds. The term app
to so many different situations that it no longer describes a unique activi

If you can’t th.in.k of .’[}1(—3‘ rlght

] . . -

‘i ae;egigarsg:ifg; Banks also offer a number of other services, from providing safety-depos = hemseives in trouble with their credit card debt, th i

i brgther’z caution b hoxes for storing valuables to helping new corporations issue stock to invest d to earn enough income to pay for past e di , they run into a constant word while discussing this

| comparing and Y Whether or not you are a regular consumet, if you are an emerging entreprer is hard to put a price on peace Ofp mindx%en ares. lesson with classmates, try

‘i contrasting the positive of a full-fledged business, any one of your local bankers would be more t creditworthiness, do not expect to get i’; chnot}ur}g m ‘11fe is free. If you using a synonym. If you

| and negative aspects of happy to visit you and help assess your needs. Remember that competitl ou should feel that the investm & without discipline on your side. cannot th.mk of a synonym,

' . 0 banking is like competition anywhere else—talk to more than one banke EAD B estment has been well worthwhile! use a definition or deserip-
: __ EADING PROGRESS CHECK tion to tell your audience

| debit cards. Be sure o
| include in youy answer
i whether you agree or
| disagree with your

| brother’s advice.

what you mean.

Explaining What are some of the benefits of having a checking-account?

Rounding Out Your Financial Litera
J . ; 5. Exploining How do smart hanking praciices contribute to

CUIDING QUESTION How dosmart banking practices contribute to your own ﬁnancidl lite fining’ Explain what a state-chartered bank is. 234 your p
- : own financial literacy? 170, 228

the best services at the best price. ining W
. % Why should you make creditworthiness a goal for your future?

i nEADING PROGRESS CHECK

Writing About Economics

6. Lnformatﬁve/Exp!anatory Write a short paragraph explaining
| ow you handle money for purchases. Incl

Ny . . Include whether you
the GLIIdIng Questions have a bank account, the type of account, and what ’

ing

g How does a bank become estahlished? 224 technology you use. If you do not have a b

explain what you d ank account,
you do instead. 23D

There are many components to financial literacy, and a sound knowled
banking fundamentals is one of thern. Developing your own creditworthi
another important component, as the relationship you have wit
commercial bank or other financial institution will be key. '

Why You Shouid Save -
Ciet into the habit of saving, and do it as if your savings will be your only
retiremnent income. If you have a Demand Deposit Account (DDA) Wlth :

ting ;
% Why have so many different methods evolved far
-money? 17D, 224
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TR IT YOURSELF ONLINE -

For an interactive version of this ¢ebate
. go to connected.mcgraw-hill.com

i GOLE STAMDARD

S CAN gwfzkf &%%@g RO
WHICH TR, PREVEM

ThHz %&%g&%?%g?ﬁ%? Lizeg THE cEOERAL RESERVE
oMY FResg AIDANG THE

EOORIIY PLIREE

RECESSIONS

Should the
gold standard
have been
abandoned and
should it be

Risg,
NC
PRICES ONSUMER

@NAL‘?E%N@
the issue

_Z“vwf‘%.gm W 1y Y
=Y L4 at the world map showing the

1. Anolyzing Visuols Look carefully

A GOLD STANDAQD
WOULD REDUCE THE
1.8, TRADE DEFICIT

Though the United States
abandoned the last remnant of
the gold standard system in 1971,
some people argue that we
should restore it. Why? The gold
standard limits the power of
government to print money and
cause inflation. It also establishes
fixed exchange rates in
international trade.

: L location of current gold mines in the
hmiE world, 11 id
el rid, If the world returned o an
e BT B e gt ’ .
S international gold standard, would

.i H g - i
the United States be the major

source of gold? If not, what areas of

i‘he"économy grows, the price le S .
X , the pri o
price level will have to fall. The same the worid would be the sources of

mount c.)f gold-backed currency has to supporta growing volume of
ranGCtlonS, something it can do only :f the p}iées are lower, unless th
gpp:ﬁ/ of new gold by the mining industry magically rises at,the s e
ate as the output of other goods and services, If not, prices go d n

d real interest rates become higher. ‘T , o

goid?

2. Exploring issues How do you
think the return to the gold standarg
would affect the countries that have

A few nations NOw control the
global gold supply, and a gold
standard would give them power
to affect economies throughout
the world. Also, gold is not
endlessly available, and linking

| large, active gold mines?
—Barry Eichengreen, “A Critique of Pure Gold”

3. Evolugting Which arguments do |
vou find most compelling? Explain
YOUN 8Nswer.

the money supply to gold limits
how much economies can grOW.

The United States flourished
under an international gold
standard with a fixed-exchange
system from the 1940s into the
1960s. By the end of the 1970s,
however, the dollar had grown
weaker. Other countries had built
strong economies, and inflation
had made the dollar less popular.
When the United States stopped

Gold Prices, 2013

exchanging dollars for gold, the
fixed exchange rate system Alluvial gold deposits

ended.




