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TEACHING TIP

Now is a good time to
use the BASIC SUP-
PLY/DEMAND CURVE
overlay. Explain that
due to strong de-
mand for all goods
and services, most
economists believe we
are headed up on the
curve toward a Boom
period. If any unit

can double its loan
amount, it will increase
its profits (net income)
by 50%. Use one unit
as an example. Then
allow interaction to
begin.

DAILY DIRECTIONS - 2

Help the bankers, if necessary, to complete their records. Remind
students this is a “demonstration cycle” only. Indicate they should
pay close attention because in Cycle 2 they will do all these things
on their own.

. Using Overlay 1, explain how the Federal Reserve System “creates

money.” Again, warn students they are on their own to make this
system work to their benefit.

Day 3: Cycle 2

. Have the Fed unit audit the bankers. Allow some time for ques-

tions and answers on procedures or problems that come up. Take
time here to be sure that everyone is clear on the system and its
function.

. Explain to the entire class that Cycle 2 is a fresh start. Everyone

will begin with all clear forms and no accounts or debts. This may
confuse some. Clarify now! If you are Unit 10, Carpenter, you as a
person are not going to buy another truck; but since you “carpen-
ters” in general buy trucks every year somewhere in the United
States, you must take out a loan to buy a truck.

. Explain to the 13 units that they are now free to deal with any

bank in any combination. They may save at one bank and bor-
row at another (although some banks may require the borrower
to keep an account with them). They must get a savings account,
a checking account, and get a loan, but it can be anywhere. You
are now introducing competition and choice. But, the bankers
will also have freedom of choice, and some of the units are not
good risks. This will introduce the concepts of rate differential and
outright economic rejection. Let them think about this while you
prep bankers in reference to the risk factor.

. Tell bankers to review the RISK FACTOR MEMO in their materi-

als. Be sure they know they can use different rates for different
customers, and they must have some loan interest coming in to
stay profitable. Allow them some time to consider their policy/
policies.

. Let Cycle 2 begin; you may have discord, anger, confusion, and

name-calling when bankers refuse to give loans to units or raise
interest rates. Each unit gets only five minutes to plead its case
with any one banker. Some units may have to go to all these
banks in an attempt to get loans. Have units who have completed
acquiring their loans write a three-paragraph description of the
Multiplier Effect getting data from their texts. Tell all units they
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TT

TEACHING TIP

You can use “chance”
here if you like by
having units draw slips
from a hat. Most slips
are blank, but a few
have an “X,” meaning
the unit cannot pay its
loan.

Note: Sometime in

this sequence you will
want to demonstrate
two things: 1) how lo-
cal bank policy affects
the local economy; for
example, if banks set
their rates too high,

or they refuse to loan
money except to low-
risk customers, the
economy will “shrink”
and 2) how actions of
the Fed determine how
much money banks will
have to loan.

DAILY DIRECTIONS - 3

must compute this description by next class hour.

Day 4: Cycle 2 continues

. Continue Day 3’s activities.

. While Cycle 2 operates, meet with the Fed to develop its role for

Cycle 3. When you have these students working on policy, go back
to keep peace among the others as they engage in the Cycle 2
activities.

Day 5: Cycle 2 ends

. You have a Wild Card option at this point. You could arbitrarily an-

nounce, just before all business is wrapped up, that two or three
borrowers are in default and will not pay interest on their loans. If
your class is handling the job well up to this point, it makes a nice
end to Cycle 2. To choice, risk, competition, and rejection, you
can now add “default.” If your class is struggling to make things
work and you have had enough chaos, ignore this. In either case,
end the cycle, balance the books, and audit the banks.

. Conducting a critique at this point is crucial. You must take time

to answer questions such as, “Why did | pay twice as much in-
terest as she did? That stinks!” Or, “Why did that bank make so
much money and | almost failed? That isn’t fair!” Your task will be
to make understanding emerge from a lot of emotion. Go back
to basics. What were the risks? Did the rates match? Who made
smart choices? Who made mistakes? How much luck (as in real
life) was involved?

Day 6: Cycle 3 or discussion circle

. At this point you can get set to run a full Cycle 3 oryou can use

a discussion substitute. If you choose not to use Cycle 3, follow
instruction #2 below; if you choose to use Cycle 3, skip #2 and
go to #3 and continue.

. If your time and curriculum demands do not allow for the running

of a full third cycle, move the students into a seating arrangement
that will allow full discussion and have the Fed explain how they
would have applied their policy. Bankers can quickly explain steps
they would have taken because of the Fed. Individual units can
then react to how that would have affected them. You can then
go to the same kinds of questions that are explained in #6.
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TEACHING TIP

Here again, you can
use your SUPPLY-DE-
MAND CURVE overlay
to now show how a
downward move in
demand causes more
units to lose money
and some to fail. You
may also wish to bring
in Keynesian theory at
this point by display-
ing and explaining

the Keynesian curve
overlay.

DAILY DIRECTIONS - 4

. If you choose to run a complete cycle, be sure that all have fresh

forms for records; all know that all actions starts from zero again,
and that all banks and customers are free to choose each other in
their best interests. (There will be no arbitrary failures this time.)

. Have the Fed announce all the policy changes, post them on the

chalkboard, allow the bankers a few minutes to adjust their rate
structure and run Cycle 3 as you did Cycle 2. Units’ homework
(which they begin while waiting on if their banking is finished) is
to write a two-paragraph evaluation of the Fed’s action (or inac-
tion).

. When the cycle is complete, balance books, check records, and

audit.

. Run your final critique. Did the Fed and Treasury act with good

sense? Did they cool the system and not collapse it? If there were
problems, now is the time to discuss them and assign blame or
praise and know why.

Day 7 (Optional speakers)

. Yourstudents awareness level and working background knowledge

will never be higher. Any outside speaker you can bring in now will
not be met with a blank what-is-he-talking-about stare. Consider
a loan officer from a local bank who can explain exactly how he
determines who shall borrow money and at what price and with
what security. Someone who could explain the FDIC might help.
You will still have students who believe that the FDIC protects the
bank and its stockholders, too. If you live near a Federal Reserve
Bank city, good speakers who will go out to schools and present
the Fed’s view are available. There are people who can come in
and explain wire transfer and computer to computer connections,
all the new techniques that eliminate the paper, and even much of
the plastic cards. Another option is have a politician or an econo-
mist come in and discuss proposed reforms in the system.
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TEACHING TIP

These are just a few
ideas for research pa-
pers. If your area has
a specific economic
problem, feel free to
include it as possible
research material.

DAILY DIRECTIONS - 5

Day 8 (Optional research papers)

. Consider the following research projects for extra credit:

Critical essay. At this point you will have some students who
believe that our system is “out-of-kilter,” or that your simula-
tion is. An essay on what is wrong with the system is valid. An
essay finding fault with the simulation will help you the next
time you run it. Either is valid.

Pure history. Consider a research project on bank crises and
problems in the past. There were several in the 19th century,
one in 1907, and, of course, 1933. Is/Was there a pattern?
Have we corrected it?

Interview. Start with a basic question, such as: Does the pres-
ent money and banking system of the U.S. work well enough?
If not, how would you improve it? Ask a local banker, a local
businessperson with a small business, a local businessperson
with a large business, an economist or academic at a local
college, an accountant, an ordinary person, etc.

Model. Work with the “I could do better than that” reaction of
some students and let them start from scratch and propose a
better model system to provide loans, keep money in circula-
tion, and control inflation, i.e., describe a better way.

. If you feel that some sort of evaluation, in formal written form, is

needed, try to limit it to clear basic questions on the basic terms
learned. Stay with interest, discount rate, OMC, check clearing,
spread, default, Fed, prime, APR, time and demand, easy and
tight money, safe deposit, risk level.
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UNIT 4: STUDENT INTRODUCTION

Welcome to the wonderful world of our banking system. We could
have given it some cozy title like “you and our friendly local bank,”
or even “you and the friendly Federal Reserve System.” But, that is
not the way it is!

