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A MEDIUM OF EXCHANGE

Money has three functions: it is a medium of exchange, a
store of value and a unit of account. We've already looked
at the first of these: a medium of exchange is something
you can exchange for things you need. In other words,
you can use it to pay for things. You can try paying for
things with a banana, but unless you can find someone
who wants a banana you're not going to get very far.

With money, you can pay for anything that's for sale.
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DIFFERENT KINDS OF MONEY

Money works because it is trusted, but this trust doesn’t come out of nowhere. It has
to be based on something. There are several reasons why money might be trusted.
Some money is trusted because it is made of something valuable, such as gold or
silver. This is called commodity money. Another kind is trusted because it represents
something valuvable. This is called representative money. A third kind is trusted
simply because a government tells us it is valuable. This is called fiat money.

COMMODITY MONEY

The earliest forms of money were all commodity money.
As well as gold and silver, many other items have

been used as commodity money, including salt, tea and
seashells (see pages 12-19). Commodity money is useful
in times and places where there’s no stable government,
during wartime, or when other forms of money are in
short supply or not trusted. It is often used in ciosed
communities such as prisons or refugee camps. It is
useful because people can recognise its value instantly.
One drawback is debasement (see page 20). If a coin’s
only value is the gold that it's made of, what happens if
someone chips away tiny flakes of the gold before paying
you? The coin is now less valuable.

REPRESENTATIVE MONEY

One way around the problem of debasement is
representative money. In this case, the material
the coin is made of is unimportant. All that matters
is what the coin represents. If the coin represents
gold, it means it is backed by and convertible into
gold (see pages 56-57). You can, in theory, take it
to the government and they will pay you the coin’s
equivalent value in gold. Nobody actually does

this, but the fact that they can gives representative
money its value. One problem with representative
money is that governments are limited in the
amount they can create. If the money is backed by
gold, for example, they cannot create more of it
than they have gold in their vaults. This can be a
problem during a crisis, such as a war or pandemic,
when governments need to spend lots of money.

FIAT MONEY

Fiat money is not backed by a commodity, like
representative money, but by a government, and the
government can decide how much of this money it wants
to create. Fiat currencies include the US dollar, British
pound, euro and rupee. This works quite well - most of
the time. However, when governments aren't limited by
the amount of money they can create, they sometimes
create too much. This leads to inflation (see page 22),
when the purchasing power of money goes down.

This high quality PDF preview was generated on Wednesd.
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BEFORE WE GO ON, LET’S EXPLAIN A FEW MONEY-RELATED TERMS...

LEGAL TENDER

Legal tender is money that the law says can be used to settle
a debt. That doesn't mean a shopkeeper has to accept it,
however. They are allowed to turn down a fifty pound note for an
apple, for example, because of the huge amount of change they'd
have to hand over. Cash in the currency of a country is legal
tender in that country. Cheques or card payments are not legal
tender, but can be exchanged for legal tender at a later date.

Cash is money in its physical form - banknotes
and coins. This is different from money in the form
of credit (see pages 40-47), where it is lent or
borrowed, or electronic money (see pages 70-71),
where it is transferred electronically from one
bank account to another. Cash is becoming less
common today as we increasingly use digital
payment technology to pay for things. However,
some people prefer cash because payments

are anonymous and cannot be tracked by
governments or commercial organisations.

CURRENCY < 4
A currency is the system of money generallyﬁd
in a particular country or community. The currency
of the United States, for example, is the dollar,

and the currency of France is the euro. The value
of currencies rise and fall in relation to each other.
In foreign exchange markets (see page 60), people
buy and sell currencies in order to make a profit.
Cryptocurrencies (see pages 74-75) are digital
currencies not backed by any central authority.

<
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A WORLD WITHOUT MONEY

To understand why money is useful, let’s try to imagine a world without money. In such
a world, the only way to get hold of the things you need would be to make or grow them
yourself or to obtain them from other people. Those people are unlikely to simply give you the
things, so you will have to offer them something in return. This system is known as barter -
the exchanging of goods or services for other goods or services without using money.

BARTER AND GIFTS

We don't know of any society that existed entirely
without money. However, many ancient peoples
used barter alongside money, swapping goods
and services rather than paying for them with

a medium of exchange. Others employed a gift
system, where goods and services were offered
for no reward to help others, to gain status

or to strengthen social bonds.

COINCIDENGE OF WANTS

The problem with barter is that it's much
harder to agree what makes a fair trade
because there are no agreed prices for
things. The other problem is that barter
requires a ‘coincidence of wants’.

In other words, both parties need to have
something the other one wants, and this
isn't always going to be the case.

BARTERING TODAY

When money fails, for example during periods of hyperinflation (see pages 62-65), people may resort to
barter. In close-knit communities, people often swap goods and services. At online swap sites, people
exchange goods with no need for money. The Internet can be accessed by many people so there's more
likely to be a coincidence of wants - for example, you might just find someone to swap your roller skates
for a Star Wars lightsaber.

THE PROFLEMS WITH PARTER..

HOW MANY APPLES DO
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LIVING MONEY

Long before cowrie shells and
wampum, the very earliest form of
money was livestock, such as cows,
sheep and camels. This began around
9,000 BCE with the domestication

of cattle. Reindeer were used for

the same purpose in Siberia, and
buffalo in Borneo. The ancient Greeks
measured the value of things in oxen,
whereas the Hittites did so in sheep.
Even human beings, who had been
enslaved, were traded as units of
value by Vikings in Ireland.

ANIMAL PRODUCTS

Some early societies used

animal products for money, such

as horns, teeth, tusks, pelts and hides.
Fijians used whale teeth as currency, and
Indigenous peoples in Canada traded in
beaver pelts with European colonisers. The
Maya of Central America used the metallic
green-blue feathers of the quetzal bird

as currency, usually to purchase gold.
Interestingly, we still use animal products
in our money to this day: many modern
polymer (plastic) banknotes contain a

tiny amount of animal fat.

LEATHER MONEY

From about the sixth century BCE,
leather and animal hide began to be used
as currency in places such as ancient
Rome, Carthage (modern Tunisia) and Gaul
(modern France). In Russia, leather money
was used as recently as the early eighteenth
century. The Chinese emperor Wudi (reigned
141-87 BCE) created currency from the
hides of his personal herd of white stags.
Although leather money is no longer use
it has left its legacy in the use of ‘buck’
(a male animal) as slang for dollar.




QUIRKY CURRENCIES

Many unusual objects were used as money in the era before notes and coins. These included
foodstuffs such as barley, rice, corn and wheat. The Chinese used tea bricks to pay for things,
whereas the Aztecs used cacao beans, and the peoples of ancient Africa and the Middle East
measured value in coffee beans. The Mesopotamians kept sacks of grain in protected barns,
much like the banks of today. When stored carefully, these foods coulid provide a reasonable
= store of value. But a storm or a bad harvest could wipe out your wealth.

MONEY YOU CAN EAT

Some surprising foods have been used as
mediums of exchange in different parts of
the world. Here are some of them.

BUTTER
1n 1620, the Pilgrims
aboard the Mayflower
stored tubs of butter
for use as money. During
the Second World War,
butter became a unit of
exchange in Norway.

In Emilia Romagna in northern ltaly,
banks accept cheese as a form of
money. Farmers can deposit wheels of

Parmesan cheese with a bank as security
for a cash loan.

