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2.0 OBJECTIVE
The objective of the chapter is specially focused on money as well as its various functions, classification and methods of currency note issue in India. 
1. To know about the various measurement of money because modern society cannot run without it. We cannot think of a society today which can do away with money. 
2. To study the various types of money that has changed its form with time keeping in tune with the different stages of development of the society. 
3. To learn and go through the several functions of money and its important lies in the fact that act as medium of exchange, as a unit of account, as a standard of deferred payments and as a store of value. 
4. To study the pivotal innumerable benefits of money in our day –to- day lives which play vital role to upliftment of the society. 
2.1 INTRODUCTION
The use of barter-like methods may date back to at least 100,000 years ago, though there is no evidence of a society or economy that relied primarily on barter. Instead, non-monetary societies operated largely along the principles of gift economics and debt. When barter did in fact occur, it was usually between either complete strangers or potential enemies. 
Many cultures around the world eventually developed the use of commodity as money. The shekel was originally a unit of weight, and referred to a specific weight of barley, which was used as currency. The first usage of the term came from Mesopotamia circa 3000 BC. Societies in the 
Americas, Asia, Africa and Australia used shell money – often, the shells of the money cowry (Cypraea Moneta L. or C. annulus L.). According to Herodotus, the Lydians were the first people to introduce the use of gold and silver coins. It is thought by modern scholars that these first stamped coins were minted around 650–600 BC.
The system of commodity money eventually evolved into a system of representative money. This occurred because gold and silver merchants or banks would issue receipts to their depositors –redeemable for the commodity money deposited. Eventually, these receipts became generally accepted as a means of payment and were used as money. Paper money or banknotes were first used in China during the Song Dynasty. These banknotes, known as "jiaozi", evolved from promissory notes that had been used since the 7th century. However, they did not displace commodity money, and were used alongside coins. In the 13th century, paper money became known in Europe through the accounts of travelers, such as Marco Polo and William of Rubruck. Marco Polo's account of paper money during the Yuan Dynasty is the subject of a chapter of his book, The Travels of Marco Polo, titled "How the Great Kaan Causeth the Bark of Trees, Made Into Something like Paper, to Pass for Money All Over his 
Country Banknotes were first issued in Europe by Stock holms Banco in 1661, and were again also used alongside coins. 
The gold standard, a monetary system where the medium of exchange are paper notes that are convertible into pre-set, fixed quantities of gold, replaced the use of gold coins as currency in the 17th-19th centuries in Europe. These gold standard notes were made legal tender, and redemption into gold coins was discouraged. By the beginning of the 20th century almost all countries had adopted the gold standard, backing their legal tender notes with fixed amounts of gold.
After World War II, at the Bretton Woods Conference, most countries adopted fiat currencies that were fixed to the US dollar. The US dollar was in turn fixed to gold. In 1971 the US government suspended the convertibility of the US dollar to gold. After this many countries de-pegged their currencies from the US dollar and most of the world's currencies became un backed by anything except the governments' fiat of legal tender and the ability to convert the money into goods via payment.
2 .2. DEFINITION AND MEANING 
Money is any object or record that is generally accepted as payment for goods and services and repayment of debts in a given socio-economic context or country. The main functions of money are distinguished as: a medium of exchange; a unit of account; a store of value; and, occasionally in the past, a standard of deferred payment. Any kind of object or secure verifiable record that fulfills these functions can be considered money.
Money is historically an emergent market phenomenon establishing commodity money, but nearly all contemporary money systems are based on fiat money. Fiat money, like any check or note of debt, is without intrinsic value as a physical commodity. It derives its value by being declared by a government to be legal tender; that is, it must be accepted as a form of payment within the boundaries of the country, for "all debts, public and private". Such laws in practice cause fiat money to acquire the value of any of the goods and services that it may be traded for within the nation that issues it.
The money supply of a country consists of currency (banknotes and coins) and bank money (the balance held in checking accounts and savings accounts). Bank money, which consists only of records (mostly computerized in modern banking), forms by far the largest part of the money supply in developed nations.