Roles in past units

If your class is doing all the units in this series, your first role was
that of an individual, concerned with your job, your mortgage, and
your budget. Then you moved to a unit where you had to become
part of a business group and make decisions and act upon what was
best for the business. Then you studied how taxes and government
regulations affect you as an individual, but you learned that problems
associated with these areas are solved (or at least addressed) on the
state or national level by groups.

You and banking forces

In this unit you will have to accept the reality that the individual “you”
element is even less important to the people and forces that operate
our banking system. Monetary policy is never decided on the basis of
what is best for Joe Smith, the carpenter. It is always decided on what
is best for the “economy,” a part of which is “construction,” which has
apart called “carpenters,” and, in turn, perhaps one carpenter named
Joe Smith. Don’t feel inconsequential; just face the fact that this is
the way the system works. Learn to understand it and deal with it as
you role-play being a particular “economic unit.”

Then when you understand how the Fed and

money works in our economy, you can make

‘ ‘ Don’t feel , , suggestions for improvement. Good luck!

inconsequential ... as
you role-play being
a particular ‘economic unit.’
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UNIT ROLE DESCRIPTION - 1

Economic type

Congratulations, you and your partner are an example of a basic kind
of unit in our economic system. If you do your job well you will end
this simulation with a much clearer understanding of how our bank-
ing system really works.

1. In Cycle 1, you must open a savings account at the bank (A, B,
or, C) indicated on the PROFILE CHART. In this cycle only, you
have no choice of bank, and they have no chance to turn you
down. The chart tells you how much to save. Do it, and keep full
record of it on the record forms.

2. Open a checking account, get a few blank checks (you may not
need them yet), and keep a complete record on the ECONOMIC
UNIT RECORD form. (Note: If you are in a unit that has two per-
sons, use only one form.)

3. Take out a loan from your unit’s bank in the amount shown in
column 2 of the PROFILE CHART. You will not bargain over rates
in Cycle 1; they are all fixed at this point. Keep complete records
of your loan. The loan will be in check form from the bank. You
will handle it in one of three ways:
¢ [f the check is to your unit, deposit it in the unit’s account and
then write a check to the “seller.”

¢ |fthe check is made out to the seller, and the seller is present,
just give it to him/her and he/she can then deposit it in their
unit’s account. If the seller is not present, give the check to
the seller’s bank.

¢ Take the check made out to you and endorse it to the seller.
Make sure you get a receipt.

In all cases the check should go from your bank, through you to the

seller, and into the seller’s account. All checks must be deposited.

Note: If you are unit 1, 3, or 4, you do not have a logical place to
go with your check. However, since Bank C has an account for
a steel company, number 1’s loan goes into that account. Since
Bank B has an account for a brokerage firm, number 3’s check
goes there. Number 4’s check goes into an oil company account
in Bank C. For all other people, the seller should be obvious from
the chart. Sellers, or banks of sellers, are given in column 3.

Well, that seems simple enough. (In the actual U.S. economy there
are far more checks used, but this is a limited simulation, not a replica
of the entire economy.) However, your job is not quite that simple.
Each cycle is intended to represent a year. If you have looked at your
records, you may notice that you have contracted to pay the bank
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UNIT ROLE DESCRIPTION - 2

some interest on a loan, and they have contracted to pay you inter-
est on savings. The one rate is far greater than the other. This rate
difference is called the “spread.” A bank must charge you more to
borrow than it pays you to save, or it will go bankrupt! You will really
learn this in Cycle 2 and Cycle 3, but for now, just settle your account.
Go to your bank and get credit for your savings interest and change
your account to match. Then pay your loan interest now by writing
the bank a check for it.

For example: The carpenter will get savings interest of $500
(5% of $10,000). But he will owe loan interest of $2,000 (10% of
$20,000). He must pay $2,000 to the bank that gave him/her the
loan.

N\, E As soon as your system is set and all are clear on functions, your
i instructor will start the action for Cycle 1.
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PROFILE CHART
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ECONOMIC UNIT RECORD

Unit name

Individual’s name:

Cycle #

Unit’s bank

Savings account

Deposits:

1. Sub-total:
XInt.rate _ %

Int. earned

2. Sub-total:

Acct. balance (1+2)

Checking account: Beginning bal.

Checks to Check amt.

Total < >

Ending bal.

Loan record at bank

Amt. borrowed

Net wealth

Savings balance

x Interest rate % Checking balance
Interest paid Interest paid < >
Total
Unit name Cycle #
Individual’s name: Unit’s bank

Savings account

Deposits:

1. Sub-total:
XInt.rate %

Int. earned

2. Sub-total:

Acct. balance (1+2)

Checking account: Beginning bal.

Checks to Check amt.

Total <>

Ending bal.

Loan record at bank
Amt. borrowed
X Interest rate %

Interest paid

Net wealth
Savings balance
Checking balance

Interest paid < >

Total
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Open savings ac-
counts at 3%.

Open checking
accounts.

Open your account
with the Fed. Com-
pute loan amount
available.

Loan money to
customers, putting
the loan money

in their checking
accounts.

BANKER ROLE DESCRIPTION - 1

Congratulations, you and your partners have just become a bank. In
the next few days you may make some friends, you will make some
enemies, but you must keep our money system operating.

1.

Directions:

Open savings accounts for all those assigned to your bank for Cycle
1. The amount that can be deposited in each account is shown
in the savings column in the PROFILE CHART. Keep a record of
the name, the number, the amount, and the interest to be paid in
your BANK RECORD. Cycle 1’s rate will be 3% APR on all savings
accounts. Also, take an amount equal to the total of this account
now, and put it into the Federal Reserve Account for your bank.
Keep a record of this, also, on your BANK SUMMARY RECORD.
Compute your reserve requirement using the record sheet.

. Open checking accounts for all those assigned to you. These

people can deposit money from their savings or checks they get
paid in their business transactions. Keep a record of the name, the
number, any amounts deposited, and any checks written on these
accounts. Give the customer blank checks as they need them and
be sure your records show the amount on each check. Also, take
an amount equal to the total deposits and put it into the Federal
Reserve Account for your bank. Keep arecord of this on your BANK
RECORD SHEET. Also, compute your reserve requirement.

Go to the Federal Reserve Board and borrow the total amount
available. You will pay 5% interest on this loan up front. This is
called a discounted loan—a basic Fed function. Keep a record of
this amount and interest for the final settlement of accounts.

Warning. Before you go any further, learn Rule 1: You may never
lend out money you do not have, in hand, at that moment. Never,
never, never! As the poet said, “He who lends what isn’t his’n, will
directly go to prison.”

Now you can lend money, the full amount shown on the PROFILE
CHART, to those people assigned to you. Keep a record of the
name, the number, the amount, and the interest rate. In Cycle 1 the
loan rate to borrowers will be 7% to “low risk,” 10% to “medium
risk,” 15% to “high risk,” and 20% to “very high risk.”

Warning. Before you go any further, learn Rule 2. You must always
charge a higher rate to people who borrow from you and pay a
lower rate to those who deposit money with you. This is called
“the spread.” As the poet said, “He who borrows at ten and lends
at five, will see his bank take a fatal dive!”
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Buy bonds with
excess money not
loaned.

Settle up with all
parties.

BANKER ROLE DESCRIPTION - 2

. Prepare for a situation that may occur in Cycle 1, but most likely

will wait until Cycle 2 or Cycle 3. You may find that you have lots
of deposits, but not much money loaned out. To put it another
way, you will be paying interest to lots of people, but not taking
in much interest. This can ruin your bank. You may take these
excess deposits and buy U.S. Treasury Notes from the Treasury
Department. Until the treasury decides otherwise, they will pay 7%
to you. This will keep your “spread” and follow Rule 2, although
it will have the effect of shrinking the local economy (and making
your local businesspersons angry).

. Your job in Cycle 1 is to learn the basic functions of the bank with

no problems. You should have opened three to five savings and
checking accounts, made three to five loans, and borrowed from
the Fed. Now, settle up with all parties. Take one customer at a
time and determine how much interest you owe this individual
and he/she owes your bank. Add to or subtract from accounts
as needed. Keep a record and show a profit!

66 2

Keep a record
and show a profit!