EELS
Dried and smoked eels were
easily stored and lostod for

months, making them quitc
a useful form of currency in £
medieval England, where they '
were often used to pay the rent.

COCONUTS
For the Kuna Yala,
who live on islands
off the Caribbean
Coast of Panama, money
liierally grows on trees.
They harvest coconuts to
exchange for other goods. - %

GOURDS
In the early 1800s, gourds
(a family of fruit including
pumpkins, squash and melons)
‘were made the national currency of
Haiti. To this day, the standard Haitian
coinis called the gourde.

EGGS BREAD
When Venezuela
In ancient Egypt, the basi
was saffarng rom e
hyperinflation (see

of bread and a ration of beer.
pages 62-65) in 2018-2020, 1/ ad and a ration of beer.

companies often paid
their workers bonuses in ‘f
the form of eggs. \)
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POTATO MASHERS

In ancient Cameroon, potato mashers
were used as a currency. These heavy
iron objects, called ensubas, were
shaped like a club.

KISSI PENNIES

The kissi penny was a currency used
mainly in West Africa in the first half
of the twentieth century. They were
long iron rods, usually arranged in
bundles of 20. A cow could be bought
L ic»,.\ for 30 or 40 bundles.

=

IRON SNAKES

The Lobi tribe of Burkina Faso used iron
snakes as a currency. They would also
attach them to their calves as a protection
from snake bites and lightning.

KNIVES

Large bronze knives circulated as currency
in ancient China between 600 and 200 BCE.
According to one story, this started when a
prince who was running low on money to pay his
troops allowed them to use their knives to pay for
goods in the local village.

RAI STONES

The small Pacific island of Yap
possesses the world's biggest money.
Rai stones are huge discs of rock
weighing up to 8 tonnes each. The
stones are rarely moved and are not
used for day-to-day transactions, but
they change hands as ceremonial gifts,
to forge alliances, resolve conflicts or
to apologise for wrongdoing.

K for up-to-date previews and information.



THE FIRST COINS

Before the fifth and sixth century BCE, when the first coins were minted, metal
had been used as a form of money. Rings, iron bars and even fishhooks were used
as currency. Metal had advantages over all other forms of ancient money. It was
durable, and could be melted down and divided into small, equal units that were
both portable and fungible. Rare metals, such as gold and silver, were limited in
supply and universally valued. In other words, metal had the potential to fulfil all
the requirements of a practical form of money. But the shape had to be right.

METAL DISCS

/Z‘M The coin could have been shaped like a sphere, cube
or triangle, but the ideal shape turned out to be a disc.

and they can be easily stacked for counting. They have
flat surfaces where a design can be stamped, which
brings us to the feature that distinguishes the coin from
all earlier forms of money: they carry the mark of an
authority, such as a monarch's head, reinforcing their
status as a legitimate currency.

THE LYDIAN LION

The world's first coin appeared in
Lydia (in modern-day Turkey) in the
600s BCE. It was known as the Lydian
Lion because it featured a roaring
lion, the emblem of the kings of Lydia.
It was made from electrum, an alloy
of silver and gold. King Croesus of
Lydia (reigned circa 560-546 BCE)
may have issued the first gold coins.
His wealth was legendary, giving rise
to the phrase ‘rich as Croesus’.

GREEK AND PERSIAN COINS

The sheer practicality of the coin quickly became obvious to traders

in other parts of the world. Within a few decades, the Persians and

the Greek city-states of Athens, Aegina and Corinth were minting

their own coins made of gold and silver. At this stage, coins were still
commodity money - the coins were worth the actual value of the metal
they contained (the idea of representative money had not yet been
invented - see page 8).

The world's first coin featured a lion

Discs are round with no corners that can get worn away,
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CLIPPING

Ordinary people found clever ways of stealing the
precious metal contained in coins. One method was
clipping - shaving off tiny amounts from the edges of
coins. These shavings would be saved up and eventually
melted into bars and sold to a goldsmith, or used to make
new coins. Clipping was simple to do, requiring only a file,
some shears and a melting pot. It became such a problem
in seventeenth-century Britain that the government

B(,N“:‘ER B(‘)N‘Q‘ER declared it an act of high treason, punishable by death.

Pile of shavings
from clipped coins
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MILLING S
Britain's Royal Mint attempted to end the crime of
clipping by milling the edges of coins - engraving them
with tiny vertical lines or ridges. Milled edges made it
possible to see if a coin had been clipped. Sometimes
they would engrave the edge with a phrase, such as
Decus et Tutamen (‘an ornament and a safeguard’),
which appeared on the edge of the crown coin of King
Charles Il (reigned 1660-1685). To this day, coins have
milled edges, even though modern coins are not made
of precious metals.

SWEATING

Another method criminals used to extract the precious
metal from coins was sweating. This involved placing
anumber of coins in a bag and violently shaking them.
The coins would rattle against each other, causing

tiny metal particles to fall from their surfaces. These
particles could be collected from the bottom of the bag
and melted down for profit. Sweating tended to wear
the coin in a more natural way than clipping, making it
harder to detect. Even a milled coin could be sweated
for its metal and few would be the wiser.

Close-up of a
milled edge

Sweating metal coins

PLUGGING

With larger coins, criminals used a different method

to harvest their metal. They would cut the coin in half,
extract the valuable metal from the centre, fill it with a
base metal such as lead, and then weld the coin back
together. This practice, which dates back to ancient times,
became known as plugging in the United States in the first
half of the nineteenth century. It spawned the phirase ‘not Pluaged nickel
worth a plugged nickel’ to describe a worthless thing.

21




INFLATION

The value of money is not fixed. It can go up or down. When the value of money goes down,
prices go up, because more money is needed to pay for things. This is called inflation. The
inflation rate is the rate at which money’s purchasing power drops over time. It's usually
measured by looking at the rise in prices of commonly bought goods such as food, clothing and
electricity. If the inflation rate is 5 per cent, it means that the prices of these goods have risen by
an average of 5 per cent over a year. So a loaf of bread costing £1 wiil cost £1.05 a year later.

WHAT CAUSES INFLATION?

Inflation happens when there is too much money in circulation
compared to the supply of goods and services. For a country to
become richer, it has to make and sell more things. It cannot
become richer by printing more money, but sometimes governments
do this anyway. They might print money to stimulate the economy
(by encouraging people to buy and sell more), or to pay for a war or
pandemic. If the increase in money is not matched by an increase in
economic productivity, the result is inflation.

WHY IS INFLATION BAD?

High inflation is bad for anyone with money, especially
those with savings in the bank, as it reduces what they
can buy with their money. It can be good for those ;
with debts, as it reduces the value of their debt. %
But overall it's harmful because
all of us, whether we're savers
or debtors, need money to buy
things, and inflation makes
everything more expensive.
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HOW TO FIGHT INFLATION

In most countries, it's not governments but central banks
(see page 36) that are in charge of keeping inflation under
control. They do this by limiting the amount of money in
circulation. They use a number of tools to achieve this, one
of which is the control of interest rates. The interest rate
is the cost of borrowing money. By raising the interest
rate, borrowing becomes more expensive, so people will
borrow less, reducing the amount of money in circulation.

INTEREST
ON LOANS

Lowering interest rates
causes more borrowing,
more spending and higher
productivity, resulting in
higher inflation.

