MONEY

As an economy becomes more specialized, people give up bartering (exchanging goods and services for other goods and services) for money. Bartering is most commonly used in traditional economies. 

3 USES OF MONEY

1. Medium of Exchange- money determines value during the exchange of goods and services

2. Unit of Account- money provides a means for comparing the values of goods and services

3. Store of Value- money keeps its value if stored rather than used

6 Characteristics of Money

1. Durability- must withstand wear and tear that comes with being used over and over.  
(We have coins and paper money.)

2. Portability- must be easy to transport and exchange

3. Divisibility- must be easily divided into smaller denominations

4. Uniformity- people must be able to count and measure money accurately

5. Limited Supply- supply must be scarce

6. Acceptability- people must be able to exchange money for goods and services

MONEY’S VALUE

· Representative Value- Our money has value because it can be exchanged for something else of value.  It does not have value in and of itself (if it did have a value in and of itself, it would be called commodity money).  In America, money used to be “backed” by gold or silver, but this went out in the 1930s.

· Fiat Money (also called Legal Tender)- our money is valuable because our government says it is valuable. 
THE FEDERAL RESERVE

Federal Reserve System (Fed) – our nation’s first central bank

· Created in 1913 by the Federal Reserve Act 

· System is created of 12 regional Federal Reserve Banks throughout the country. NC is part of the Richmond Federal Reserve District

· Federal Reserve Board – supervises the banks, members appointed by the president

· Main Tasks of the Fed

· Supervise and Regulate Banks

· Implement Monetary Policy

· Ex. During times of recession and depression the Fed decreases interest rates. (this encourages lending and discourages savings)

During times of inflation, the Fed increase interest rates. (this encourages savings and discourages lending)

·   Control the amount of currency that is made and destroyed on a daily basis

·  Set required reserve ratio for demand deposits

· Change the discount rate – interest that commercial banks pay the Federal Reserve 

BANKING

Bank- an institution for receiving, keeping, and lending money

Early Banking in the US

· Very informal banking

· A merchant would allow customers to deposit money and charge a small fee

· But this was not always safe… what if the merchant goes out of business or is not trustworthy?

Two Views of Banking

· Federalists (Alexander Hamilton)

· Centralized banking was necessary

· Hamilton proposed a national bank 

· issue a single currency

· monitor other banks throughout the country

· manage the federal government’s funds

· Anti-Federalists (Thomas Jefferson)

· Decentralized banking system

· Banks should be created and operated by the states
FUNCTIONS OF BANKS

Storing Money- banks provide a safe, convenient, insured place to store money

· Federal Deposit Insurance Corporation (FDIC)- created in 1933 to insure customer deposits if a bank fails (up to $100,000 per account)
Saving Money- banks provide 4 ways to save money 

· saving accounts

·  checking accounts

·  money market accounts – money lent to the bank for a short period

·  certificates of deposit (CDs) – money lent to the bank for a longer period of time. 

 (money held in a checking account is a demand deposit, because checks are paid “on demand”; CDs are time deposits, because the money cannot be withdrawn immediately without penalty)

Loaning Money- banks provide loans, and make money by charging the borrower interest

· Banks use fractional reserve banking- meaning that banks only keep a fraction of funds on hand and lend the remainder.  The Federal Reserve establishes the required reserve ratio, or the fraction of deposits that must be held in reserve.

· Credit Cards- banks issue credit cards (a card entitling its holder to buy goods and services based on the holder’s promise to pay later), and make money by charging interest

· Collateral- property used to secure a loan.  Lenders require collateral to ensure they will not lose money on defaulted loans.

TYPES OF FINANCIAL INSTITUTIONS

Commercial Banks- offer checking services, accept deposits, and make loans

Savings and Loans- originally created when members deposited funds into a general fund and then borrowed money to buy their own homes; now serves many of the same functions of a bank

Credit Unions- cooperative lending associations for particular groups (i.e. state employees), usually small, specialize in home mortgages and car loans, some provide checking/saving