You are now ready to make this system work with stress, problems,
and some serious value choices during Cycle 2.
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BANK RECORD

Unit name
Savings account # Checking account #
Deposits: Deposit amt:. Check amt. Written to
1. Total:
x Int. rate % Totals: 1. 2.
2. Int. paid
Acct. balance (1+2) Acct. balance (1 less 2)
Loan record
Cycle Loan amt. % Interest Amt. interest Paid/open
Unit name
Savings account # Checking account #
Deposits: Deposit amt:. Check amt. Written to
1. Total:
x Int. rate % Totals: 1. 2.
2. Int. paid
Acct. balance (1+2) Acct. balance (1 less 2)
Loan record
Cycle Loan amt. % Interest Amt. interest Paid/open
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BANK SUMMARY RECORD

(For internal use and federal audits)

I. Savings account balances of units II. Checking account balances of units
#1 #6 #1 #6
#2 #7 #2 #7
#3 #8 #3 #8
#4 #9 #4 #9
#5 #10 #5 #10
Total Total
Fed Reserve (x 20%) < > Fed Reserve (x 20%) < >
Total savings value (1] Total checking value I -
lll. Loans from Federal Reserve System  Cycle VI. U.S. Bond Purchase
1. Total amount available—See III.
e Amount of "cash" in account You can buy bonds as
(total savings + checking) = option to giving loans.
* Reserve required by Fed (20%) x .20 2. Amount purchased
<minus> =< > (in $1,000 lots
* Balance basis for loans = 5 gt I_% mte.rlef)tl)
¢ Discount rate (x 5%) x .05 - balance available
. for loans
e Loan cost <minus> =< >
¢ Discounted balance
available for loan basis: = VI, Loan summary
* Total funds available to loan X5 1. Interest pd. on savings accounts:
on “demand” (x5) = 3]
Total savings
IV. Loans given out X interest
To: Amount: Interest rate Interest col. X rate =
X -
X Total costs
X 2. Interest paid on
X Fed Reserve loan
3. Interest collected
X for loans
4. Interest collected
Total loans: [4] Total interest from U.S. bonds
5. Totals
(1) Interest collected:
V. Summary of
. y (2) Interest paid: < >
[1] Savings total: -
[2] Checking total: (3) Profit/loss:
[3] Fed. Reserve
Loan funds available:
[4] Minus loans made: < >
Total
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CHECK PAGE

Name Number
Unit
20
Pay to $
dollars
A
a ~— DESERT SAVINGS
_— S 34098 Sunshine Way
# El Cajon, CA 92040
Memo
1:24581507:1 [ ]
Name Number
Unit
20
Pay to $
dollars
A%
2 = DESERT SAVINGS
- “ 34098 Sunshine Way
El Cajon, CA 92040
Mem'o
1:24581507:1 [ ]
Name Number
Unit
20
Pay to $
dollars
A%
2 = DESERT SAVINGS
_ “ 34098 Sunshine Way
El Cajon, CA 92040
Memvo
1:24581507:1 [ ]
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CHECK PAGE - 2

Name Number
Unit
20
Pay to $
dollars
A MOUNTAIN SAVINGS
~ = =" 10954 Olympus Drive
* Cascade, Colorado
MerTTo
1:24581507:1 [ ]
Name Number
Unit
20
Pay to $
dollars
A(s. MOUNTAIN SAVINGS
~ = =" 10954 Olympus Drive
* Cascade, Colorado
MenTo
1:24581507:1 [ 1
Name Number
Unit
20
Pay to $
dollars
SS; MOUNTAIN SAVINGS
——= =" 10954 Olympus Drive
Cascade, Colorado
Memvo
1:24581507:1 [ ]
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CHECK PAGE - 3

Name Number
Unit
20
Pay to $
dollars

SUN AND CLOUD SAVINGS
5554 Thunder Road
s &c Rose Rock Rim, Arizona

Memo
1:24581507:1 [ ]
Name Number
Unit
20
Pay to $
dollars
SUN AND CLOUD SAVINGS
5554 Thunder Road
s &c Rose Rock Rim, Arizona
Memo
1:24581507:1 [ ]
Name Number
Unit
20
Pay to $
dollars

SUN AND CLOUD SAVINGS
5554 Thunder Road
s &c Rose Rock Rim, Arizona

Memo
1:24581507:1 [ ]
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RISK FACTOR MEMO

Before you make any loans in Cycle 2, consider your role. You can-
not make a profit on loan interest that is not paid. Do you know who
might do that to you? Get a copy of the PROFILE CHART and study
it now! Remember that all banking is a delicate balance of risk and
reward.

Consider risks:

Which potential borrowers have good reliable income?

Which have a good savings position to cover interest?

Which has property that might make good collateral?

Consider rewards:
You may charge any interest rate from 5% to 25%. You should get

Note: a higher return from a greater risk. List the kinds you would give a
This memo is rate of:
for banker use
only. Do not let 5%
it become public
information.
10%
15%
20%
25%

Consider competition:

If you refuse a loan or demand too high a rate, the borrower can walk
out and deal with another bank. If you are paying interest to savers,
but not getting interest from borrowers, you have a negative “spread”
and you fail!
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See Part | of your
record form.

See Part Il of your
record form.

See Part Ill of your
record form.

See Part IV of
your record form.

See Part V of
your record form.

FEDERAL RESERVE BOARD/TREASURY - 1

Congratulations, you and your partners have just become the Fed-
eral Reserve Board with one of you acting as the agent of the U.S.
Treasury. You will exert tremendous control over the banking and
money system; if you do your job poorly, we will have chaos and a
depression.

Directions:

1. Open a Reserve Account for each bank. Banks must keep at
least 20% of all savings and checking balances with you. This is
to provide a safety cushion for the future, and is the “Reserve” in
Federal Reserve System. Keep a record on your FEDERAL RE-
SERVE RECORD sheet.

2. The banks will not have enough money at first to met all the loan
demand, but it can borrow money from you by creating “demand
deposits” equaling 5 x 80% of its total deposits with you.

3. Although the Federal Reserve Board and the U.S. Treasury De-
partment are separate entities, one of your team should act as
the U.S. Treasury. Sell Treasury Notes to banks if the banks ask
to buy them. Record the amount of notes sold, the money you
receive, and the interest you will pay, 7%, at the end of the cycle.
Be sure that the banker subtracts that money from his/her bank
accounts and records the change. You may also sell bonds to
individuals through their banks.

4. Clear all checks that must go between banks. For example, if
Bank A gets a check to deposit that came from Bank B, it must
enter the amount in the proper account, but then send the actual
check to you. You will show it as a deposit in the Federal Account
of Bank A and a withdrawal from Bank B. Then cancel the check
and return it to Bank B. In reality this is a process involving thou-
sands of banks, 12 regional federal banks, and millions of checks.
In this simulation we will just do a few to go through the correct
motions.

5. Act as auditors for the three banks at the end of the cycle. You

must be sure that no bank has loaned more money than it has on
hand.
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FEDERAL RESERVE BOARD/TREASURY - 2

Policy guidelines

As you can see, your job in Cycle 1 is pretty easy. But, the Federal
Reserve Board is not just a bunch of bookkeepers. They also set
policy! When other problems hit the class in Cycle 2, you must get
prepared for your role in Cycle 3. You will have four techniques to
chose from. Your objective will be to prevent inflation and cool down
an economy.

Note: Historically, °
this discount rate has
normally been changed
gradually, up or down,

but if the Fed believes °
rapid escalation is nec-
essary to control infla-

tion, it has the power to

do so without congres-

sional approval.

Reserve requirement. You can raise this amount (now 20%) to
25%, thus draining money from the banks to the Fed.

Open Market Committee. As members of this committee, you
can sell bonds to the public. As citizens buy, money goes from
their account to the Fed. Less money is available for the banks
to lend, but the government has more money to spend.
Discount rate. You can raise the discount bank loan rate from
5% to 10% or 15% or more. This forces the banks to charge more
(to maintain their spread) and should discourage borrowing.
Treasury notes. To maintain foreign confidence in U.S. bonds,
you could raise the Treasury bond rate to 10% or higher. This may
cause banks to buy bonds instead of lending to individuals and,
thereby, “shrink” the economy. The power will be in your hands
to either slow inflation and cool off the economy, perhaps even
devastate it, or to stimulate it by making money easier to borrow
(assuming banks are willing to assume more risk). Plan now and
be careful!