THE DANGERS OF DEFLATION

Central banks have to be careful not to raise
interest rates too much as this can lead to a
general fall in prices, known as deflation. A
small drop in prices is no bad thing, but rapid
deflation is a sign that people aren't spending
money. Companies may react by reducing
production and laying off workers. Ultimately,
this can lead to a recession - a period of
economic decline. So the control of interest
rates is always a balancing act.

This high quality PDF preview was generated on Wednesday 25 September 2024 Visit bookshelf.bonnierbooks.co.uk for up-to-date previews and information.
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THE FIRST PAPER MONEY

If coins were the first great i ion in the of money, b were the
second. The story of paper money begins a long time ago in seventh-century China,
during the period of the Tang dynasty. At that time, merchants would carry their copper
coins around with them, threaded on a rope. Rather than lug all these heavy coins
around, some merchants began leaving their coins with someane they trusted who gave
them a paper receipt recording how much they had deposited.

FLYING CASH

Merchants used these paper receipts, known as
promissory notes, to buy with. Sellers accepted them
because they knew they could be exchanged for coins
at any time. They nicknamed them feigian (flying cash’)
due to the paper's tendency to blow away in a high wind.
These weren't yet banknotes because they weren't
officially printed and issued by a government or bank,
yet they functioned as money. This planted the idea in
people’s minds that money didn't have to only take
the form of a valuable metal token such as a coin.
It was an early example of representative

mon 8).
ey (see page 8) §\\

THE JIAOZI

In time, promissory notes
became widely accepted in China, opening up the possibility of an official, government-
issued paper currency. The world's first banknote, known as the jiaozi, was issued
during the eleventh century under the Song dynasty. The jiaozi was backed by the
government and, like promissory notes, could be exchanged at any time for copper
coins. It proved a great success, and paper money became firmly established in China.

PAPER MONEY TRAVELS

Venetian merchant and explorer Marco Polo travelled through Asia along the Silk Road (a famous
trading route) between 1271 and 1295. While in China he spent time at the palace of the Chinese emperor
Kublai Khan where he learned about paper money. Upon his return to Europe, Marco Polo reported the

fascinating stories about how the Chinese used paper money, which was backed by the government.

r

CREATING KUAN CURRENCY

The Chinese used the bark from mulberry trees to make paper money. The fine fibre,

called bast, between the bark and the wood of the trees was pounded down and stretched
out with glue, and then marked with Kublai Khan's seal. Marco Polo also learned that the
Chinese were very worried about the problem of counterfeiters (see pages 66-69). Guards
were posted around mulberry forests to prevent counterfeiters obtaining the bark from
which banknotes were made. The banknotes had a complex design to make forging difficult,
and each one contained a stark warning: Those who counterfeit will be beheaded.

25
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THE FIRST BANKS

Banks began more than four thousand years ago as places for wealthy
people to store their money. The earliest banks were in temples,
because they were viewed as safe and secure. Deposits were looked
after by priests as well as armed guards. These first banks didn't just

store people’s money, they also lent it out to other people in return for
a regular payment, known as interest.

BABYLONIAN BANKING

The earliest form of banking can be found in ancient

Mesopotamia, where people stored their money and
in temples and i royal palaces.

In Babylonia, a kingdom in Mesopotamia, in 2,000 BCE

people depositing gold had to pay a fee amounting

to approximately 1.6 per cent of the total value of the

deposit. Banks also offered loans. A bank might loan a

farmer seed grain, which the farmer would repay from

the harvest. Such agreements were recorded on clay

tablets, some of which survive today.

28

GRAIN BANKS IN ANCIENT EGYPT

In ancient Egypt, farmers would deposit grain for
safekeeping in enormous grain warehouses owned by
the government. When they wanted to buy something,
they would withdraw some of their grain from this
grain bank. They would pay a fee (in grain) for this.
These fees were used by the government to pay state
workers, such as the people who built the pyramids.

This b

THE ARGENTARII OF ANCIENT ROME

Bankers in ancient Rome were called argentarii. They
operated from small shops and stalls around the Forum
(town square). Their original job was to change foreign
currencies into Roman currency. They were organised
into a guild (an association of people in the same
profession) with a limited number of members. Over
time, their role expanded to include holding deposits,
lending money and taking part in auctions (public sales
in which items are sold to the highest bidder). They were
also responsible for determining the value of coins,
detecting forged coins and circulating new money.

29
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* THE KNIGHTS’ BANK

The Crusades (1095-1291 CE) were a series of military
conflicts when European Christian knights attempted to
seize the Holy Land from Muslim control. Knights going
on Crusade needed to be able to access their funds while

_abroad. A wealthy and powerful organisation of knights
called the Knights Templar stepped in to handle this

" demand. They controlled a network of castles across
Europe. A knight could deposit their wealth at one castle
in exchange for a letter of credit, and hand it in to another
castle, where they would be given the equivalent amount
in local currency. Because usury was forbidden, the
Templars made money on the differences in exchange
rates. They also helped arranged large financial deals,
much like modern banks. When King Henry IIl of England
wanted to buy an island off the coast of France, the
Templars handled the finance.
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THE GOLDSMITHS

The goldsmith bankers of London issued paper receipts,
or promissory notes, recording the amount of precious
metal deposited in their vaults and stating that it would
be payable on demand to the depositor. But because of
fractional reserve banking, the gold was very often not
there in their vaults, having been lent to someone else.
This didn't matter because they always had enough gold
to pay any customer arriving at the bank (as long as

too many didn't arrive at once). These promissory notes
therefore amounted to a new kind of money. They didn't
represent gold, but were a kind of debt - the goldsmiths’
debt to their customers.

Not all our depositors are BANKS BEGAN LENPING OUT THE MONEY
likely to demand their money PEPOSITEP WITH THEM TO OTHER

at once, 50 all this money is CUSTOMERS.

Jjust lying here in our vault
doing nothing.

" Our job is to guard
other peoples money,
charging a fee for

safe storage.

THE ROTHSCHILDS

The Rothschilds were the most famous of all European banking
families. For around two hundred years, starting in the 1790s, they
wielded huge influence on the history of Europe. They made a
fortune lending money to European governments during the French
Revolution and Napoleonic Wars. During the Industrial Revolution
they helped finance the development of the railway, coal and
ironworking industries and, later, the oil industry.

Well keep a small
fraction of the money
deposited with us as The rest of the 3
a reserve, so we can money is out With the extra money
Ppay any customers there in the world were making we can start
who come asking for making more Ppaying our depositors
their money. money for us' interest instead of
charging them fees.

Mayer Amschel Rothschild
00000000

Hgint 3
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I ; 0 (R o | [t torealion NATHAN ROTHSCHILD AND THE CARRIER PIGEON

8 dmﬁmfze demand their money News travelled very slowly in the early nineteenth century, so

invest! when the British and Prussians defeated Napoleon's army at

Waterloo in 1815, it would be days before the rest of the world
found out. But the famous banker Nathan Rothschild had a
trick up his sleeve - a network of trained carrier pigeons that
could deliver messages far quicker than the conventional
communications of the day. That was how he learned the result of
the battle a full day before anyone else, and was able to make big
profits by investing in British government bonds (see page 52).

Nathan Mayer Rothschild
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Louis XIV of France (reigned
1643-1715) was broke. He'd spent foo
much on foreign wars and luxurious
palaces. He also had fo pay enormous

king's behalf unfil he came of age.

THE RISE AND FALL
OF JOHN LAW

When Philippe examined
The stale of the counfry's
finances, he realised things

couldn't continue as They were.

