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Basic observations about money

Friedman (1992)

The acceptance of money depends always and
everywhere on trust. Be it fel (stones) on coral islands,
or gold/silver in recent history, or balances on demand
deposits now.

A paradox of monetary (or any complex) systems:

Trust is the essence of the financial system. However,
the Dbetter the system and the more trust in it among
end-users, the less end-users have to think about its
substance and nature, and the more they can just use
its benefits. The more we use it, the less we understand
it!




Basic observations about money

Nevertheless, how exactly the trust is built and
reinforced remains even now a question without a
definitive answer.

Sound money should serve as:
1. Medium of exchange

2. Store of value

3. Accounting unit

In the past we believed the value comes from scarcity of
money (a fixed or quasi-fix stock of any medium of
exchange).



Therfore precious metals so popular as money!
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Money - continued...

However, even within systems of fixed or quasi-fixed
money innovations going in the direction of
flexible/elastic money.

Ferguson (2009):

* The Netherlands - the Exchange bank (Wisselbank)
« Sweden - Fractional Reserve Banking
» Sweden and UK - Central Banking



Money - continued...

Gradually for political or scarcity reasons new forms of
money appear, namely monetary certificates, or paper
money (a bit sooner in China).
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Money - continued...

Gradual shift to elastic money system accomplished in
the 20th century.

Some like Reid et al. (2018) even argue that without
elastic _monetary systems expansion of population
throughout the world would not have been thinkable
and/or possible.

Study next three charts.
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Elastic money in the last centrury or so and prices
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Elastic money in the last centrury or so and inflation plus

yields

Figure 37: Current vields* versus average inflation (geometric) post 1900
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Money - continued...

Now majority of money in circulation does not even have
any material form whatsoever. Also cheques almost

dissappearing...

Source:
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Money - continued...

...While cashless digital demand deposits a norm

Zobrazeni historie transakei na (¢t hutps:/fwww.servis24.cz/ebanking-s24/ib/base/pas/th/get?execution=e5s2

SERVIS+24 S CESKAS

Zobrazeni historie transakci na aétu

Cislo Gétu 1176786013
Zobrazeno podle zadanych
Kritérii od 05/06/2012 do 04/07/2012
Bankovni spojeni Valuta zaGétovani Variabiini symbol Castka CZK
Polozka Datum zpracovani Specificky symbol Sterno
Nézev protiGétu Referendni Cislo transakce  Konstantni symbol
Zprava pro pfijemce Zprdva pro prikazce
0- 173264792/0600 26/06/2012 214,00
vhrada z jiné banky 26/06/2012
KOUTNA SARKA 119784301
INT: 25.06.12/12:07:45
0187808146
Source:

Paper money still remains in circulation, its share rather
declining over time.
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Money - finished

Therefore - a key questions of this course are:

What is the essence of elastic money system and
its key features?

And are their any alternatives to the current
monetary order?
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