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Module 1:Basic financial literacy for daily life

1. Topic 1: Meaning of money

1.1 Currency, book money and wealth

The word “money” is used in many different waysireryday life, but for economists it has a verycijie
meaning. To understand the way how economists” ratadel money we have to clarify. They use the
currency which consists of paper money and coins. The akloénk of a country has the monopoly to produce
currency. However, to define money merely as cuayrés too narrow for economists’. The second fofm o
money is also callebdook money which is for example money on a checking accoepbdit. The money on

a checking account deposit can also be considerad@ney”, because it can be quickly and easilyeaied
into currency or checking account deposits. Bookeyocan be “produced” by the central bank and lyso
the banking sector.

Sometimes the word money is used synonymouslywaetith. When, people say “Joe is rich” they probably
mean that Joe does not just have a lot of coimkrizdes and a high balance on his checking accbuhhe
also has stocks, bonds, four cars, three housdsa gacht. In this case the usage of the term man®o
broad. Economists make a difference between maegufrency), demand deposits and wealth. Wealds do
not only include currency, but also other assé&tsdiquities, bonds, art, land, furniture, cars lamases.

People in everyday life also often use the termegan the sense of income. “Sheila has a good fobshe
earns a lot of money.” According to the definitimireconomistsincomeis a flow of earnings per unit of time.
Money by contrast is a stock:is a certain amount at a given point in time.

Example: If someone tells you that he has an income of USIDO, you cannot tell whether he earned a lot
or a little without knowing whether this USD 1.080earned per year, per month, or even per dayitBut
someone tells you that she has USD 1.000 in hdegpogou know exactly how much this is.

1.2 Functions of money
Money has three major functions in an economy: oradif exchange, unit of account, and as a storgeval
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1.2.1 Medium of exchange

In almost all transactions in our economy, moneheform of currency or checks isreedium of exchange.
Money as a medium of exchange promotes econommegity, because in a complex global economy it
would be too complicated to exchange goods lika lmarter economy. The time spent trying to exchange
goods and services is callg@nsaction costs. In a barter economy, transaction costs are

high, because people have to find someone who wametechange goods and services. So we can say that
money is absolutely necessary in a complicatedagletonomy.

1.2.2 Unit of Account

The second role of money is to providerat of account. Without money it would not be possible to measure
and compare the value of goods and services. Wthisiunction important? We have to make a jouroegk

to a barter economy. We just have to imagine howd tawould be to compare the value of goods in a
supermarket if we do not use money.

1.2.3 Store of Value

Money also functions asstor e of value. It simply means that the value of a EUR 10 batkmadways has the
same value. Why is this function of money importimtus? Because most of us do not want to spend ou
income immediately upon receiving it and savingdilas an important function in our monetary anaficial
system.

Other assets like stocks, bonds, land, housesrsrcea be used to store value. Most of these alsaeésan
advantage in comparison to money if we talk abbetdtore of value, because these assets delivigherh
interest than money or currency where no interastoe earned. The interest of deposit accountsasoéten
below that of the mentioned assets. The major adganof money isiquidity. With banknotes, coins and
checks you can immediately pay your bills. If yavé stocks, bonds or land it will take some timentike
the assets liquid.

How good a store of value is in an economy dependde price level. For example, if prices are diogh
then the value of money has dropped by half. Orsithes when prices are falling by 50%, the valueohey
has doubled. During times biperinflation the value of money is rapidly losing its valuer (&xample if
inflation is 50% per month). In this case, moneyl Wwise its value for the society. During times of
hyperinflation people often start to use alterr@tiurrency like cigarettes or bitcoins.
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1.3 The case of Zimbabwe

At the picture below you can see a boy of Zimbalaeguntry which experienced hyperinflation. Zimivats
peak month of inflation is estimated at 79.6 billfpercent in mid-November 2008. The time of hygétion

in Zimbabwe lasted from 2000 until 2008. Zimbalkvemknotes were ranging from 10 Zimbabwean dollars
to 100 billion dollar. The small boy on the picturas a lot of money, but maybe he can buy a chtecelih
that money. That means despite the fact that yoe wéillionaire in Zimbabwe, it could be that yane still
poor, because the value of money is low.
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Every Zimbabwean is
e ..

Picture 1: Two pictures of Zimbabwe on the internet

1.4 Electronic payment

Nowadays, the internet makes it more cheap to papilis. In the past, you had to pay bills
by mailing check, but now banks provide the oppatiuto transfer money electronically.
You just have to log on an account and with fevekdiyou can transmit your payment
electronically. With that kind of payment much mgrand resources are saved and does not
take much time to make a transfer from one accimusnhother. Therefore, electronic payment
is becoming more and more common in the EuropeaoriAnd in the world economy.

1.5 E-Money

Electronic money can substitute not only for chelolds also for currency. E-money exists
just in electronic form. The first form of e-mon&as a debit card. With a debit card a
consumer is able to pay a bill directly with thedcéor example in a supermarket). The
money will be transferred directly from the accoohtthe consumer to the account of the
supermarket. Big stores and also supermarketsatspt credit cards. Debit cards and credit
cards are now becoming faster to use than casaubecthe usage of cards is not complicated.
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At most supermarkets, you can swipe your debit ttanaligh the card reader at the checkout
station, press a button, and the amount of yowtases is deducted from your bank account.
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