Exercise walk-through

3.1

Money and banking

IGCSE Economics



Microeconomic Decision-makers

- Money and households

Money and banking

Money beats barter . Its four
jobs: medium of exchange, store of value,
unit of account, deferred payment. A

central bank manages monetary
policy and serves government/banks;
commercial banks take deposits,

lend and arrange payments.

Money is anything widely accepted in
trade



Microeconomic Decision-makers

- Money and households

Money and banking — four functions

Function Original example: identify the job money
performs

Medium of You sell bread for money, then buy rice without

exchange finding a rice seller who wants bread.

Store of value You hold £20 to spend next month; inflation may
reduce what it buys.

Unit of account Prices of £2 and £3 let you compare loaves.

Means of deferred A loan contract states a future repayment of

payment £100.

One payment can involve several functions. Explain the function the question asks about;
saving money does not guarantee constant purchasing power.



Why money replaced barter, and what it must be

swapping goods directly — and it needs a double coincidence of wants:

barter you must find someone with what you want and who wants what you
have

durable it lasts a long time

portable easy to carry

divisible can be split into small amounts for small payments

acceptable widely accepted in payment

limited in supply supply is controlled, and it is hard to fake

Explain how a characteristic helps money work: divisibility permits small payments; durability
permits later use.



Microeconomic Decision-makers

- Money and households

Money and banking — four functions, in detail

Medium of Store of Unit of Means of
exchange value account |deferred payment
widely accepted hold for measures and lets you buy
in exchange later spending compares prices now, pay later

Explain the relevant function; inflation can reduce purchasing power

Money's four functions: a medium of exchange, a store of value, a unit of ac-
count, and a means of deferred payment.



Microeconomic Decision-makers

- Money and households

Households

spend

(income)

N

pay tax save

A household can spend,
save or pay tax.

Higher interest rates
reward saving & make bor-
rowing dearer; &
greater confidence

may raise spending. House-
holds with little spare in-
come may be unable to
save more.



IGCSE Economics

Exercises 2.1:2.3

2.1 State the four functions of money.

2.2 Identify two characteristics of good money.

2.3 State one role of a central bank.



IGCSE Economics

Exercises 2.1:2.3

2.1 State the four functions of money. [2]

2.1

o the four functions of money

« medium of exchange, store of value, unit of account, means of deferred
payment (K)

2.2 Identify two characteristics of good money. 2]

2.2

« any two of: durable / portable / divisible / limited in supply / hard to copy
/ accepted (K, K)

2.3 State one role of a central bank. [1]

2.3

« any one of: issues banknotes / sets interest rates / looks after the banking
system (K)



IGCSE Economics

Exercises 3.1-3.2

3.1 Money acts as a store of value because it:

D A can be swapped for goods
B keeps its value to be spent later
C measures the value of things
D lets people buy now and pay later

3.2 Explain why money is better than barter as a way to trade.



IGCSE Economics

Exercises 3.1-3.2

3.1 Money acts as a store of value because it: 1]

D A can be swapped for goods
B keeps its value to be spent later
C measures the value of things

D lets people buy now and pay later

3.1 B

« a store of value keeps its value to be spent later (K)

o A is a medium of exchange; C is a unit of account; D is deferred payment

3.2 Explain why money is better than barter as a way to trade. [4]

3.2

 barter needs a double coincidence of wants — slow and difficult (K)
« money is accepted by everyone as a medium of exchange (An)

« you can sell for money and buy from anyone, so trade is much easier (An)



IGCSE Economics

Exercise 3.3

3.3 Analyse the difference between the roles of a central bank and a commercial bank.|6]



IGCSE Economics

Exercise 3.3

3.3 Analyse the difference between the roles of a central bank and a commercial bank.|6]

3.3

« a central bank is the government’s bank: it issues notes, sets interest rates and
oversees the system (K)

« a commercial bank serves people and firms: savings, loans and payments (An)
o the central bank runs the system; commercial banks serve customers within it (An)



