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Money
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By the end of the chapter, students should be able
to know about:

» The fundamentals of money;

» The functions of money;
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This chapter will cover 3 hours. 2 hours for the
Introduction of background information and
explanations of terms and the texts. And the

other 1 hour for discussion and practice.
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» Translation: key sentences.
» Paraphrasing: key words and expressions

» Summarizing: key passages.

» Discussion: important issues.

» Questions and answers: interaction between teachers
and students.
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» What do cowrie shells, whales teeth, nickels, and
dimes have in common? Why are they all examples
of money?

» Money Is any commodity or token that is generally
acceptable as a means of payment for goods and
Services.




Gresham’s Law

< |t refers to the tendency for bad money to drive good
money out of circulation. The law was first proposed
by Sir Thomas Gresham, who was at that time the

adviser of Queen Elizabeth [ ). According to his view
of Bad money driving out good money expressed In
1558, when the public feel doubtful about some parts
of the money supply, they will hoard the good money
and try to transfer the bad money to others.
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| owe you; putting down these letters on a
piece of paper with figures of a specified sum
of money owed to others and signing the name
and date, then a simple liability confirmation

sheet I1s composed. It Is kept by the creditor as
attestation of the liability that can be presented
In court as proof. It cannot be circulated and iIs
not promissory note.




Fiat money

<>F1at money or fiat currency, usually paper
money, Is a type of currency whose only
value Is that a government made a fiat that the
money IS a legal method of exchange.

~~Unlike commodity money or representative
money It Is not based In another commodity
such as gold or silver and Is not covered by a
special reserve.




<> Flat money Issued by government is now legal tender
In all modern national economies since the collapse
of the Bretton Woods regime of fixed exchange rates
linked to a gold-backed dollar in 1971.

<»E.g. The bills and coins that we use in the United
States today: the paper with special watermark,
printed in green ink.

<> The replacement of commodity money enables the
commaodities themselves to be used productively.
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Commodity money

Convertible paper money / '

Fiat money

Private debt money




Private Debt Money

= A loan that the borrower promises to repay In
currency on demand.

The checkable deposit at commercial banks and
other financial institutions.




< Commercilal notes

Short-term, unsecured, discounted, and negotiable
notes sold by one company to another in order to
satisfy immediate cash needs.

Include:
promissory note
draft
check




Electronicmoney

> By Its decentralized, distributive nature, electronic
money has the same potential for transforming
economic structure as personal computers did for
overhauling management and communications

structure.

<~ Advances In three technological areas have made the
widespread use of electronic cash economlcally viable,
spurring interest in e-money. -




<» These advances are:

reliable, quick networked communications with a
low cost per transaction;

netter computer technology, allowing for the mass
production of computer chip cards; and

powerful public domain cryptography, to help
ensure privacy and prevent fraud (see Appendix Il
for more on cryptography and electronic
commerce).




Examples

<: Electronic Check
<> Internet Payment System
<> Credit Card Service
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Examples of four functions

<> Medium of exchange:
you should $5 to get something.

> Unit of account
You should pay to get something.

> Store of value

You can when you don’t need them
sometimes.

<» Standard of deferred payment

You should after you
borrow some money.




Fractional Banking

It refers to the banking system In which it Is
required to keep a specified ratio between all
bank deposit and cash. This requirement Is
good to the safety and liquidity of the banking
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> opportunity cost Ml A4S
¢ double coincidence of wants X{J7 [ 35k —3%

> commodity money T it B%
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1.The occurrence of a double coincidence of
wants Is sufficiently rare that barter exchange
would leave potential gains from specialization

and exchange unrealized.
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2.Money guarantees that there 1s always a double
coincidence of wants. People with something to sell
will always accept money In exchange for it, and
people who want to buy will always offer money.
Money acts as a lubricant that smoothes the
mechanism of exchange. It lowers the costs of
making transactions.
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3.An agreed measure for stating the prices of goods and services is a
unit of account. To get the most out of your budget, you have to
figure out, among other things, whether seeing one more movie Is
worth the price you have to pay, not in dollars and cents, but In
terms of the number of ice cream cones, sodas, and cups of coffee

that you have to give up.
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4. There are no stores of value that are completely
safe.The value of a physical object such as a house, a
car, or a work of art fluctuates over time  The value
of a commodity or token used as money also
fluctuates, and when there Is Inflation, its value

persistently falls.

PEC /Xﬁ@@%éﬁéﬁ’ﬂﬂﬁ)ﬂ*ﬂ@é’@ H—HAK
E’J%"ZIK, Lt o — i 5 )= —%ﬁ?ji (SIV/ N
. YT EBE B R] B, AE N bR mmﬁnnﬁfi
MYy, HAMEFRFEN SRS, 480t K,
PIYMEFFEE .




5.Using money as a standard of deferred payment is not
entirely without risk because, inflation leads to
unpredictable changes in the value of money.
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6.But, to the extent that borrowers and lenders
anticipate inflation, its rate Is reflected in the interest
rates paid and received. Lenders In effect protect
themselves by charging a higher interest rate, and
borrowers, anticipating inflation, willingly pay the

higher rate.
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