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LESSON

11
Let Lenders and Borrowers Be
LESSON DESCRIPTION 
AND BACKGROUND

The students learn how financial intermediaries
foster exchanges between savers and borrow-
ers. They learn how savers and borrowers bene-
fit from these exchanges; they also learn about
the opportunity costs of saving and borrowing. 

Financial intermediaries perform an important
function in our economy. In accepting deposits
from savers and in lending money to borrowers,
they support people in their efforts to reach
their goals.   

Lesson 11 is correlated with national standards
for mathematics and economics, and with per-
sonal finance guidelines, as shown in Tables 1-3
in the introductory section of this publication. 

ECONOMIC AND PERSONAL FINANCE
CONCEPTS

• Demand

• Financial intermediaries

• Interest

• Opportunity cost

• Profit 

• Revenue

• Supply

OBJECTIVES

At the end of this lesson, the student will be able to:

• Define interest. 

• Explain that interest rates are determined by
supply and demand. 

• Identify the opportunity cost incurred by
savers and borrowers. 

TIME REQUIRED  

One or two 45-minute class periods

MATERIALS

• A copy for each student of Introduction and
Vocabulary sections of Lesson 11 from the
Student Workbook 

• A transparency of Visual 11.1

• A copy for each student of Exercise 11.1
from the Student Workbook 

• A copy for each student of Lesson 11 
Assessment from the Student Workbook 

ADDITIONAL RESOURCES

To download visuals, find related lessons, corre-
lations to state standards, interactives, and
more, visit http://fffl.councilforeconed.org/6-8/
lesson11.

PROCEDURE

1. Introduce the lesson’s focus on “financial in-
termediaries”—banks, savings and loan associa-
tions, and credit unions. Explain that these
institutions are intermediaries because they
bring savers and borrowers together. They offer
savings accounts in which people can deposit
money and earn interest. They offer loans for
people who want to borrow money. Money de-
posited by savers provides money that can be
lent to borrowers.  Distribute a copy of Intro-
duction and Vocabulary sections of Lesson 11
from the Student Workbook to each student.
Use the passages in this handout to reinforce
the important role of financial intermediaries.
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2. Display Visual 11.1. Use the visual to illus-
trate the role of the bank in bringing savers and
borrowers together. Draw attention to the smil-
ing faces shown in the visual. Ask: 

a. Why are the savers and the borrowers repre-
sented by smiling faces? (The savers smile
because their money will be safe, and they
will earn interest on it. The borrowers smile
because the loans they obtain will enable
them to do things—buy a car or a house,
e.g.—that they otherwise could not afford
to do.)

b. The answers to the smiley-face question em-
phasize benefits for savers and borrowers. Is
that all there is to it?  Is there any cost that
comes with saving? With borrowing? (Savers
and borrowers experience opportunity cost.
For savers, the opportunity cost is the next-
best use they could have made of their
money if they had not deposited it in a sav-
ings account. For borrowers, it is the next-
best use they could have made of their
money in the future if they had not obli-
gated themselves to follow a repayment
schedule into the future.)

3. Challenge the students to think about the in-
terest payments banks pay to savers. Ask: Why
wouldn’t banks decide to lower expenses simply
by paying really low interest rates? (The interest
paid to savings account holders must exceed
the next-best alternative they have for sav-
ing. For example, if Bank A decided to lower
expenses by paying a far lower rate of inter-
est than Bank B paid, many depositors would
move their savings to Bank B. Bank A then
would have to adjust its rates or risk losing
its depositors.) 

4. Explain that banks are businesses, like gro-
cery stores or software manufacturers. Bank
owners are in business to make a profit. “Profit”
is the money bank owners have left after they
have paid their “operating costs.”  The operat-
ing costs include the cost of employees’ wages,
rent for office space, utilities, equipment, etc.
Another cost is the interest payments banks

make to their depositors. Money to pay operat-
ing costs comes from the bank’s “revenue.”
Most bank revenue comes from interest paid by
borrowers.  Profits or losses are the difference
between revenues and expenses. 

5. Review the concept of financial intermediaries
by suggesting a further comparison between
banks and other businesses—supermarkets, for
example. Financial institutions and supermarkets
are places where people engage in “ex-
changes.”  For example: a milk producer wants
to sell milk; a consumer wants to buy milk. 
The supermarket provides a place where that
exchange between producer and consumer can
occur. Similarly: a saver wants to put money in a
safe place and earn interest on it; a borrower
wants to borrow money, and is willing to pay in-
terest to do so. A financial institution provides a
place where that exchange between saver and
borrower can occur.  As is the case in other 
markets, the “prices” (interest rates) charged in
these exchanges are established through the 
interaction of buyers and sellers. Tell the class
that the next activity shows how that interaction
occurs. 