2.3 The origin of money: The Barter System and Its defects
Etymology
The word "money" is believed to originate from a temple of Hera, located on Capitoline, one of Rome's seven hills. In the ancient world Hera was often associated with money. The temple of Juno Moneta at Rome was the place where the mint of Ancient Rome was located. The name "Juno" may derive from the Etruscan goddess Uni (which means "the one", "unique", "unit", "union", "united") and "Moneta" either from the Latin word "monere" (remind, warn, or instruct) or the Greek word "moneres" (alone, unique). In the Western world, a prevalent term for coin-money has been specie, stemming from Latin in specie, meaning 'in kind'.
Barter System 
During the primitive stages of civilization, human needs were simple and every person produced all that was needed to sustain life - he gathered his own food, sewed his own clothes and built his own shelter. Robinson Crusoe collected his own food, wore fig leafs and lived in caves. He fulfilled all his requirements and exchanged nothing because it was a one man economy. Though, earlier societies were not one man society, they fulfilled all their requirements on their own. In course of time, people started different occupations and with specialization in production of some goods and services, trade among people came into existence. In the beginning, trade was direct. It involved exchange of goods for goods. For example, exchange of rice for shoes by some individuals. This exchange of goods for goods was known as barter. In this system of exchange, there were several difficulties and inconveniences. 
Difficulties of Barter System 
Barter system had certain difficulties which created numerous inconveniences to people. They are: 
· The most obvious inconvenience of barter system was the requirement for a double coincidence of wants. A man, who wanted to exchange some rice for cloth, had to find another person who not only wanted that same good i.e., rice, but had cloth to offer in exchange.
· The quantity of goods which the two parties wanted to exchange should be equal in value to each other. One cannot exchange one cow for 10 kg of rice. The value of a cow and 10 kg of rice are different. 
·  Those who enter in barter trade should know how to calculate the value of commodities exchanged. For instance, a shoemaker and a farmer wanted to exchange shoe against rice. They should first come to a decision in what ratio the two goods should be exchanged. Difficulties were experienced in this exchange as there were no agreed prices. There was no common measuring unit in terms of which value of goods could be expressed. The price of goods or exchange ratio was determined by the intensity of each other's demand. 
·  In barter system, exchange would not be possible if the possessions or property of a person could not be divided or sub-divided without loss. For example, if an individual's wealth consisted of cow, it would be almost impossible for him to barter them for value of small article. 
·  The exchange of services would be far more complicated than the trading of goods. For example, how to pay for the services rendered by a teacher or a barber is not easy to decide in a barter system. 
· In a barter system, it is very difficult to accumulate wealth for future use. Most of the commodities like, corn, cattle, wheat, etc., lack adequate durability and deteriorate over time and therefore cannot be stored conveniently for long duration for future use.
Thus, the difficulties associated with this barter system compelled human beings to give up this sort of exchange and to look for something easily recognizable and generally acceptable to all. 
This commonly accepted commodity or thing had to act as a medium of exchange. This medium of exchange formed the basis for earlier definition of money. 
Money may be anything chosen by common approval as a medium of exchange. The chosen thing or commodity should be commonly accepted in payment for goods and services and to clear debts. 
Money is given and received without reference to the standing of the individual who offers it in payments for goods and services. Money is defined by its use in exchange or commerce. This gives the widespread notion of money as a 'medium of exchange' or 'means of payments'. Some economists defined money in terms of its general- acceptability. D. H. Robertson defines money as, "Anything which is widely accepted in payment for goods or in discharge of other kinds of business obligations". In the opinion of Walker, "Money is what money does." Seligman defines it as, "One thing that possesses general acceptability." These definitions are too narrow and put light one or two aspects of money. Crowther termed it as, "Anything that is generally acceptable as a means of exchange and at the same time acts as a measure and store of value." Some definitions provided by economists makes it clear that the definition of money is fundamentally functional and also must satisfy the general acceptability criterion. In this context, the definition provided by Crowther may be considered superior. 
