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OW COULD WE ACQUIRE THINGS IF THERE
WERE NO SUCH THING AS MONEY 7

OF COURSE, WE COULD TRADE AWAY SOME
OF THE THINGS WE OWN IN ORDER ToO
GET THE THINGS WE WANT, BUT
BARTER (TRADING ITEMS FOR OTHER TEMS)
IS INEFFICIENT.
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'@HAT IF THE JEANS SELLER DIDN'T WANT ANY OF THE THINGS YOU HAD TO TRADE?

@ - 1B ARE YOU OUT OF
D ] | YOUR MIND 7
_ -




R REQUIRES A "COINCIDENCE OF WANTS.| | [FINDING A BARTER PARTNER MIGHT
S, FOR BARTER TO TAKE PLACE , A REQUIRE A LONG SEARCH .
PERSON WANTING TO TRADE, LET'S Say, | |

A TEXTBOOK FOR A FPAIR OF JEANS, _ By THE TIME | FIND SOMEONE \
MUST FIND SOMEONE WILLING To [ WILLING TO TAKE MY ECONOMICS Y
PART WITH THE JEANS IN EXCHANGE \ TEXTBOOK, THOSE JEANS WILL
FOR A TEXTBOOK . BE OUT OF STYLE, ANYWAY.

0 N~
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RSHAT'S RIGHT; IT MIGHT TAKE YEARS To
FIND SOMEONE WHO WANTED THE
ITEM YOU WANTED To TRADE LAWAY.

=
©0, BARTER IS TIME -CONSUMING :
IN FACT, ITS PROHIBITIVELY TIME -
CONSUMING. SO IF THERE WERE NO
MONEY, PEOPLE WOULD BE FORCED

| | TO BE MUCH MORE SELF-SUFFICIENT
WHAT A COINCIDENCE ! 8 THAN THEY ARE NOW-- THAT IS,
I'VE ALWAY.S WANTED ONE THEY WOULD TRY TO PRODLICE MANY
OF THESE. :

OF THE THINGS THEY WANT , INSTEAD
OF ACQUIRING THEM FROM OTHER
PEOPLE. PEOPLE IN COLD CLIMATES,
FOR. EXAMPLE, MIGHT TRY TO GROW
THEIR OWN BANANAS .

-~
IF YOU THINK- THAT VINE \
wiLL GRow IN BUFFALO,
YOURE BANAN --




‘TI’HEN, TOO, PEOPLE MIGHT TRY To PRODUCE
THEIR OWN DAIRY PRODUCTS. YOou'D
HAVE PEOPLE TRYING T© MILK CoOwS
WHO DON'T KNOW ONE END OF THE
ANIMAL FROM THE UDPDER-.

JAND, cAN YOU IMAGINE HOW PooR. THE
QUALITY WoULD BE IF PEOPLE TRIED
TO PRODUCE THEIR. OWN COMIC BOOKS,
INSTEAD OF LETTING THE EXPERTS

WRITE THEM?

ﬁrm MONEY, THOUGH, ITS MUCH EASIER
TO CONDUCT TRANSACTIONS .

h THAN ECONOMICS
BoOKS.
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| (Pecause MoNEy MAKES IT EASY |
TO CONDUCT TRANSACTIONS,
WE DON'T HAVE TO BE

SELF-SUFFICIENT AND PRODUCE

| For curseLves ALL THE
DIFFERENT THINGS WE WANT.
INSTEAD, OUR ECONOMY IS

| CHARACTERIZED BY DIVISION
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PIVISION OF LABOR” MEANS THAT
WE DPON'T ALL TRY TOo PROPDUCE :
| ALL THE THINGS WE WANT; INSTEAD,
9 WE DIVIDE THE LABOR ,WITH SOME
PEOPLE FRODUCING DAIRY
PRODUCTS, FOR- EXAMPLE , WHILE
OTHERS PRODLICE COMIC BOOKS,
AND OTHERS MANUFACTURE

| AUTOMOBILES. THAT CREATES A
| HIGHER STANDARD OF LIVING
| FOR. ALL OF us.

