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Lesson One

WE LIVE IN A “MONEY ECONOMY” (D

Money can be.. EARNED by working ... SPENT now
on things we need ... SAVED for future spending ... or
BORROWED for immediate use.?!

Money is a vital part of our everyday lives. Money, as we
know it, takes two forms: cash money which consists of coin and
paper currency and checkbook money which most people use
1o pay many of their bills. The important thing to remember,
though, is that they are interchangeable. We can deposit
cash into a checking account. Or we can write a check as a
substitute for cash. 2

Money in itself really is useless.® But as a medium of
exchange it has value. The value is what the money can buy.
Here is a simple example. )

Ten years ago one dollar could buy:
hamburger postage stamp
ice cream cone ball point pen

Today one dollar can buy:
hamburger

Ten years from now one dollar might buy more or less or
the same. Strange, isn’t it? One dollar always equals 4 quar-
ters or 10 dimes or 20 nickels or 100 pennies. So the dollar
itself doesn’t change. But what the dollar will buy, how
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much it will buy, does vary.* Why does the value of the dollar
change? How does this change affect us? How can we limit
the dollar’s changing value?

Imagine our economy as one huge machine. Instead of
mills, factories, farms, offices and shops, this one machine turns
out all our goods and services. Everyone with a job works this
Total Production Machine.® Some workers repair and maintain
jt. But most work to produce cars, washing machines, houses,
food, tanks, roads and health services®. .. almost all the things
we need and want.

Of course, everyone who works the machine gets paid.
Some are paid in cash. Others are paid by check. In fact,
sometimes this checkbook money is deposited directly into
workers’ bank accounts.

Then, either with their cash money or checkbook money,

people buy things to eat and wear and enjoy. Thus, people
work on the machine . . . get paid by the machine . .. and buy
what the Total Production Machine has produced. When peo-
ple buy all that the machine has produced, then everything is in
balance ... the value of our money is stable and healthy.
But...
... once in a while, people decide to buy fewer cars. Or the
federal government may cut back its spending on the space pro-
gram. Perhaps local governments defer building a new school.
Or industry decides to spend less on steel, for example, thinking
that there is enough stockpiled in the nation’s warehouses.
And when spending or demand slows, then the machine’s speed
is reduced.
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Fewer people are needed to work the Total Production
Machine. As some incomes are out off, total buying is even
less than before. The machine works still slower and more peo-
ple are laid off. This state of economic affairs — this imbalance
between demand and supply — is called recession.

Sometimes the opposite happens. Instead of cutting back,
people, industry and governments may decide to buy more.
Demand goes up and our Total Production Machine gets busier.
As the demand for its output becomes greater and greater, the
machine must work harder and longer to produce more cars,
more space capsules, more schools, more steel, more health
care . . . more of the things that are wanted.

More people are hired to work the machine. Earnings
rise. And spending increases . .. pushing the machine to even
greater efforts.

However, there’s a limit to what the machine can produce —
at stable prices. Working at full throttle, the machine must
use obsolete and inefficient parts. This is costly. Further,
untrained people must be hired who may be less productive.?
So costs go up still more. And as costs go up, prices go up,
too. ,

How can we produce more without rising prices? How
can growing demand be satisfied at stable prices? To solve this
problem. ..

... we must improve and enlarge the machine. To produce
more at prices that stay level, we must add to the machine’s ca-
pacity.® Therefore, part of the machine’s output must be
assigned to expand its capacity. This means that we must post-

3



pone the demand for additional cars, washing machines and
services . . . so we can spend more on steel mills, electric generat-
ing plants and spare parts . . . the things that are needed to ex-
pand the Total Production Machine.

It seems, though, that people prefer not to postpone their
demand. They would rather spend their incomes right away.

Some suggest that we get funds for new parts for the Total
Production Machine — as well as for cars and other things we
want — by creating more money.

The banking system can create more money when people
wish to borrow to supplement their spending out of current in-
come.® (We shall see later how banks can create money).
Borrowing may expand the Total Production Machine’s output.
But when the machine is working near or at full capacity, the
rapid creation of more money will not increase production fast
enough.

Since we cannot buy more than is being produced, the ad-
ditional money only increases the competition for the available
supply of products.'® Too many dollars are chasing too few
goods. Prices of many kinds of goods will tend to go up. A
dollar will not buy what it did before . . . and its value — what
and how much it will buy — will go down. This state of econo-
mic affairs — this imbalance between demand and supply —
is called inflation.

Inflation hurts many people. Those receiving fixed in-
comes, such as pensioners, find that their dollars buy less. And
people with savings accounts find that inflation reduces the value
of their savings.
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Since too little spending may lead to recession and too much
spending may lead to inflation . . . how much new money is need-
ed to keep our economy growing, employment high and prices
relatively stable? How much would keep output and spending
rising and in balance? How much would spill over into infla-
tion? These questions involve monetary policy, the basic
concern of the Federal Reserve System.** —By Federal Reserve
Bank of New York
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., Money can be... EARNED ... by working ... SPENT

now on things we need . . . SAVED for future spending . ..
or BORROWED for immediate use.
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. But what the dollar will buy, how much it will buy, does
vary.
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The banking system can create more money when people
wish to borrow to supplement their spending out of current
income.
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These questions involve monetary policy, the basic concern
of the Federal Reserve System. “the basic concern of the
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Lesson Two

WE LIVE IN A “MONEY ECONOMY” (1)

The Federal Reserve System — the Fed, as it’s called —
is one of the institutions that influences our nation’s economic
condition.? Tt seeks to keep our money healthy — by stabilizing
its value — within a growing economy. By influencing the
money supply, the Fed’s monetary policy aims to avoid the
extremes of inflation and recession . . . to encourage high employ-
ment and to safeguard the purchasing power of our dollars.

In a way, the Federal Reserve System might be called our
“money doctor.” A medical doctor tries to prevent as well
as cure illness. The doctor examines and studies the patient’s
physical condition, symptoms and medical history. If the pa-
tient suffers from a vitamin deficiency, the doctor tries to help the
patient to achieve a healthy balance.

Our “money doctor” also tries to prevent as well as correct
economic illness ... by continuously examing the “patient’s”
conditton and symptoms ... and making economic diagnoses
of our country’s financial health. When an imbalance develops,
the “money doctor” tries to help the economy grow and achieve
a healthy balance.

. Established by Congress in 1913, the Federal Reserve Sys-
tem is composed of 12 regional district banks and supervised by
a 7-member Board of Governors in Washington, D.C.%? Re-
serve Banks serve the public interest by working through about
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