· Money was once recognized with coins. This remains the first definition of money given by the Oxford English Dictionary: 'coin: metal stamped in pieces of portable form as a medium of exchange and measure of value'. The recognition of 'money' with 'coin' reinforces the idea of the physical presence of money whereas the idea of 'commodity money' implies that 'money' is abstract and that any asset might potentially serve as money. The abstract character of money is preserved in the function of money as a 'unit of account. That is, the use of money allows the value of different goods and services to be expressed in a common unit or numeracies. The definition of money does go on from coins and allows the possibility that money consists of 'any currency'. Currency, in turn is defined as anything that circulates from person to person in the process of exchange and so we have the possibility that money might take a variety of forms. Nevertheless, for most people the word 'currency' indicates notes and coins or cash or what might be called 'ready money' in everyday use. And yet, the underlying idea remains that money is anything that is acceptable in payment for goods and services.
2.4. FUNCTIONS OF MONEY 
In the past, money was generally considered to have the following four main functions, which are summed up in a rhyme found in older economics textbooks: "Money is a matter of functions four, a medium, a measure, a standard, a store." That is, money functions as a medium of exchange, a unit of account, a standard of deferred payment, and a store of value. However, modern textbooks now list only three functions, that of medium of exchange, unit of account, and store of value, not considering a standard of deferred payment as a distinguished function, but rather subsuming it in the others. 
There have been many historical disputes regarding the combination of money's functions, some arguing that they need more separation and that a single unit is insufficient to deal with them all. 
One of these arguments is that the role of money as an exchange in conflict with its role as a store of value: its role as a store of value requires holding it without spending, whereas its role as a medium of exchange requires it to circulate. Others argue that storing of value is just deferral of the exchange, but does not diminish the fact that money is a medium of exchange that can be transported both across space and time. The term 'financial capital' is a more general and inclusive term for all liquid instruments, whether or not they are a uniformly recognized tender.
1. Medium of exchange
When money is used to intermediate the exchange of goods and services, it is performing a function as a medium of exchange. It thereby avoids the inefficiencies of a barter system, such as the 'double coincidence of wants' problem.
2. Unit of account
A unit of account is a standard numerical unit of measurement of the market value of goods, services, and other transactions. Also known as a "measure" or "standard" of relative worth and deferred payment, a unit of account is a necessary prerequisite for the formulation of commercial agreements that involve debt. To function as a 'unit of account', whatever is being used as money must be:
· Divisible into smaller units without loss of value; precious metals can be coined from bars, or melted down into bars again.
· Fungible: that is, one unit or piece must be perceived as equivalent to any other, which is why diamonds, works of art or real estate are not suitable as money.
· A specific weight, or measure, or size to be verifiably countable. For instance, coins are often milled with a reeded edge, so that any removal of material from the coin (lowering its commodity value) will be easy to detect.
3. Store of value
To act as a store of value, money must be able to be reliably saved, stored, and retrieved and be predictably usable as a medium of exchange when it is retrieved. The value of the money must also remain stable over time. Some have argued that inflation, by reducing the value of money, diminishes the ability of the money to function as a store of value. 
4. Standard of deferred payment
While standard of deferred payment is distinguished by some texts, particularly older ones, other texts subsume this under other functions. A "standard of deferred payment" is an accepted way to settle a debt – a unit in which debts are denominated, and the status of money as legal tender, in those jurisdictions which have this concept, states that it may function for the discharge of debts. When debts are denominated in money, the real value of debts may change due to inflation and deflation, and for sovereign and international debts via debasement and devaluation.
5. Measure of value
Money acts as a standard measure and common denomination of trade. It is thus a basis for quoting and bargaining of prices. It is necessary for developing efficient accounting systems. 
But its most important usage is as a method for comparing the values of dissimilar objects.
2.5 Desirable properties of money
1. General Acceptability
An important quality of money is its acceptance. Good money requires acceptance to all without any hesitation. Since the law declares Money as the legal tender, it has an inherent quality of general acceptability.