Reserve requirement

Open Market Committee
Discount rate
Treasury notes
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FEDERAL RESERVE RECORD

Bank

Cycle Date

. Reserve requirement (20%) . (Bs%'%%?g?féiﬁ?rb'gﬁ%e)

Total savings:

Less discount rate

Total checking: (5%) x .05
Total account = Less loan costto bank = < >
Reserve required (x .20) = Loan basis amount =
Total reserve _ Loan potential for b&ng) _

[ll. Bonds (T-Bills) purchased by bank IV. Bonds (T-Bills) purchased by individual

unit depositors
Face amount:

Face amount:

Times interest rate (7%) x .07
Times interest rate (7%) x .07

Equals interest earned: = Equals interest earned =
V. Bank “clearing house” check record [4]

Deposit to account Withdrawal from account

From bank Amount To bank Amount

VII. Reserve account
Savings total Reserve (20%)
Checking total Reserve amount
required

Total

*Once check is recorded, cancel it by writing initials across the face. At end of cycle return all canceled checks to bank
of origin.
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FED POLICY CHANGES

1. Review the policy guidelines part of your original job description.
Your job is quite simple. At the beginning of Cycle 3, announce
any changes in Fed policy that you decide upon. Your goal should
be to slow down and to cool off—not to kill—the economy.

2. Consider these possible results of your actions:

A change in the reserve requirement will have only a small ef-
fect on loan volume.

Is it worth it?

A move by the OMC to sell securities will move some money
out of banks.

Will it matter?

A change in the discount rate upward will not directly affect
loan volume, but it will make every loan cost more if the banks
borrow from you. This may slow down loan demand and it may
also force out some marginal borrowers.

How high is enough to do the job?

A sale of Treasury notes with high interest on them will make
foreign investors like our dollar, but it will pull money from
banks and thus shut off loans.

Can you keep this flow under control?

Remember: Keep things calm. Do not create havoc!

Your goal should be to slow down and
to cool off—not to kill—the economy.
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How the Federal Reserve
System “creates” money

1. Member banks set up an account in the Federal
Reserve Bank equaling the total of their savings

and checking accounts 100,000.00
2. Fed requires a certain percent (at present, 20%)

to be kept on reserve. x .20
3. Reserve required 20,000.00
4. Balance basis for loans 80,000.00

5. Fed sets its own loan interest rate (now 5%).

This is called the “discount rate.” x .05
6. Loan cost to member bank 4,000.00
7. “Discounted” amount basis for loans 76,000.00

8. Total amount is “multiplied” 5 times because
bank can create through loans, demand deposits

equaling $5 for each $1 it adds to its reserve. x5
9. Total amount available to loan 380,000.00
£ B Vil - I
. Overlay 1 .
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BASIC SUPPLY/DEMAND CURVE

Boom
Bust

Bust

Overlay 2
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KEYNESIAN SUPPLY/DEMAND CURVE
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INTRODUCTION

In this unit of the series, students will act as nations and take part in
a simulation of foreign trade throughout the entire world.

Goals

At the conclusion of the action cycles, most of your students should:

know the basic terminology of world trade;

understand that the fundamental need of all nations, over a pe-
riod of time, is to achieve some sort of trade balance with other
nations;

appreciate the negative effects of a chronic trade deficit on a na-
tion’s economy and currency;

understand the techniques, positive and destructive, used by na-
tions to promote their trade positions.

appreciate the risks for all in “trade wars” and retaliation;

be able to deal with the mathematics of exchange rates and cur-
rency values; and

appreciate the economic logic of free and open trade between
nations.

To accomplish all of this, first you will need to carry out the teacher
preparation found on the next two pages. Then, you should study
the Unit Time Chart on page 4 and the Daily Directions that begin
on page 5.
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TEACHING TIP

Have students con-
tinue keeping their
vocabulary lists in their
notebooks.

TEACHER PREPARATION - 1

Using a textbook for this unit can be difficult. Textbook treatment of
world trade can be good, but it can also be elementary or full of tech-
nical overkill. In your preliminary teaching, try for a balance. Enter the
activity with students who have a working knowledge of these terms:

Balance of payments. Be sure they know that it does not have
to be in balance for each nation we trade with. Over time it must
be in general balance or we will only buy and never sell: that is a
recipe for national bankruptcy.

Balance of trade. Same understanding as in balance of payments.
Boycott. What is it? Why use it? What is the intended result?
Cartel Who forms one? What is the purpose? Does it work?
Currency exchange rate. What is it? Why does it fluctuate so
much? How can it distort physical world trade?

Dumping. What is it? Is it a nasty action or just smart business?
GDP/GNP. How is it affected by world trade?

Inflation. What is the effect of trade and currency changes on it?
Quota. What is it? What is the purpose? Who is helped and who
is hurt by it?

Tariff. See quota.

Setup directions

. Duplication. Based on a class size of 40, you should duplicate

the amount in parentheses.

e UNIT 5: STUDENT INTRODUCTION (40)

NATIONAL DESCRIPTIONS (40)

RULES AND TASKS (40)

WORLD TRADE BALANCE SHEET (10: two for each nation)
PENALTY LIST (10: two for each nation)

TECHNIQUE LIST (10: two for each nation).

WORLD TRADE PATTERNS (10: two for each nation)
WORLD TRADE RECORD FORMS (30: six per nation; 18 per
nation when cut apart))

NATIONAL TRADE RECORD FORM (30)

e CURRENCY (See #4 on page 4.)

. Basic instructional material. Try to obtain a good textbook with

material on world trade, currency, political actions affecting the
trade, and a decent glossary of terms. Use articles from Time,
Newsweek, U.S. News, Wall Street Journal, etc., as a source of
detailed examination of specific current problems. They often have
detailed proposals for actions they feel should be taken. These
can be quite useful in Cycle 2 and Cycle 3 as references.
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TEACHER PREPARATION - 2

3. Awarenessitems. This should not be difficult. Colorful advertise-
ments for cars, televisions, fashions, perfume, and wine can be
all over the bulletin board with clear indication of nation of origin.
Balance it with pictures of U.S. items for export: Boeing 747s,
boats full of wheat, Coca-Cola, etc. Also, scare headlines and
threats abound. “Soon Japan will sell all the cars.” “Jobs lost in
Detroit.” “McDonalds is everywhere—stop the Yankee Invasion!”
There are usually a few bombastic political speeches designed to
grab headlines. A few sample labels from clothing or from local
produce bins would help. With these aids your students will have
no excuse for being unaware of world trade!

T T 4. Currency. Money should be run off, cut, and bundled before
Day 5. Duplicate an equal amount of each currency to use dur-
ing de-valuation. Use this breakdown for each nation’s units (in
millions):

TEACHING TIP e NAR: 5-25s, 15-10s, 25-1s
Use a different color e WER: 5-25s, 15-10s, 25-1s
of paper for each of e FER: 10-25s, 30-10s, 50-1s
the five nations’ cur- e EER: 15-25s, 40-10s, 25-1s
rencies. Doing so will ¢ RA: 20-25s, 65-10s, 50-1s

make it easier to rec-
ognize the money.
5. Timerestraints. We are aware that time and curriculum restraints

may not allow you to use enough class periods to run the entire
simulation. You can use a shorter option by using the full action
of Cycle 1 and Cycle 2 and then a class discussion of the “what
if” possibilities of the kind of problem built into Cycle 3, or you
can do the complete Cycle 3. Either way will work.
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UNIT TIME CHART

. This chart is intended as an example; alter as desired.

Organization
Pick students
Organize nations
Hand out all
materials for

Cycle 1

Allow students
time to study

Devaluation

Currency/
discussion

Cycle 1 begins

Announce
problem

Conduct
question and
answer session

End action

Cycle 3 ends

Auditors check
on others

Determine
winners and
losers

Discuss lessons
learned

Cycle 1 ends
Balance books

Auditors check
on others

Determine

winners and
losers

Outside speakers

4 Economics Made Easy: Unit 5—World Trade

Cycle 2 begins

Hand out clean
forms at zero

Hand out RULES
AND TASKS and
TECHNIQUE
LIST

Do plot and
scheme ... and

discuss winning/
losing ... and
then critique 4

Option: Test

Cycle 3 begins

Hand out money;
explain rates;
discuss tactics;
allow “plot” time

Trading begins

Option:
Research
projects



TT

TEACHING TIP

Refer to the stu-
dent handouts.

