


Introduction 2
This is my continuation of the introduction. Here I will talk about what are money, the business cycle, and the Federal Reserve System. Up and down, round and round; like natural phenomena the economy alternates between expansion and contraction, but unlike nature, the rhythms of the economy are irregular. The ups and down of the economic activity are knows as the business cycle. When the economy is contracting output is decreasing, and employment is on the decline.  When economy activity approaches its peak we often experience inflation or rising prices. Like any other cycle the business cycle operates on a patter that repeats itself over and over again. Economic activity rises and falls above and below its upward slopping, long term trend. When the gross domestic product has fallen (GDP) for more than two quarters, this is considered a recession, and both the output and the employment decline. The lowest point in the recession is called the trough, at which point the cycle turns and the economy begins it recovery, and unemployment decreases. Later we enter in an expansion approaching full employment, maximum output and correspondingly high consumption. At the peak of expansion this often results in higher overall prices, or inflation, demand or supply decreases and the economy begins a down turn. History shows that the business cycle continually repeats itself in this discernible pattern, however, the length of a given cycles and the extremes of its highs and lows vary. Fluctuations can be caused by events outside the economy. Like war and hurricanes and changing factors in the economy like the interest or government expenditure. During the World War I, the United States had unprecedented levels of production, followed by a brief recession and then postwar boom. In 1929 the stock market crash and along with saturated consumer market, bank failures combined to create the worst economic decline in U.S history called the Great Depression that was until 1933. During that crisis the unemployment augments 25 percent. Between 1939 and 1944 federal government spending rose 400 %. The unemployment rate dropped to less than 2 percent and the national output nearly doubled. The post war period was a time of economic growth, interspersed with minor recession and one fairly serious bout with inflation. In 1960 the country was mired a recession again. A major tax cut and another war stimulated the economy to eight years to continuous expansion. Unemployment falls to 4%. In the 1970 a recession accompanied by sudden increased in the price of oil, led to a stagnating economy with double-digit inflation, reducing buying power was one reason why millions of women entered in the work forced for the first time causing an increases in the unemployment rates. By the 1980 the combination of recession and inflation led to major tax cuts to stimulate the economy. Unemployment and inflation did fall, but later in the decade government budget deficits increased and the gap between the rich and the poor began to widen. After 1991 the national economy experienced the longest period of peacetime and expansion in the U.S history. Yet the inflation rates remained relatively low the federal kept close watch on price levels and other economic indicators, willing to raise interest rates and slow the economy if inflation threatened, with a rate less than 5%.     

In 1944 Franklin Roosevelt declares that every American has a right to a job. But can the government guarantee that we will never have another great depression?  In 1961 John Kennedy has promised to get the country moving again. Many presidents like the ones mentioned before even if they have different policies and ideas they have one common resolve. The government must never permit another great depression. This video is going to be about fiscal policy: can we control the economy? The 20 years after the World War II brought self-confidence to Americans political economics, the lessons of depression and war convinced the economist and politicians alike that the government could promote prosperity by manipulating taxes and spending. These continuing adjustments are called fiscal policy. In 1944 Americans had vivid memories of the great depression; they remember one quarter of the work force without jobs, factories closes, families hungry and remember an inspirational leader who showed them that the government cared. By 1944, 12 million were in uniform and 66 million more had jobs supporting the mightiest war machines ever know.




Fiscal policy became based on the theories of the British economist John Maynard Keynes. The Keynesian theory consisted in the idea that government can influence the economy by increasing or decreasing tax levels and public spending. This influence also curbs inflation, decreases unemployment and maintains a healthy value of the money; however, everything must be done in balance in order for it to work. As an example, an increase in the supply of money followed by an increase in consumer demand can cause a decrease in the value of money. If an economy is during a Recession, unemployment levels are up, and consumer spending and investment is down. In order to resolve the problem, the government decides to increase economic activity by decreasing taxes; as a consequence, consumer spending increases while government spending does the same by buying services from the market. With this action, government will then be creating jobs and wages that are responsible of fueling the economy; as a result, unemployment will decrease and the economy will become healthy. If an economy is passing through a period of very high productivity, it can have too much money in the market. An excess of supply decreases the value of the money and pushes up prices; thereby, inflation occurs. If fiscal policy is not continuously monitored, balance in our economy can therefore disappear and create a non healthy economy. The goal of expansionary fiscal policy is to reduce unemployment; and its tools would be increasing government spending or decreasing taxes. By doing this, the AD curve would shift to the right increasing real GDP and decreasing unemployment; however, it can also result in inflation. When facing inflation, the government must slow down the economy by using fiscal policy to increase taxes. As people pay more taxes there is less money flowing in the nation and less consumer spending; as a consequence, the economy slows down and inflation is curbed. Another tool that fiscal policy could use is government spending. If government decreases spending there will be less money in circulation. The effects of fiscal policy are not the same for everyone; usually it would just affect the middle class. Decisions like creating a school would only benefit a small group of people; thereby, it wouldn’t do a big increase in aggregate employment levels. The biggest question faced by policymakers is how much should the government interfere in the economy. This question was mainly introduced by President Hoover, Roosevelt, and Lyndon Johnson. It is no wonder that the economics profession was feeling pleased with itself by 1965. For two decades the country had prospered severities of the business cycle had been sharply reduced we thought that fiscal policy held the key to ever increasing growth and prosperity.

Almost every that we do involves money. Money is created by the government as specified in the constitution and regulates the value, therefore is many different of opinion of how should be done. 