2. Portability
Apart from its acceptance, good money also requires portability. If people can carry or transfer money from one place to another, then it is good money.
3. Durability
Acceptance and portability aside, the material used to make money must last for a long time without losing its value. For example, ice and fruits are not good money since they lose their value quickly with the passage of time. After all, ice melts and fruits perish. Therefore, durability is an essential quality of good money.
4. Divisibility
Talking about the qualities of good money, it is important to remember the divisibility of money. If someone wants to buy a smaller unit of a commodity, then divisibility of money can make it possible. For example, cows cannot function as good money. This is because you cannot divide a cow without making it lose its value.
5. Homogeneity
Look at two 100 rupee notes. They look and feel identical, right? They also have the same value. In fact, nobody can distinguish between two currency notes right out of the mint.
This is an important quality of good money – homogeneity. If money is not homogeneous, then transactions will become uncertain as people would be unsure of what they are receiving.
6. Cognizability
The ability to recognize money is critically important. Today, we can look at a currency note and tell its value. If money is not cognizable, then people can find it difficult to determine if they are dealing with money or some inferior asset.
7. Stability
Of all the qualities of good money, stability is probably the most essential one. The value of money cannot change for a long period of time and hence remain stable. If the value of money keeps changing, then it will fail to function as a measure of value and as a standard of deferred payment.
1.6 KINDS/CLASSIFICATION OF MONEY 
Along with the development of human civilization, money also changed its form and its role to meet new challenges for economic prosperity and development of society. Money evolved itself over the ages starting from animal money to credit cards of today. Economists have identified the following phases in the evolution of money: 
· 
· Animal Money
· Commodity Money
· Metallic Money
· Convertible Paper Money
· Fiat Money
· Bank Money
· Super Money
· Electronic Money
1. 
2. Animal Money
In primitive hunting era, animals were used as a common medium of exchange. Historical evidence shows that cattle occupied a very holy and honorable place in the society. In the continents of Asia, Africa and Europe, cattle were considered as the standard unit for barter purpose. In ancient Indian civilization, 'Godhan' (cattle wealth) as a form of money is referred in Artharva Veda as sacred. 
Animals like goat and sheep were also considered as sacred. Animal money is quoted as the best example. In the early 1400s, Malacca was a busy port handling many ships from East Asia and the Western world. Malacca was the "halfway house" where traders from the East would come in, replenish and trade with their counterpart traders from the West. The history of this tin animal money started in the magnificent days of the Malacca Empire. For trading purposes some form of money had to be used at the ports. Tin was considered as a precious metal and the Chinese believed that the tin would bring fortune, wealth and destroy evil spirits. Tin, as medium of exchange was preferred to animal money. This gave birth to the Tin Animal Money. This form of money prepared by Chinese can be valued in a few denominations, where 'Kati' was used as unit of measurement. 
'The largest was, weighing 1 Kati and the smallest 1/20 Kati. The full denominations are 1 Kati, 1/2 Kati, 1/10 Kati and 1/20 Kati. The rarest of them are 'the 1 and 1/2 Kati. Four distinct 'animals namely Tortoise, Fish, Rooster (Chicken) and Crab were used. Only the Tortoise comes in 1 and 1/2 Kati. The others do not have the larger denomination. It was found that each animal comes in several designs and variants. So, trade was carried out using this form of medium of exchange. It must have been a profound task for the rich to carry around 20 Katis of tin if he wanted to purchase something large.
3.  Commodity Money
The most primitive forms of money arose unexpectedly, when knowledgeable traders acknowledged certain commodities as commonly desirable for real use in the society. They could be used as the payment in any trade. Commodities such as salt, tobacco, cattle and other and other livestock, furs and other animal hides, grain, gourds, beads, seashells and feathers, were used as generally accepted medium of exchange. Historical monetary systems have flourished on the basis of commodity money. Commodity money suffered from the limitations like lack of uniformity, inadequate store of value, lack of proper transferability and indivisibility.
