
You matter!  Monday, March 11 + Tuesday, March 12

● Warm up:  Tell your neighbor that they matter and that you care about how 
they are doing.  Then, ask them how they are doing today and have a 
conversation about nominal vs. real interest rates and nominal vs. real wages.

● Learning target: I can explain how the price of bonds changes on the open 
market as a result of changes in nominal interest rates.  I can explain nominal 
vs. real interest rates and the time value of money.  I can also explain the 
Quantity Theory of Money. 

● Unit 4 test: Tues, 3/19 for A day; Wed, 3/20 for B day
● Expect one quiz each week, typically on the last day that I see you 

during the week.  Quizzes will be over material we’ve covered recently.  
I’ll let you know when I will start adding content from earlier units.  

● Winter and Charlotte need to make up last week’s quiz



Nominal vs. Real 
Interest Rates
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http://www.youtube.com/watch?v=VYcgcWS_NBQ


Interest Rates and Inflation 
Who is willing to lend me $100 if I will pay a total interest rate 

of 100%?  (I plan to pay you back in the year 2050)

If the nominal interest rate is 10% and the inflation rate is 
15%, how much is the REAL interest rate?

Real = nominal interest rate - expected inflation

Nominal = Real interest rate + expected inflation
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Nominal vs. Real Interest Rates
Example #1:
● You lend out $100 with 20% interest. Inflation is 15%.
● A year later you get paid back $120. 
● What is the nominal and what is the real interest rate?
● Nominal interest rate is 20%. Real interest rate was 5%
● In reality, you get paid back money w/ 5% more purchasing power.  
Example #2:
● You lend out $100 with 10% interest. Prices are expected to 

increased 20%. In a year you get paid back $110. 
● What is the nominal and what is the real interest rate?
● Nominal interest rate is 10%. Real rate was –10%
● In reality, you get paid back an amount with less purchasing power.  
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Bonds vs. Stocks
How could you raise money to start a lemonade stand?

6

You ask your grandmother to lend you $100.
Your grandmother just bought a bond.
•Bonds are loans, or IOUs, that represent debt that the government, business, or 
individual must repay to the lender. 
•The bond holder has NO OWNERSHIP of the company and is paid interest.
To get more money, you could sell half of your company and issue shares of 
stock.
•Stocks represent ownership of a corporation and the stockholder is often 
entitled to a portion of the profit paid out as dividends.

Copyright 
ACDC Leadership 2018



Bonds Prices and Interest Rates
A bond is issued at a specific interest rate that doesn’t change 
throughout the life of the bond. 
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How do changes in the interest rate affect 
bond price?

● When you buy bonds, you can wait for them to mature or 
you can sell them off early.

● Assume you bought a bond at a 5% interest rate that will 
mature in 10 years.

●  If the interest rates increases to 10%, will buyers be more 
or less interested in buying your bond? 

● What will happen to the price of your bond?
● Buyers would be less interested in your bond so the price 

would decrease. 
● Interest rates and bond prices are inversely related!
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Bonds Prices and Interest Rates
Example: Assume a 30-year U.S. Treasury bond has a face value 

of $1000 and the interest rate is 5%. Each year, for 30 years, 
you will get $50.  

● If the interest rate falls and new bonds are being issued at 3% 
then people would rather have the old 5% bonds. 

● If you like, you can sell bonds before they mature.
● If you sold the original 5% bond, buyers would bid up the 

price since they would rather have 5%. 
The Point: Bond price and interest rates are inversely related.
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Let’s Play the Pyramid!



Round 1

1. The demand for money
2. What a cow might say
3. Assets
4. Balance sheet
5. Things that are fluffy
6. Capital expenditures
7. The four factors of production



Round 2

1. Monetary policy
2. Liabilities
3. Open market operations
4. What a bird might say
5. Excess reserves
6. Taxing and spending
7. Things that are sweet



The Time Value of 
Money

The idea of the time value of money is a valuable tool 
in finance and can help us understand interest rates 
and saving. However, using the equations and 
calculating the future value of a specific amount of 
money is not tested much on the AP exam. 
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http://www.youtube.com/watch?v=nfkqCv3Rd_g


What other information would you need to 
have be able to make an informed 

decision?

