Early American Money – SMART Board Lesson

Lesson by 
Julie Kornegay, economic and financial education specialist, FRBA–Birmingham

Lesson description
Throughout history society has evolved and changed with new innovations. In this lesson, students will determine the challenges associated with barter and trade, examine the foundation of American money, and understand the chronology of the events that facilitated change. Students will use online games to role-play the challenges of barter and trade; identify the types of money using a word sort activity; and test their geography knowledge of the 13 colonies using a currency matching activity. 
Time required
90 minutes
Concepts
Money
Barter and trade
Commodity, representative, and fiat currency
The characteristics of money
Early central banking
Demand note
Legal tender note

Objectives
The students will:
· define money and the characteristics of money
· understand the foundation and principles of early American money
· examine the chronological order of the evolution of money
· identify problems associated with not having enough money in circulation
Materials
· SMART Notebook file Early American Money
· Activity 1  Currency Sort handout for students
· Activity 2 13 Colonies Matching handout for students
Procedure  Instructions for the SMART Board have been put in italics. Content background is in regular type.
1. Display slide 1 Start the SMART presentation.
 Introduce the students to the objectives for this lesson.
2. Slide 2 This information is for your general knowledge.
3. Slide 3 This slide is fill in the blank. Use your finger to move the pieces onto the line. Ask the students for direction on where the pieces should go. The notes icon will reveal the answer.
Ask the students “What is money?” You will probably get several answers, but essentially, money is anything that is widely accepted for payment of goods and services.
4. Display slide 4 Click on the picture of the colonists trading with the Indians. It will take you to the Federal Reserve Bank of Cleveland’s online game, “Escape from the Barter Islands” http://www.clevelandfed.org/learning_center/online_activities/barter_island/index.cfm.
While the class works through the different stages of the game, it will illustrate the difficulties of trade.
The drawbacks of the barter system:
•	Difficulty of double coincidence of wants: double coincidence of wants implies that goods in the possession of two different individuals must be useful and needed by each other.
•	Lack of common unit of value 	Comment by f1jmz01: Amy, do you want to add copy here? The other two bullets have some explanation.
•	Lack of system for storage of value: Because of a lack of money in the economy, wealth is stored in terms of goods. However, that is subject to problems such as cost of storage or loss of value.

Additional information on this topic
In a written plea to the English Board of Trade in 1764, Benjamin Franklin argued in favor of paper money in the American colonies. He argued that paper money could greatly benefit colonial economies, which suffered from a shortage of gold and silver coins. British law decreed that it was illegal to manufacture coins within the colonies. The precious supply of coins that did exist was often used by wealthy businessmen for large financial transactions.

Most common commercial transactions were often by trade or barter. Colonists also used commodity money, such as tobacco, beaver pelts, grain, and Indian wampum. In some colonies, tobacco became lawful money, which resulted in the printing of notes redeemable in tobacco. Tobacco, however, could go bad, and its quality was not always consistent. The disadvantages of tobacco and other forms of commodity money provided the incentive for colonies to issue paper money. 