4. Metallic Money
Metallic money refers to coins prepared out of various metals like Gold, Silver, Bronze, Nickel etc. The standard configuration of the coin should be of given size, shape, weight and fitness. Its value is certified by an exclusive monopoly of the state. The right of minting the coins vests with the department concerned of the government of a country.
Coins can be mainly of two types: 
· Standard coin refers to a coin whose face value or exchange value is equal to its intrinsic value. In earlier days, precious metals like gold and silver were regarded as standard coins and monetary system often referred to them as gold and silver standards.
· Token coin refers to a coin whose face value of exchange value is more than it's intrinsic value Token coin are usually prepared using cheap metals like Nickel, Copper and Bronze. The use of the above metals' facilitated the establishment of coin system in the economy. The right to issue these coins vests with the state, authorities, either the treasury or central bank of the country. Therefore, the money issued by them is considered as the legal tender. Standard coins have extensive legal tender and can be transacted only for small amounts. Token coins have limited legal tender and can be transacted only for small amounts. One major limitation of metallic money is that rapid transactions are difficult and therefore, not feasible. In addition to this, the face value of the coins may be less than the real value of the coins.
5. Convertible Paper Money 
The next most important form of money was convertible paper money. It was first used in China and later spread to medieval Europe. Goldsmiths used to store large quantities of gold and silver and other precious metals in well-protected vaults and safes. Others began to hire these facilities to deposit and store their own valuable goods. The goldsmith issued a paper receipt 'convertible' into these deposits. Gradually, these receipts rather than the deposits were physically exchanged and paper money was born. Though paper money is widely used, it is not free from disadvantages. 
There is a chance of over issue of notes as they can be printed extensively. This leads to more supply of money which in turn results in inflation and thereby reduces the purchasing power of money. The durability of paper money is also less than metallic money. 
6. Fiat Money
In due course, one more institutional progress took place. The State assumed responsibility for the convertibility of paper and commodity money that it issued. It was referred to as fiat money and was intrinsically worthless. Therefore, fiat money comprises of simple currency (bills and coins) issued by the State as a medium of exchange, unit of account and store of value acceptable within a given jurisdiction. In countries like United States, Great Britain, Switzerland, Japan or Germany fiat money was accepted generally as a means of payment. People use the currency to pay their tax bills, because legal tender laws generally require private creditors to meet contractual debts. People are of the belief that official government money will continue to be widely acceptable in exchange for moderately predictable quantity of goods and services in the private markets in the foreseeable future. Regrettably, public confidence in fiat money is tremendously delicate. The reason lies in its political and economic stability conditions. 
7. Bank Money
The money developed in the form of credit money is referred to as bank money. With the establishment of monetary authority in the form of banks, another form of convertible money has developed, i.e., the bank money. Bank money constitutes the major part of money supply. Paper money and bank money together constitute total money supply: 
· "M1" includes only the paper currency and coinage in circulation among the public plus the total balances instantly available to depositors in privately held checking accounts ("demand deposits") in the country's commercial banks and similar depository institutions like savings and loans, credit unions, etc. 
· "M2" the next broadest measure of the money stock, adds to the total included in "M1", the total amount of deposits in short-term savings accounts and small certificates of deposit. There are a number of broader definitions of the money stock. 
·  M1 (bills and coins) is the most liquid; 
· M2 (personal deposits) needs a cheque or credit card; and, 
· M3 (term deposits) requires formalities and a penalty charge. 
It can be said with respect to liquidity that all assets - financial, physical and intellectual - can be converted to other things with greater or lesser degrees of liquidity.
8.  Super Money
In post-modern economy, another form of money gaining momentum is "Super money". Super money is based on the changing market value of stocks in the equity stock market. At a given point of time, market valuation of the stock can be used as 'collateral' for a bank. It can also be used as loan or line of credit in the form of fiat or deposit money. It is argued that credit cards represent a form of money, in that the deferred payment, usually 30 days is accepted in exchange until the payment is made. The whole area of 'monetary theory' is not influenced by the new forms of money that are emerging in the internet age. Liquidity is the primary characteristic of money. It refers to the time and cost involved in converting money into desired goods and services. 
