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Money

1.1 WHAT IS MONEY?

What do you think money is? Is it a dollar? Is it only gold and
silver? What about the balance in your checking' or savings accoun?? Is
your income money? Are stocks® and bonds* money? Money is actually no
one of these things, but can be all of them and much more.

The basic function of money is to enable buying to be separated from
selling, thus permitting trade to take place without the so-called double
coincidence® of barter®. If a person has something to sell and wants
something else in return, it is not necessary to search for someone able
and willing to make the desired exchange of items. The person can sell
the surplus item for general purchasing power' —that is, “money”—to
anyone who wants to buy it and then use the proceeds to buy the desired
item from anyone who wants to sell it.

Money is an agreement within a community, to use something as a
raedium of exchange®, which acts as an intermediary market good. It can
be traded and exchanged for other goods. The agreement can either be
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explicit or implicit, freely chosen, or coerced. Money is an abstract form
of power. As discussed below, money also has other characteristics.
Separation of the act of sale from the act of purchase requires the
existence of something that will be generally accepted in payment—this is
the “medium of exchange” function of money. But there must also be
something that can serve as a temporary abode of purchasing power, in
which the seller holds the proceeds’ in the interim between the first sale
and the subsequent purchase, or from which the buyer can extract the
general purchasing power with which to pay for what is bought. This is

the “asset'®” function of money.
Words and Expressions

1. checking account Z &K/ (XESMOK”)
2. saving account fEEKF

3. stock RE

4, bond fit#

5. double coincidence XUHFERYE

6. barter S#%5

7. general purchasing power 44X N

8. medium of exchange X5 iHA

9. proceeds 3%

10. asset ¥rp=

1.2 THE ORIGIN OF MONEY

Indirect exchange' is distinguished from direct exchange according as
a medium is involved or not.

If there are more than two individuals and more than two kinds of
commodity in the market, direct exchange is very fifficult, then indirect
exchange becomes necessary, and the demand for goods for immediate
wants is supplemented by a demand for goods to be exchanged for others.

Indirect exchange becomes more necessary as division of labor increases
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and wants become more refined. In the present stage of economic
development, the occasions when direct exchange is both possible and
actually effected have already become very exceptional.

Now all goods are not equally marketable’. While there is only a
limited and occasional demand for certain goods, that for others is more
general and constant. Consequently, those who bring goods of the first
kind to market in order to exchange them for goods that they need
themselves have as a rule a smaller prospect of success than those who
offer goods of the second kind. If, however, they exchange their
relatively unmarketable goods for such as are more marketable, they will
get a step nearer to their goal and may hope to reach it more surely and
economically than if they had restricted themselves to direct exchange.

It was in this way that those goods that were originally the most
marketable became common media of exchange. And as soon as those
commodities that were relatively most marketable had become common
media of exchange, there was an increase in the difference between their
marketability and that of all other commodities, and this in its turn further
strengthened and broadened their position as media of exchange.

Thus the requirements of the market have gradually led to the
selection of certain commodities as common media of exchange. Thus
there would be an inevitable tendency for the less marketable of the series
of goods used as media of exchange to be one by one rejected until at last
only a single commodity remained, which was universally employed as a
medium of exchange; in a word, money.

Many items have been used as money, from naturally scarce precious
metals and conch shells’® through cigareties to entirely artificial money
such as banknotes*. In quite early times, sooner in some places than in
others, the indirect exchange led to the employment of the two precious
metals gold and silver as common media of exchange. For hundreds, even
thousands, of years the choice of mankind has wavered undecided
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between gold and silver. The chief cause of this remarkable phenomenon
is to be found in the natural qualities of the two metals. Being physically
and chemically very similar, they are almost equally serviceable for the
satisfaction of human wants.

Of course, if two or more economic goods had exactly the same
marketability, so that none of them was superior to the others as a
medium of exchange, this would limit the development toward a unified
monetary system. For it is quite certain that even if a motive had not been
provided by the unequal marketability of the goods used as media of
exchange, unification would still have seemed a desirable aim for
monetary policy. The simultaneous use of several kinds of money involves
so many disadvantages and so complicates the technique of exchange that
the endeavor to unify the monetary system would certainly have been made
in any case.