=




y DOES DIVISION OF LABOR. LEAD To A HIGHER. STANDARD OF LIVING FOR OUR SOCIETY?
THERE ARE AT LEAST TWO ANSWERS. FIRST, BY SPECIALIZING IN CERTAIN TASKS,
RATHER THAN TRYING TO PRODUCE EVERYTHING, PEOPLE BECOME MORE ADEPT AT
THOSE TASKS AND, THEREFORE, MORE PRODUCTIVE .

GECOND, ECONOMIES OF SCALE DEVELOP, AS THE USE OF SPECIALIZED MACHINERY
MAKES PRODLICTION EVEN MORE EFFICIENT. WITH ECONOMIES OF SCALE, THE

PER-UNIT COST oF PRODUCTION GOES DOWN As Youl FPRODUCE MORE .

N

WE NOw UNDERSTAND ONE OF THE MMOR USES OF MONEY IN SOCIETY. MONEY SERVES AS A
MEDIUM OF EXCHANGE-- THAT IS, TS WHAT WE USE TO BUY THINGS WITH, AND Tb SELL THINGS FOR..

P | THINK I'LL USE SOME OF YouRE MY FAVORITE
THIS MONEY TO GET MY
FORTUNE TOLD . »~

MY FAVORITE
MEDIUM OF
EXCHANGE.




HAT PROPERTIES MUST MONEY HAVE (N ORDER TO SERVE AS AN EFFECTIVE MEDIUM

OF EXCHANGE? FIRST OF ALL, IT MUST BE ACCEFTABLE To PEOPLE WHO WANT TO
SELL THINGS . SELLERS MUST BE CONFIDENT THAT THE MONEY THEY ACCEPT
FEOM YOUu wiLL BE ACCEFTABLE ToO THE PEOFLE FROoM WHOM THEY, IN TURN ,
WANT TOo BUY THINGS.

SURE, I'LL TAKE SURE, I'LL TAKE
THEM. 5 THEM,

i/

INSERT
PAYMENT

err IF THE SAME MONEY WERE NOT ACCEPTABLE EVERYWHERE IN THE COUNTRY 7
SUPPOSE THAT THE MONEY THAT CIRCULATED N NEwW YORK WERE NOT ACCEFPTABLE

TO CALIFORNIANS , AND THE MONEY THAT CIRCLILATED IN CALIFORNIA WERE NOT

ACCEPTABLE TO NEW YORKERS . NEW YORKERS WOULD HAVE TROLBLE BUYING

ITEMS FEOM CALIFORNIA , CALIFORNIANS WOULD HAVE TROUBLE BUYING THINGS FROM

NEW YORK. , AND RESIDENTS OF BOTH STATES WOULD HAVE A LOWER STANDARD OF uwNE:._

ol | SORRY, NEW YORK )\ 48 / SORRY, WE DONT - oY

MONEY ISN'T )L
JTHEATER
~\ TICKETS |




[A NATION'S MONEY |S ACCEPTABLE THROUGHOUT |TS COUNTRY. BUT |F YOU WANT
TO BUY THINGS IN ANOTHER COUNTRY, YOU HAVE TO USE THAT NATION'S MONEY.

FOR EXAMPLE, IF AN |TALIAN OPERA SINGER GOES TO SEE A DOCTOR IN THE UNITED
STATES, HE HAS TO PAY IN DOLLAR

S, NOT IN EURO.

[AymHoush money must ee [
MCCEPTABLE AS PAYMENT [F3e
FOR. ITEMS THAT WE WANT TO

BLly, MONEY DOES NOT HAVE
INTRINSIC. VALLIE--THAT IS, IT

DOES NOT HAVE TO CONSIST

OF SOMETHING THAT HAS

VALUE IN ITS OWN RIGHT,

APART FROM (TS USE AS

A MEDIUM OF EXCHANGE.




VALUE. THE ANCIENT CHINESE
CHISELS As MONEY.

MY NEIGHBOR Seems Y
To HAVE MORE MoneY /A

i SR _

“&l EARLIER TIMES, THOUGH, PEOPLE DID USE
TYPES OF MONEY THAT HAD INTRINSIC

Uusep

(OTHER. SOCIETIES HAVE USED FisH As

MONEY.

MY NEIGHBOR. SEEMS To
HAV/E MORE MONEY THAN
SHE DESERVES.
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YEAH, THERE'S |

SOMETHING
FISHY ABOUT /
HER-. g

o,

)
i
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QFET OTHERS HAVE USED CATTLE AS

mND, OF COURSE, MANY SOCIETIES HAVE
USED GOLD COINS .