298

LESSON 1

LESSON 2

Types of Money in
Colonia! America

The Gold Standard

LESSON 3

» Issuing stock _
» Consumer and Business deposits
« Loans, investments, and fees

« Checking accounts or DDAs ‘

« Savings accounts and Tlme Deposits
« Debit cards

+ Credit cards

« Smart cards

« Electronic fund transfers

» Save regularly _ _
» Pay attention 10 financial details

« Establish your credit WorNINESS

Lesson Raview

Leasson 4

@ fdentifying Explain what specie was used in the
. North American calonies. 234

@ Specifying Name three ways fhe money in the
United States today meets pecple’s needs. 128, 224

Lesson 2

: Inferring Why was the issuing of Silver Certificates
in 1878 a positive step in establishing a

naticnal currency? 224

Identifying Beginning in 1933, what happened o
the Gold Standard? 13D, 224

Comparing Considering the evolution of currency in
our country, what were some of the negative aspects
of previously used currency? What are the positive
aspects of the currency we use today? 12C

@ Explaining How does a bank earn money? 224

@ Drawing Conclusions How does the system of
reserve requirements expand bank deposits? 138, 224

State and National Banks

Directions: On ¢ separate sheet of paper, answer the questions below. Make sure
you read carefully and answer alf parts of the questions.

Critical Thinking

9 Identifying Centraf Issues |dentify how the U.S.
government established a system in 1933 to protect a
customer's bank deposits. 148, 224

9 Constructing Arguments Write a blog post in which
you state whether the Fed is the most effective way
of maintaining monetary stability. 6D, 134, 22C, 23D

@ Speculating Assume that you inherited $5,000.
Would you spend it or deposit it in a savings or
checking account? Would you buy a CD or investigate
other investment possinilities? 17D, 184, 228

0 Explaining Defining the terms commodity money and
fiat money, explain how both were used in colonial
America and why the limitations of commodity money
led to the development of fiat money. 128, 234

Analyzing Visuals
Use the graph below to answer the following questions.

@ Reading Graphs What banking activities occurred in
the years just pricr to the Great Depression? 22E

@ Identifying Graphs Compare and contrast the
numher of state-chartered banks in 2010 with the
totals in 1879 and 1890. 224, 22E

@ Predicting What has happened to the number of
banks since 19857 Do you think this trend
will continue? 224, 22§
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Directions: On @

you read carefully and answer all parts of the questions.

| Review your answers to the introductoty questions at the
' beginning of each lesson. Then answer the Essential
| Questions on the basis of what you learned in the
| chapter. Have your answers changed? _
@ Summarizing In a one-page essay, explain two ways
ihe establishment of the Federal Reserve System

changed the monetary system in the United States.
43R, 724, 23D
® Understanding Relationships Wite a short essay

discussing one way in which technology has affected
the use of money in the global world today. 124, 224, 23D

Social Studies Sidlls

@ Defending Are bank mergers good of bad for the U.S.
economy? Wiite a one-page position statement,
supporting your opinion with your reasoning. 22¢, 23D

18] Presentation Skills Investigate the services and
fees of two banks. RBank 1 has a branch in your
neighborhood or town, and Bank 2 is an online bank.
Make a muitimedia presentation outlining their

services and fees and presentitto the class.
17D, 23C, 23D
@ Creating and Using Graphs Use the Internetor a

newspaper to find the number of state-chartered
banks In your state for cach year of the last 10 years.
Use the data you collect to create a graph showing
whether the number of state-chartered banks in your
state increased of decreased in the last 10 years.
22E, 23C

Building Financial Literacy

@ Decision Making Adopting a financial plan that

involves banking services is an important part of your
financial literacy. You also need 0 understand fees for
hanking services and know how to find the highest
interest rates for your accounts.

a. What strategies might you use 1o ensure you get
the most services at low fees? Make a list of ways to
“shop around” for the best bank for your needs.
Include online banks.

Need Extra Help?

separate sheet of paper, answer the questions below. Make sure

b. Describe your financial plan to meet your five-year
financial goals~such as paying for college, buying a
cay of a house of condo, ot taking a trip. What action
will you take each year to reach those goals? 470, 248

Analyzing Primary Sources

Read the excerpt and answer the questions that follow.

\n 2013, Congress passed legisiation to lower interest
rates on student loans. Refore the bill passed, interest
rates on student loans ran as high as nearly 8 percent.

“The bill passed by Congress would lower interest rates
for all types of student loans, at least for the near future.
Undergraduate loans issued for the coming school year
would carry d rate of 3.86 percent, while graduate and
PLUS loans would be offered at 5.4 percent and 6.4
percent, respectively.

_Allie Bidwell, “Congtess Approves Student Loan Deal,
1.5, News and World Report, August, 2013

@ Explaining Why do you think Congress wanted to
limit interest rates on student loans? 210, 724,220

@ Considering Advantages and Disadvantages What
impact, positive and negative, might the decision havé
on coliege and graduate students? 21D, 224

¢® Making Predictions Do you think that in the futue
Congress will always actto limit interest rates on
student loans? 218, 2R

IF You've Missed |
Question @ @ \ @ ‘ @

@\@‘m

|®

Go 1o page 286 | 293 | 287|292
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