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Money |
® m

A logical place to begin is by i 1magmmg an economy w1thout money of any sort.
Thls might be a primitive economy in which little economic trading takes place Perhaps
the cmzens are self—suffnc:ent and a bit isolated from one another. When their paths do
cross and they make a trade, it is a simple exchange of goods —— corn. for potatoes
wood for leather, knives for arrows. This kind of economic actxvtty is called barter, the
trading of goods and services for other goods and services, ,

Barter can work tole,rably well when people are virtually self—suffxcxent and only
make trades occasionally, However, a vital element of economic progress has been the
replacement of self-sufficiency with specialization. I teach, consult, do research, and
write textbooks on economics. With the fruits of . this labor, I can acquire pizza,
clothing, a compyter, ,an automobile, and the other necessities of a good life. Other
people specialize in making the pizzas that I enjoy. Still others sell the flour for the ojzza
dough, or turn wheat into flour, or grow the wheat. Through a division of labor, each
person can become highly skilled at very specialized tasks. In the aggregate, much more
is produced and enjoyed than would be the case if everyone had to be self-sufficient —
growing their own wheat, making their own flour, concocting their own pizza, ,and
teaching themselves economics. How long would it take you . to. make. a. personal
computer and write your own word-processing software? ,

A necessary accompaniment to specialization is the opportunity to:trade. one’s
specialized . product for the products of other specialists. And it is here that barter
becomes burdensome. In a barter economy, if there is not what W. S, Jevons called a
“double coincidence” of wants, each person must make a multiplicity of trades before
the desired bundle of goods can be obtained. Too much time and energy are spent
swapping goods, .and too little time is spent producing and enjoying them.

Effective barter is easier if everyone maintains an inventory of easily traded goods.

.1.
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If I, the hungry economics lecturer, have accumulated a collection of desirable trinkets,
I can give some of these to the pizza maker, and he can trade them to someone else for a
radio. Unlike a pure-barter economy, in which trades are made solely for direct
consumption, in a mixed-barter economy, some items are accepted in trade nc;t for
consumption but so that they can later, in turn, be readily traded for consumables.
These traded items that pass from hand to hand are typically goods that are widely
recognized and used, so that those who accept them can be confident that they can be
traded to someone else. It is also helpful if these items are portable, divisible, and
durable — spices, metals, or wood, for example.

This process is self-reinforcing. The more a certain item is used for trades, the
more confidence people have in accepting it. The more confidence people have in
accepting it, the more it will be used for trade. At some point we can say that this
intermediate item has become so popular that it has assumed the status of a medium of
exchange — something commonly exchanged that the recipients intend to trade for other
items. A commodity that becomes a medium of exchange is called a commodity money.

"A desirable commodity money should possess several characteristics;

1. It should be éasily verifiable. It is inefficient to use a commodity money that
must be continually inspected for its size, weight, or purity. One of the subtle
inefficiencies of barter is that both of the items traded must be carefully evaluated.

2. It should be intrinsically useful. There is something to be said for using a
commodity money that can be consumed if worst comes to worst. A citizenry’s readiness
to accept an item as a medium of exchange is enhanced somewhat by the perception that
the item is intrinsically useful.

3. It should be conveniently transportable. If trades take place over a wide
geographic area, it is helpful to have a commodity money that can be easily and safely
carried about. |

4. It should be divisible. Trades are simplified when the medium of exchange can
be’ easily divided to purchase exactly the desired amount. Commodity moneys that are
,difficul‘t’ to divide or that lose their value when split are cumbersome, though the
provision for delayed payment eases this problem.

5. It should be durable. If you keep an inventory of some medium of exchange that
you are always prepared to trade, it is best if the medium does not spoil or rot while you
are holding it.

In practice, over the past 4 000 years, the predominant commodity moneys have
been precious metals; mostly silver, to a lesser extent gold, and even less frequently
copper. However, in generally small, rural communities, the peoples of the world have
also used an enormous variety of other commodity moneys. Wampum (strings of shells)
was used by native Americans and, for a while, by American colonists from New
England to Virginia. In 1641, wampum was made legal tender in Massachusetts (at the
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rate (?f six shells to the penny). In Virginia, tobacco was made legal tender in 1642, and
contracts payable in gold and silver were outlawed. Tobacco was widely used as a
commodity money in Virginia for almost 200 years, in Maryland for about 150 years,
and in neighboring states for shorter periods. In various other parts of the United
States, rice, cattle, and whiskey have been declared legal tender. Although they lacked
legal sanction, musket balls, peas, hemp, furs, and woodpecker scalps were also used
as commodity money. Some other selected moneys from around the world are listed
below to give youisome. flavor of the great variety:

Whale teeth — Fiji /

Sandalwood — Hawaii

Tortoise shells — Marianas

Rice — Philippines

Salt — many places »

Tea bricks — many places in inner Asia

Slaves — Equatorial Africa, Nigeria, and Ireland

Copper — Egypt

Silk — China

Leather — France and Italy ,

These examples come from an interesting book. Primitive Money, by Paul Einzig.
In 1966, he wrote that there were still “many communities, especially in the Pacific area
but also in some parts of ‘Africa and to a less extent in Asia, in which primitive
monetary systems are still in operation, ”

- The stone money of Yap is superficially a commodity money. And yet it has no real
value as a-commodity. A Yap stone is accepted in exchange for useful goods and services
solely because its recipients are confident that they will also be able to exchange the
stone for goods and :services. Its acceptance as a medium of exchange rests on this
confidence, nothing more. This is an example of fiat. money, something that has little
value as a commodity but, because of law or tradition, is accepted as a medium of
exchange. C o , S

The dollar bills used in the United States are fiat money. The paper they are
printed on has almost no value. But our government says that these dollars are legal
tender, suitable for paying its bills and our taxes. We accept them in trades, confident
that they have value because we can exchange them for useful goods and services.