'WHYbowemmNcsezusE SUCH (TE
e ITS TOO BAD PEOPLE Y

|~ YES, IF THEY DID, THEN
THE MONEY THE

CARRY WOULD BE THE

HERD SHOT ‘RouUND

THE WORLD.

ING THAT QUESTION WILL HELFP US UNDERSTAND SoME OF THE OTHER. PROFPERT IES
HAT MONEY SHOULD HAVE IN ORDER T© SERVE AS AN EFFECTIVE MEDIUM OF EXCHANGE .

(WHATS WRONG WITH USING CHISELS AS MONEY 7 WeLL, ARST OF ALL, How wouLE
3 =g YOU MAKE CHANGE IF SOMEONE
BOUGHT LESS THAN A CHISEL'S

WORTH OF WHATEVER You
WERE SELLING?

" | DON'T KNOW, "
A I'M THINKKING,

YOU CAN SAY THAT
AGAIN ., IF IT ISN'T ONE




CAONEY MUST BE DIVISIBLE-- AS THE DOLLAR. IS DIVISIBLE INTO HALF DOLLARS , QUARTERS,
DIMES, NICKELS, AND PENNIES ——- AND MANY OF THE ITEMS USED AS MONEY IN
EARLIER. ERAS WERE NOT DIVISIBLE.

EENEY MUST ALSO BE PORTABLE--THAT IS, IT HAS To BE SOMETHING THAT CAN BE MOVED
AROUND, IN ORDER. TO BUY THINGS, AND THE ITEMS WE'VE BEEN LOOKING AT
ARE NOT VERY PORTABLE .

B

7 DonNT RUSH 3 ME.
I'M PACKING MY I'M PACKING MY WALLET.

I'D BE PACKING
‘EM IN LIKE
y SARDINES |F MYy




CRONEY MUST ALSO BE FUNGIBLE. NO, THAT DOESNT MEAN IT HAS To BE ABLE To GROW
MOLD; IT MEANS THAT ONE UNIT" OF MONEY MUST BE INTERCHANGEABLE FoR ANOTHER-.
CHISELS, FISH, AND CATTLE PON'T MEET THIS REQUIREMENT .

[ You CALL THIS Y  [(You cae This
ACHISEL 7 A A FISH 7 :

MONEY MUST BE FUNGIBLE BECAUSE BESIDES SERVING AS A MEDILUM OF EXCHANGE, IT ALSO
SERVES AS STANDARD OF VALUE--THAT IS, AS A UNIT IN WHICH WE CAN MEASURE
THE PRICES OR VALULES OF MANY DIFFER.ENT THINGS.




MONEY THAT WE USE IS FUNGIBLE. ANY | | DRONEY MUST ALSO BE RELATIVELY STABLE IN
DOLLAR. 1S WORTH THE SAME AS ANY OTHER. | | VALUE, AND ITEMS SUCH AS CATTLE AND
DOLLAR. OLD AND WORN BILLS AND COINS FISH DONT MEET THAT REQUIREMENT.
WORTH PRECISELY THE SAME —

T AS CRISP AND SHINY NEW ONES,

T

| CANNOT TELL A LIE;
YOU'RE WORTH AS MUCH AS |.

HY MUST MONEY BE RELATIVELY STABLE IN VALLE 7 ONE ANSWER |S THAT IN ADDITION TO
RVING AS A MEDIUM OF EXCHANGE AND AS A STANDAERD OF VALUE, MONEY ALSO
SERVES As A STORE OF VALUIE--THAT |S, AS A WAY OF STORING UP PURCHASING
POVER., STORING UP PURCHASING POWER 1S WHAT you DO WHEN YOU SAVE-.




[OME TYPES OF MONEY THAT WERE USED IN THE || \F PEOPLE SAVED SoME TYFES OF MONEY
AST WERE NOT VERY EFFECTIVE IN PERFORMING | | TOO LONG, THEY MIGHT FIND THAT THEIR:
MONevs ROLE AS A STORE OF VALLE . | SAINGS HAD ACTUALLY DRIED UIP.