9.  Electronic Money
The new developments in computer and telecommunications industry opened the gates for the formation of a new form of money called the e-money (electronic money). Electronic money is defined as the digital payment message, which serves as a medium of exchange and store of value. 
As there is a danger of theft for paper currency and coins, electronic money evolved as a remedy. 
This reduces transportation costs and improves economic efficiency. A new technological improvement in the payment system is Electronic Funds Transfer System. (EFTS). According to this technology, individuals pay through either a debit card reader or a personal computer. Money becomes more easily transferable from payer to payee using electronic medium. This reduces the time consuming process of using cheques and paper money. Nowadays monetary institutions like central banks, commercial banks or corporations transfer funds to other institutions by using EFTS. 
For this purpose, people use plastic cards, for example, debit and credit cards (American Express, Visa etc). The e-money has different names like digital cash, digital money, cyber coins, e-cash, digital token etc. An important advantage of e-money as compared to earlier forms of money is that the cardholder makes payment to another without involving the bank by simply placing both the cards in a digital wallet. The digital wallet writes down the card balance on one card and writes up the card balance on the other by the same amount. The recent evolution of e-money is significant as it allocates value to a coded digital message, which is stored on a computer system or a card chip. The issuer guarantees a fixed reimbursement value.
2.7 Monetary standards
2.7.1 DEFINITION AND MEANING 
A monetary system is a set of policy tools and institutions through which a government provides money and controls the money supply in an economy.
A monetary unit which is designated by a government to serve as the basis of its currency system and into which other types of money in the country are convertible - compare standard of value.
The value behind the money in a monetary system
·  synonym: standard
·  more generic: value = the quality (positive or negative) that renders something desirable or valuable 
· Gold standard = a monetary standard under which the basic unit of currency is defined by a stated quantity of gold.
·  silver standard = a monetary standard under which the basic unit of currency is defined by a stated quantity of silver
·  bimetallism = a monetary standard under which the basic unit of currency is defined by stated amounts of two metals (usually gold and silver) with values set at a predetermined ratio
2.7.2 Qualities of Good Monetary Standard
A sound monetary standard or system should possess the following qualities.
1. Simplicity:
The monetary system should be simple and easily understandable. A simple monetary system inspires public confidence.
2. Elasticity:
A good monetary system should be elastic. It should be capable of changing the money supply according to the requirements of the economy.
3. Economical:
The monetary system should be economical. It should not require heavy expenditure on its operation. An expensive monetary system is a burden on the country. In this regard, paper money is better than the metallic money.
4. Stability:
A good monetary system should ensure internal price stability and external exchange rate stability. Stable internal price level is necessary for the economic growth of the country and stability in the foreign exchange rates is essential for the development of foreign trade.
5. Convertibility:
A sound monetary system must possess the quality of convertibility of the currency into some expensive metal convertible currency system serves to inspire public confidence and facilitate international payments.
6. Legality:
A good monetary system must possess legal sanction; it must be backed by the force of law. Legal tender money increases public confidence and ensures general acceptability.
7. Automatic Working:
A good monetary system should have built- in-flexibility. It should be capable of operating automatically without the government intervention. According to Prof. Caiman, gold standard was, "a fool-proof and knave-proof standard". There was no scope for artificial change in gold standard.
8. Economic Development:
An ideal monetary system must be helpful for a country to achieve the objectives of economic development and maximization of employment.
9. Other Qualities:
A monetary standard should also possess some other qualities like transferability, portability, cognoscibility, uniformity, divisibility, etc.
2.7.3  Types of monetary standards
There are two types of monetary standards, one far more prevalent in developed economies than other. Monetary standards refer to the ‘system’ or ‘framework’ that controls or facilitates the movement of money.
