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Unit One

Text

THE FUNCTIONS OF MONEY

We are all familiar with money. After all, we handle it
every day of our lives and its use regulates many of our daily
activities. Yet how often do we pause to consider just how
artificial a device it is ? Nevertheless, the invention of money
was as crucial to the development of our modern commercial
economy as the invention of the wheel was to the development of
technology.

Once money has been invented, it soon comes to perform a

number of different but related functions.

A Medium of Exchange

As we have seen, money was probably first devised to
provide a medium for exchanging disparate commodities. e It
permits a simplified form of indirect exchang . The carpenter
sells his chairs for an amount of money., and then uses that
money, or at least part of it, to buy his food. Likewise in a
modern society,ra bank clerk sells his labour to his employer fo
an agreed sum of money and then uses that money to pay for the
necessities of his life: food, clothing, accommodation, and so

1



on.

In the example which we have been considering, the three
participants ( and indeed their whole society ) could have agreed
to use bread as their money. In the early stages, items used as
money would usually have an intrinsic value over and above their
value as money. The holder would be reassured by the
knowledge that he could use his “money” either for its
purchasing power or for its original purpose. Thus, the baker
could have bought his pots for an agreed number of loaves and
the potter could then likewise have purchased his chair using his
“money”. He would have some bread left over, which he could
either eat or spend on something else. Significantly, the baker
and the carpenter no longer need to meet to agree on the value of

the goods which they are supplying.

A Unit of Account

The second function of money arises almost immediately: it
comes to act as a unit of account by which the prices of all
commodities can be defined and then compared. This, of course,
simplifies the task of deciding how we wish to divide our income
between widely disparate items. For this reason it is sometimes
said that money acts as a “measure of value”, and this is true
both if value is taken to mean both “price” and “worth”, the
latter being a much more subjective definition. Thus we may say
of an article at which we have been looking in a shop, “It’s not

i

worth that price”. This could mean either that we believe that
we could obtain the item elsewhere for less money, or that we
are not prepared to pay so high a price for it, preferring to put

2



our money to other uses which we think would be more
rewarding. In either case we are using the money cost as our

measuring rod.

A Store of Value
If we wish to purchase something very costly, we must first

“wealth” to do so. Without money, this

acquire sufficient
necessitates the stockpiling of other commodities pending their
exchange for the desired item. This runs the risk that demand
for the items held will diminish before the exchange can take
place. It also causes problems for the individual who produces
perishable items. The stockbreeder, for example, cannot store
indefinitely the meat which he produces, while trying to build up
a store of wealth he would have to make an intermediate
exchange of his meat for some more durable commodity.

In a similar fashion, the provident person will usually wish
to build up a store of wealth out of which he can meet
unexpected future needs. This is often referred to as one’s “nest
egg”. The use of money makes it relatively simple to accumulate
just such an item, provided of course that the individual has a

surplus of income over expenditure. By inventing money, we

have now invented the concept of saving.

A Standard for Deferred Payments

Finally, money can be used to set the level of a payment
which is due to be made at some time in the future. Thus, our
carpenter can enter into an agreement to produce a complete set
of chairs and a table for completion next month in consideration

3



for payment on delivery of an agreed sum of money. This is
really an extension of the use of money as a unit of account. This
function of money, of course, permits “commercial” lending to
take place: a borrower can agree that if a lender supplies with
ten units of money today, he will pay back eleven units in three

months’ time. The charging of interest has become possible.