Something radical was called
for, so he turned 1o a Scottish
economist called John Law

A6TH1729).

Money
dotst have anyy
Value i itselfi tts
value lies in what we can
do with it - buying and
selling things.

go0d
as goldl

"7~ and more paper money In fact it issued far
more paper money fhan if had gold and silver
in ifs vaulfs - by one estimate, around four

times as much!

% law didn't stop there. In 1717, he bought the Mississippi Company, which_
controlled

all the trade with the French colonies in North America. He

But the good times had fo come fo an end.
Eventually, people began fo wonder if their shares
really were worth that much, and many Tried fo
emmm/w,ou

We're poor!
We're poor!

The King fired Law, and in 1720 he was forced
o flee the counry.

2
& Gold and silver were quickly reinstafed as
money. The Mississippi Company collapsed.

LAW’S LEGACY

Ironically, today we use a system very similar to the one Law proposed, with paper money backed not by
precious metal but by the authority of the state and its central bank. Law’s mistake was to underestimate
the excitement his invention caused. It led to a bubble - a rapid rise in the price of an asset caused by
enthusiasm and speculation rather than the asset's actual value - followed by a collapse.
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country - this was the firstrunona British
bank in nearly 150 years. By the afternoon,

- pillions of pounds had been withdrawn from
the bank, sending it close to collapse-

Northern Rock was one of Britain's smaller
panks, but it had ambitions t0 be a big player:
With onty 70 hes taking cash from

it borrowed m!
Unfortunately,
when US bank

Yesterday morning, in towns all over Britain, home OWNers, an
long queues of customers formed outside the S tem was teete

n Rock bank, which happened the following y€
desperate to get their hands on their \ifetime Rock was only the firstina chain of bank
savings. We're unused to such scenes in this failures in 2007-2008.




THE LAWS OF LENDING

For as long as money has existed, people have lent and borrowed it. There
are different ways that this can be done. A lender can give money to the
borrower on the understanding that the borrower will pay it back later.

Or the lender can let the borrower have goods and services for free

on the understanding that the borrower will pay for them later.
in return for the loan, the borrower pays the iender interest,
which is a percentage of the amount owed. The Babylonians

were the first to develop laws about lending. The Code
of Hammurabi (c. 1755-1750 BCE) set the maximum
amount of interest that could be charged, and
d fines for

P

CREDIT AND DEBT

Money lent is known as credit.
The word comes from the Latin
credere, meaning ‘believe or
trust’. A person to whom money
is owed is a creditor.
When a lender extends credit
to a borrower, they are giving
them a loan. Money owed is
called a debt. A person who

owes money is a debtor.

INTEREST

KEEPING A TALLY OF YOUR LOANS

The lender charges a sum of money, known as
interest, in compensation for the risk of not getting
their money back, and for the sacrifice of being
temporarily parted from their money. The interest
rate is the percentage of the principal (the loan
amount) that must be paid by a set period (such as

a year). The size of the interest rate often depends
on the borrower's creditworthiness (how likely they
are to repay the loan). It all comes down to risk. If the
borrower has a bad record for paying back loans, or
they want the money for a long time, or the loan isn't
secured with sufficient collateral, the lender is likely
to charge a higher interest rate.

40

AR AT 257 INTEREST

LDAN. DF £100 FOR.1 V&

7257 DF €100 %
100/100=1 K
1 X 25 = £25 3

TAR
LDAN PAID BACK: £100 AT 267 NTEREST AFTER 1Y A

£100-+£25-=-£125

KING HENRY I OF ENGLAN (REIGNED 1100-1135)
INVENTED A LNIGUE MONEY SYSTEM CALLEP THE TALLY
STICK EYSTEM IN AN EFFORT TO ENHANCE HIE POWER.

We need to keep
arecord of who
owes me money.

We now split
the stick
down its

It helps thatwe T ——
use willow to make BTy
the tally sticks. 'h? Whys that?

How will. that Its very simple.
work then? The debt is recorded
on the stick as notches
of differing widths. The
widest notches represent
£1000 and the smallest
represent a penny.

The debtor’s
name is
engraved on
each side of
the stick.

One half, called the stock,
is kept by you, Your Majesty,
as you are the creditor. The
other half, called the foil, is
kept by the debtor, as proof

of the transaction.

Willow has a distinctive
grain, so the two halves
will match only to each
other, preventing any
chance of fraud. Your
subjects will not be able
to escape their debt!

UNFORTUNATELY, THIS LED TO A FIRE THAT BURNED
POWN PARLIAMENT/
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THE RISE OF CONSUMER CREDIT

During the eighteenth and nineteenth centuries, the aristocratic taste for
luxury spread to the middle classes. This led to a rise in demand for goods
that were desirable but not essential - items that elevated people’s social
status like fine food, furnishings and clothing. Shopping became a leisure
activity, and retailers found new ways of responding to and encouraging
this trend. Aware that consumers didn't always have the funds available to
purchase the goods they desired, they would extend them credit.

/A
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1919
BRINGING CARS TO THE
MASSES

General Motors offers
customers loans to buy a
new car, asking for a 35
per cent deposit followed
by monthly instalments. By
1930, two-thirds of all cars
are bought this way.

={® N“:
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MERCHANT

THE BANK CARD

The next stage in the dual-party card revolution was the
bank card. While Diners Club specialised in restaurants and
hotels, the bank card was a general-purpose credit card that
P consumers could use to pay for almost anything. When these
RANSACTIONS I @ = lauthed ir! the 1950.5, they faced a pl.'oblem: why.s!'muld.big
/—"’?‘1" 4 $ retailers with established store credit cards participate in bank
] 7 For card programmes? By the 1960s, retailers realised that general-
purpose credit cards made things more convenient for their
customers, so they began to accept them.

0000 0000 0000 0000

25 September 2024. . e previews and infoy



For many, the rise of consumer credit has been a huge benefit. It's a convenient way of
paying for things, and allows people to enjoy goods and services when they want them
rather than having to wait until they've saved up enough money. However, there is a
dark side to consumer credit, and that is, of course, consumer debt. Producers of goods
and services use clever marketing to persuade people to buy their products, tempting
those whe cannot afford them. As a result, there are many who cai't keep up their loan
repayments or their credit card bills, and fall into debt.

DEBT SLAVERY

Falling into debt can have serious consequences
including stress and impoverishment. For
most of history, debtors were also regarded

as criminals. In ancient Sumer, they became
enslaved for their debt, forced to work for their
creditor until they had repaid what they owed
through physical labour. This might take years
and, in some cases, their debt status could be
passed on to the next generation.

DEBT BONDAGE

During the early Roman Republic (509-326 BCE),
a borrower would often pledge themself as
collateral for a loan. If the borrower defaulted
(failed to repay), they could become a nexus

or debt bondsman. This was a legal contract
under which they would be obliged to work off
their debt through physical labour. Although the
bondsman technically remained a free citizen,
not enslaved, they were often subjected to
beatings and other abuses by their creditor.

46
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BRILIFFS

In medieval Europe, bailiffs were appointed by the
court to enter a debtor’s home and seize goods to
the value of their debt before handing them over

to the creditor. The system was often corrupt, and
bailiffs would seize far more than needed to pay off
what was owed, keeping the extra for themselves.

Dabt coliection in medieval Europe
vias 0ifen a'tegal form of robbery




BONNIER

MIXED ECONOMIES

Most coun have a mixed economy,
which means that they operate a
market economy, but one constrained
by government regulations, for
example to protect workers'’ rights
and the environment. Often the
government will own and run vital
sectors of the economy such as

the railway and energy distribution
networks.