Words and Expressions

1. indirect exchange (A5

2. marketable E&4K9

3. conch shells N7HR, HTRYZUNFENZHEN
4. banknotes =

1.3 VARIETIES OF MONEY

1.3.1 Commodity Money

The first instances of money were objects, which were useful for
their intrinsic value. This was known as commodity money and included
any commonly-available commodity that has intrinsic value; historical
examples include pigs, rare seashells, whale’s teeth, and (often) cattle.
Even in the industrialized world, in the absence of other types of money,
people have occasionally used commodities such as tobacco as money.
This last happened on a wide scale after World War [] when cigarettes



Money 5

became used unofficially in Europe, in parallel with other currem}:itml , for
a short time.

Once a commodity becomes used as money, it takes on a value that
is often a bit different from what the commodity is intrinsically worth or
useful for. Being able to use something as money in a society adds an
extra use to it, and so adds value to it. This extra use is a convention of
society, and how extensive the use of money is within the society will
affect the value of the monetary commodity. So although commodity money
is real, it should not be seen as having a fixed value in absolute terms.
Its value is still socially determined to a large extent. A prime example is
gold, which has been valued differently by many different societies, but
perhaps none valued it more than those who used it as money.
Fluctuations in the value of commodity money can be strongly influenced
by supply and demand whether current or predicted (if a local gold mine
is about to run out of ore, the relative market value of gold may go up in
anticipation of a shortage) .

Money can be anything that the parties agree is tmdz;ble, but the
usability of a particular sort of money varies widely. Desirable features of
a good basis for money include being able to be stored for long periods of
time, dense so it can be carried around easily, and difficult to find on its
own so that it is actually worth something. Again, supply and demand
play a key role in determining value.

1.3.2 Metallic Money

The use of metals as money has occurred throughout history. As
Aristotle observed, the various necessities of life are not easily carried
about, and hence man agreed to employ in their dealings with each other
something which was useful and easily applicable to the purposes of life,
for example, iron, silver, and the like. Of this the value was at first

measured by size and weight, but in process of time they put a stamp
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upon it, to save the trouble of weighing and to mark the value.

The use of metal for money can be traced back to more than 2,000
years before the birth of Christ. But standardization and certification in
the form of coinage’, as referred to by Aristotle, did not occur except
perhaps in isolated instances until the 7th century BC. Historians
generally assign to Lydia, a state in Anatolia, priority in using coined
money. The first coins were made of electrum, a natural mixture of gold
and silver, and were crude, bean-shaped ingots bearing a primitive mark
certifying to either weight or fineness, or both.

The use of coins enabled payment to be convenient, greatly
facilitating commerce. But this in tum encouraged clipping ( shaving off
tiny slivers from the sides or edges of coins) and sweating (shaking a
bunch of coins together in a leather bag and collecting the dust that was
thereby knocked off) in the hope of passing on the lighter coin at its face
value’. Gresham’s law*(that “bad money drives out good”> when there is
a fixed rate of exchange between them) came into operation, and heavy,
good coins were held for their metallic value, while light coins were
passed on. The coins became lighter and lighter, and prices higher and
higher. Then payment by weight would be resumed for large transactions,

and there would be pressure for recoinage.
1.3.3 Representative Money®

The system of commodity money in many instances evolved into a
system of representative money. In this system, the material that
constitutes the money itself had very little intrinsic value, but nonetheless
such money achieves significant market value through being scarce as an
artefact.