The two monetary standards are:
i. Commodity Standard 
ii. Inconvertible ‘managed’ paper standard or Non-Commodity Standard or Fiat 
Standard
i. Commodity Standard 
This standard exists where the value of monetary units equal the value of specific amounts of commodity (for example gold).
Example of commodity standards:
· Monometallic/metallic coin standards
· Metallic exchange standard
· Bimetallic standard
There are some pros and more cons. There are evidently problems with these standards since we have discarded them as the monetary standard of choice. One inherent problem for the bimetallic standard is described in Gresham’s Law.
On one hand it does restrain the government from excessively expanding the money supply because monetary standard is driven by physical availability of metal not political experience. 
However, metal reserves may expand excessively, or conversely contract when the economy needs liquidity to grow.
Pros also include the intrinsic value of silver and gold. Cost of producing metals is inversely related to general level of prices (it provides stability to economic output and prices), however, the process may be too slow. 
ii. Inconvertible ‘managed’ paper standard or Non-Commodity Standard or Fiat 
Standard
This monetary standard the ‘creature of the state’ created by the government exists. 
(Another term is ‘fiat’ money –> legal tender). This system only works because the government values the legal tender and the public accepts the standard. The public has to accept the standard since the paper itself isn’t actually worth anything–it’s an abstraction. It fails when the government does not exhibit proper economic restraint and responsibility (i.e. massive hyperinflation).
2.7.4 FORMS OF MONETARY STANDARD:
There are three main forms of monetary standards. These are:
1.  Monometallism or Single Standard
2.  Bimetallism or Double Standard
3. Paper Currency Standard (Managed Currency Standard)
1.  Monometallism or Single Standard
When only on metal is adopted as the standard money and is made legal tender for all payments, the system is known as monometallism or single standard. For example, now many countries have the Gold Standard. Suppose a country has adopted silver as the standard money, then it is said to have Silver Standard. For example, England was on Silver Standard until 1816.
2.  Bimetallism or Double Standard
If two metals are adopted as standard money and if a legal ratio is established between the values of the two metals, then the system known as bimetallism or double standard. In other words, under this system, gold and silver circulated as legal tender money and there was a legally fixed ratio of exchange between them. Usually, two metals used under bimetallism are gold and silver. 
Bimetallism was adopted in France in 1803. Later on, it was adopted by other countries like Belgium, Switzerland and Holland. Bimetallism has certain advantages and disadvantages.
Advantages
1. It would secure greater stability of prices. It there is monometallism, the supply of only one metal could not satisfy the monetary demand satisfactorily. The increasing demand for money should be accompanied by an increase in the supply of money. Otherwise, there cannot be a stable price level. Therefore, if there is bimetallism, the supply of two metals put together will be steadier than that of any one of them. Just as two drunkards might walk more steadily when they walk hand in hand, the supply of two metals under bimetallism will make price level more stable.
2. Bimetallism would promote stable exchange rates between countries using gold and countries using silver.
3. The supply of gold would not be sufficient for the currency requirements if all countries adopted gold standard, that is, if they adopted universal monometallism.
4. Bimetallism will keep world prices stable.
Disadvantages
1. There is a great difficulty in maintaining the mint ratio (legal ratio) between the two metals because market ratio will often fluctuate.
2. Gresham’s law that bad money drives out good money will operate.
3. Bimetallism cannot work if only one country adopted it. All countries in the world should adopt it.
4. It may result in a lot of confusion, particularly, if there are differences between the legal ratio and market ratio of the two metals. So bimetallism may not remedy the defects of gold standard; it may increase the difficulties.
3.  Paper Currency Standard (Managed Currency Standard)
Under the system, as the name indicates, the currency of the country will be in paper. Paper money consists of bank notes and government notes. Generally, under the system, the currency system will be managed by the Central Bank of the country. Hence, the system sometimes is referred to as managed paper currency standard. Almost all countries in the world have managed currency standard. The paper currency has certain advantages and disadvantages.