BONNIER

BQNN‘ER

THE COMMAND ECONOMY

In command economies, the
government decides what is produced
and how much it is sold for. Under
command economies, the government
decides who works where and what
their wages will be. This can ensure
low levels of inequality and jobs for
all. Yet the absence of competition
leads to inefficient allocation of
resources, low-quality products and a
lack of innovation. There are very few
command economies in the world -
North Korea and Cuba are among the
last remaining examples. It has not
proved a successful economic system.

h quality PDF preview w:
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TAXES

We can see money clearly in our daily lives, for example when we go
shopping or lend some cash to a friend, but money also moves around
invisibly in the background, keeping our society functioning. We all benefit
from public services like law and order, healthcare, education, welfare
benefits and waste collection. These things cost money. We pay the
government to provide these services for us through our taxes.

PURPOSES OF TAXATION

The most important function of taxation is to pay for
public services, but it can also serve other purposes.
Rulers have i taxed their ions to
enrich themselves, pay for wars of aggression or build
monuments to celebrate their achievements. In more
recent times, governments have taxed products such
as alcohol and tobacco, not only to raise money but to
discourage their consumption. Governments may also
use the tax system to reduce inequality (see pages
54-55) by taxing the wealthy at a higher rate.

STRIKING A BALANCE

Itis a balancing act to
tax people at a rate that
maximises government
revenue.

If taxes are too high, people will have

no incentive to work hard and may

even decide to move abroad or put

their wealth in a place where taxes

are lower (a tax haven).
Either way, tax revenues
will go down.

If the government taxes
people and businesses too
little, it won't be able to pay
for decent public services.

This high quality PDF preview was generated on Wednesd.

25 September 2024. Vi

TYPES OF TAX

Governments have found many ways
of taxing their populations. They may
tax people’s earnings (income tax),
business profits (corporate tax) or the
sale of goods and services (VAT). Here
are some of history's weirder taxes..

60 CE
URINE TAX

In ancient Rome, human urine was a useful
product, used for leather tanning, washing
clothes and even brushing teeth. Emperor
Nero began taxing its purchase. This led to
a popular Latin phrase, Pecunia non olet
(money does not stink).
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WINDOW TAX
In England in 1662 a chimney tax
was introduced but it proved hard to
collect as it entailed entering people’s
properties. The window tax seemed an
improvement as windows were easy
to count, but the tax proved highly
unpopular. People began bricking up
their windows to avoid paying it. They
called it a tax on fresh air, and it gave
. rise to the phrase ‘daylight robbery’.
D & S
By B .
[ X g AL
- @B P
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1100
COWARDICE TAX

English medieval knights could
opt out of fighting a war by
paying a tax to the king. Its
official name was scutage,

but many people called it the
‘cowardice tax'.

HAT TAX

Hats were expensive in eighteenth-century
England, and owning several was a clear sign of
wealth and therefore something worth taxing.

The tax was imposed on both sellers and buyers.
Several hat makers tried to rename their creations
to avoid paying it, s in 1804 the tax was widened to
include ‘any headgear.

and information.



* FINANCIAL MARKETS

At

ml;ergkuel(asr pmeaur:leet:r::nple buy and sell things like food and clothing. At financial

2 e money-related assets. These include sto .
; g cks and b

Shar:r::{:::r:re shar.es |.n.a company that the company sells to raise capit:lndSl
b a'rfa paid Eilwdends (regular sums paid out of the company’s pr;:fils)

borrow:dc::;::;t;s |i_suedd by a government or corporation, promising to repay.

a fixed rate of interest. Financial marke’ts i
1 g can be

places, like the New York Stock Exchange, or they can take place o::‘ifelcal

=\ | A Wt
) and receives a dividend.

The company uses the money raised from

Fred buys shares in a

company.
Fred sells his shares to Jill for a profit.

selling shares to invest and grow, causing

profits to rise. Fred's shares go up in value.

THE FIRST BONDS

In the twelfth century, the government
oiYenice came up with a new way of
ralsing money to fight a war. It offered
its citizens certificates, known

as prestiti, in exchange for a

loan, promising to pay them

back by a certain time, plus 5

per cent interest. These were

the first government bonds.
Before long they became a
populer investment, and

a market developed for

the buying and selling

of prestiti.

THE FIRST STOCKS

Founded in 1602, the Dutch East
India Company was the first company
to sell shares in its business to the
public. The money it raised from
this funded its voyages to the East
Indies, and it paid its shareholders
out of the profits from its trade
in enslaved people and spices.
The shares were traded in the
Amsterdam Stock Exchange,
also established that year.

NEW YORK CITY

OCTOBER 1929

THE WALL STREET CRASH

HERD INSTINCT CAN SOMETIMES TAKE
OVER WITH PEOPLE STAMPEDING TO
BUY OR SELL. THE MOST SPECTACULAR
EXAMPLE OF THIS WAS THE WALL ST
CRASH OF 1929.

FINANCIAL MARKETS CAN BE VOLATILE. A
RUMOUR OR A MINOR PIECE OF ECONOMIC
NEWS CAN CAUSE BIG SWINGS IN PRICES.
THE DESIRE TO MAKE MONEY OR AVOID
10SING IT IS A POWERFUL ONE, AND A

AFTER

EFFECTS

As aresult of the crash, businesses
were bankrupted, banks closed,
millions lost their jobs and the
world plunged into a deep and
lasting economic depression.
This had a big political impact.
In Europe, extreme right-wing
parties exploited the misery of
mass unemployment, blaming
‘foreigners’  such  as Jews.
Germany's Nazi Party rose to
power in 1933. The consequences
for the world would be devastating.

THE ROARING TWENTIES
e United States. There was a spirit of
became fashionable to play the stock
point where they represented
tal worth of their companies’ assets. This
when everyone, from wealthy financiers
h with reality and seemed to believe that

The 1920s was boom time in thi
optimism in the country and it
market. Share prices soon rocketed to a
a value far greater than the tof
was now a ‘mania’ - a period
to common investors, lost touc
prices could keep rising forever.

DISASTER

e end of October 1929, during three calamitous
w York Stock Exchange on Wall Street, when
huge numbers of people decided collectively it was time to sell. With
so many sellers, there were few buyers, and share prices plummeted.
In those three days, billions of dollars were wiped off the value of American
cf i And over the years the market kept on falling.

By 1932, stocks had lost nearly 90 per cent of their pre-crash value.

The crash occurred at th

days of trading at the Ne
-

A cleaner sweeps

Crash of 1929

the floor of the New York

stock Exchange following the Wall Street
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THE HISTORY OF INEQUALITY

Inequality - the difference in wealth between the richest and
poorest in society - has varied throughout history. It reached a
peak during the Middle Ages, with a handful of families owning
up to a quarter of the land in England. Inequality declined steeply
after the Black Death pandemic in 1347-1351. So many died, there
was a labour shortage, so landowners had to pay workers more.
Inequality reached another peak in Britain in 1900-1910, when 94
per cent of the country’s wealth was in the hands of the richest
10 per cent. That declined steeply during the twentieth century,
and by 1990 the richest 10 per cent held 48 per cent of the wealth.
Since then inequality has begun slowly rising again.
We all need money, but some of us have

more of it than others. This has always
been the case. The most equal societies
in history were and are hunter-
gatherer communities, who obtain

their food through foraging rather than
farming. They tend to share what they
Irave.Once humans began farming
around 10,000 years ago, they were able
to amass wealth and property and pass
it on to their offspring. This was the
beginning of inequality.

gonm

WEALTH CONCENTRATION

One of the biggest reasons for inequality is the way that wealth tends to get concentrated
in the hands of the already wealthy. If you have lots of money, you can invest it in new
sources of wealth creation. You could buy a property and rent it out, or decide to train for
anew ificatil i it people have none of these opportunities.
The rich can pass on their possessions to their children and give them the benefit of a
good education, so wealth concentration tends to continue down the generations.

