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Chapter 1
F—=

Money and Monetary System

MAEMHHE

= Learning Objectives

¢ The Definition and Origin of Money
o The Evolution of Money

e The Functions of Money

o The Characteristics of Money

e Monetary System and RMB System
» International Monetary System

In this chapter, we develop precise definitions by exploring the
functions of money, looking at why and how it promotes economic
efficiency, tracing how its forms have evolved over time, and examining
how money is currently measured. ’




Part | Money and Credit

1.1 The Definition and Origin of Money

1.1.1 The Definition of Money

“The lack of money is the root of all evil,” said George Bernard Shaw.
“Money is a barrier against all possible evils”, once a great philosopher said.
Actually, money plays an important role in our lives. It can prevent the sufferings
that come with poverty like cold and hunger. With money, we can obtain an
advanced education that may aid us in the development of genius and
extraordinary achievements. It gives us the leisure to devote a part of our time to
culture and art. But what is money? It might surprise you to learn that there is a
great deal of disagreement among economists and the conventional usage about
what money is.

To economists, money has a specific meaning. It can be defined as anything
that is generally accepted in payment for goods or services or in the repayment of

debts. Every country has its own system of money which is different to other
countries.

1.1.2 The Origin of Money

In non- monetary society, trading could take place only by the direct exchange
of one good for another, we call it barter. It is the exchange of goods or services
for mutual advantage.

However, the volume of the trade would be small, since each transaction that
take place would require that two parties exist whose wants mutually and exactly
coincide. If one wishes to trade fruit for wheat, it can only be done when the fruit
and wheat are available at the same time and place, which may be for a brief
time, or may be never. With an intermediate commodity, fruit can be sold when it
is ripe in exchange for the intermediate commodity. This intermediate commodity
can then be used to buy wheat when the wheat harvest comes in. Thus the use of
money makes all commodities become more liquid.

Another main disadvantage of a barter economy is the difficulty of holding
wealth. Purchasing power could be stored for future use by holding goods. The
holding of non- liquid wealth is inconvenient because the stored commodity may
deteriorate. In order to deal with these problems, money was born.

Historically, many different things such as cattle, shells in China, whale