Read or tell.

DAILY DIRECTIONS - 1

Day 1: Introduction

. Pick students for each of the five nations, with the numbers being

not that crucial although a large class will seem to have surplus
labor for Cycle 1. (This problem will take care of itselfin Cycle 2 and
Cycle 3.) Have students form desks into five national circles.

. Tell each nation it is to create a flag within the next day or two.

. Hand out these materials students will need during Cycle 1:

UNIT 5: STUDENT INTRODUCTION
NATIONAL DESCRIPTIONS

RULES AND TASKS

WORLD TRADE BALANCE SHEET
WORLD TRADE PATTERNS
PENALTY LIST

TRADE RECORD FORM

NATIONAL TRADE RECORD FORM

. Allow time for students to read material, organize nations by picking

a leader and an auditor (who will audit the other teams’ records)
and ask questions.

Day 2: Begin Cycle 1

. Review tasks of each role for each nation. Be sure that all nations

know how much of what item needs to be bought and sold. Clarify
again, if necessary, the use of items from the far right column of
the balance sheet. There are penalties if these are used.

. Announce the “problem” that is a part of Cycle 1:

“The Republic of Arabia will cut oil production by half,
and sell only 100 units to the entire world. They will sell
25 to the NAR, 50 to the FER, and 25 to the WER. The
price per unit will be tripled.”

. Establish a ground rule for this cycle. There will be no price bar-

gaining in this cycle. Each nation’s only objective is to buy or
produce enough of the needed items to achieve a physical trade
balance. This cycle is kept overly simple to get some practice in
the system and dealing with a problem. Cycle 2 is more wide open.
(You must also decide, now, if you wish to allow EER to raise its
oil price—this would seem realistic—your choice.)
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TEACHING TIP

Particularly have audi- 2
tors check use of “sur-

plus” items which carry

a price penalty.

6 Economics Made Easy:

DAILY DIRECTIONS - 2

Answer questions as needed and then begin the action. All na-
tions buy, sell, record transactions, do totals for the nations in the
cycle.

Complete the action and stop.

Day 3: Complete Cycle 1

. Allow auditors from each nation to check on the others. Students

will sometimes “forget” that they were short some oil or “make
a mistake” and not show the extra cost of using a right column
item.

. When you are sure that you have an honest world, determine who

“won” or “lost” in Cycle 1. Do not make a big thing of this; the
cycle was rigged to create a particular problem and nations had
little flexibility to deal with it. Remember your Cycle 1 objectives:
teaching students to learn the system and deal with a problem.

When you are satisfied that all know what happened, why, and
what their jobs are, set up for Cycle 2.

Day 4: Cycle 2

. All nations start with clean forms and the trade balances they

had back at the original point. Hand out RULES AND TASKS and
TECHNIQUE LIST. Allow some time to read and study.

. Clarify any problems with the new roles, rules, and actions. Make

it clear that in this cycle all prices can be negotiated, all deals or
techniques from the list can be tried. They must not forget the
primary objective: buy all that you need and sell all that you must
and try to balance the trade!

If time now, or at the beginning of the next hour, allow some “plot
and scheme” time. It works best to do this in two stages. For the
first “x” minutes the nations should meet and develop whatever
strategies they think will work. If still in Day 3, stop at this point.

If students have had time for a “plot and scheme” period, set up
another block of “x” minutes to allow representatives from the
nations to circulate and make deals and treaties etc. Do not let
them carry forms and make buying and selling deals at this point.
This is the diplomatic phase.

Unit 5—World Trade
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TEACHING TIP

You may want to point
out that while there

is no “world” federal
reserve system, there
is a World Bank sup-
ported by rich coun-
tries to make loans

to poor ‘“third-world”
countries.

DAILY DIRECTIONS - 3

. When these two activities are complete, allow Cycle 2’s actual

buying and selling to take place. It will be hectic. You must be the
arbiter of all disputes and settle them quickly. It will be chaotic; the
world is chaotic! You will have to set a fixed time to end trading,
or it will go on and on.

. Stop the cycle, allow nations a few minutes to total the numbers,

and permit the auditors to move from nation to nation to check the
results. You may have disputes, but if you made everyone keep
track of trades, on the forms, with date and time, you will have a
complete paper trail that will allow you to settle disputes fairly.

. Take sufficient time to determine the winners and losers (not very

important) and why they won or lost (very important).

. A good critique here is crucial; this is where the lessons are

learned.

e What made this “world” act as it did?

Who has natural advantages?

Who has more clever traders or diplomats?

Were some actions unfair or just tough?

How much of these could be realistically used by actual na-
tions?

e What did you learn?

Day 5: Begin Cycle 3

. Distribute the following amount of currency to each nation. Each

nation gets enough to cover all they need to buy plus extra for
making change. NAR gets 300 million dollars, WER gets 250
million marks, EER gets 800 million rubles, AR gets 1,200 million
petros, and FER gets 600 million yen. You should be holding an
equal amount of each currency to use as the extra cash for the
nation(s) that might devalue during the cycle.

. Explain that all nations “create” their own currency in various

ways: selling bonds, using World Bank loans, or simply printing
more bills.

. Explainthe exchange rate that willbe in place when the cycle starts.

Try to clarify the situation in regard to the value of one currency
compared with another. Although in the short run, there is little
connection between the numerical exchange and the importance
or strength of a nation; in the long run, a nation should balance
its imports and exports to stabilize its currency and maintain (or
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TEACHING TIP

As a general rule, the
value of a nation’s cur-
rency is determined by
the law of supply and
demand. Therefore, an
increase in a country’s
imports means it must
supply more of its cur-
rency to the world. If
this increase is heavy,
it will lower the price
(that is, the rate of
exchange) in relation-
ship to another nation’s
currency. Conversely,
if a nation has a heavy
increase in exports,

a strong demand for
its currency is created
and raises its curren-
cy’s rate of exchange.
(To use the United
States as an example,
if we increase imports
over exports, we
“weaken” the dollar (or
rate of exchange). On
the other hand, if we
increase exports, we
“strengthen” the dollar.
The same, of course,
is true with all nations,
since all demand that
their goods be paid

for in their currency.
Hence, when the U.S.
buys Japanese goods,
it must pay for them
with “yen” for which
America exchanged
dollars.)

DAILY DIRECTIONS - 4

obtain) world confidence in it. Put the exchange table below on
the chalkboard; it should help.

If you have It would be worth:

10 Dollars 10M 20Y 40R 40P
10 Marks 10D 20Y 40R 40P
10 Yen 5D 5M 20R 20P
10 Rubles 2.5D 2.5M 5Y 10P
10 Petros 2.5D 2.5M 5Y 10R

(Note: D = Dollar; M = Mark; Y = Yen; R = Ruble; P = Petro)

. Explain that this rate exchange can change during the trading that

will be during this cycle.

. Begin trade planning for Cycle 3. It will begin from the Trade Bal-

ances as of the end of Cycle 2. This will ensure that you will have
some nations in an already weak position.

. Remind students that the TRADE FORMS have only a blank

monetary entry, so they will have to insert the correct currency
symbols as needed.

. Hint that some nations may have problems that could affect the

value of their currency(s). You may get worried questions about

how to handle that problem and not get stuck with “bad money.”

Let students find the answers. Turn the questions back on them

and force them to consider these tactics:

e Don’t trade with a weak nation (but is that realistic if you need
the product?)

e Trade, butdon’tacceptthat currency (but does that allow them
any realistic way to trade?)

e Demand more of that currency than the exchange rate calls
for (but how much is fair and workable?)

. Allow some time for national meetings. Remind them that it will be

a bit more complex to determine the correct balance at the end
of the cycle, so tell them not to lose track of all the various kinds
of money they will end with.

. If time, start the trading action.