5. Display Slide 5 Move the shade down and explain to the students that we have used three types of money over time: commodity, representative, and fiat. –
Commodity money  is a valuable good that becomes a medium of exchange.  For coins, the value depended upon the amount of gold, silver, or other precious metal it contained. Other examples of commodity money include corn, tobacco, salt, livestock, chocolate bars, and cigarettes. Representative money is coins or pieces of paper that have no intrinsic value but can be exchanged for a specific commodity, such as gold or silver. An example is silver certificates issued between 1878 and 1964. Fiat money has no intrinsic value and cannot be redeemed for a commodity such as gold or silver. Fiat money is made legal tender through government decree. Federal Reserve notes are fiat money and are legal tender, meaning they must be accepted for payment of debt or the creditor forfeits the privilege of charging interest and the right to sue for nonpayment.
6. Display slide 6 When you click on the gold it will take you to the San Francisco Fed’s website “American Currency Exhibit” http://www.frbsf.org/currency/index.html, where students can examine the evolution of currency. Click on the “Independence” link to see the currency issued by the original 13 colonies and Continental currency. 
When you click on the bottom right picture on the slide, it will display facts pertaining to currency in circulation in the United States. Scroll to the bottom of the page to view facts regarding how much and how long currency is in circulation. 
The circles that appear represent the difference between the two types of paper currency.
Ask students to describe the differences between the forms of money displayed. Some possible answers may include the pictures or that one is metal and the others are paper. The picture of gold represents commodity money. The top right gold certificate is representative money and could be redeemed for its equivalent value in gold. The bottom right picture is our current form of currency, fiat. The ovals around the notes distinguish the differences between the two notes.	Comment by f1jmz01: I’m not sure what the author means, the appearances or face values? Please clarify	Comment by f1jmz01: Amy, OK??
7. Display slide 7 Ask students to use their fingers to drag the word into the correct category. If a word has been cut off, tap once and it will reveal the term or phrase. Once all the words have been sorted, click the check button. That will either put a green check beside a correct answer or a red X beside an incorrect one. Be sure to click the “reset” button to return the slide to the original view.
Give students copies of Activity 1. Using what they have learned so far, ask the students to partner with another student to determine in which category the forms of money should be sorted. Once everyone has completed the sorting activity, ask  a group to demonstrate the activity on the board. 
8. Display slide 8 Use your finger to tap on each of the numbered bullet points. Each number will reveal one of the characteristics of money. When you are finished reviewing the information in the buttons, click “reset” to return the slide to the original view.
9. Display slide 9 Touch the blue circle under the date to reveal the point in history and its significance.
We will use the time line as an overview of the evolution of currency.  
· 1690–1764 Each American colony used its own currency. These were known as “bills of credit” and were traded as fiat currency.  
The colonial economy depended largely on foreign coins, barter, and commodity money. In 1690, the Massachusetts Bay Colony issued the first colonial currency. Other colonies soon began to issue their own paper currency. Usually denominated in Spanish milled dollars, colonial notes were also denominated in British shillings, pounds, and pence. In 1764, the British declared colonial currency illegal.
· 1775 The Continental Congress issued the first Continental currency–fiat.
Beginning in 1775, the Continental Congress issued currency to finance the Revolutionary War. These notes, called Continentals, had no backing in gold or silver.
Continentals were backed by the “anticipation” of tax revenues. Easily counterfeited and without solid backing, the notes quickly became devalued, giving rise to the phrase “not worth a continental.” This brief period marked the first time that U.S. currency’s value was derived solely from its purchasing power, as it is today.
· 1791–1811 After the American Revolution, the new nation began the difficult task of building a national government. Alexander Hamilton, the first secretary of the Treasury, conceived the idea of a central bank for the new nation. Congress established The First Bank of the United States in 1791.
· 1816–1836  The Second Bank of the United States functioned from 1816 to 1836. Both central banks were unpopular with those wanting easy credit—primarily the western agrarian interests—and in 1832, President Andrew Jackson vetoed the recharter of the Second Bank.	Comment by f1jmz01: Amy, the other vs. says “in 1833, Andrew Jackson ended the deposit of government funds into the bank.” This may be correct as is, just pointing out they are a bit different.
· 1862  Congress retired demand notes and issued $150 million in legal tender notes, also known as United States notes. These new notes—issued in denominations ranging from $1 to $10,000—embodied the first national currency used as legal tender for most public and private debt.
In an effort to save metals during the Civil War, legal tender notes were originally backed solely by faith in the government rather than gold or silver. In 1879, the U.S. Treasury began redeeming legal tender notes for coins. Legal tender notes continued to be issued up to 1966.
10. Display slide 10 Call on students to take turns locating the correct state currency for each of the 13 colonies. Ask a student to point to drag the currency from the pile to the correct place on the map. To check if the answer is correct, click the green check mark. Once the students have identified the locations, click on the map of the 13 colonies to review the language that was written on the currency.	Comment by f1jmz01: is this is what is meant?
Activity 2 includes a handout for students that you can assign for homework. After reviewing the currencies found throughout the 13 colonies, inform students that the value of currency from one state was not necessarily the same as in another state. For example, a $1 bill from Massachusetts may not have the same buying power as a $1 bill from Delaware. You would have to know the value of both before you could make a purchase.
11. Display slide 11 Use this slide to check the students’ answers. To return to the previous slide, touch the blue arrow. 
12. Display slide 12 Review key points of the Continental with students. If you click the Continental, it will take you to an online copy of the U.S. Constitution. 
The painful experience of runaway inflation and the collapse of the Continental dollar prompted the delegates to the Constitutional Convention to include the gold and silver clause into the Constitution so that the individual states could not issue bills of credit or “make any Thing but gold and silver Coin a Tender in Payment of Debts (Article 1 Section 10 Clause 1)” http://www.house.gov/house/Constitution/Constitution.html.

13. Display slide 13 Review the key points regarding The First Bank of the United States with the students. Pull the tab on the right to reveal why the charter was not renewed.
After the Constitution was adopted in 1789, Congress established The First Bank of the United States in 1791, giving it power to operate for 20 years and authorizing it to issue paper bank notes. The First Bank of the United States also served as the U.S. Treasury’s fiscal agent, thus performing the first central bank functions in the United States.
14. Display slide 14 Review the key points regarding The Second Bank of the United States with the students. Pull the tab on the right to reveal a quote from Andrew Jackson.
Politically, Jackson believed that a federal institution such as the Second Bank trampled on states’ rights. In addition, he felt that the bank put too much power in the hands of too few private citizens, power that could be used to the detriment of the government. The bank also lacked an effective system of regulation. In other words, it was too far outside the jurisdiction of Congress, the president, and voters. For more information on this topic, please visit http://www.philadelphiafed.org/publications/economic-education/second-bank.pdf.
15. Display slide 15 Review the differences between demand notes and legal tender notes. Use your finger to pull the tabs on the left and right sides of the page to reveal additional information on demand notes.
16. Display slide 16 Review the differences between demand notes and legal tender notes. Use your finger to pull the tabs on the left and right sides of the page to reveal additional information on legal tender notes.
17. [bookmark: _GoBack]Display slide 17 Use this slide to assess the students’ level of understanding. Ask students to use their fingers to match the term with the definition. If the entire term is not exposed, tap it once and it will scroll to reveal the whole phrase. Once you have matched all of the choices, click the check box to reveal the answers.













Activity 1 Handout
Commodity		Representative			Fiat








Federal Reserve note		       Livestock		        Corn        Gold certificate		    	       Tobacco			Salt Silver certificate			       Chocolate






Activity 2 Handout
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Maryland		Massachusetts			Georgia			New York
Delaware		Pennsylvania			South Carolina		North Carolina
New Hampshire		Rhode Island			Connecticut		New Jersey
Virginia
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