@rﬂwrs JUST ONE KIND OF MONEY WE USE IN
THE UNITED STATES, THE KIND WE KEEP IN OUuR
FOCKETS AND CAN SPEND IN STORES AND
RESTALURANTS ,NEWS STANDS , AND MOVIE THEATERS.
MOST OF THE U.S. MONEY 'SUPPLY CONSISTS
OF SOMETHING ELSE, HOWEVER.. THE MAJORITY
OF THE MONEY IN THE UNITED STATES CONSISTS
OF THE AMOUNTS THAT PEOFLE AND BUSINESSES
HAVE IN CHECKJNG ACCOUNTS.

35 R A e P PSP i L.
MEMBER FDIC HOMETQWN BANK
ACCOUNT NUMBER 379-6112-5

TE] MR.JOMN DOE
410 MAIN STREET
HOMETOWN

CHECKING

| your sronaing. sacance
YOUR ENDING BALANCE

L
YOUR CHECKING ACTIVITY §
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Wen You USE A CHECK To BUY SOMETHING, YOU'RE TELLING YOUR BANK TO TAKE
MONEY FROM YOUR. CHECKING ACCOUNT AND SEND IT TO THE OTHER
PERSON'S CHECKING ACCOUNT.

GPHE VALUE OF TRANSACTIONS | [THATS BECAUSE CHECKS HAVE SOME MAJOR ADVANTAGES OVER
FOR WHICH CHECKS ARE CURRENCY. ONE ADVANTAGE IS SAFETY.IF YOu LOSE CASH, ITS
USED IS MUCH LARGER GONE. BUT IF You LOSE A CHECK,You HAVENT LOST YOUR
THAN THE VALUE FOR WHICH | |MONEY, WHICH IS IN YOUR ACCOUNT IN THE BANK. .

CURRENCY 1S USED. S _ 7 ~




), A CHECK IS PROOF THAT YOU HAVE MADE A PAYMENT.

BUT IF YOu MAIL CASH TO PAY A BiLL , YOu HAVE NO PROOF
THAT you SENT I(T.

YES, | HAVE THE
CANCELED CHECK
RIGHT HERE.

CONVENIENCE . THINK , FOR-
EXAMPLE, OF HOW MUCH
EASIER. IT IS TO MAIL
SOMEONE A CHECK. FOR.
$19.99 THAN To MAIL THE
SAME AMOUNT IN CASH .

7 NO, | CANT TELL You

THE SERIAL NUMBERS

OF THE $I0 BILLS
THAT | MAILED.

ACCOUNTS
RECEIVABLE
DEPARTMENT

(BHECKS OFFER ANOTHER ADVANTAGE: THEY MAKE MONEY EXTREMELY PORTABLE, BREAUSE
THE MONEY EXISTS SIMPLY AS A BOOKKEEPING ENTRY AT A BANIKL ,You DON'T HAVE TO
CARRY IT ANYWHERE |N ORDER TO TRANSFER IT TO SOMEONE ELSE, THE CHECK SERVES
AS THE INSTRUCTION TO YOUR BANK TO TRANMSFER THE MONEY OuT OF »OUR ACCOUNT
AND  INTO THE OTHER PERSONS ACCOUNT.

Pespre THese ADVANTAGE'S, THE COST OF PROCESSING CHECKS MAKES THEIR (ISE
UNECONOMICAL. FOR. SMALL TRANSACTIONS .

R — | WANT YOU TO CHECK- OUT
= A THE NEWS STORIES,NOT WRITE
ME A CHECK.THE PAPER (O




IKE CHECKS, CREDIT CARDS
OFTEN ARE A CONVENIENT

CREDIT CARD PBiLL ARRIVES.

[/A cREDIT CARD 1S NOT MONEY,
THOUGH. WHEN YOU CHARGE
SoMETHING WITH A CREDPIT CARD
You ARE SIMPLY PROMISING
[To FAY FOR THE ITEM AT A
LATER m‘I‘E, AFTEER YOUR

We rave seen maT currency

AND WHAT IS HELD 1IN
CHECKING ACCOUNTS ARE
EsTH KINDS OF MONEY, AND WE
KNow THAT WE WOuULD ALL
LIKE To HAVE MORE MONEY.

| CAN USE THE PEN THAT
| BoUGHT WITHA CREDIT
CARD T©o WREITE THE cHecKk
To FAY THE BiLL .