WHAT’S WRONG WITH WEALTH INEQUALITY?

So long as the poorest in society have a reasonable quality of life, does it matter
that there is a big difference in their wealth compared to the richest? Some argue
that the richer people get, the more they will buy and the more businesses they will
start, creating jobs and wealth for everyone. This theory is known as ‘trickle-down
economics’. Others point out that the wealthy do not always spend their money in
the country where it is earned, but put it in tax havens. They also argue that wealth
inequality reduces community spirit and increases social unrest, weakening society.

55,



STARTING: IN THE SIXTEENTH CENTURY, SPANISH SILVER COINS, KNOWN AS PIECES WHILE MOST OF THE WORLD WAS ON A SILVER S more for it there.
OF EIGHT, BECAME THE GLOBAL CURRENCY. THEY WERE US! E VA

| BRITAIN
AN UNOFFICIAL
STANDARD

Nenton’s just
lowered the value [§
of my silver. Melt

it down and ['ll sell

it in France. ['l get

5T STANDARD, BRITAIN HAD A BIMETALLIC (TWO-METAL)

SPANISH EMPIRE, AND ALL OTHER COUNTRIES PEGGED THEIR CURRENCIES TO IT. SYSTEM, WITH SILVER AND G-OLD COINS EXCHANGEABLE

AT A SET RATE.

S

COUNTRY TO FORMALLY
T GOLD STANDARD. ‘e <
Ficolaemie THE WORLY'S GOLD SUPPLIES, PUSHING
FRANCE AND THE UMITED STATES
TOWARDS ADOPTIA THE GOLD STANDARD.

THEN IN 1717, $IR ISAAC NEWTON, THE
FAMOUS SCIENTIST AND MASTER OF BRITAIN'S

ROYAL MIN

MADE AN 0DD DECISION..

- v
. F g B DURING THE NINETEENTH CENTURY, G-OLD COINS GRADUALLY
from now on, A 4 - 3 : | DISAPPEARED FROM ATION, AND MONEY BECAME PURELY
one gold coin % i REPRESENTA BANKS AGREED TO EXCHANGE
will be worth L o A Z = - CIRCULATING CURREN, OR GOLD AT A FIXED PRICE.
21 shillings. D J.

TSy | A I SR
But that's v = ; | |

overvaluing it
compared o
L silver. Are you
sure you want
to do that

25 September 20:



AN INTERNATIONAL SYSTEM

In the 1870s, the gold standard was formally adopted
by the United States, France and Germany. Many

other countries quickly followed suit. Under this new

When a country adopted the gold standard, its currency became Iiterrational oystem smost all The worl s maor
convertible to gold and its banknotes could be exchanged for countries pegged their currency to the value of gold.
unit weights of gold at a fixed rate. For example, in the UK, one Because each currency was linked to gold, they were
troy ounce of gold (31.1035 grams) was worth £4.25. The amount also linked to each other, creating a seemingly stable
of money in circulation now_had teshe matched by the amount of g

gold in its central bank'sireserves. This limited a governmefi¥’s{_) |

ability to print money. n THE COST OF WAR

Gold's reign lasted barely 40 years. It ended with the
outbreak of World War | in 1914. Suddenly, governments
needed to print money to finance their huge military
; spending. The amount of gold in their reserves could not
ADVANTAGES ¥ - keep pace with the increase in money, so they had to drop
2, out of the gold standard. After the war, efforts were made
’ to curb the inflation caused by all the money printing (see
3 page 22) and restore the pre-war international system. By
N ‘ﬂi 1927, many countries had returned to the gold standard,
though not for long. They had to abandon it again when the
Great Depression struck in the 1930s (see page 39).

The gold standard has some important adv:

By limiting the ability of governments to print

more maney,itk&eps prices stable and prevents
fyperinflation(see pages 62-65). Prices in th&-UK wel
much the same in 1914 as they were in 1880. The gold
standard can also create certainty in international
trade by providing a fixed pattern of exchange rates.
Governments are unable to deliberately devalue their
currencies to make their exports more competitive.

BRETTON W0ODS

After World War I, the victorious nations met at
Bretton Woods in New Hampshire, United States, and
agreed to adopt a new kind of gold standard. This time,
the US dollar would be fixed to gold at the price of
$35 an ounce, and all other currencies would be fixed
to the dollar, maintaining their value to within plus or
minus 1per cent. The system worked reasonably well
until the 1960s when the French government began
exchanging its dollar reserves for gold, depleting US
gold reserves. At the same time, the United States
was suffering severe financial strain from waging the
Vietnam War.

DISADVANTAGES

The gold standard gives an unfair economic advantage

%o nations that produce gold. New goldhdiscoveries or

sudden rises in gold produgtibh.cah tead to a growth

in the money supply, and ultimately price inflation. The

gold standard may act as a brake on economic growth

because it limits the amount of money in circulation. THE lenu SHUCK

Changes in the world's money supply are linked to the

amount of gold that has been mined, rather than to 0n 15 August 1971, US President Richard Nixon ended the international
the world’s economic needs. It prevents governments convertibility of the US dollar to gold. This was meant to be a temporary
from temporarily increasing the money supply to measure until the dollar’s exchange rate with gold could be revalued, but
stimulate the economy or to offer humanitarian aid gold convertibility was never reestablished. The United States and the
during national emergencies. world abandoned the gold standard. Currencies became free-floating, with
their values determined by the market and hacked only by the authority of
their governments. The era of fiat money (see page 8) had begun.
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THE FOREIGN
EXCHANGE MARKET

During the periods of the gold standard, the world’s currencies were fixed to each other
with only minor changes possible in comparison to each other. There was therefore
little profit to be made from exchanging British pounds for US dollars in the hope that
the dollar might rise in value. That changed in 1971 with the abandonment of the gold
standard. Suddenly, currencies were allowed to float freely, their values rising and
falling as the markets dictated. This led to a huge surge in r:urrem:y trading, also known
as the forex (foreign exchange) market. i

THE MONEYCHANGERS

Currency trading goes back to
ancient times when moneychangers
would help merchants exchange

tl coins for the local currency,
taking a fee for the service. In the
fifteenth century, the Medici bank of
Florence opened branches in foreign
locations where merchants could
exchange money. The first forex
market opened in Amsterdam in the
seventeenth century, where traders
from England and Holland could buy
and sell currencies. In the 1850s, a US
firm called Alexander Brown & Sons
became a leading currency trader.

SPOT, FORWARD AND
FUTURES MARKETS

There are three main forex markets. The spot
market is when buyers and sellers exchange
currencies on the spot. With the forward market,
the buyer and seller agree to exchange currencies
at an agreed price at a set date in the future, both
believing the currency they will buy is going to go
up in price relative to the currency they are selling
The futures market is similar to the forward
market, except it is regulated (bound by rules)
and happens on an exchange, such as the Chicago
Mercantile Exchange.