New Words
regulate [ 'regjuleit ] v. )
artificial [ \a: ti fifal ] a. ,
crucial [ kru:fal ] a. )
perform [ po 'f o:m ] v. ,
medium [ 'mi:djom ] n. (pl. media ) ;

disparate [ 'disporit ] a.

commodity [ ko 'moditi ] x. ( ) )
necessity [ ni 'sesiti | n. ( )
accommodation [ o koma 'deifon ]| x.

participant [ pa: 'tisipent | n.

item [ 'aitem | n. ,

intrinsic [ in 'trinsik ] a. .
reassure | rizo 'fus Jw. e ,

significant [ sig'ifikent ] a.

account [ o 'kaunt | »n. ;
arise [ o 'raiz | v. ,
define [ di 'fain ] v. R

simplify [ 'simplifai ] v.
subjective [ sab 'dzektiv ] a.
4



definition [ \defi 'mifon | n.

rewarding [ ri 'wo:diy ] a.

rod [ rod | n.

acquire [ o 'kwais ] v. ,
sufficient [ so 'fifont ] a.

necessitate [ ni 'sesiteit | v.

stockpile [ stok 'pail ] w.

pending [ 'pendin] prep.  eeeee
diminish [ di 'minif ] .

perishable [ 'perifobl ] a.

stockbreeder [ stok 'bri:do ] .

indefinitely [ in 'definitli ] ad.

durable [ 'djus robl ] a.

provident [ 'provident ] a.

accumulate [ o 'kju:mjuleit ] v.

|

provided [ pro 'vaidid ] conj.

surplus [ 'sa: plos | n.

expenditure [ iks 'penditfa ] n. )
deferred [ di 'f o:d ] a. ,
delivery [ di 'live ri | n. ,

Phrases and Expressions

be familiar with

after all
be crucial to  eeeees
over and above ~ eeeees 5 eeeees .

be reassured

ol



leave over ;

agree on  wesees

act as

in a similar fashion

be referred to as

have a surplus of e

enter into an agreement

supply sb. with sth.

1.

Notes to the Text

after all “ 7 ( )y~
...... ”( ).

It is well known that many parts of the world such as the
United States and Japan have entered into an era of electronic
banking, but money is not out of date after all.
) , ,
H o
Although the government has carried out the tight money

policy, the inflation keeps getting worse after all.

’ o

Nevertheless, the invention of money was as crucial to the
development of our modern commercial economy as the
invention of the wheel was to the development of technology.

’ b



, as crucial as ,
the invention of money to the development of our modern
commercial economy the invention of the wheel to the

development of technology,

3. ... the three participants ( and indeed their whole society )
could have agreed to use bread as their money.

( )

4. The holder would be reassured by the knowledge that he
could use his “money” either for its purchasing power or for

its original purpose.

5. for an agreed number of loaves “

”

for ©  eeeees 7 ( )

1 paid 5 pounds for this financial magazine.

o

6. The second function of money arises almost immediately . it
comes to act as a unit of account by which the prices of all

commodities can be defined and compared.



: “ ” “ ”
arise R 5T eeeees

from,

Financial crisis arises from the over-movement of hot money.

o

. measure of value “ ”

. and this is true both if value is taken to mean both “price” and
“worth”, the latter being a much more subjective definition.

“ ” “ ”
’

:WOI’th ( )
’ [ WS:G]O

twenty dollars’ worth of coins

the latter( ) the former( )

The International Monetary Fund and the World Bank are
both international institutions and membership in the former

is a prerequisite for membership in the latter and its affiliates.

b

Without money, this necessitates the stockpiling of other

commodities pending their exchange for the desired item.

* *



10.

11.

the stockpiling of other commodities of
o b

”
o

“ e ”»

pending A T T L P Oope ,

The price must be fixed pending the conclusion of
contract.

) .
pending the negotiations

pending somebody’s arrival

build up a store of wealth*
build up “ ”

We should build up a reserve fund to meet emergencies.

o

This is often referred to as one’s “nest egg”.
gg

“ ”
o

be referred to as “ ”

the

This type of international money is referred to as special

drawing rights ( SDR ).

nest egg

” “ ”»
b o



12. ...

13.

14.

provided of course that the individual has a surplus of
income over expenditure.

b o

“ e ”»

provided that ~ *  eeeeee .

