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Lesson 1
MONEY AND ITS FUNCTIONS

Along with capital and specialization, money is a third aspect
of modern economic life, Without the use of money,our present di-
vision of labor and exchange would be impossible.

Although the crucial feature of money is its acceptance as the
means of payment or medium of exchange, money has three other
functions. It serves as a unit of account,as a store of value,and as

Standard of deferred payment.
The Medium of Exchange

Money, the medium of exchange,is used in one-half of almost
all exchanges. Workers exchange labour services for money. People
buy or sell goods in exchange for money. We accept money not to
consume it directly but because it can subsequently be used to buy
things we do wish to consume. Money is the medium through which
people exchange goods and services.

To see that society benefits from a medium of exchange,
imagine a barter economy.

A barter economy has no medium of exchange. Goods are tra
ded directly or swapped for other goods.

In a barter economy,the seller and the buyer each must want
something the other has to offer. Each person is simultaneously a
seller and a buyer. In order to see a film,you must hand over in ex-

change a good or service that the cinema manager wants. There has

1



to be a double coincidence of wants. You have to find a cinema
where the manager wants what you have to offer in exchange.
Trading is very expensive in a barter economy. People must
spend a lot of time and effort finding others with whom they can
make mutually satisfactory swaps. Since time and effort are scarce
resources,a barter economy is wasteful. The use of money——any
commodity generally accepted in payment for goods, services,and
debts-makes the trading process simpler and more efficient. Instead
of having to find a restaurant that will give you a meal in exchange
for your doing the washing up,you can get a job anywhere and sub-
sequently use the money to pay for a meal ;and the restaurant can
sell meals in exchange for money without having to worry about
what goods or services you could supply in return. By economizing
on time and effort spent in trading,society can use these resources

to produce extra goods or leisure,making everyone better off.
Other Functions of Money

The unit of account is the unit in which prices are quoted and
accounts are kept.

In Britain prices are quoted in pounds sterling;in France, in
French francs. It is usually convenient to use the units in which the
medium of exchange is measured as the unit of account as well.
However there are exceptions. During the rapid German inflation of
1922—23 when prices in marks were changing very quickly, Ger-
man shopkeepers found it more convenient to use dollars as the unit
of account. Prices were quoted in dollars even though payment was
made in marks,the German medium of exchange.

Money is a store of valus because it can be used to make pur-
chases in the future.

2



To be accepted in exchange ,money has to be a store of value.
Nobody would accept money as payment for goods supplied today if
the money was going to be worthless when they tried to buy goods
with it tomorrow. But money is neither the only nor necessarily the
best store of value. Houses,stamp collections,and interest-bearing
bank accounts all serve as stores of value. Since money pays no in-
terest and its real purchasing power is eroded by inflation,there are
almost certainly better ways to store value.

‘Finally,money serves as a standard of deferred payment or a
unit of account over time. When you borrow,the amount to be re-
paid next year is measured in pounds sterling. Although conve-
nient. this is not an essential function of money. U. K. citizens can
get bank loans specifying in dollars the amount that must be repaid
next year. Thus the key feature of money is its use as a medium of
exchange. For this,it must act as a store of value as well. And it is
usually,though not invariably,convenient to make money the unit

of account and standard of deferred paymerit as well.
Different Kinds of Money

In prisoner-of-war camps, cigarettes served as money. In the
nineteenth century money was mainly gold and silver coins. These
are examples of commodity money, ordiary goods with industrial
uses (gold)and consumption uses (cigarettes) which also serve as a
medium of exchange. To use a commodity money,society must ei-
ther cut back on other uses of that commodity or devote scarce re-
sources to producing additional quantities of the commodity, But
there are less expensive ways for society to produce money.

A token money is a means of payment whose value or
purchasing power as money greatly exceeds its cost of production

3



or value in uses other than as money.

A’ £10 note is worth far more as money than as a 3X 6 inch
piece of high-quality paper. Similarly,the monetary value of most
coins exceeds the amount you would get by melting them down and
selling off the metals they contain. By collectively agreeing to use
token money ,society economizes on the scarce resources required to
produce money as a medium of exchange. Since the manufacturing
cost are tiny ,why doesn’t everyone make £10 notes?