Think About It:
Would you rather have $100 today or 

$200 in 5 years from now?
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Time Value of Money 

• A dollar you receive today is worth more than 
a dollar you might receive in the future.  Why?
– Because a dollar can earn interest for you over 

time.

15



$X in N Years $X (1 + ir)N=

You can determine the future value of any
amount of money ($X) if you know the nominal 
interest rate (ir) and the number of years (N). 

Equation to Calculate Future Value: 
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$X in N Years $X (1 + ir)N

= = $110$100 (1 + .1)

=

Future Value of $100 
in 1 Year

If the interest rate is 10% then the future value of 
$100 is $110:  

What is the future value of $100 in three years if 
the interest rate is 10%?
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What is the future value of $100 in one year if the 
interest rate is 20%?



=
Present Value of 
$100 in 1 Year

Present Value- The current worth of 
some future amount of money. 

Equation to Calculate Present Value: 
$X

(1 + ir)N
Present Value 

of $X in 1 Year =

$100
(1 + .1)1 = $90.91
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If the interest rate is 10%, the present value 
of $100 is $90.91

So, this means that the future value of 
$90.91 when the interest rate is 10% is $100

$X
(1 + ir)N

Present Value 
of $X in 1 Year =
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Are you ready for a FUN set?!



You are awesome!  Wednesday, March 13 + 
Thursday, March 14
● Warm up:  Talk to your neighbor about this unit and the study guide--come up 

with at least two questions that you have about what we’ve covered.
● Learning target: I can also explain the Quantity Theory of Money.  I can 

explain the loanable funds market and the related graph. 
● Unit 4 test: Tues, 3/19 for A day; Wed, 3/20 for B day
● Expect one quiz each week, typically on the last day that I see you 

during the week.  Quizzes will be over material we’ve covered recently.  
I’ll let you know when I will start adding content from earlier units.  

● Next Ever Fi is due Monday, March 18



Tutorial--Tuesdays & Thursday, plus this 
coming Monday



Leakage

Leakage occurs when taxes, savings, and 
imports remove income from the circular flow 
system. 



1. Under which of the following conditions would consumer spending 
most likely increase?
a. Consumers have large unpaid balances on their credit cards
b. Consumers’ wealth is increased by changes in the stock market
c. The government encourages consumers to increase their savings
d. Social security taxes are increased
e. Consumers believe they will not receive pay increases next year
2. Which of the following can be considered a leakage from the 

circular flow of economic activity?
a. Investment

b. Government expenditures
c. Consumption
d. Exports
e. Saving



Equation of Exchange or 
the Quantity Theory of Money

• Quantity theory of money:  a theory that emphasizes the 
positive relationship between price level and money supply.  
– It relies on the equation M x V = P x Y where:

• M = money supply
• V = velocity (measure of the number of times the 

average dollar bill in the economy turns over per year 
btw buyers and sellers)

• P = price level
• Y = real GDP



Equation of Exchange or 
the Quantity Theory of Money

• M x V = P x Y  Where:
– MV is the amount spent by consumers.  This is the 

same as the total C + I + G + Xn
– PY is the amount received by sellers.  This is the 

same as nominal GDP (current output at current 
prices)



GDP & Money Supply

• The “equation of exchange” defines the 
relationship between money and economic 
activity

• Let’s track a dollar bill . . . (from the tip you 
left at Starbucks in ATL, to the flowers the 
barista bought in Macon for her mother’s 
birthday, to the souvenir the florist bought in 
Seattle . . . )

http://www.wheresgeorge.com/report.php?key=8a770d9af8b4ee4a1f5f58e5b4f4c30c2f55367f4ead0412&entry=11


Equation of Exchange or 
the Quantity Theory of Money

• When the money supply (M) changes, if the 
economy is at full capacity then P increases.  If the 
economy is not at full capacity (Yf), then Y increases 
with a possible increase in price level.  