Advantages of Paper Money
Paper money is economical. Its cost of production is negligible. It is convenient to handle and it is easily portable. It is homogeneous. Its supply can be made elastic. And its value can be kept stable by proper management. Paper currency can function very effectively as money, provided, there is proper control of it by the managing authority. It is ideal for internal trade. But for international trade and payments, gold is still found necessary.
Disadvantages of Paper Money
There is the danger of over-issue of paper money by the managing authorities. Over-issue of currency will result in a rise in prices, adverse foreign exchange rates and many other evils. The over-issue of paper money has ruined many countries in the past. Another disadvantage of paper money is that it will not have universal acceptance. It is recognized as money only in the country where it is issued. For others, paper money is just bits of paper. Gold, on the other hand, has universal acceptance.
2.7.5 PRINCIPLES AND METHODS OF NOTE ISSUE
Principles: There are two principles of note issue, one is called the Currency Principle and the other is named as Banking Principle. Both these principles are contradictory to each other.
(1) Currency Principle: - According to the currency principle, the central bank of the country should keep 100% gold for every note issued. In other words there should be full convertibility for the amount of legal tender currency; it assumes full convertibility of notes. The advocates of this principle of note issue are of the view that the currency under this system will expand or contract as it would have expanded or contracted under the metallic money. The currency principle assures maximum safety for the notes. Those who oppose this principle assert that the system no doubt gives safety to the currency but it lacks elasticity.
(2) Banking Principle: - According to this principle, there is no need to keep 100% gold or silver against notes issued. The notes issued should have a guarantee of convertibility into gold. It is sufficient to keep only a certain percentage of total paper currency in the form gold and silver reserves. The notes issued in the country should be according to the needs of trade and Industry. 
If at any time there is an excess of notes issued to the requirements of trade and industry, these will be returned to the bank of issue for conversion. The principle of note issue has the merit that it provides the country with an elastic currency. The guarantee of convertibility also acts as a regulator of note issue. Since it does not require 100% metallic backing against the note issue, it is therefore most economical principle. The demerit of this principle is the danger of over issue of notes, possibility of inconvertibility of excess notes, loss of public confidence in the currency and monetary instability.
Methods of Note Issue
Both the principles of note issue mentioned above, have serious defects. The monetary experts’ by coordinating the advantages of both the principles have evolved various systems or methods of notes issue. The main systems of note issue prevalent in different countries of the world are
(1) Fixed Fiduciary System. 
(2) Proportional Reserve System. 
(3) Minimum Reserve System. 
These systems are now discussed in brief.
(1) Fixed Fiduciary System
Under this system, a fixed amount is laid down by law which needs to be covered by government securities. Notes issued in excess of this amount must be fully backed by gold. England adopted this system in 1844. The ‘system lacked elasticity and was not capable of satisfying the needs of trade and industry. This system was abandoned in 1913 in favor of proportional reserve system.
(2) Proportional Reserve System
Under this system, the central bank is to keep a certain percentage of the total notes issued in gold. 
There is to be covered by sound government securities, trade bills etc. This system remained prevalent in USA, Great Britain and over a large part of the world. The proportional reserve system was also adopted by State Bank of Pakistan (SBP) and it remained enforced till December 1965. 
This system was abandoned in 1965 as it was rigid and lacked elasticity. The State Bank of Pakistan could not give guarantee for full convertibility of notes. The State Bank of Pakistan has now adopted a new system of note issue named as Minimum Reserve System.
(3) Minimum Reserve System
[bookmark: _GoBack]The proportional reserve system of note issue has been replaced by minimum reserve system in Pakistan in 1965. According to this system, the central bank is required to keep only a minimum amount of reserve in the form of gold and foreign exchange securities. The central bank can expand note issue in accordance with the volume of business activities without backing of gold. The level of currency backing by gold is fixed at Rs. 1200 million in Pakistan. The merit of this system is that it ensures an adequate supply of currency to meet the business demands of the country. In other words, the method of note issue is sufficiently elastic. The demerit is that paper currency issued is practically inconvertible in this system.