[T tvoerRsTAND WHY, We MusT

REMEMBER THAT OUR. MONEY
HAS NO INTRINSIC VALUE. WE
CAN'T EAT IT, FOR EXAMPLE.




WHE THINGS THAT DO HAVE INTRINSIC VALUE ARE THE GOODS AND SERVICES THAT OuR
ECONOMY PRODUCES-~ THINGS LIKE oP,HOUSING, AND EDUCATIONAL AND

MEDICAL. SERVICES.

[TF nieres 1o Much Morey P Wiy Does THe BALLOON N
AROUND IN EELATION To THE THAT USED TO COST TWENTY-
NATION'S OUTPUT OF GCobs AND | Five cenNTs Now cosT :
SERVICES, THE RESULT CAN B& —
INFLATION -— THAT 1S, A GENERAL
RISE IN FRICES .

==




HEN PEOPLE HAVE MORE MONEY To SPEND AND THE VOLUME OF GOODS AND SERVICES

DoesSN'T INCREASE AS FAST, SELLERS FIND THAT THEY CAN RAISE PRICES AND SELL

AS MUCH AS THEY DID BEFORE .

] i it
| I

)\ SHOULD | PuT UP THE

I -:-1

NEW SIGN 7

(INFLATION CAN BE BAD FoR. SEVERAL REASONS,
ONE IS THAT T UNDERMINES THE VALUE OF

I ® LR o
I CouLP HAVE BOUGHT
MORE WITH MY
SAVINGS TWO YEARS AGO
THAN | CAN NOW.

ALSO, INFLATION 1S UNFAIR. IN THAT IT MAKES
SOME PEOPLE WORSE OFF BECAUSE THEIR
INCOMES DON'T RISE AS FAST AS PRICES .

IM SORRY, BUT THIS IS ALL GRANDMA §S
CouLD AFFORD . MY PENSION DoESN'T
GO AS FAR AS (T USED TO.

ION ALSO HURTS PEOPLE WHO LEND
MONEY AT INTEREST RATES THAT DoNT AT
LEAST EQUAL THE RATE OF INFLATION .

| CANT BUy AS MucH WITH THIS $#105
AS | COULD HAVE BOUGHT LAST YEAR

WITH THE $I00 THAT | LENT Youl. r 11
g

DLY RISING PRICES ALSO CAN CEEATE A
MOOD OF UNCERTAINTY THAT CAN DISCOURAGE
SAVING AND INVESTMENT AND HURT THE
GROWTH OF THE ECONOMY.

I'D BETTER NOT BUILD Too MANY HOUSES .
LUMBER COSTS AND WAGES ARE GOING
WAY UP, AND | MAY NOT Be ABLE TO
CHARGE ENOUGH FOR THE HOUSES

TO MAKE A FROFIT.




1@?8-’- TIME, THE UNCERTAINTY AND |[/DND A BUSINESS DOWNTURN MEANS LOWER INCOMES AND>
FEAR c»gN LEAD TO A BUSINESS || MORE UNEMPLOYMENT.

BUSINESS OUTLO)]

@H:LE Too RAPID GROWTH IN THE MONEY THERE ISN'T ENOUGH MONEY IN THE ECONOMY,

SUPPLY 1S A DANGER TO THE HEALTH OF FEORLE WON'T BE ABLE TO EoRROW To BuYy
THE ECONOMY, TOO SLOW GROWTH IN THE THINGS LIKE HOUSES AND cARS .
MONEY SUFPLY ALSO FPOSES A THREAT. : B

BUSINESSES WONT BE ABLE TO BORROw To INVEST | | AGAIN, THE RESULT cAN BE A
IN NEW FACTORIES AND EQUIFPMENT . RECESSION-~ A FERIOD WHEN THE
- ———— T ——— T AMOUNT OF GOOoPS AND SERVICES
THAT THE COUNTRY PRoDUCES
ACTUALLY DECLINES.