WHEN MONEY STOPS WORKIN ‘
NEW A\
CURRENCIES
As we said at the start, money is like a magic trick that works because Governments must take drastic
we all believe in it. But what happens if we all collectively stop believing measures to stop hyperinflation. Passing laws
in the illusion? The result is hyperinflation. Hyperinflation is a rapid fall to prevent price rises won't work. Retailers will
in the purchasing power of a currency, causing prices to go up every day, resort to hoarding produce rather than selling it
= » LE00E - - at a loss, leading to food shortages and sometimes
sometimes every hour. Hyperinflation is pretty rare in developed economies, starvation. One option is ta.gastR HIEHEE 1% S -
but it can be very scary for people living through it. more stable currency or ta.gold. Some countries A S
g s B A
have even abandoned their currency and adopted HUNGARY iy

another currency such as the US dollar.
INFLATION VERSUS HYPERINFLATION

A healthy inflation rate is around 2 per cent, meaning that
prices rise by 2 per cent a year. Sometimes, this can go up
quite steeply. The UK suffered a 25 per cent inflation rate

Hungary suffered a severe
recession after World War Il, when
many of its factories were bombed. The
government resorted to money printing. As

during World War |, for example. But hyperinflation is on a ;A aresult, between the end of 1945 and July 1946,
different scale. When prices rise by more than 600 per cent N the Hungarian currency, the pengo, suffered the
a year, a currency is said to be suffering from hyperinflation - eunt worst hyperinflation in history. At its peak, the
In such a situation, prices are rising at an uncontrotiable =2 - monthly inflation rate was 41.9 quadrillion.percent
rate, and the government can do little about it. Yususuvm PO | (a quadrillion has 15 zeros), with prices doubling
The former country of Yugosla\’/ia’ k P every 15.3 hours. At one stage, the government
experienced hyperinflation for printed the largest denomination banknote

24 months between 1992 and 199%. It peaked ever: a 100 quintillion (18 zeros) pengo.
in January 1994 with a monthly inflation rate
of 313 million per cent. People couldn't afford to
buy food and depended on charity handouts or on
relatives who lived in the countryside. For long
periods, the country’s petrol stations remained
closed. People traded huge piles of their near-,

worthless Yugoslav dinarfora single
German mark or-USdollar.
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INFLATION

ZIMBABWE

Hyperinflation struck Zimbabwe
between 2007 and 2009. At its peak in

2008, monthly inflation ran at 79.6 billion
per cent. It got so bad, nurses and teachers

couldn't afford the bus fare to get to work. In April
2009, Zimbabwe abandoned its currency in favour of
foreign currencies, especially the US dollar. In 2019,
the government reintroduced the Zimbabwe dollar,
and inflation - though not hyperinflation - soon
returned. By July 2022, the annual inflation
rate stood at 285 per cent.

T00 MUCH MONEY 0
Hyperinflation often starts with money printing. During an ybnggs I,AY

economic recession, a government may increase the money ) 1
supply to encourage banks to lend and consumers and ‘] 1 L]
businesses to borrow and spend. But if the increase in the

money supply is not matched by economic growth, the result

is a lot of money in circulation but not enough products to

buy. There is a spike in demand, and so producers put up

prices. People demand higher wages to pay the higher prices,

feeding a cycle of inflation. If the recession continues, and the

government keeps printing money, it may lead to hyperinflation.
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IF THE BANK OF
PORTUGAL 1S ALLOWED
TO PRINT BANENODTES,
THEN WHY CAN'T 17
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v countareit fé
BNt
calsa alf
T B L0 vew vP 4 CoNTRACT.

PRETEND IT'S FROM THE (b i
BANK OF PDRTUGAL AND K WHAT'S THAT? O
ALRIGHT THEN

TAKE IT T0 A PRINTER

Alves'’s plan worked out perfectly.

I'D LIKE VDU To PRINT
200.000 BANKNDTES
OF 500 PORTUGUESE 1 SEE YOU'VE MADE
FSLUDDS PLERSE. M 2 SOME MONEY. ALVES VDU COULD SAY THAT!
e i % E

HOLD DN A MINUTE! |§

(Ve SeeN aNoTHER i

BANKNOTE WiTH THis [E8
SERIAL NUMBER

The Bank of Portugal contacted the printer
and Alves’s scheme quickly fell apart. He was

sentenced to 20 years in prison.
E
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MICROPRINTING

Microprinting involves printing patterns.
or characters that can only be read by a
magnifying glass or microscope. To the
naked eye it Looks like a solid line. The
entire lyrics of the Singapore national
anthem are microprinted on the back of
the Singapore dollar.

puter and pring c heniknote largery |

RAISED PRINT

On many banknotes, certain words
or images are embossed (slightly
raised from the note’s surface), and
therefore identifiable by touch. As
well as being a security feature,
raised print can help people with
sight loss.

7

Z

HOLOGRAM

BONN\ER Bo BC ;‘u R = - _— Holograms (three-dimensional images)

have been used as security features on
o - banknotes since 1998 and currently feature
( ) ? X on the notes of 97 currencies. The images
vary when viewed at different angles, just

WATERMARK : ke a 30 object would.

A watermark is an image or pattern

/ ‘within paper that can be viewed when
itis held up to the light. Watermarks
often appear on banknotes to
/ discourage counterfeiting.
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SCRIP

When we think of money, we mostly think of
currencies like euros, pounds and dollars, but
other kinds of money exist. These are not issued
by a central bank, they are not legal tender and

their usage is limited. Even so, they.are regularly
exchanged for realb-ggousandiservices, just like
normal money. Thégeneral term for these kinds
of currency is ‘scrip’. Common examples include
gift cards and vouchers. Recently, two new kinds
of scrip have emerged: complementary and
virtual currencies.

COMPLEMENTARY CURRENCIES

Complamentary currencies are rising in popularity. There
are around 300 such currencies in use today. There are
many benefits to these forms of currency, including
boosting local communities, helping the environment and
encouraging good behaviour.

COMPANY SCRIP

Historically, scrip was paid to employees as an
alternative to cash, usually for exploitative reasons.
During the nineteenth century, workers at mining or
logging camps in the United States were often paid in
company scrip rather than cash, so they were forced
to shop in the company-owned store at which prices
were often set artificially high.

Local complementary currencies
have been introduced to boost
commerce within a city or region.
Examples include BerkShares
(Berkshire, Massachusetts, United
States), the Brixton Pound (Brixton,
London, UK), the Eko (Findhorn,
Scotland, UK) and the Chiemgauer
(Bavaria, Germany). Local
businesses and traders accept
these currencies to encourage
residents to shop locally.

The European Union issues

carbon credits to companies to
encourage them to reduce their
carbon emissions. Companies must
purchase credits to emit carbon
legally, and they can earn ciedits
by reducing their emissions. They
can sell these credits to other
companies.

Y 777 §
y 27/ 4

The Fureai Kippu (ticket for

a caring relationship) is a
complementary currency in Japan.
People can earn units of the
currency for every hour they spend
helping an elderly person. This
builds up credit in their account,
which can be redeemed when they
are in need of care themselves,

or they can pass it on to someone
else who needs help.

WHATTS AVIRTUAL CURRENCY?

