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Money

William Shakespear Wrote, *That which we call a rose

by any other name would smell as sweet. ” It is likely that

this saying would apply equally well to money. Indeed, it
may be more applicable to money, because, unlike that of a
rose, the definition of money is ambiguous and has changed
considerably over time. Perhaps the best way to discuss why
this is so and what money is and what it is not is to review
its development.

Money means different things to different people. We
have all heard or used expressions such as, “How much
money do you want for this?” “How much money do you
make?” and “They have a lot of money. ” It is obvious that
money does not mean the same thing in each of these expres-
sions. In the first expression, money refers to a price; in
the second, to income; and in the third, to wealth. The
confusion arises because money is the standard in terms of
which we value all material goods and services. To avoid
confusion, we shall use money only to mean a financial asset
with certain properties.

For most of us, both income and wealth are consider-
ably greater than our holdings of money. Income is the net
revenue we receive for the sale of our services or of the prod-
ucts of our services. Although income is generally paid in

the form of money, we hold it as such only until we spend it
1
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on goods and services or invest it in other financial assets.
Over a period of time—say, one year—our income tends to
be much larger than the amount of money we hold. Wealth
is the accumulation of past savings of income. Most of us
hold only a small part of our wealth in the form of money.
The larger part is in our homes, automobiles, investments
in life insurance, pension funds, stocks and bonds, and, e-
qually important, in our own productive capabilities.
Money is an invention used to simplify trade. Because
the earliest people were effectively self-sufficient and en-
gaged in little trade, they had no need for money. Money
did not exist. In time, however, people discovered that they
were not all equally good at satisfying their own needs for
food, shelter, protection, clothing, recreation, and so on.
They learned that people would be better off materially if
they specialized in what they couid do best and traded for
the goods and services others could produce more efficient-
ly. This led to the swapping or barter of goods and services
they produced for goods and services produced by others.

It can easily be seen that, although such a system of

trade might work reasonably well for small groups, it is not
very efficient for larger groups. Neither would it work well
for those who wished either to delay or to accelerate their
purchases relative to the need to provide the goods they used
in trade; that is, those who wished to save or to borrow,
respectively. Frequent trading of a large number of items
would involve an inordinate amount of time that could be

used more efficiently in other ways. For example, the price
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of any item in a barter system would need to be quoted in
terms of all the other goods that are traded. This results in
a troublesomely large number of prices and complicates the
trading process.

Assume a simple economy producing only four goods:
bananas, skateboards, frisbees, and radios. There would be
three prices for bananas, one each in terms of skateboards,
frisbees, and radios. Likewise, each of the other three
goods would be priced in terms of the remaining three. This
results in a total of 4 X3, or 12 prices. But, because the ba-
nana-frisbee price is the reciprocal of the frisbee-banana
price, each price is in effect stated twice, and the number of
different prices would be only one-half of 12, or 6. The gen-
eral formula for the number of different prices in a barter e-
conomy is:

_n@-1
N= 2

where : N—total number of prices
n—number of different goods and services
In a world of 1 000 different items, a relatively small num-
ber if you think about it, there would be 499 500 different
prices, a relatively large number. You would need to com-
pare all possible cross-prices to determine whether you were
buying an item at the lowest possible price or selling an item
at the highest possible price. This large number of prices
would make trade both costly and inefficient.
To reduce the number of prices and simplify trade, one
item, either one already traded or a new one, could be cho- -
3
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sen to serve as the common standard value, or numerairé, in
terms of which all other items would be valued or priced.
This would reduce the number of different prices to either n
(if a new item were chosen as the numerairé) or n—1(f an
existing item were selected).

If we selected frisbees to serve as the numerairé in the
example or a four-good economy, there would be three
prices rather than six. The price of each of the other three
goods would be stated in terms of frisbees. Likewise, if we
used one of the 1 000 items to serve as the numerairé in the
second example, the number of prices would decline sharply
from 499 500 to 999. However, although all goods would
now be valued on a common basis, trade might still be diffi-
cult if the goods selected as the numerairé (1)were not suffi-
ciently divisible to permit exchange in all and any quantities,
(2) fluctuated widely in purchasing-power value, and (3)
were not easily transferable, so that payment continued to
be made in other goods. It follows that trade costs could be
further reduced by selecting a numerairé that is readily divis-
ible, stable in value, and relatively costless to store and

transfer. Such a numerairé would be money.

NEW WORDS &. EXPRESSIONS
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in the form of Lfseee- 759 in effect LB L EELITF
better off IEBLEEIF rather than AR
life insurance AFRRE purchasing-power value () #
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NOTES

. “That which we call a rose by any other name would smell as sweet. ”
“ARTHEME FREFRITYEBROBNRE, ERERDRAER.”
A) s “that "2 % R AR 18 “which”89 5647 18, & B “HB , F 4" ; “which " W 4]
PE“cal "B 1B ; “a rose” W E B RIE,

. Although income is generally paid in the form of money, we hold it as
such only until we spend it on goods and services or invest it in other fi-
nancial assets.