Day 6: Continue Cycle 3

. Continue the action for Cycle 3 with a reminder that their chief

goal is to sell all their products and buy all their needs.
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TEACHING TIP

Make certain students
understand the rela-
tionship of an items
real value to its “cur-
rency” value. Also,
show them that de-
valuation is, at best, a
temporary cure since
a nation’s “real” wealth
is not its currency, but
the goods and services
it produces that others
want.

DAILY DIRECTIONS - 5

2. Observe the trading and do A or B:
A. Ifitis clear that one or two nations are becoming suspect and

others hesitate to take their money, step in and halt all trading
and announce that these nation(s) have decided to devalue
their currency by 50%. Give them an additional full amount
of currency and let trading resume. Change the “official” ex-
change rate on the board, but tell them supply and demand
will actually create the new rate.

If there is no obvious weak nation(s), trade is smooth, and the
“official” rate is holding, step in. Halt trading, and announce
a devaluation(s) as in A. Pick the nation(s) that would be the
most logical to do so. Explain that this action is arbitrary on
your part, but is done as a needed part of the learning process,
and is not a reflection on the way a group of students have run
their country up to this point. Hand out the needed currency
and let trading continue.

3. Allowenoughtimetotrade, then haltit. Your settlement of accounts
will be more complex than in Cycle 1 and Cycle 2. You must get
agreement on what is the final exchange rate picture, put it on
the board and make itthe final word. Then all can determine their
real money balances. Have an audit if time.

Day 7: Choose options

1. Haveteams conduct an audit for Cycle 3, if not already done. Then
conduct a final debriefing. The possibilities are almost endless:

Did nations win or lose because they were, in fact, a nation
weak in natural advantages?

Did they win or lose because they made mistakes? If so,
were they trade mistakes, diplomatic mistakes, currency mis-
takes?

Was anyone really lucky?

Will the experience let them comprehend world trade news
better?

Were there lessons that we could apply to the U.S. now?
What are they?

2. When the critique is complete, move on to the explanation of
Research and Extra Credit reports, if you are using this option.
(See projects at the end of these directions.)

Economics Made Easy: Unit 5—World Trade 9



TT

TEACHING TIP

Make sure you allow
for a question and an-
swer period for your
students.

1.

1.

DAILY DIRECTIONS - 6

Day 8 (Optional outside speakers)

Now is the time to bring in the experts who can add to the stu-
dents’ understanding either by providing depth or controversy. A
broker who has traded currency futures or precious metals can
really introduce your class to the speed, risk, and volatility of that
world trade area. A union leader could represent the protection-
ist viewpoint while a Toyota dealer would have an opposite view.
A debate forum would be great for the class; you may not have
agreeable participants. A customs agent could touch on the area
of those who try to beat the system. A retailer could explain the
pressure to go worldwide for the lowest price or lose the customer.

Day 9

. You may wish to tie all of these activities together with a test of

some kind. We have found an essay exam with several options
to be the best kind at this point.

Day 10

Consider the following research projects for extra credit:

¢ Interviews Any ofthe peoplelistedin Day 8 as optional outside
speakers would be good candidates for an in-depth interview
ontheir experience, attitudes, problems, and solutions dealing
with world trade.

e Label check Take a common mechanical item, cars are best,
and determine the percentage of parts that come from where,
which nation’s labor is used, who are the stockholders (which
nation), where does the profit go. These results can be very
educational.

e Pure research Take any one of the Technique List items
and study it as used in recent experience. For example, take
OPEC oil boycott. What was the purpose? Who benefited and
how much? Who was hurt and how? How well did it work and
would it work again? What is the best defense against it? You
could apply these questions to the quota on Japanese cars,
the limits on microchip imports, and the van and truck tariff. A
student could try to project the effect of the European Com-
mon Market.

e  Winner hunt There has been so much publicity given to situ-
ations where a U.S. producer is hurt by foreign competition
that many students are unaware that the U.S. still does many
things better than others. Look for these U.S. producers and
find out why they succeed in world trade.

10 Economics Made Easy: Unit 5—World Trade



UNIT 5: STUDENT INTRODUCTION

You are about to take partin a classroom simulation of world trade. You
will work in teams and function as the leaders of a nation. Your nation
will needto sell products; it will also needto buy other products. It is
a very simple idea, but few people really understand it very well. We
will start with a single problem in Cycle 1, give you a chance to get
comfortable in your role, and then make the “world” more complex
for you in later cycles.

Never lose sight of your basic objectives, even as things get more
complex. Look around you. Since we cannot run this nation without
the automobile, we have to import oil, regardless of whether we want
to. We cannot grow bales and bales of cotton and then sit and look
at them; we need to sell them to someone, so we must do it. Really
nasty things will happen to our economic system if we ignore this
reality!

The world is full of people, however, who wish to go beyond the logi-
cal exchange of goods and services. It might be just a desire to make
more money, or it could be part of a political or even military objective,
or it could be the idealistic goal of an environmental group. The open
trading of goods can become a nasty battleground. Such nastiness
will probably surface in your classroom very shortly.

As the simulation is being set up, you will get a description of your
country, its trade balance, charts showing the trade flow, and forms
to record your trading during the cycle. You will also get a guide to
scoring and penalties. In Cycle 1 do not worry about your “score.”
This is not a test! Events supplied by your teacher may actually make
it impossible for some nations to avoid a
penalty; this situation is part of the prob-
lem sequence. Do not worry if you lose,
but do learn something from your loss.
The object of the simulation is not to
have youwinorlose, but to have you
concerned about learning some of

the economics of world trade.

Move on to your nation’s descrip-
tion, your job or role, and your
tasks in Cycle 1 and after.

Are we going to have a fair race?
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NATIONAL DESCRIPTIONS

North American Republic (NAR) This country is a model of a large
N AR manufacturing nation with a good agricultural base. It is rich in natural

resources and has a large population. It is a large-scale importer and
exporter, and its currency is used as the basic trade and price unit for
the world. It is the prime producer of some key raw products, imports
and exports machine products, and is a major oil importer. This is
probably the major weakness in an otherwise balanced picture. Go
to the WORLD TRADE BALANCE SHEET and review the numbers.
You must try to maintain this picture or suffer the penalties.

North American Republic

Republic of Arabia (RA) With limited population and economic de-
velopment, this model of a small nation does, however, have control
of a key item—oil—which is needed by many other nations. This item
is its obvious strength; its weakness is that the nation does not pro-
Republic of Arabia gyce enough food or manufactured goods to meet its needs now or
in the near future. Go to the WORLD TRADE BALANCE SHEET and

review the numbers. You must try to maintain this picture or suffer
the penalties.

Far East Republic (FER) This nation is a model of an efficient
producer of hi-tech electronics and machinery, but it has no energy
supply source at home. This deficit makes the FER a major industrial
competitor with very efficient manufacturing, but it is also a nation
with a vulnerable energy situation. Go to the WORLD TRADE BAL-
ANCE SHEET and review the numbers. You must try to maintain this
picture or suffer the penalties.

West European Republic (WER) A model of an older industrial na-
W E R tion that is still an efficient producer of most machine products and
food stuffs, this country is still able to produce most of its own energy
West European Republic  needs—but at a high cost. A potential weakness is its large trade
dependency on East Europe, which still has a weak economy. Go to
the WORLD TRADE BALANCE SHEET and review the numbers. You

must try to maintain this picture or suffer the penalties.

East European Republic (EER) This nation is a model of the nations
E E ﬁ emerging from the reorganization of the former Soviet system. It has
@\® energy to move west, it could produce more, and it might produce
East European Republic  more food, but it has no chance to compete with the West in the area
of manufactured goods since its factories have not been rebuilt or
modernized since World War Il. It is the weakest of the mature nations.
Gotothe WORLD TRADE BALANCE SHEET and review the numbers.
You must try to maintain this picture or suffer the penalties.

Far East Republic

As soon as you have faced the reality of your nation, and read the
other descriptions to get some idea of your potential friends and
partners (or enemies) read the RULES AND TASKS handout.
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RULES

& TASKS

RULES AND TASKS - 1

Cycle 1

. Get your group together and pick a president or prime minister.

Someone must be in charge of your country.

