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| nflation and Deflation —What isMoney Worth?

Today’'s Topic ...

$$$5$ Your Money $$$$

What isit REALLY worth?
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Test your $Money$ 1Q?

Pop Quiz...

Test Your $Money$ 1Q7?
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| nflation and Deflation —What isMoney Worth?

Today’'s Topic ...
What isyour money REALLY worth?
Wedl, a$isalwaysa $right????

Sort of ....

What your money isworth or the
amount it can buy can change over
time.
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Purchasing Power

Thevalue of
money, as measured
by the amount of
products and
Services it can buy.
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GAME TIME

ThePrice lsRight
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Guessthe price of the following item:

—I JL.-|.|IL|:I'-.I o 1)

 1930:
— $445

2004:.
— $20,089
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Guess the price of the following item:

o 2004.
Gambteia., Soups — $1.00
© Economic Awareness Council http://www.econcouncil.org Slide 8

5/18/2004



Guessthe prices of the following items:

e 1930:
— $0.05

e 2004:
— $0.65
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What caused this priceincrease?

| nflation

The sustained (or
continued) Increase
In overall prices
over time.
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Let’sLearn About | nflation

White Bread Prices. 1980-2004

0.6+

0.5

1980 1982 1934 1986 1038 1990 1992 1994 1996 1998 2000 2002 2004
Month

© Economic Awareness Council http://www.econcouncil.org Slide 11

5/18/2004



Two Critical Concepts

o Supply isthe amount of a good
producers are willing and able to sell at
agiven price.

 Demand isthe amount of a good that
consumers are willing and able to buy

al agiven price.
s ;:' | é
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GAME TIME

| Want Candy!
(Yes, it was an 80’ s song)

20¢
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How Much Will YOU Pay?
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What isa Key Cause of Inflation?

| ncr eased Demand

* Anincrease in the amount of money increases
demand

Why? Let’'swork thisout ...
——
p——
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M ore money means each dollar buysless

Let’sPie (try) it!
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Who Controlsthe Money Supply?

The FEDERAL
RESERVE

— An independent agency
of the US government
that helps oversee the
nation’s banking system
(the FED)

— Est. 1913

Alan Greenspan — Chairman
of the Federal Reserve Board
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What doesthis mean to us?

An increase In the money supply means that
consumers will have more money as aresult of
higher wages and increased borrowing
- If more money is out there—each $ has
less purchasing power.

- There is more money chasing the same amount
of products.

!"9"0' A ala
b4 O

© Economic Awareness Cour 3 http://www.econcouncil.org Slide 18
5/18/2004



GAME TIME

| Want Candy!
Part ||
(Yes, it isstill an 80's song)

206
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How Much Will YOU Pay?
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A Key Disadvantage of I nflation

When there is high inflation, it
Isdifficult for wagesto
keep pace with inflation.
Thismakesit harder for
peopleto afford products.
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|s There Always I nflation?

NO' | | Prices can go up OR down over time.

Annual Inflation Rates 1914 - 2003
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So What Happened to Prices During the Great Depression?

They went DOWN and ...

They did not reach 1929 levels again until 1943!!!!

Average Prices During the Great Depression
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Rising and Falling Prices- News TODAY!!
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SoWhat Islt Called When Prices Decr ease?

A continued decreasein overall pricesiscalled ...
DEFLATION

In a period of deflation, each $isworth moreasit
has mor e purchasing power .

@
@
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Why Does Deflation Occur? Why Would Pricesfall?

When demand islessthan supply,
prices will fall.

Remember the $10 Snickersbar.
What if you just had $17?
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Why Would Demand Decr ease?

Let’sFind Out ... What Happened During the Depression?

Lay Offs
c ) Businesses /
pownturn Cut Back
[ \‘ Lower Wages

‘ Demand, Prices, Consumers

and Profits Fall Cut Back
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Why Would Demand Decr ease?

Let’sFind Out ... What Happened During the Depression?

The Fed
cutsthe ———| Prices Go Down
$ supply
Lay Offs
» | Businesses
) Cut Back
Demand, Prices, — | Lower
and Profits Fall Wages
t Consumers |«
Cut Back
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But If PricesFall, Isn't That Good?

Surelower pricesaregood but ...

Lay Offs

Lower Prices |—*

Profits

L ess Business /
\

Lower Wages

=)
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Why Can Deflation Lead to More Deflation?

The Case of the Big Screen TV:

My Husband wants a Big Screen TV
Prices are high but falling fast
What should a husband do?

Consumers &
Businesses delay
purchases

A

Prices Fall

v

In most situations, prices reach alevel at which consumers and
busi nesses resume purchases, however, if the economic downturn
and deflation are too severe, this process continues until ...
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What Can Break The Cycle of Deflation?

What would have happened if 25
vegetable loversjoined the class
for thefirst auction?

DEMAND, DEMAND, DEMAND

How can you increase demand and
prices?
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So What Happened to Prices During the Great Depression?
i

—

They went DOWN and ...

They did not reach 1929 levas acid® ™
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Why Does ThisMatter to Me?

The Summer Job: T
In afew years, it islikely that
many of you will belooking for a
summer job. )
<

What would deflation mean to you asa
job hunter? 2
F-

T

What would high inflation mean to you
asaworker?

So what isthe Fed’ s goal? What do we
hope for?
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The Goal

Because of the disadvantages of
deflation and high inflation, the
Fed shootsfor ....

L ow I nflation .

just like we have today!!!
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|f the lunch lady asks,

Herearethe5thingsyou really need to know:

When the supply of productsincreases, pricesfall.
When demand for products goesup, pricesrise.

|nflation iIswhen pricesarerising.
Deflation iswhen pricesarefalling.

Thevalue of a dollar can go up or down over time.
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