Economics Ch 10 – Money and Banking

Money: Its Functions and Properties

1. _____________________________ is anything that people will accept as payment for goods and services. Money is anything that people will accept as payment for _______________________ and ______________________________.  

2. Money should perform three important functions. 


______________________________________________________


______________________________________________________


______________________________________________________

Medium of Exchange

3. Money must serves as a ______________________________________________, or the means through which goods and services can be exchanged. Without money, economic transactions must be made through ________________________. This method is very difficult, because you have to have something that someone else wants, in exchange for what you desire. Money on the other hand, allows for _____________________ and ___________________ pricing of goods and services.

Standard of Value

4. Money serves as a __________________________.  It allows people to measure the relative costs of goods and services.  A $20 shirt is worth two $10 phone cards, four $5 hamburgers, or twenty $1 cokes. Regardless, a ______________ is a _____________. 

Store of Value

5. Money acts as a ______________________, something that holds its value over time.  No matter how long you save it, it will still be accepted wherever and whenever you decide to spend it. 

Properties of Money

6. Physical

1. ___________________________ – money should be durable, or sturdy, enough to last throughout transactions.

2. ___________________________ – needs to be small, light, and easy to carry.

3. ___________________________ – should be divisible so exchanges can be made. Divisibility allows for flexible pricing.

4. ___________________________ – should have features and markings that make it recognizable. 

7. Economic

1. ___________________________ – money’s purchasing power should be stable. The amount of goods/services should not change quickly.  

2. ___________________________ – must be scarce to have value.  

3. ___________________________ – must be accepted, a valid medium of exchange.  

Commodity Money

8. ________________________________ derives its value from the type of material from which it is composed.  Coins made from _________________________ could be melted down it would be worth its _____________________.  One problem with this type of money is if it becomes too __________________, people will hoard it and not spend it.

Representative Money

9. _______________________________________ is paper money that can be exchanged for something else of value. In the ________________________________ people would give pieces of paper to promise how much they owed.  It was easier to do this versus pack around a bag of gold.  

Fiat Money

10. ________________________________ has value only because the government has issued an order saying so. In fiat money, coins contain only a miniscule amount of precious metal.  Its worth is ________________________ than its face value. The governments role is to maintain the value of fiat money.  They do this by controlling the ________________________ – maintaining its _____________________. 

Money in the United States

11. Money consists of what can be used immediately for transactions.  _______________ is paper money and coins. Checking accounts are called _______________________ because funds in checking accounts can be converted into currency “on demand”.

Development of US Banking

12. In 1791 ______________________________________ was influential in establishing the _______________________________________________ in Philadelphia.  It was successful, but Congress refused to renew its charter in 1811.  Minus a bank, the US government had difficulty financing the _______________________ against Britain.

19th Century Developments

13. The _____________________________ was established in 1816.  It made money supply more stable.  Opponents saw it as too powerful and __________________________________vetoed it in 1832. ____________________ sprung up after 1836, all banks were state banks.  Each issued its own currency. In 1863, Congress passed the ______________________________________, which led to the creation of _______________________________.  They were chartered by the national government. In 1900, the government officially adopted the _______________________.  This meant one dollar was worth a set amount of gold.  

20th Century Developments

14. In 1913, Congress passed the _______________________________________, which established the Federal Reserve (the Fed) – a true central bank. It consists today of ________________________ regional banks.  The Fed provides financial services to the federal government, __________________________, issues national currency, and ____________________________________
15. In 1929, many banks failed due to ________________________, consumers panicked and _____________________ all their money. Because of this, many depositors lost all of their money. President Franklin Roosevelt proposed the Banking Act of 1933.  It created the ____________________________________________.  It provided ________________________________ so that if a bank failed, people would no longer lose their money. 

16. In 1980 and 1982, Congress passed laws that lifted government limits on savings and loans interest rates.  This allowed S & L’s to make _________________________ than usual.  As a result, many S & L’s failed and lost ___________________ money. Congress agreed to fund S & L’s ________________________ to protect consumers, unfortunately it cost taxpayers hundreds of billions of dollars. 

Types of Financial Institutions

17. _________________________________ are privately owned and the oldest form of banking.  They are also the _________________ type of bank.   They provide ________________ and __________________________, _____________________, ____________________________________, and ____________________________.

18. ______________________________________________ (S&L’s) began in the US in the 1830’s.  Originally they performed two purposes

1. ___________________________________________________________

2. ___________________________________________________________

      Today, S&L’s offer many of the same services provided by commercial banks.  

19. _______________________________________ are cooperative savings and lending institutions, similar to commercial banks and S&L’s. The major difference with credit unions is that it _____________________________________.  To be a member, you must belong to a ________________________ or ____________________________ that offers this benefit. NCUA (National Credit Union Association) insured. 

Innovations in Modern Banking

20. What services do banks provide today?

1. ________________________________________ – customers can deposit money for safekeeping.  Their bank accounts are insured if the bank fails.

2. ________________________________________ – by depositing money, customers can earn money.  This is called interest, where your money actually makes more money.

3. ________________________________________ – customers can borrow money from the bank (loans) to purchase high dollar goods.  

Technology and Banking

21. Technology has changed the way consumers use banks. Most banks offer _______________________________________________, that allow customers to make withdrawals, deposits, and transfers. ________________________ are used to withdraw cash from ATM’s and also used like a check to make purchases. 