– I.e., an increase in M not offset by an increase in real 
output will result in inflation



Videos on Velocity of Money & 
Inflation

• Marginal Revolution University
• Part II

https://www.youtube.com/watch?v=q59tZKP0HME
https://www.youtube.com/watch?v=gi7jx5IJtik


So far we have only been looking at 
NOMINAL interest rates. 

What about REAL interest rates?  
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Loanable Funds 
Market
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http://www.youtube.com/watch?v=hucfTz4sPfU&index=19&list=PLD7C33AB80B405B9A


Loanable Funds Market
Is a real interest rate of 50% good or bad?
Bad for borrowers but good for lenders.

The loanable funds market is a hypothetical market that 
represents the private sector supply and demand of loans.

• This market shows the effect on REAL INTEREST RATE.
• Demand- Inverse relationship between real interest rate 

and quantity loans demanded.
• Supply- Direct relationship between real interest rate and 

quantity loans supplied.
This is NOT the same as the money market. (supply is not 

vertical).
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Real Interest 
Rate
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DBorrowers/Investors

SLenders/Savers

Loanable Funds Market  

Quantity of LoansQLoans

re

At the equilibrium real interest rate the amount 
borrowers want to borrow equals the amount lenders 

want to lend.
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Real Interest 
Rate
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SLenders

Loanable Funds Market  

Quantity of LoansQLoans

D1

re

r1

Q1

Example: The Gov’t increases deficit spending.
Government borrows from private sector increasing 

the demand for loans

Real interest 
rates increase 

causing
crowding out!!
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Loanable Funds Market  

1. Changes in borrowing by consumers
2. Changes in borrowing by businesses (investment 

spending); for example caused by changes in 
perceived business opportunities

3. Changes in borrowing by the government (ex: 
deficit spending increases Dlf)

Demand Shifters
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Demand for loans comes from borrowers/investors
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Loanable Funds Market  

1. Changes in private savings behavior
2. Changes in public savings
3. Changes in foreign investment (ex: more inflow 

of foreign financial capital)
 

Supply Shifters
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Supply for loans comes from lenders/savers



What will happen to the demand and supply for 
loanable funds if there is political instability? 

Demand and supply both 
shift

-Demand will decrease as 
worried consumers and 
businesses borrow/invest less
-Supply will decrease as 
worried foreigners take 
money out of the country 
(This is called “capital 
flight”)
   

Quantity of loans fallsCopyright 
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D1

Real 
IR

Quantity of Loans

S

irR

D

S1



You can contribute! Friday, March 15 + 
Monday, March 18

• Warm up: Come up with 
two questions you want to 
ask from your study guide.

• Agenda:
– Fun set: finish, 

trade/grade
– Quiz
– Kahoot!
– Study guide



Tutoring

I will be here after school on Monday and 
Tuesday!



Are you ready for your second FUN 
set this week?  Who knew AP macro 
could be so awesome?  Oprah did . . 
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Let’s Compare and Contrast the Money 
Market and Loanable Funds Graphs

1. Why is the supply of money vertical?
2. What shifts the supply of money?
3. Why is the supply of loanable funds upward sloping?
4. What shifts the supply of loanable funds?
5. Why is the demand of money downward sloping?
6. What shifts the demand of money?
7. Why is the demand of loanable funds downward sloping?
8. What shifts the demand of loanable funds?
9. What kind of interest rate is on the money market graph?

10. What kind of interest rate is on the loanable funds graph?



2008 Audit Exam
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2008 Audit Exam
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2012 Audit Exam
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2010 FRQ #1
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2010 FRQ #1

http://www.youtube.com/watch?v=QoWzjrLlaZ0


2010 FRQ #1
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2007B Practice FRQ
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2007B Practice FRQ
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2007B Practice FRQ
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2009 Practice FRQ
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http://www.youtube.com/watch?v=ntq89ccHrQs


2009 Practice FRQ
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2009 Practice FRQ
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2012 Audit Exam
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