Provided that a satisfactory cash ratio was maintained, the
bank would always be able to meet the day-to-day

payments.

money can be used to set the level of a payment which is due
to be made at some time in the future. ..

be due R fall ¢ become,

come ) due® 7

The bill is due. R

the amount due to sb. “ ”

if a lender supplies him with ten units of money today

supply somebody with something “ 7,
: provide somebody with something furnish

somebody with something,

10



Exercises

. Answer the following questions according to the text.

. What can the invention of money to the development of our
modern commercial economy be comparable with ?
How does money perform its function as a medium of
exchange ?
. How does money act as a unit of account ?
. How is the function of money as a store of value realized ?
Explain the function of money as a standard for deferred
payment .
. How many functions does money perform ?
. What is the relationship between these functions of money ¢
. As an economy develops, do you think the functions of money
will be extended ?
. Do you think “electronic money” will finally take the place of

money we are using at present ?

10. What can you predict for the changes of money in its

functions in the days to come ?

Find the words in the right-hand column that match the

words closest in meaning in the left-hand column.

) medium a. giving the personal or individual point of
view
) regulate b. make necessary

11



3(
4(

5¢(
6(
7(
8(
9¢(

) perform c.if

) intrinsic d. something that gives you a lot of
satisfaction

) subjective e. make or become less

) rewarding {. spending or using

) necessitate g. existing within, not coming from outside

) diminish h. that by which something is expressed

) provided i. cause to obey a rule or standard

10C ) expenditure j.do

III. State whether each sentence is true or false based on the

text.

Money is something that is universally acceptable in an
economy to buyers as payment for the goods and services,

and to creditors as payment for debts. ( )

. In the early stages, items used as money would have intrinsic

value equal to their value as money. ( )

Medium of exchange means whatever is accepted as payment
for purchases of goods or services or for debt. )

The function of money as a unit of account does not enable
prices to be directly compared . ( )

The value of money must remain relatively constant,
otherwise people would not wish to hold it. This is what is

meant by a store of value. ( )

. Wealth stands for the value of assets plus liabilities ( debts ),

at a given moment in time. ( )
Without the function of money as a standard for deferred

12



payments, commercial lending may take place. ( )

8. Barter means exchanging goods or services for other goods or
services by the use of money. ( )

9. Liquidity means the degree to which an asset can be sold for
cash without a loss in nominal value. Money, by definition,
is the most liquid of all assets. ( )

10. Whether it is in the form of banknotes or bank deposits, the

functions of money are the same. ( )

IV. Fill in each blank with a word or a phrase given below in its

proper form.

dollar check money paycheck function
debit era deposit pay notion
In the last few years the 1 of what money is has

changed dramatically in the United States and elsewhere. This

nation and many parts of the world have entered into an 2
of electronic banking. Instead of using cash or 3 s
individuals using electronic banking can make 4 and

purchases simply by electronic signals. Some individuals think

that this means that 5 is obsolete. Money has basic
6 , as a medium of exchange and as a store of value.
When an individual gets 7 for working., does the

fact that the individual doesn’t see or feel his or her actual money
income in the formofa 8  mean that money is no longer
being used ? Does a purchase at a store using sophisticated
electronic automatic 9 mean that money is no longer

13



being used ? The answer must be no. Individuals are still using a

means of exchange called the 10 . Rather than using

dollar bills or writing out a physical check, one transfers an

electronic signal over a telephone line.

V. Give the English equivalents of the following.

Ol W

— O 0 N O

VI. Complete the following sentences., using the expressions

given in the blanks.

. There are two basic types of money:

( ).
. In order for some thing to be used as money, it must be
( N N . ).
Without ( ) in

circulation, the range of goods, services available to us
would be considerably reduced and business transactions

would be difficult to carry out.

. An asset is liquid if it (

)quickly with little or no loss in value.

. Full-bodied money is the money (

) »such as gold or silver coins.
14



