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Unit One

Unit One

Text

Money

In one form or another, people have always used money. Grains,
cattle, salt, wool, arrowheads, beats, shells, fishhooks, and metals
have been valued as money at one time. Whale teeth served as cur-
rency in the FiJi Islands; in colonial America tobacco functioned as
money. These commodities served as money because people had
confidence in their value and were willing to accept them as payment
for debts. Much of the confidence resulted from a reasonable assur-
ance that the supply of the substance used as money was limited.
Thus the characteristic these primitive monies shared was scarcity.
Two other traits of primitive monies were durability and divisibility.
Because metal best meets these three requirements, metal coins have
served as the primary form of money throughout recorded history.

The types of money are discussed below.

Types of money

Full-Bodied Money. Early commodity-type monies are called full-
bodied money because they were also valued for their own sake.
Wool was valued as an exchange item, but it also had intrinsic value
in that it could be used to make clothing . Thus the holders of full-

bodied money always held something of value should the commoditv
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FINANCIAL ENGLISH

cease to be accepted as money. As long as the commodity’s ex-
change value was above its intrinsic value (value as a commodity),
it would serve as money. When the exchange value dropped below
the intrinsic value, it could be used for its own sake.
Representative Money. Representative money is money that is fully
convertible into full-bodied money. It is usually made of paper,but
“represents” in circulation an amount of a commodity equal to the
value of the money. An example of representative money was certi-
fied tobacco warehouse receipts that circulated in Virginia during
colonial times; the receipts were fully backed and fully exchangeable
for tobacco. The public was willing to accept the receipts as
“money” because of its backing, and it was certainly more conve-
nient to transact with than tobacco. Government-issued representa-
tive money is usually backed by precious metals (usually gold and
silver), but the backing is often something less than 100 percent of
the currency’s face value.

Credit Money. Most modern monies are credit money in that they
are backed by the government’s promise to pay. The most common
credit monies in our economy are paper currency and checkable ac-
counts at commercial banks. Paper monies have almost no intrinsic
value, and modern coins with their reduced precious metal content
do not fare much better. Credit monies circulate as money only be-
cause people are willing to accept them for purchases of goods and
services or for debt payments. In the United States today all money
in circulation is credit money. Prior to 1933 there were gold coins in
circulation with gold content equal to the values of the coins. These
coins would be classified as full-bodied money. Today they do not
circulate and are held primarily by collectors.

— 2 J—



Unit One

The role of money in an economy

What tmportant function does money perform for society that makes
its existence so enduring? Early civilizations discovered that use of
money allowed for division of labor and specialization. It had become
apparent that the total output of a community was greater if an ind-
vidual could specialize in a few tasks, rather than being the prover-
bial jack-of-all-trades and master of none. An individual specializing
as a cobbler , for instance, could become more expert and produc-
tive if that person did not also have to function as a blacksmith.
Thus some people would specialize as hunters ,others as farmers,
and so on. In general,people would engage in whatever tasks were
necessary for the community’s well-being. Specialization is not
without problems, however. No one could specialize in a particular
good or service unless it could easily be exchanged for food and other
necessities of life.

The primary function of money , then, is to facilitate ex-
change. Of course, exchange could always take place by barter, but
exchange is complicated and relatively inefficient. In a barter econo-
my, for example, a shoemaker who wants wheat for bread must
find a farmer who wants shoes. If the shoemaker has just made a
pair of special large size shoes ,it may prove difficult to find a person
who is both a giant and a farmer. Thus a major problem in a barter
economy is that of double coincidence—{inding two people each de-
siring the other’s output.

Another problem is how to price goods and services. In the
above example, suppose the shoemaker found two giants who want-
ed the large size shoes but who had commodities other than wheat

- 3 -
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to trade . The first giant offers two chickens for the shoes, and the
second giant offers a lamb. The cobbler quickly recalls that ten
loaves of bread trade for one chicken, and the lamb trads for thirty
loaves of bread . The astute shoemaker goes for the lamb. The
problem with a barter economy is that every good must be priced in
terms of every other good ,resulting in a large number of exchange
rates (prices) that make trade difficult.

In sum ,the introduction of money in trade increased the wel-
fare of both users and the community in two ways. First ,money re-
duced the time and effort involved in exchange. Second. it allowed

for division of labor and specialization.

The properties of money

Medium of Exchange. The most self-evident property of money is
that is used to purchase goods and services . Most people acquire
money by engaging in a specialized skill and use it to purchase goods
and services from others. Actually, goods and services are ex-
changed for other goods and services; money merely facilitates the
exchange process.