. The president or prime minister will assign responsibilities. This

person will need:

a. Sellers One or two people to be based in your home nation
to sell your products. Other nations’ buyers will come to you.
Keep records of every deal. (Use TRADE RECORD FORM.)

b. Buyers One or two people to go to other nations and buy all
the items you need. Keep records of every deal. (Use TRADE
RECORD FORM.)

c. Secretary of the Treasury/Finance Minister This person
will use the NATIONAL TRADE RECORD FORM to keep track
of all the numbers from your buyers and sellers.

d. Auditor This person will go to other nations (this is their “right”)
and check that the nations are actually making and recording
the correct trades and announce any discrepancy.

. When all roles have been filled, you are ready to begin Cycle 1.

Your instructor will announce a single, limited “problem.” There
will be no price changes in this cycle other than the one which is
part of the problem. One other nation may be allowed to change a
price ifthe instructor states that policy at the time. You will move
into action and attempt to buy all you need and sell all you need
to sell. The problem will cause some nations to get penalties in
the form of inflation up, GNP down, or trade deficit up.

Cycle 2

. Regroup after Cycle 1 action and critique and assign two new

roles.

a. Congressional leader(s) This person(s) will use the TECH-
NIQUE LIST to study, and possible use, legal moves to help
your trade position or block actions of others. If your nation
has a small population, the President can also take this role.

b. Diplomat(s) This person(s) will use the TECHNIQUE LIST to
study, and possibly use, international arrangements to help
your trade position or block actions of others.

. When the new roles are set, your instructor will allow you time to

develop a strategy(s) for Cycle 2. The rules are changed! You are
free to bargain on the price of any item. (Always remember that
your primary need is to sell “x” units of some items and buy “x”
units of others. The amounts remain as before). You are free to
make and use any policy or deal on the TECHNIQUE LIST.

. When all nations have prepared their trade strategies, Cycle 2 will

begin
Economics Made Easy: Unit 5—World Trade 13



RULES AND TASKS - 2

Cycle 3

1. Take good notes as your teacher explains currency “Rate of Ex-
change.” This cycle will require that you pay for imports in the
currency of the nation exporting and require exports to be paid
for in your currency.

2. Trading will take place in a manner similar to Cycle 2 and begin
at the point Cycle 2 ended.

3. Your country may also experience “devaluation.” Make sure you
understand how this economic act could affect you.

4. Participate in the debriefing and ask questions.
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WORLD TRADE BALANCE SHEET

All amounts are shown in units. It could be a super tanker full of oil or a string of 10 tankers; it
only represents a large amount of that item. It will have an equal value in dollars; all trade will be
conducted in dollar amounts as we begin. (Most world trade is priced and conducted this way,
anyway.)

The initial trade picture is not intended to be statistically accurate for a particular year. It is a pro-
portional starting point only.

All of our trading starts with the assumption that it is economically rational, that is, the most ef-
ficient producers are exporting what they make best and cheapest. It is always possible for some
nations to produce an excess of some products for political reasons that does not make economic
sense in normal times. These items are shown in the last column. Please note these units cannot
be used without creating inflation. (See the Penalty List under inflation for effects.)

North American Republic (starts with a 25-unit/$mil. trade imbalance)

Exports Units/$mil Imports Units/$mil Surplus units/$mi
Cotton 50 Oil 50 Oil 25
Wheat 75 Electronics 50 Cars 100
Indus. machinery 75 Cars 100 Electrical 25

Indus. machinery 25 Indus. mach. 25
Total 200 225
Republic of Arabia (starts with a 25-unit/$mil. trade imbalance)
Exports Units/$mil Imports Units/$mil Surplus units/$mi
Qil 200 Wheat 25
Indus. Machinery 100
Electronics 25
Cars 25
Total 200 175
Far East Republic (starts with a trade balance)

Exports Units/$mil Imports Units/$mil Surplus units/$mi
Electronics 100 Cotton 25 Indus. mach. 25
Cars 125 Wheat 25 Cars 25

Oil 175
Total 225 225
West European Republic (starts with a trade balance)

Exports Units/$mil Imports Units/$mil Surplus units/$mi
Cars 50 Cotton 25 Wheat 25
Indus. machinery 125 Indus. machinery 25 Oil 25

Qil 50 Electrical 25
Electronics 25
Cars 25
Natural gas 25
Total 175 175
East European Republic (starts with a trade balance)

Exports Units/$mil Imports Units/$mil Surplus units/$mi
Natural gas 25 Indus. Machinery 50 Oil 25
Qil 75 Wheat 25 Wheat 25

Cars 25
Total 100 100
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Penalties

PENALTY LIST

Inflation

If you use 25 units of higher cost production for political reasons at
home to make up for an import loss, increase your nation’s inflation
rate by 10% for every 25 units. All units now used for export must
reflect this inflation in their price. Hence, if a nation uses 3 blocks of
25 surplus units, its inflation rate of 30% would increase its export
unit’s price from $1,000,000 to $1,300,000 for the next cycle.

Trade balance

If you import any items at a higher unit cost you must accept a trade
balance penalty. For example, if you used to import 25 units of oil at
$25 million and now you pay $75 billion for the same oil, your deficit
is up by $50 million.

Gross National Product (GNP)

If you cannot obtain needed raw materials, or cannot sell items you
have already manufactured, you must take a GNP decline penalty of
1% for each 25 units. For example, if you just can’t buy 25 units of
oil (at any price) and 25 units of cotton, your GNP declines by 2%.

Inflation rate

¢ If you can hold your inflation below 10% you are okay.
e If you go beyond 10%, you could be in trouble.
e |f you get to 20% or more, you have a political crisis.

Trade deficit

e A trade deficit of $25 million is okay.
e A trade deficit of $50-$75 million is trouble.
e A trade deficit of $100 million or more is a political crisis.

GNP

e A GNP decline of 1% is okay.

e A GNP decline of 3% is trouble.

e A GNP decline of 5% or more is a national recession and, there-
fore, a political crisis.

Remember, you are not trying to beat the world! Your objective is to
attempt to sell your products, obtain your raw materials, avoid trade
wars and cut-throat competition, and not go broke. That in itself is a
winning position in our world.

- 66 . 99
Remember, you are not trying to beat the world!
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Technigques

TECHNIQUE LIST - 1

Instructions

In Cycle 1 you only have to be sure you complete all of your normal
trade and somehow adjust to a single problem with price and supply of
energy. In Cycle 2 you can use any or all of the basic strategies listed
below to secure your trade needs and try to protect your people and
economy from negative economic forces. All actions can have good and
bad effects; there is rarely a free ride.

General purpose tactics

1. Barter You can make a direct swap of goods (25 oil for 25 cars)
with another nation and exchange no money. This can be a help if
you have a currency problem later. No real risk; no penalty.

2. Credit Youcan sellyour products to another nation and get no money
at the moment. This will allow you to keep your trade numbers in
balance, but it will not give you any income for this item. Your risk is
that the other nation will never pay you and you will have a permanent
loss. This will be a trade deficit penalty. (See PENALTY LIST.)

3. Cartel You can form a cartel of producers of a product and force
others to accept your price and number of items. Your risk is that
others will retaliate with other trade policies designed to hurt you.
There are possible penalties here.

4. Common Market You can form a combination of nations that will
give preference in price or numbers to members of the Common
Market. This may protect you from some hostile policies and give
you some strength in numbers when you have to deal with others
outside your state. There is no clear risk here.

5. Treaty You can sign a single-nation or multiple-nation agreement
on one or more items. There are lots of possibilities, very few risks
that can be predicted.

Specific tactics

1. Boycott You may boycott specific items or specific nations; you
will refuse to accept their products. Do it in amounts of 25, 50, 75,
or 100. If, for example, you boycott 50 units of item “A” and cannot
obtain it from anywhere else, you risk both GNP and trade balance
penalties. (See PENALTY LIST.) If you boycott, and then make up
the difference with high-cost items internally, you risk an inflation
penalty. (See PENALTY LIST.) If you boycott, but can still get the
goods elsewhere at a normal price, you have no penalty.

