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'LEARNING OBJECTIVES

student

At the conclusion of this chapter, s will be able to:

Discuss the development of the mone system in the United States
Explain the importance of the Federal Reserve Bank, including its

role in establishing monetary policy within the monetary system of
the United States
Discover the general workings of the US. Tr
effects of borrowing by the government versus

sectors of credit users
Describe the interest rates in several sectors of thelinvestment

sury and the economic
se of other

marketplace 1
»  Define usury and explain how it has been regulatedﬁ»

INTRODUCTION

When you need a shirt and the only thing you have of value to trade is 2
sg}(():l;lt,o};il;al:iaeve a Icalroblem. The system of barter allows someox{ewith one
o or tra good to purchase by exchanging another good or service; it

ot always work very well, Historically, this system dampel;éd the
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growth of trade and economies i

n general. Money—symbols of value—
succeeded the barter system. ’ R

" No Fommodity is more widely used and less understood than money.
ost of us know very well what money can do; its value lies primarily

in our confidence that other people will accept it in exchange for goods
a.nd services. Money has been a part of all known civilizations, func-
Ao giashancs Aimp dhmthe barter system of trading goods
ities of high intrinsic value, such
even salt and spices, have long
many areas of the world, peo-
r modern incarnation of busi-
gible qualities of trust and con-
ndividuals and nations place in
onds or other promissory certif-
ament’s authority. Of course, the

bates taking place during the

30s, and the present Great

007). In the early years

idance, the control of
ate, and the political
arly reflected in the
to create a central
at the federal
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: _president; members serve terms of
governars/is apmtedel;); tflr'lc'.:nlaJ sollitrics——at least in theory. 4
> s WBEederal Reserve Bank Board, chosen from amgop,
Jresident, serves a four-year term, but one that
residency. While the chair has only one vo
o influence the selection of the 12 Federy)
dds to the power of that office. The chair als,
hich of the five out of 12 district president
1 Market Committee. (See Figure 2-1 for ap
f the Federal Reserve Operations.)
for many other functions, such as oversee.
. monitoring the Equal Credit Opportunity
 national credit policies. But it is the Fedy
influence the cost and availability of mort-
interest rates from 2001 to 2004 helped fue]
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stable rate mortgages and other
option ARMS and interest-
| interest rates rose in 2005.
ed drive up delinquencies,
hally had to adjust to a rate
ments double. The Federal
owers to keep interest rates
2010 to early 2015.

the nation’s monetary poli-

plicies is to maintain a stable

nd better living conditions.

ect a global economy, and

ffect those of the United
aints.

nomy through the
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can create damaging recessions or even deflation in the price of assere

f money in this count -
But true measures of the amount o ) yur i l"Y are difficyy to
determine, which in turn makes sound decisions difficult,

The size of our total money supply—and the enormouys econop,
it serves—makes the problem appear almost bey01.1d comprehengjq,
For clarification, we will use a simplified example. First, remembe, that
the value of money used today is represented by the amount of 800ds anq

units of goods and ser.
purchase these products
services is worth $100,
eral years, the economy
 Therefore, assume that
s and services for sale,
money. With twice as
the price of each unit of
1 another way, the value
y 50 cents to buy what a

ame period of time
900 units of goods
$3 million, then
ey available,

uy what for-

falue of the

ust be
‘work-
§sion.
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g power. In this definition,
s in that recent banking
accounts can be used.
deposits” is no longer so
nt to be automatically
account. In a “zero bal-
the checking account is
by the amount of checks

1€ depositor.
f the money supply in
al banks as the keepers of
funds have increased to
ad savings deposits in the
e Fed uses in making its
Il.individual retirement
th nonbank institu-
ompanies, such
money market
e the deposits
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pmination ($100,000 and over)
titutions, term Eurodollarg helq
banks, term repurchase agree.
gs associations, and balay,..
futual funds. As of Novemp,,
increase from $7,343 billiop

6, the Federal Reserve Bap
release, the Federal Reserye

" to convey any additional ip-
at was not already embodied
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ntly, the board judged that the
data and publishing M3 out-
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through August of 2014 to off

effects of the recent financial crisis,

States is controlled by the
ough a system of 12 dis-
e Banks to facilitate local
mately 8,800 commercial
in the country. The Fed’s
vernors and five of the 12
h month. At these meet-
es, examines the influence
e of the economy. Then it

se in the available money
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buy government

ot” because the
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m various banks, sent to the Fed in payment for the bongs
Federal Reserve. Therefore, the cash is no longer

withdrawn fro
and locked away in the
available for banks to use in making
decides it is necessary to speed up the

tnus 1

further loans. Alternatively, if the Feq
economy, it can buy government
le to banks. The increased cash is

yre loans, thus improving busi-

influence interest rates in the
billion in bond purchases on
rest rates about one-quarter
lence interest rates over the
money, foreign money mar-
s, and investors’ perceptions
ing interest rates low during
ny adjustable rate mortgage
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from it. This tool is
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As indicated earlier in this chapter, more recently the Fed has been
actmg to change the federal funds rate rather than to change the discount
rate 2re :

rest. W : 1dely reported in the media as
not a mandatory change.

g rate, different in all parts

other for short-term loans

ments under federal rules.

ds rate” Between banks, it

ots is the one involving the

y injecting or withdrawing

ding consisted of adjust-
dit programs. Under unu-

tnerships, and corpora-
owing consultation with
System. To advance this
ine that credit was not
provide credit would
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The United States Treasury

exempted the first $2 million of
hents. Today, these liabilities are

2d transfer accounts, ineligible
S issued by affiliates maturing in

nsaction accounts less amounts

ons and less cash items in the

erred to as “liabilities” since they
n to their depositors.

nuary 22, 2015, for those
or liabilities in excess of
million to $103.6 mil-
'Fed made no change
on April 2, 1992, it

om 12% to 10%
ement brought

ing system

nimal effect
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ment hves within its income, tax revenues are syf.
smit:spends more money than it raises jn

money. If the govern

orrow rather than print more
owever, to pay for overspend-
e that requires the consent of
he reason is that the Fed, with
only entity with the power to
ecurities issued by the Treas-
d solely on Treasury securities
ower. Currently, the power to
 with two departments of the
ting prints currency, and the
to minting coins like the pen-
ery day, the U.S Mint was one
the U.S. Government, dem-
ding was the first federal
e Constitution.

rather than print-
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Interest Rates

as long as when growth resumes, excess money is slowly withdrawn from
eeconom to reduce.its.infl

A AR EION
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be more accommodating with
particularly in election years.
I interest rates” (translation:
ncrease in the money supply
tion can debase the nation’s
seemed to be running a sur-

imount of borrowing neces-
~term money and fuel lower
-quality yields propelled the
les, and that the subsequent
ed securities, collateralized
bined with lax and poorly

t financial market meltdown.
lustry, borrowing by the gov-
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