To each person, fiat money has value .solely because of laws or. tradition,
conditioned by many years of successful exchanges. To a society, fiat money has value
because it successfully serves as a medium of exchange, thereby allowing society to
avoid the inefficiencies of barter. For thousands of years, commodity money was

preeminent. Today, fiat money reigns.
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New Words

primitive ['primitiv] a. of or belonging to the earliest stage of development JR#f
¥, FHE

isolate ['aissleit] v. cause to be alone or separated from others B &S, {EML
barter ['ba:te] n. to exchange goods for goods Z1R R 5

tolerably ['tolarabli] ad. that can be tolerated A E %Ay, " ALZH

virtually ['va:tjusli] ad. almost, very nearly 3ZfF b, LR E, FEL
self-sufficient ['selfsa'fifont] 4. able to provide for one’s needs without outside
help B4 HRH

vital ['vaitl] a. of the greatest importance ¥ i), ARE[HER/IVH

8. specialization [ spefalai'zeifon] n. E|T4k

10.
11.
12.
13.

14.
15.
16.

17,
18.

19.
20.
21,
22.
23.
24.
25.
26.
27.
28.
29.
30.
31.
32.

LI, B

pizza ['pitsa} n. (BRFMR) EiEH

aggregate ['megrigit] n. total B¥(, &1t

concoct [kan'kokt] v. to make by mixing or combining parts ],
software ['softwea] n. GGHEHLH)

accompaniment [a'kampanimant] n. something which is usu. or often found
with something else f£Hi%), WBY

burdensome ['ba:dnsem] a. causing or being a burden ¥/, 4 AFRHN
multiplicity [,malti'plisiti] n. a great variety 2%, ZHEHE

swap [swop] v. to exchange Z#:, Hif

inventory ['invantri] n. a list, esp. one of all goods in a place &%, %
accumulate ta'kju:mjuleit] v. make or become greater in quantity or size f1 &,
-2

trinket ['trigkit] #. a small ornament or piece R/ NI

consumable [kan'sjuimabl] n. (pl.) H#H&

portable ['po:tabl] a. that can be carried {E T8, BEHN

durable ['dju:rabl] a. long-lasting i &, REH

spice [spais] n. FH, HEE

self-reinforcing ['self riin'fosin] a. HIRYIRAT, HFHIFTEH

intermediate [ inta'miidjst] a. FEH, EhH

recipient [ri'sipiant] n. a person who receives something %%, WX
verifiable [‘'verifaiobl] a. that can be verified AT{ESERY, R[IGIEHY

subtle ['satl] a. delicate, hardly noticeable M FHEIEA), MEMRFH
intrinsically [in'trinsikeli] ad. WI7EHL, ASEH

citizenry ['sitiznri] n. the whole body of citizens (E¥) WE, &0KE
enhance [in'hans] v. to increase 0, #£E

transportable [traens'po:tabl] 4. that can be transported AJ&j%#], B[
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33.

-34.

35.

36.
37.
38.
39.

40,
41.
42,
43,
44

45.
46.

——
- O

cumbersome ['kambasam] a. heavy and awkward to carry, wear, etc. FRIFHY,

REH

predominant [pri'dominant] a. most powerful, noticeable, or 1mportant FE

#, HREY

wampum ['wompam] n. shells put into strings, bells, etc. and used as money
MRk, (RE &

tender ['tenda} n. EERKT

outlaw ['autlo;] v. to declare unlawful B4, #kEEAHE

sanction ['saepkfen] n. permission, approval or acceptance #t ¥, &R
musket {'maskit] n. an early type of gun used before the invention of the rifle
BER (BXER)

hemp [hemp] n. KB

woodpecker ['wuidpeka] n. ALY

.sandalwood ['seendlwud] ». WEFXK

Marianas. [ imeori'®enaz] n. BMBEMN (B&)

equatorial [ ekwi'to:rial] a. concerning or near the equator j'ﬁiEE“J j'ﬁiEKﬁ‘J&
8y .

fiat ['faiat] n. an.order by a ruler @14, ¥:4; FH]

preeminent [pri'eminant] a. above all others in the possession of quality, abili-

.ty or main activity AR ), BEBH

: L Terms and Expressions

. be isolated from; G-} 7F (BEE)

specialize in: ¥, ¥{TAHE

division of labor: 85341 . .

in the aggregate: &it, &it; E’sﬁ‘]ﬂelﬁ

a double coincidence of wants: JUL—ZMIEHKE,
a medium of exchange: ZZ¥FEA

commodity money: B M

- legal sdanction. FARHIR, HEBE

in operation: LATH, EHE

. in exchange forg: Bleee oo FELyee oo
. fiat money: REEHER

Notes

. The text is taken from Money, Banking and Financial Intermediation by Gary

Smith, published in 1991 by D. C. Heath &. . Company, Lexington,
L)