Money is a mysterious substance because you cannot eat it, you can wear it but everyone wants it and it has not use until you changed for something else, could be spend it or borrowed. Great civilization has existed without need money like the Egyptians. The mother could not exist without money. Money is the most import use that we used. Money is wordless if you do not have something to buy. The study of money is really complex. Money is not just coins and bills but also checks and anything that is accepted like money. Gold and silver is so expensive that are not anymore use to make coins. Money is the universal power to change for other product. It can be use many times for different people and transactions. Money is like a public bus, because us a public utility and it has a certain limited of people. Money has a balance to production in that way the prices do not increases or decreases. Balance is the most important thing in the economy of the country. A constantly increase or decrease in money and in product change the price and the value of the money. Money also acts as a temporary storehouse a method to save a product or a service for future uses. For example is impossible to save a banana for more than a few days but by using money you can buy it in different day. Money usually is confused with wealth. Wealth is consider every that we have. Wealth is created by work and money is that substance produce by work to buy something. Without work there will not be product to sell. In other word there is not such a thing like a free lunch because someone has to work to produce that lunch. The wealth of the nation is the sum of all goods and services produce by those who are working. Is some people are not working the total wealth is not as great as could be. Money serves as any other carrier of a product it carries credit or purchasing power from place to place or form person to person. Too much money or too little money interferes with the distribution of goods and services. Money measures the value of a product. Money to be functional must be managed with responsibility to maintain the balance of its value. Too little money there is not much exchange of products and a recession. In the 1920 was unbalance and cause a crisis and many people died.  Money is a storehouse of value. Saving store money for when you need it. When you put this money in a bank the bank loan this money to other people with an interest, in this way the money don’t loose its power and its value. Because the banks do this when we put our money in a bank or in government bonds we expect to keep its value. Money should be dome producible for the good of other people. The surplus of money causes that there is inflation and if there is not too many money the prices are going up. If the people and the government have lack of education of how to use the money they can destroy the economy of a country causing inflation and unemployment. Like what happen in 1920 and cause the crisis of 1930. When the government produced too much destroy the value of saving money and bonds. 

“The panic of 1907 was when many banks went under and the banking system went on the shoulders of JP Morgan. Morgan brought the banking system out of the panic.” President Wilson signed act in 1913 for the Federal Reserve System to be started. Its job is to make sure that banks never close. When a person takes out a loan, the bank adds an interest rate in order to make a profit. When the loan is granted, a person is not given cash. The money from the loan is simply put in an account and transactions can be made under this account. The Federal Reserve is the bank that banks turn to like you and I turn to out local bank. Here is an example of how our bank uses the Federal Reserve: if the Hunter's Creek Branch Washington Mutual has too much money, then it deposits money it to the Federal Reserve which increases its account balance. So when our bank needs money it turns to the account at the Federal Reserve. Everyday money is sent to the Federal Reserve. Machines load and unload the trucks full of money. It takes all of the money o be counted. Approximately 80,000 bills are counted everyday. These machines also pick out counterfeit bills and worn out bills. If a bill is counterfeit and the professional catches it, the bills are then sent to the secret service for further investigation. Old and worn out bills are shredded and then compressed into a brick, which is then considered trash. The Federal Reserve is made up of 12 regional banks and its official headquarters is in Washington D.C. Merritt Sherman, who was on the board of governors said, “At the Federal Reserve the discount rate was first tool used by reserve and was the rate at which the banks are charged to get money from the reserve. It would go up to discourage borrowing and go down to encourage borrowing.” The stock market crash marked the beginning of the market meltdown. Lester Chandler said, “The Federal Reserve failed to have any order in the system and when the stock market crashed everyone scrambled to figure out what to do. There were not central banks because people did not know we needed them.” Andrew Brimmer, the Federal Reserve board of chairman stated, “When international sources took gold out in 1931 the Federal Reserve raised their concern. They then raised the discount rate. The results were disastrous as a whole for the economy.” The money supply affects the economy and when the Feds affect the money supply it affects the economy. The Federal Reserve should put more reserves in the system then there would be more money in system but lower rate so that more people borrow and buy but when the Federal Reserve raises discount rate it had negative effects and shrank the money supply.” This is known as the monetary policy. In 1935 the Federal Reserve gained the right to use monetary policy with open market operation. When US went to WWII the Fed would buy all the bonds the treasure would put out that the public did not buy, this was to support the war efforts. Open market operations are the purchasing of government securities sales reduces reserves, buying increases reserves. After war the Treasurer wanted the Fed to continue buying up the bonds this lead to disagreements with the Feds wanted to restrain inflation that may be due to a drastic expansion of the money supply. The Fed is independent agent and the Treasurer is part of the executive branch. The Treasurer had political pressures due to them being part of congress. In 1951 the Fed and Treasurer worked out their disagreements. The Federal Reserve won and used open market policies to keep things balanced. When the Fed buys bonds the money supply will expand because banks will increase the money they have and can lend and then people can put money in bank which will increase the money supply. The guns and butter theory means the Federal Reserve’s idea was that we could spend what was needed for war and also continue to keep our economy running the same way as before.” In 1965 to avoid inflation the Federal Reserve raised the discount rate. Then they sold bonds to tighten up the money supply, and in 1967 inflation dropped. By lowering the money supply it could prove to be disastrous for some markets as id happening in the 60’s with the housing market. In conclusion, the Vietnam War proved not only the problems but also the solutions that the Federal Reserve has on the economy. The ending result is that the Federal Reserve is the most important bank in our economy and is like the core of our nation.  