6. Distribute to each student a copy of Exercise
11.1 from the Student Workbook. Tell the stu-
dents to read the story and answer Questions 1-5
in writing.  After the students have written their
answers, discuss their work as follows. (1. The
demand for milk increased when people’s
taste for milk increased. One factor that can
affect the demand for a product is a change in
people’s tastes and preferences. 2. The quan-
tity of milk supplied stayed the same. The
cows in the area could produce only so much
milk, and there wasn’t enough time for farm-
ers to adjust the size of their herds. 3. The
price of milk went up because demand in-
creased while supply stayed constant. 4. The
price of bananas and pineapple juice most
likely increased too. They were complements
to the milk, meaning they were items that
people bought along with the milk. When the
demand for an item goes up, the demand for
its complement also goes up. When the 
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demand for milk increased, the demand for
bananas and pineapple juice would also have
increased. Therefore, the price of bananas
and pineapple juice would have increased. 5.
The farmers in Cow Town would have liked to
increase their milk production in order to 
benefit as much as possible from the new,
high prices for milk. However, it would be 
difficult for them to increase milk production
without getting more cows, and that would
take time.) 

7. Explain that the “supply” of and “demand”
for money passing through financial intermedi-
aries determines the “interest rate”, which is the
price of money. This is similar to the way in
which the supply of and demand for milk pass-
ing through the grocery store in Cow Town de-
termines the price of milk.  (Note to the teacher:
This lesson provides an opportunity for you to
develop a supply and demand model for your
more advanced students.)

8. Explain that “savers,” who are the suppliers of
funds, will be willing to save more money at
higher interest rates and less money at lower in-
terest rates. Remind the students that this is simi-
lar to the case of the farmers who would be
willing to supply more milk at higher prices and
less milk at lower prices. The farmers would take
money they had budgeted for savings, or for
spending on other items needed for the farm,
and spend it to buy more cows. The “opportunity
cost” would be the next-best use of the farmers’
money.  In the same way, savers have other uses
for their money. The interest rate offered by a 
financial institution must be high enough to 
encourage savers to save their money instead of
spending it. The higher the interest rate, the
more people will save; the lower the interest rate,
the less they will save.

9. Point out that “borrowers”, on the other
hand, are the demanders of funds. They will bor-
row less money at higher interest rates and
more money at lower interest rates. Borrowers
also have an opportunity cost. The higher the
interest rate, the more they will have to give up
because of higher loan repayment costs. 

10. Explain that, in general, the rate of interest
paid to savers and paid by borrowers is deter-
mined in the marketplace by supply and de-
mand. What savers provide in savings and what
borrowers buy in the way of loans relates to how
they view the opportunity cost of saving and
borrowing at different prices (interest rates). 

CLOSURE

Use the following questions to review the
lesson.

• What are financial intermediaries?
(Institutions that bring savers and borrow-
ers together, transferring funds from those
who have them to those who want them.) 

• What are some examples of financial interme-
diaries? (Banks, credit unions, savings and
loan associations.) 

• What is the price paid to savers for saving or
paid by borrowers for borrowing? (Interest.) 

• How is the rate of interest determined?
(By supply and demand.) 

• Why would savers want to be a part of the
banking process? (Savers get a safe place to
deposit their savings; they also earn inter-
est on their deposits.) 

• Why would borrowers want to be a part of
this process? (Borrowers can get money to
use now; they can pay the money back over
time.) 

• Why would banks want to be a part of this
process? (Banks earn income by facilitating
exchange among those who wish to save
and those who wish to borrow. Banks profit
by making wise loans with their deposits.) 

• Why are interest rates higher for borrowers
than for savers? (The interest rate banks
charge to borrowers must be sufficient to
cover their operating costs and their inter-
est payments to savers, and to provide a
profit to bank owners.) 
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• What might happen if borrowers failed to
repay debts and interest? (The bank would
not be able to cover its costs, and it might
fail.) 

ASSESSMENT 

Distribute to each student a copy of Lesson 11
Assessment from the Student Workbook. 
Assign the students to do the assessment, 
working independently. (Answers: 1.C; 2. B; 
3. F; 4. A; 5.E ; 6.D.)  

EXTENSION

The interaction of supply and demand 
plays an important role in establishing interest
rates as well as the prices of resources and 
consumer goods and services. Continue 
instruction on how an equilibrium price is 
established by presenting the lesson, The Prices
are Changing, from EconEdLink, located at
http://www.econedlink.org/e747.
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Everybody’s Bank
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