PRODUCTION OF 6O0DS AND SERVICES

"




£5)0, THE SUPPLY OF MONEY IN THE ECONOMY MUST GRoW NEITHER-TOO RAPIDLY NOR TOO
SLOWLY, BUT AT A RATE THAT KEEPS THE VALUE OF OUR MONEY STABLE ANDC LEAPS
To STEADY 6ROWTH IN THE ECONOMY. | = - y =

o 3 v , e o

B THIS MONEY SUPPLY W, 5 / THIS MONEY SUPPLY )

[flow bo WE MAKE SURE THAT THE U.S. MONEY | [HE FED HAS A NUMBER OF TeoLS To
SUPPLY GROWS AT THE RIGHT RATE 7 THATS THE JOB | | INFLUENCE THE GROWTH OF THE MONEY
OF THE FEDERAL RESERVE SYSTEM, OR"“THE FED, ” SUPPLY. ONE IS CALLED "RESERVE
FOR SHORT, WHICH CONGRESS CREATED IN 19/3.

3

@sselzvs REQUIREMENTS ARE THE PROFORTIONS| [QHoEVER BoRrROWS THE #5b FROM THE BANK.
OF THE DEPOSITS THAT BANKS MUST KEEFP ON | | 1S LIKELY TO DEFPOSIT IT IN A CHECKING
HAND AND ARE NOT ALLOWED To LEND ouT. | |ACCOUNT, Too. THAT PERSONS BANK. cAN
FOR EXAMPLE, IF THE RESERVE REQUIREMENT | | THEN LEND oUT 907 oF THE #90, 0R #8I.

IS 10% AND You DEFOSIT $#I100 IN A BANK. THE

BANK. CAN LEND #90 ofF THAT #1000 ™

SOMEONE ELSE, BUT |T IS NOT ALLOWED

To LEND THE REMAINING #]O.




@nmsn THIS PRoCESS, THE BANKING SYSTEM @y TS POWER TO SET THE LEVEL. OF
ACTUALLY CREATES MONEY. FESERVE REQUIREMENTS, THE FED

— I % | |INFLUENCES THE AMOUNT THAT BANKS CAN
. | |LEND OUT AND THE AMOUNT OF MONEY THAT
.o | I[THE BANKING SYSTEM CAN CREATE-.

ﬁN PRACTICE, THE PROCESS OF INFLUENCING THE MONEY SUPPLY IS A COMPLICATED ONE,BUT ITS
ONE THAT CONGRESS HAS DESIGNATED THE FED TO PERFORM. WHEN IT WORKS WELL, THE

US. ECONOMY CAN BENEFIT FROM TS POTENTIAL TO GROW STRONGLY AND P'EowD&
_M‘EE:C.ANS WITH ADEQUATE JOBS AND A HIGH STANDARD OF LIVING .

AND HAVING A MODERN MONEY
SYSTEM WITH THE FED INFLUENCING
THE MONEY SUFPLY CERTAINLY BEATS
THE OLD DAYS, WHEN | HAD TO
WORRY ABOUT GIVING CHANGE .




Glossary

Coincidence of wants — A situation in which two people each want what the other wants to trade,
a condition necessary for barter to occur.

Division of labor — An approach to production in which different workers specialize in different
tasks to achieve savings.

Economies of scale — The benefit of lower per-unit costs that result from large-scale production.

Federal Reserve System — The central bank of the United States. The System consists of the
seven-person Board of Governors and 12 regional Federal Reserve Banks,

Fungibility — Interchangeability; money is fungible in that any dollar is interchangeable with any
other dollar.

Inflation — An increase in the general price level.

Medium of exchange — An item that is generally accepted as payment for other items; money
serves as the medium of exchange in our economy.

Money supply — The amount of money in the economy; the U.S. money supply available for
immediate spending includes currency and checking accounts at depository institutions.

Recession — A time period in which economic activity declines.

Reserve requirements — The percentage of deposits that banks are required to keep either as cash
or as deposits at a Federal Reserve Bank.

Self-sufficiency — The production by oneself of all the goods and services that one needs.

Standard of value — An item used to define the price or value of other items; money serves as the
standard of value in our economy (see “Unit of account,” below).

Store of value — An item used to save, or to store, purchasing power for future use; the main store
of value in our economy is money.

Unit of account — A unit in terms of which the prices or values of goods and services are
expressed; the dollar serves as the unit of account in our economy.

For more information about
New York Fed education
programs, Visit:
www.newyorkfed.org/education

To schedule a tour, go to:
www.newyorkfed.org/aboutthefed/
ny_tours.html
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