2. Dumping You may try to get rid of items you need to sell but can-
not, by selling them at one-half the usual price. This will allow you
to sell all your goods and avoid a GNP penalty, but you will not take
in enough money and so you will have a trade balance penalty.
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TECHNIQUE LIST - 2

3. Quota You can limit another nation to selling only a part of its usual
exports to you. Do it in blocks of 25 only. You risk a GNP penalty
and if you make it up with high-cost local items you risk an inflation
penalty.

4. Tariff You can add a tariff cost on any item. You must use a 100%
tariff and apply it to the entire amount of that item from that nation.
You could “get even” with another nation and then make up for lost
business with your own (high cost!) items. Either way you pay, but it
is a common form of retaliation.

Remember that you will be free to enter into any treaty, deal, combina-
tion, or understanding using any one or all of these tactics. Take time
to create a rational policy, because when the cycle ends you still need
to have sold your goods, bought in your needs, and did it all at a sane
price. Good luck!

44

Take time to create ,,
a rational policy, because ...
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WORLD TRADE PATTERNS - 1

ROA

Republic of Arabia

Far East Republic

N

7 /

Wheat 25 Cotton 25  Electronics 50
\ /
Ind. Machines 50 Wheat 25 /

Oil 50

Cars 75

NAR

North American Republic

Cars 25

/Y - 4

Ind. Machines 25 Cotton 25
/

Ind. Machines 25

/ \ T~

Wheat 25

L)

WER

West European Republic

BB R

East European Republic

NAR

North American Republic

Far East Republic

L N

Wheat 25

\

Ind. Machines 50

Oil 50

\

/ |

Electronics 25
Oil 100

] /

ROR s

Republic of Arabia

/

Ind. Machines 50

Oil 50

VT

\

"
WER

West European Republic

BER

East European Republic
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WORLD TRADE PATTERNS - 2
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WORLD TRADE PATTERNS - 3

NAR ROA

North American Republic Republic of Arabia

N /

0 0

o \ ]
TER

East European Republic

/ / \ Industrial Machines 50
0 0il 75 0 \
( / \ Cars 25

Far East Republic W E R
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WORLD TRADE RECORD FORMS

World Trade Form (ﬁ

Your nation: Cycle: Date: Exact time:
Seller’s signature: Buyer’s signature:
ltem Units in 25 M blocks only Dollar Value To ...or ... From
o
£
[
w
(o))
£
>
5
o0

World Trade Form

Your nation: Cycle: ___ Date: Exact time: (&

Seller’s signature: Buyer’s signature:
Item Units in 25 M blocks only Dollar Value To ...or... From

()]

£

o)

0p]

(@)}

£

>

>

m

World Trade Form (&
Your nation: Cycle: ___ Date: Exact time:

Seller’s signature: Buyer’s signature:
Item Units in 25 M blocks only Dollar Value To ... or... From

o

=

o

w

o

£

>

5

o0
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NATIONAL TRADE FORM

National Trade Form @

Iltem Units Dollar Value To ...or... From
ke]
o
wn
=
(@)]
3
o
©
(O]
3
<
Total units sold Total dollar value
Total units bought Total dollar value
Total units added Total dollar value
‘ For this cycle
we have a trade surplus of ; and

we have a trade deficit of
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NAR MONEY

Note: Use a different color of paper for each nation’s currency.
Doing so will make it easier to recognize the money.

NAR

North American Republic

25 million

NAR

North American Republic

25 million

NAR

North American Republic

10 million

S A 5

North American Republic

10 million

NAR

North American Republic

10 million

NAR

North American Republic

10 million

S 47T

North American Republic

10 million

NAR

North American Republic

1 million

NAR

North American Republic

1 million

NAR

North American Republic

1 million

NAR

North American Republic

1 million

NAR

North American Republic

1 million

S T3

North American Republic

1 million

NAR

North American Republic

1 million

NAR

North American Republic

1 million

T

North American Republic

1 million

S

North American Republic

1 million

e

North American Republic

1 million
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Note: Use a different color of paper for each nation’s currency.

Doing so will make it easier to recognize the money.

WER MONEY

WER

West European Republic

25 million

WER

West European Republic

25 million

WER

West European Republic

10 million

WER

West European Republic

10 million

WER

West European Republic

10 million

WER

West European Republic

10 million

WER

West European Republic

10 million

WER

West European Republic

1 million

WER

West European Republic

1 million

WER

West European Republic

1 million

WER

West European Republic

1 million

WER

West European Republic

1 million

WER

West European Republic

1 million

WER

West European Republic

1 million

WER

West European Republic

1 million

WER

West European Republic

1 million

WER

West European Republic

1 million

WER

West European Republic

1 million
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Note: Use a different color of paper for each nation’s currency.

Doing so will make it easier to recognize the money.

FER MONEY

Far East Republic

25 million

Far East Republic

25 million

Far East Republic

25 million

Far East Republic

25 million

Far East Republic

10 million

Far East Republic

10 million

Far East Republic

10 million

Far East Republic

10 million

Far East Republic

10 million

Far East Republic

1 million

Far East Republic

1 million

Far East Republic

1 million

Far East Republic

1 million

Far East Republic

1 million

Far East Republic

1 million

Far East Republic

1 million

Far East Republic

1 million

Far East Republic

1 million
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Note: Use a different color of paper for each nation’s currency.

Doing so will make it easier to recognize the money.

EER MONEY

B E R

East European Republic

25 million

BER

East European Republic

25 million

B IR

East European Republic

25 million

% 18, 13

East European Republic

25 million

b E R

East European Republic

10 million

| PP PL

East European Republic

10 million

1 180 83

East European Republic

10 million

2929 3

East European Republic

10 million

| DR IPL

East European Republic

10 million

10929 {1

East European Republic

1 million

bEBR

East European Republic

1 million

BER

East European Republic

1 million

1 1B 53

East European Republic

1 million

0999 4

East European Republic

1 million

Bk

East European Republic

1 million

lopiog

East European Republic

1 million

BER

East European Republic

1 million

BI5R

East European Republic

1 million
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Note: Use a different color of paper for each nation’s currency.

Doing so will make it easier to recognize the money.

ROA MONEY

ROA

Republic of Arabia
25 million

ROA

Republic of Arabia
25 million

ROA

Republic of Arabia
10 million

RO

Republic of Arabia
10 million

RO

Republic of Arabia
10 million

RO

Republic of Arabia
10 million

RO

Republic of Arabia
10 million

ROS

Republic of Arabia
1 million

ROS

Republic of Arabia
1 million

RO

Republic of Arabia
1 million

RO

Republic of Arabia
1 million

RO

Republic of Arabia
1 million

ROA

Republic of Arabia
1 million

ROA

Republic of Arabia
1 million

ROA

Republic of Arabia
1 million

NOA

Republic of Arabia
1 million

NOA

Republic of Arabia
1 million

NOA

Republic of Arabia
1 million
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Teacher Feedback Form

At Interact, we constantly strive to make our units the best they can be. We always appreciate
feedback from you—our customer—to facilitate this process. With your input, we can continue to
provide high-quality, interactive, and meaningful instructional materials to enhance your curriculum

and engage your students. Please take a few moments to complete this feedback form and drop it
in the mail. Address it to:

Interact - Attn: Editorial
10200 Jefferson Blvd. - P.O. Box 802
Culver City, CA 90232-0802

or fax it to us at (800) 944-5432

or e-mail it to us at access@teachinteract.com

We enjoy receiving photos or videos of our units in action!
Please use the release form on the following page.

Your Name:

Address:

E-mail:

Interact Unit:

Comments:
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Release Form for Photographic Images

To Teachers:

To help illustrate to others the experiential activities involved and to promote the use of
simulations, we like to get photographs and videos of classes participating in the simulation. Please
send photos of students actively engaged so we can publish them in our promotional material. Be
aware that we can only use images of students for whom a release form has been submitted.

To Parents:

| give permission for photographs or videos of my child to appear in catalogs of educational
materials published by Interact.

Name of Student: (print)

Age of Student: (print)

Parent or Guardian: (print)

Signature: Date:

Address:

Phone:

Interact

10200 Jefferson Blvd.
Culver City, CA 90232-0802
310-839-2436
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