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Today’s Topic …

$$$$ Your  Money $$$$

What is it REALLY wor th?

Inflation and Deflation – What is Money Worth?
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Test your  $Money$ IQ?

Test Your  $Money$ IQ?

Pop Quiz …
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Today’s Topic …

What is your  money REALLY worth?

Well, a $ is always a $ r ight????

Sort of ….

What your  money is wor th or  the 
amount it can buy can change over  
time.

Inflation and Deflation – What is Money Worth?
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Purchasing Power

The value of 
money, as measured 
by the amount of 
products and 
services it can buy. 
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GAME TIME

The Price Is Right
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Guess the pr ice of the following item:

• 1930:
– $445

• 2004:
– $20,089
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Guess the pr ice of the following item:

• 1930:
– $0.12

• 2004:
– $1.00
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Guess the pr ices of the following items:

• 1930:
– $0.05

• 2004:
– $0.65
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What caused this pr ice increase?

Inflation 
The sustained (or 
continued) increase 
in overall prices 
over  time. 

$$$$$$$$
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Let’s Learn About Inflation

White Bread Pr ices: 1980-2004
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Two Cr itical Concepts

• Supply is the amount of a good 
producers are willing and able to sell at 
a given price. 

• Demand is the amount of a good that 
consumers are willing and able to buy 
at a given price. 
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GAME TIME

I Want Candy!
(Yes, it was an 80’s song)
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How Much Will YOU Pay?
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What is a Key Cause of Inflation?

Increased Demand
• An increase in the amount of money increases 

demand
Why? Let’s work this out …
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More money means each dollar  buys less

Let’s Pie (try) it!

$ 1 $ 1

$ 1 $ 1

$ 1

$ 1 $ 1

$ 1

$ 1
$ 1

$ 1
$ 1
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Who Controls the 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 does this mean to us?

An increase in the money supply means that 
consumers will have more money as a result 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.
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GAME TIME

I Want Candy!
Par t I I

(Yes, it is still an 80’s song)
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How Much Will YOU Pay?
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A Key Disadvantage of Inflation

When there is high inflation, it 
is difficult for  wages to 
keep pace with inflation. 
This makes it harder  for  
people to afford products.
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I s There Always Inflation?

NO!!! Pr ices can go up OR down over  time.

Annual Inflation Rates 1914 - 2003
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So What Happened to Pr ices Dur ing the Great Depression?

They went DOWN and …

Average Prices During the Great Depression
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They did not reach 1929 levels again until 1943!!!! 
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Rising and Falling Pr ices - News TODAY!
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So What Is I t Called When Pr ices Decrease?

A continued decrease in overall pr ices is called … 

DEFLATION

In a per iod of deflation, each $ is wor th more as it 
has more purchasing power .

$1 $1

$1 $1
$1 $1
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Why Does Deflation Occur? Why Would Pr ices fall?

When demand is less than supply, 
pr ices will fall.

Remember the $10 Snickers bar . 
What if you just had $1?
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Why Would Demand Decrease?

Economic 
Downturn

Businesses 
Cut Back

Lay Offs

Lower Wages

Consumers 
Cut Back

Demand, Prices, 
and Profits Fall

Let’s Find Out … What Happened Dur ing the Depression?
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Businesses 
Cut Back

Lay Offs

Lower 
Wages

Consumers 
Cut Back

Demand, Prices, 
and Profits Fall

Why Would Demand Decrease?

Let’s Find Out … What Happened Dur ing the Depression?

Prices Go Down
The Fed 
cuts the 
$ supply

Businesses 
Cut Back
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But I f Pr ices Fall, Isn’ t That Good?

Sure lower  pr ices are good but …

Lower Prices
Less Business 

Profits

Lay Offs

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?

Prices Fall
Consumers & 

Businesses delay 
purchases

In most situations, prices reach a level at which consumers and 
businesses 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?

DEMAND, DEMAND, DEMAND

What would have happened if 25 
vegetable lovers joined the class 
for  the first auction?

How can you increase demand and 
pr ices?
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So What Happened to Pr ices Dur ing the Great Depression?

They went DOWN and …

Average Prices During the Great Depression
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They did not reach 1929 levels again until 1943!!!! 
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Why Does This Matter  to Me?

The Summer Job: 

In a few years, it is likely that 
many of you will be looking for  a 
summer job.

What would deflation mean to you as a 
job hunter?

What would high inflation mean to you 
as a worker?

So what is the Fed’s goal? What do we 
hope for?



© Economic Awareness Council http://www.econcouncil.org Slide 34
5/18/2004

The Goal

Because of the disadvantages of 
deflation and high inflation, the 
Fed shoots for  ….

Low Inflation
just like we have today!!!
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I f the lunch lady asks,

Here are the 5 things you really need to know:

When the supply of products increases, pr ices fall.
When demand for  products goes up, pr ices r ise.

Inflation is when pr ices are r ising.
Deflation is when pr ices are falling.

The value of a dollar  can go up or  down over  time.