RENMAFHB—BURTHEIMNS WREROFAERUEHRRX
5%, RBRT NS, BARINTRA R BIUIRR”.

“as such”fE KA R & , BN “PEH GEBE— ),

e.g. He is a good man and is known as such to everybody.

bR —A A, T B AN SR b R — AL

. They learned that people would be better off materially if they specialized
in what they could do best and traded for the goods and services others
could produce more efficiently.

Af@m, nRARERERFENFRU#TL T HAUSANTREX
RAUANEREAREFHFRRGF AMNWYRLHERRETESERK
BB, | |
“better off " R “H B (L8 B ¥ BL) B 4F #”; “others could produce
more efficiently”#E4] PEE 15 , B Mi“goods and services”,

. Neither would it work well for those who wished either to delay or to ac-

6



celerate their purchases relative to the need to provide the goods they
used in trade; that is, those who wished to save or to borrow, respec-
tively.
MFREFBEPRBABERFDUFEEELADHNTRGARE, X Hh
WYX B B R RO TE A BDA IR AES SIS 7 1 5 R A
- S '
ﬁ*“it”?ﬁﬁt’ﬂ#’ﬁ@lﬂ‘]“such a system of trade”;*“that is, those---”&
it — 2 B “who wished either-"H & X “save "B R“RE KB HE
Y&, “borrow” Ul & Hr 45 557 “relative to the need---" R K iHEE,
£ %, 481 purchases ; “they usec} in trade” &"“goods” M B iR .
5. There would be three prices for bananas. one each in terms of skate-
boards, frisbee, and radios.
ERAEAE=F 48, 20 BRI B OR KB E LT AT H — R0
#®. ‘

“one each++-"[¥ }y“one price for each---”, 4 s T SR AR A9 54> .

EXERCISES

1. Answer the following questions according to the text.

1) What does money refer to if we say, “How much money do you want
for it?”

2) What is income?
3) What is wealth?

4) Did the earliest people need money in their trade?
5) What does the word “barter” mean?

2. Complete the following sentences by choosing one of the four items given
below according to the text:

1) The definition of money is and has changed greatly in the course

7



of time.
A. the same
B. to be understood in more than one way
C. understood by different people
D. like that of a rose
2) If we value a kind of goods, we always say _ .
A. how much it is
B. how much it costs
C. how much it is worth
D. how much it is paid
3) Since money was used, trade has become ___ .
A. large in number and higher in price
B. more efficient and complicated
C. simpler and more efficient
D. costly and inefficient
4) In order to reduce the number of prices and simplify trade, people
tried to select ____.
A. one common goods to sell
B. an item to serve as the numerairé
C. frisbees as the common standard value
D. a new item to be valued
5) Trade would not be easy if the goods selected as the numerairé were
A. very large in size and not easily transferable
B. easily to be divided
C. relatively stable in value

D. costless to store

3. Turn the following sentences into English:

S IMRAMNR R T ELRIRE R RR A,
2) RMNBCHE™RAHWRMEN -8,
8



) HAHMRARHTHEHARE.

O EYYXHT, —HELEERF S HNE.

5) WRBRATE A —F RS AN EHE, AERZRHERRHME,
BB AR H R HRER,

4. Turn the following into Chinese:

1) For most of us, both income and wealth are considerably greater
than our hodings of money.

2) Because the earliest people were effectively self-sufficient and en-
gaged in little trade, they had no need for money.

3) You would need to compare all possible cross-prices to determine
whether you were buying an item at the lowest possible price or sell-
ing an item at the highest possible price.
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The Origin of Currency

In ancient history coins circulated as money long before
paper money was used. The earliest coins are believed to
have originated independently in both China and the ancient
kingdom of Lydia in the seventh century B. C. In approxi-
mately 500 B.C. , the famous Persian king, Darius, revolu-
tionized the economy of his empire by using coins as a sub-
stitute for barter. Evidence of this change has been found in
the well-preserved inscriptions and rock carvings in Persepo-
lis in Iran.

Paper money originated in China in the eighth century.
Printing with movable blocks was invented in China about
50 B.C. , and paper was first manufactured there in approxi-
mately 100 A. D. , both necessary to the manufacture of pa-
per currency. The earliest paper money consisted of receipts
that were issued either for valuables deposited at special
shops for safekeeping or for taxes paid in kind and held on
deposit in a provincial center rather than being shipped to
the capital. Visitors to China during the twelfth and thir-
teenth centuries were impressed by the use of paper money.
Marco Polo regarded “the coinage of this paper money” as a
novel way of doing what the alchemists had tried. In the
thirteenth century the government of Genghis Khan ex-
changed its paper notes for gold, and counterfeiting paper

money was a capital offense. Although governmental units

10