The essential condition for the survival of token money is the
restriction of the right to supply it. Private production is illegal.

Society enforces the use of token money by making it legal ten-
der. The law says it must be accepted as a means of payment. How-
ever, laws cannot always be enforced. When prices are rising very
quickly , domestic token money may be a very poor store of value
and people will be reluctant to accept it as a medium of exchange.
Shops and firms will give discounts to people paying in gold or in
foreign currency ,as in the later stages of the great German inflation
‘n 1923. But such examples are the exceptions that proves the rule.

In modern economies, token money is supplemented by 10U
money.

An 10U money is a medium of exchange based on the debt of a
private firm or individual.

A bank deposit is IOU money because it is a debt of the bank.
When you have a bank deposit the bank owes you money, You can
write a cheque to yourself or a third party and the bank is obliged
to pay whenever the cheque is presented. Bank deposits are a medi-

um of exchange because they are generally accepted as payment.



New Words

1. capital n. ¥4

money or property that companies or individuals use to in-
crease their wealth.

The Smith Company has capital amounting to ¥ 300,000. &
AR A 30 T EHIBEAR. )

2.aspect n. (a8, FL£HHHFHE

one of the ways in which a subject or situation may be looked
at or thought about

3.crucial a. FFEEER

very important

4. consume vt. JH#H

use up

5. barter vi. n. HITHHHAS; 5K

to trade by exchanging one kind of goods for other goods with-
out using money.'

6. subsequently adv. 53k

later

7.quote vt. WM

give or state (a price)

8. erode vt. AW

reduce gradually

Inflation erodes the purchsing power. iﬁﬁﬂ%ﬂl&{im%iﬂ:
W T RE,

9. invariably adv. AAEHE; 5=

without change ; Spring invariably follows winter.

10. prisoner-of-war n. {§{$



11. enforce vt. CGREDIITER LM

cause to be carried out;force obedience;to enforce law S
EA TR R

12. discount n. {740

take off a certain amount from a price

13.supplement vt. #3%

supply what is lacking

14. oblige vt. JEM ;% R, X5, B FRMLRE

be forced;bond by a promise,contract,duty ,etc.

15. simultaneously adv. . [G] B # ; [5] B % A #h

happening at the same time
16. interest-bearing a. A4 F| B

New Phrases and Idiomatic Expressions

l.serve as fEH-fFH

be used as

2. exchange sth. for sth. else fJ--ZHt--
3.in exchange for A%#k

4.in payment for AR {f+ (%F pay for)
5.washing up (BEBBEE/A)EE

6. be better off {FZFFIRIBLF

7.cut back on sth. &>

reduce

8.selling off FE{fT th &

to sell (goods)cheaply,as to raise money quickly
9. condition for -+ # &M

10. give discounts to sb. ¥ AN

reduce the price for goods sold to sb.



11. make swaps 7k
Notes

. means of payment ¥ {TFEK.
. medium of exchange 3F#iFEAr.
. unit of account CHEBLL s T BLAL
.store of value BEEFE.
. a standard of deferred payment IERITAIHTIAE; RFICHESL,
6. barter economy 5% ¥, 15 W A AL M E A SURE A BT T
W, ANAF R, XN FLREEN FREEMEAT. £5
REFHRASHEMRBIG.
7.double coincidence of wants FRHWNEITR .
8. In Britain price are quoted in pounc‘l sterling fESRE, DB
FERANT .
9. --payment was made in marks -+ PAETTIAT.
10. real purchasing power SEFRIEEJ1.
11.token money 1,
12.commdity money: WM.
13.legal tender 35 #7 T (HE B30 58 6 AR Ay A BT 2
ZHART. :
14.10U 1 owe you A5 . AR EBMIEFTHERRER"Z
H. IOUmoney, fE#EHM.
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Exercises

I . Answer the following questions:
1. What is money?

2. What are the functions of money?