Store of Value. People today want money not only for exchange
but also for goods and services they may want to purchase in the fu-
ture . In addition, people may hold money as a precaution for such
contingencies as loss of a job or medical emergencies. Thus money
serves as a means of temporarily storing purchasing power. That is
,we would like a unit of money to buy the same amount of goods
and services in the future as it does today . If money were to lose its
purchasing power, households or businesses would not be able to
separate purchases and sales over time .

__.4i,
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Of course,money is not the only way to store value. Stocks,
bonds, savings accounts,and life insurance policies also store value
and may provide a higher return. Unfortunately, many of these
items do not serve well as a medium of exchange. There are also sig-
nificant transaction costs in converting these assets back into money
. However ,it is not critical that money serve as the optimal means
of storing purchasing power, but it must at least serve as a reason-
able store of value .

Unit of Account. In a complex economy, the exchange price of all
goods and services is expressed in units of money . For example, in
the United States all prices are expressed in terms of dollars, in
England in terms of the pound sterling . Examples of other units of
account are peso ,lira, franc, deutsche mark ,yen ,and ruble.
These are all abstract units of measure ,just as kilogram and ounce
are abstract units of weight . The property of money as a unit of ac-
count permits the pricing of goods and services in terms of the same

standard of value.

Words and Expressions

. durability and divisibility i B ¥ 45 7] 4> ¥

. full-bodied money 2 # M

. intrinsic value P 7EMHE

.representative money L& 7 M

. back {H{%

. checkable account A] 7 ¥ Z @ik -

. proverbial jack-off-brades A BT AR “ T & "
.barter B WL 5

. double coincidence A1 — {3 5 8 &

W e ~3 A e W o



FINANCIAL ENGLISH

10. medium of exchange 3Z#: §1 4t

11. store of value it E &

12. stocks .bonds ., savings accounts., life insurance policies % 5% .
itz . i &k P N ARE B

13. higher return 3 &Y [E H 2

14. unit of account T} B8 {31

15. peso .lira. franc. deutsche mark.yen .ruble 1.3, B, &
BREEDE.HT. A A

16. pricing $34t

Notes

1. Thus the holders of full-bodied money always held something of
value should the commodity cease to be accepted as money.

“—HXEHFARERNET.RELERTHORETFELSH
A — BB

“should«+s s money” 3 BRUE S LB “if "B 5 F “should” #
Hl .
2. It had become apparent that the total output of a community was
greater if an individual could specialize in a few tasks ,rather than
being the proverbial jack-of-all-trades.

“REAR, MEGPABLTANERLTLE, MAEIMEIHE
WRRELE XU LM HEMB T BRIEBEXR.”
3. If money were to lose its purchasing power rapidly , households or

businesses would not be able to seperate purchases and sales over

time.

“In R MR R T EEE T, FES 4l g AN ] REFHE
REEXXFAATHEREEE.LEERKT T ERELZHE
FHE.
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4. However ,it is not critical that money serve as the optimal means
of storing purchasing power . but it must at least serve as a reason-

able store of value.

“FEER RTETHANRRORFLEX TN FERX -5+
ARE, HENRELNESHREFEERBAMECFFE.”

Exercises

I . Answer the following questions in English ;
1. Why could metal coins become the primary form of money?
2. Describe the charactistic of full-bodied money.
3. Differentiate between representative money and credit mon-
ey.
. Is specialization important for a commonity?
. Why is barter exchange inefficient?

. Enumerate the basic properties of money .

~] O G e

. Do you know some other properties of money in addition to
those given in the text?
8. Why dose money allowed for specialization?
I . Translate the following passage into chinese;
Money that is useful in itself apart from its value as money is called
commodity money . Gold, silver and tobacco are all examples of
commodity money. When large quantities of gold or silver become
difficult (or risky)to carry around ,owners would deposit their coins
sor specie with goldsmiths or banks . In return they would receive
representative commodity money, certificates issued to stand in
place of a particular quantity of coins or specie. At first. certificates
were issued only piece-for-piece with the precious metal, so that the

paper money was fully backed by the commodity. When the certifi-
- 7
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cates were exchanged in trade, they entitled the new owner to re-
claim the gold or silver . We say that such certificates were
“redeemble in specie”. Gold certificates were commonly issued dur-
ing the Middle Ages in Europe and even earlier in china . In the U-
nited States,silver certificates were issued from the late nineteenth
century until the early 1960s. A few remain outstanding today ,gen-
erally in the hand of collectors. '
I . Translate the following sentences into English:

L. HROREEN, BHAERETND.

2. RIRMSATRER T S —SHil, ER IR THRZEX
it 2R R AR . |

3. B GR—FHE GRS 5 55— Pl R AR S .

4. —FbDB B B 5T BB TUEAE R R ERAY

S RERKTHNE - KEATHREE T LZFLUWMHEL.