Virtual currencies developed in the
early twenty-first century. A virtual
currency is one that is only available
electronically and has no physical
form, such as notes or coins. It is

stored and spent purely through
mobile and computer applications.
Virtual currencies aren't issued by
governments or central banksFuthi
private businesses.

COUPONS

Businesses used to offer printed coupons offering
discounts as a way of encouraging customer loyalty.
Today, these come in the form of virtual currencies.
Popular examples include airlines’ frequent flyer miles,
supermarket loyalty programmes and credit card
reward schemes. These can be redeemed for certain
products or discounts but not for cash. They are usually
time-limited and subject to restrictions on the range of
products eligible.

FICTIONAL CURRENCIES

Virtual currencies are often used within online games,
such as World of Warcraft®. These fictional currencies
have no connection to the real economy and cannot be
spent outside the game. There may be an unofficial market
for exchanging such currencies for real money, but this is
usually banned by the game’s manufacturers.
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THE FUTURE

Money began as a valuable commodity (such as gold), then turned into
something that represented a commodity (banknotes backed by gold),
and finally it became fiat money (banknotes backed by governments).

Today, money is turning invisible as electronic bank transfers take the
place of cash tramsactions. In the future, technological advances will
prebably tead"to fiew virtual forms of money-and'credit. This could make
financial transactions even easier and more efficient.

GENTRAL BANK
DIGITAL CURRENCIES

Today, central banks
are developing digital forms of
national currencies known as CBDCs. Unlike

cryptocurrencies, these will be backed by E

central banks and governments, so will not be
as subject to wild swings in value. As CBDCs will
be regulated, they won't need to use blockchain E
technology to verify transactions. CBDCs would be ——
issued in units, such as dollars and cents, and be E
worth exactly the same as the cash units. Each
unit would be uniguely identifiable to prevent
counterfeiting. In some proposals, central s avas]
banks would provide bank accounts for all
citizens, creating a direct link between
central banks and individuals.

r-:F

THE RISKS

= 5pying In {he wieng hands, CBDCs have the potantial
to become tools of surveillance and control. With every
transaction recorded, governments could see how we
earn and spend our money.

= Punishment Governments could punish people for
behaviour they disapprove of, such as attending anti-
government protests, by deducting money from their
bank accounts or by ralslng prices or interest rates

. To the
governments could force people to spend money rather
than saving it by putting expiry dates on CEDCs.

THE BENEFITS

= Faster and easier Money transfers could occur directly

between individuals without banks being involved,
up tr { and eliminating bank fees. It

will also be easier to send money overseas.

= Keeping track of money CBDCs make it possible for
central banks to keep track of every unit of currency
and record transactions, helping governments combat
crime, collect taxes and distribute welfare payments.

= Access for all Today, around 1.7 billion adults around
the world don't have a bank account. By making money
easier to access, CBDCs could improve financial
inclusion:

FINTECH

Fintech, short for ‘financial technology’, is a
catch-all term for the many ways that computer
technology is transforming the financial services
industry. Today, we can buy, sell, earn, borrow,
save and invest using apps on our smartphones.
Many of these are run by small start-up
companies rather than major banks. In the future,
the fintech industry could become a threat to
these big institutions.

P2P LENDING

One example of fintech is the rise of P2P (peer-to-peer) lending websites that connect
borrowers directly to lenders. People with savings can open an account on the site and
deposit a sum of money to be dispersed in loans. People applying for a loan are assigned
arisk category based on their credit history, which determines the interest rate they
must pay. Lenders and borrowers can choose to haggle (bargain over the terms).

i
2

MONEY AND Al

Artificial intelligence (Al) will play [
an ever-greater role in the future of - 8 |
finance. Ai czn analyse our financial o i
situation and spending habits, and
could help us make wiser decisions
about how best to spend and invest
our money. Al can also be used in
the fight against financial fraud

by spotting suspicious credit card 8

usage. Banks are increasingly using - - —
chatbots - Al programs designed |
to interact like human beings - to B
handle customer queries, saving on L
staffing costs
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GLOSSARY

auction a public sale in which goods or
property are sold to the highest bidder

bank run an emergency when many customers
try to withdraw their money from a bank at the
same time and the hank is unable to pay them
due to fractional reserve banking

bankrupt declared (by a judge in a court of law)
unable to pay one’s debts

bonds certificates issued by a government
or corporation promising to repay borrowed
money at a fixed rate of interest

capital wealth in the form of money or other
assets that a person can use for invesiment or
to start a company

central bank a national bank that provides
financial and banking services for its country's
government and its banking industry; central
banks are in charge of issuing currency

cheque an order to a bank to pay a certain
amount from the account of the person writing
the cheque

collateral something pledged as security for
repayment of a loan, to be forfeited (given to
the creditor) if the loan is not repaid

[
N 7

counterfeiter someone who makes an exact
copy of something valuable, such as money, to
deceive others

credit the ability of a customer to obtain goods
or services hefore payment, based on the trust
that they will pay for them in the future

cryptocurrency a digital currency that is
created and exchanged online, and is not
issued or controlled by a government or central
bank; transactions are checked and recorded
by a system using cryptography (secret codes)

debasement reducing the value of commodity
money by removing some of the valuabie metal
in its coins

denomination the face value of a banknote

depression a period of long-term economic
decline

devaluation a reduction in the official value of a
currency compared to other currencies

dividend regular sums paid to shareholders out
of a company’s profits

economy the system in which goods and
services are produced and consumed and
money circulates

exchange rate the value of one currency
compared to another

fiat money money backed hy the authority of a
government rather than a valuable metal

fractional reserve banking a system in
which banks keep only a small part of their
customers' deposits in cash, lending the
remainder to borrowers

gold standard a system in which the value of a
currency is based on the value of gold and can
be exchanged for gold

hyperinflation a rapid fall in the purchasing
power of a currency

inflation a general increase in prices due to a
fallin the purchasing power of money

insurance an arrangemeni iin which a company
promises to pay a person or business for
losses caused by damage, illness or death in
return for regular payments

interest money paid regularly at a particular
rate for the use of money lent

karat a measure of the purity of gold, with 24
karat heing pure gold

legal tender coins or banknotes that must be
accepted if offered in payment of goods or
services or to repay a debt

medium of exchange something given in
exchange for something else - one of the
functions of money

miat noun a place where money is made; verb
to manufacture money

monopoly a company that has achieved
complete control of a particular industry

mortgage a loan offered by a bank or building
society to help someone buy a home; the home
is the security for the loan

overdraft a deficit (debt) in a bank account that
has been arranged by agreement between the
customer and the bank

pawnbroker someone who lends money on the
security of a valuable item

promissory note a signed document containing
a written promise to pay a stated sum to a
specified person or the bearer of the note on a
specified date or on demand

recession a period of economic decline

reprasentative money money that represents
something valuable, such as silver or gold, and
can be exchanged for it at a set rate

scrip a form of currency issued by a company
or local authority that can be exchanged for
certain goods or services, often within a set
time period

shares equal parts of a company

stocks shares in a company that the company
sells to raise capital

store of value something that can be stored and
retrieved later without losing its value - one of
the functions of money

tax haven a country or area where taxes

are low; people and businesses may base
themselves there to avoid paying higher raies
of tax in their home countries

usury in the past this was the practice of
charging interest on loans; today, it means
lending money at unreasonably high rates of
interest

value added tax (abbrv. VAT) a tax that is paid
at each stage in the production of goods or
services, and hy the final customer
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