Paper currency and non-precious coinage was backed by a
government or bank’ s promise to redeem’ it for a given weight of precious

metal, such as silver. In the late 18th and early 19th centuries, paper
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money and bank notes spread widely. The bulk of the money in use came
to consist not of actual gold or silver but of fiduciary money®—promises to
pay specified amounts of gold and silver. These promises were initially
issued by individuals or companies as bank notes or as the transferable
book entries that came to be called deposits. But gradually the state
assumed a role. _

From fiduciary paper money promising to pay gold or silver, it is a

short step to fiat paper money’. Fiat money refers to money that is not
backed by reserves of another commodity. The money itself is given value
by government fiat or decree, enforcing legal tender laws, previously
known as “forced tender'®”, whereby debtors are.legally relieved of the
debt if they (offer to) pay it off in the government’ s money. By law the
refusal of “legal tender''” (any form of money that a government decrees
must be accepted in payment of debts) money in favor of some other form
of payment is illegal, and has at times in history invoked the death
penalty . .
The first large-scale issue in a Westem country occurred in France in
the early 18th century (though there are reports of paper money in China
many centuries earlier). Later, the French revolutionary govemment
issued paper money in the form of assignats'? from 1789 to 1796. The
American colonies and later the Continental Congress” issued bills of
credit that could be used in making payments. These early experiments
gave fiat money a deservedly bad name. The money was overissued, and
prices rose drastically until the money became worthless or was redeemed
in metallic money (or promises to pay metallic money) at a small fraction
of its initial value.

Governments through history have often switched to forms of fiat
r;loney in times of need such as war, sometimes by suspending the service
they provided of exchanging their money for gold, and other times by
simply printing the money that they needed. When govemnments produce
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money more rapidly than economic growth, the money supply overtakes
economic value. Therefore, the excess money eventually dilutes the
market value of all money issued. This is called inflation™.

Words and Expressions

. coinage[ 'koinid3] #¢TiHIEE, & T

. currency &%,

. face value REME,REMHE

. Gresham’s law 3k

. bad money drives out good % Ti3KZER T

. representative money 4K, fAFAER T, FTRAR B B A& MR
4K

. redeem[ri'di:m] ik, M

. fiduciary( fi'dju: fori] money 4, {FFARATHLET , RIERERT
R4

9. fiat paper money FREBLKT ,EERT

10. forced tender SREIHEHEH

11. legal tender B:EHRM

12. assignat( esin’ja: ] B EXEARIH(1789 ~ 1796 4F ) RFFHILE T

13. Continental Congress K4l (4437 B/ p1 3% MU 7E Philadephia

BI)
14. inflation FREHK

A AW =

o0 3

1.4 ESSENTIAL FUNCTIONS OF MONEY

1.4.1 Medium of Exchange

A medium of exchange is an intermediary used in trade to avoid the
inconveniences of a pure barter system. This characteristic allows money
to be a standard of deferred payment', i.e., a tool for the payment of
debt.

In a barter system, there must be a coincidence of wants before two
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people can trade—they must want exactly what the other has to offer,
when and where it is offered, so that the exchange can occur. A medium
of exchange pemnits the value of a good to be assessed and rendered in
terms of the intermediary, most often, a form of money widely accepted to
buy any other good.

To serve as a medium of exchange, a good or signal need not have
any inherent value of its own, that is, it need not be effective as a store
of value in itself. Paper money is a useful medium of exchange in part
because it has no such value, thus, it cannot lose that value if damaged,
and so damaged paper money is easily replaced. Gold was long popular as
a medium of exchange and store of value because it was convenient to
move large quantities and was inert, and so would not tamish or lose
weight or value.

Of all functions of money, the medium of exchange function has
historically been the most problematic because of counter-feiting, the
systematic and deliberate creation of bad money? with no authorization to
do so, leading to the driving out of the good money entirely.

The functions of money as a transmitter of value through time and
space may also be directly traced back to its function as medium of
exchange. Money functions today as a means for transporting value
through space. The European farmer who emigrates to America and wishes
to exchange his property in Europe for a property in America, sells the
former, goes to America with the money, and there purchases his new
homestead .

1.4.2 Common Measure of Value

When the value of a good is frequently used to measure or compare
the value of other goods or where its value is used to denominate debts
then it is functioning as a unit of account®.

Money, the common medium of exchange, which can be exchanged