6. U MEMAER—IMFS ERRT XBTFHHERNE E
FEREEHEBBIEFIEE RN,

7 ERARTRT EERRPHMEIMRE EMYHE.

8. fF AR MIBBUNFRRIT, BNER BER MR MRS
REXKMARTIERL.

Reading material

Credit Money

Moden monetary systems are not based on a useful commodity like
gold or silver, but on credit . Credit money (or fiat money)has no
value apart from its value in exchange. It is accepted by sellers be-
cause they know it will be accepted by other sellers with whom they
trade. Credit money is a claim for assets of whatever kind desired

- 8 ——



Unit. One

by the holder,but it cannot be used to reclaim a certain quantity of
gold or silver coins, Whereas credit money can be used to buy anv-
thing, including gold, at the market price, it is not necessarily re-
deemable in specie.

Banks began issuing credit money only about 500 years ago. A-
long with gold certificates, a bank would issue notes, adorned with
the bank’s own identifying design. Bank notes were paid out as
loans to trusted borrowers who used the mony to finance trading ex-
peditions or productive enterprises of one kind or another. The ex-
pectation was that the borrower would be successful in the venture,
earning enough gold and other paper money to repay the loan with
interest . During periods of increasing prosperity ,the expectation of-
ten proved to be correct. Successful borrowers would return bank
notes (and gold)to the banks ,which could then destroy them . This
was to ensure that the total volume of commodity and credit money
would never grow faster than the quantity of goods available for
sale.

Sometimes things did not work as expected. In particular,dur-
ing periods of depression loans might not be repaid,and the bank’s
notes remained in private hands. When business got bad, holders of
gold certificates rushed to convert their representative commodity
money to commodity money ,so that gold flowed out of banks into
safekeeping in homes and businesses. With the loss of its gold, a
bank also lost its credibility as a depository,and many banks went
out of business. Their notes continued to circulate,however,often at
values substantially less than par,the face value of the note. Mer-
chants learned to discount the value of bank notes according to the
reputation of the issuing bank and the ease with which its certifi-

L9
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cates could be redeemed in specie.

Credit money was also issued by governments. Govenments of-
ten needed money to finance wars or major public projects. When
raising taxes was not practical ,governments printed money to pay
their bills. The American colonies began issuing paper money in
1690. During the Revolution they issued so much continental money
that its value fell to practically zero. This loss in value gave rise to
the old saying ,“it’s not worth a continental. ”Both the North and
the South issued credit money to finance the Civil War . The South
had less money to begin with, so it issued substantial amounts of
Confederate money—whose eventual loss of value is extolled in story
and song. By the end of the war ,Confederate money had lost al-
most all of its purchasing power. The North’s Greenback remained
only slightly more valuable. After the war ,the U.S. Treasury col-
lected greenbacks in taxes and then,instead of spending them,de-
stroyed them. The result was to reduce the volume of credit money
in circulation and bring on a general decrease in economic activity .
About $ 300 million in Greenbacks remain outstanding today,
again mostly in the hands of collectors .

Some credit money was issued by private business firms . Firms
involved in international trade often arranged payment through bills
of exchange. An importer would pay an exporter a signed bill
promising to pay the value of a particular shipment 30 or 60 days in
the future. The bill then became valuable to its holder and could be
“spent” like money . It might be exchanged by several merchants
before the final holder presented it to the importer for payment . In-
evitably ,some exporters wrote bills of exchange on fictitious ship-
ments and used them for carrying out their own business transac-

— 10 —
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tions. Sometimes they paid off at maturity and sometimes they did
not .

Gresham’s Law applies also to the use of credit money versus
commodity money . If commodity money is available ,it will normal-
ly be hoarded and credit money used for exchange. The expectation
1s that the value of the commodity is not as likely to fall. (Hoarding
a commodity may even cause its value to increase as it becomes
scarcer. ) This creates some problems for government and may lead
to a decision not to issue any more commodity money . During the
1960s, Americans stashed away so many silver coins that there be-
gan to be shortages,and the price of silver rose sharply. Finally ,the
government acted to remove silver from new coins and release all sil-
ver for industrial and decorative purposes.

The most common form of credit money used today is checks
written on the holder’s checking account. U. S. banks began to of-
fer checking accounts to borrowers in the mid-1800s. Checks have
many of the necessary characteristics of money ; they are easily car-
ried and stored ,and they can be written in large or small amounts.

Today in the United States about nine-tenths of the dollar of
all transactions is carried on by check. This makes checking accounts
the largest single type of money in use . Most of our coin and cur-
rency is credit money ,too,having no significant value apart from its
value as money . Federal Reserve notes comprise most of our curren-
cy and fall in this category, as do the few remaining Greenbacks. A
few silver certificates remain as representative commodity money .
They are no longer redeemable in specie,however,and thus are no

longer representative commodity money.



