Ninth Topic

Money - A historical overview of the emergence of money, the concept and
types of money, traditional and modern functions of money, and the role of
money in economic and financial activity.

1. Historical Overview of the Emergence of Money

Money originated as a solution to the challenges of direct exchange in early economies, where
barter depended on the mutual desire for goods between parties, complicating trade
transactions. With increased trade, commodity money such as gold and silver emerged due to
their properties of divisibility, portability, and durability. Over time, money evolved to
include coins and paper currency. Eventually, societies moved away from backing money
with gold, leading to the rise of credit and digital money.

2. Concept of Money

Money is a means that enables individuals and businesses to carry out economic transactions
more efficiently. It serves as a tool for measuring and valuing goods and services, allowing
societies to focus on production and specialization rather than barter. Money is widely
accepted, facilitates debt settlement, and can be stored for future use.

3. Types of Money

1. Commodity Money: Includes items like gold and silver, which have intrinsic value
and have been used as money for centuries due to their stable value.

2. Metallic Money: Coins made from relatively inexpensive metals but assigned a
specific value by the monetary authority. Commonly used for daily transactions.

3. Paper Money: Represented by banknotes issued by governments and backed by
public confidence in the state’s ability to maintain its value.

4. Bank Money: Includes checks and bank accounts, where transactions are conducted
through signed payment orders, based on trust in banking institutions.

5. Electronic and Digital Money: Encompasses electronically transferred funds and
bank cards. This is the newest form of money, popularized by rapid technological
advancements.

4. Traditional and Modern Functions of Money

1. Traditional Functions:

o Medium of Exchange: Money is a tool for purchasing goods and services,
which facilitates trade and supports market activities.

o Unit of Account: Money provides a means to determine the value of goods
and services on a standard scale, simplifying comparisons between different
products.

o Store of Value: Money allows individuals to retain wealth for future use
without deterioration.

o Standard of Deferred Payment: Money is used to settle future obligations
and is a legally recognized means of repayment.

2. Modern Functions:



o Instrument of Monetary Policy Control: Money is used to regulate monetary
policies, as central banks control the money supply and interest rates to
influence inflation and economic growth.

o Indicator of Economic Performance: The amount of money in circulation is
a measure of economic health; increasing money supply can stimulate
economic activity and vice versa.

o Support for Investment and Financing: Money enables individuals to invest
in various financial instruments, such as stocks and bonds, thus enhancing
capital formation.

o Financial Stability: Stable money contributes to economic confidence,
serving as a tool for hedging and preserving savings.

5. The Role of Money in Economic and Financial Activity

Money serves as the backbone of the modern economic system, as it facilitates production,
distribution, and consumption, enhancing economic efficiency through flexible transactions.
Money contributes to:

« Encouraging Investment: Through lending and financing, institutions can secure the
necessary funds for expansion and growth.

« Achieving Economic Balance: Money is used to regulate growth and inflation rates.

« Facilitating Savings and Wealth Management: Money provides flexibility in
choosing a range of saving and investment options.

« Enhancing Confidence in the Financial System: Stable money encourages
individuals and businesses to engage in economic activities, contributing to economic
prosperity.

Conclusion

Money is not just a medium of exchange but a fundamental pillar for all economic activities.



