The Monetary System:
What It Is and How It Works
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Bitcoin: The Strange Case of a Virtual Money

In 2009, the world was introduced to a new and unusual asset, called
bitcoin.

Throughout its short history, the value of a bitcoin, as measured by its
price in U.S. dollars, has fluctuated wildly.

On its first day of trading in 2009, the price of a bitcoin was only about
5 cents, and it stayed below 10 cents for the following year. In 2011, the
price rose to above $1, and in 2013, it briefly exceeded $1,200, before falling
below $500 in 2014.

Advocates of bitcoin see it as the money of the future. Another
possibility, however, 1s that it is a speculative fad that will eventually run its
course.
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https://bitcoin.org/bitcoin.pdf
https://www.ledger.com/zh-hans?page_id=25512
https://www.ledger.com/zh-hans/academy/blockchain/what-is-blockchain
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https://www.ledger.com/zh-hans/academy/crypto/what-is-defi-decentralized-finance
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Traits of Money Gold (usFt;ifl o (gt{ 2::)
Fungible (Interchangeable) High High High
Non-Consumable High High High
Portability Moderate High High
Durable High Moderate High
Highly Divisible Moderate Moderate High
Secure (Cannot be counterfeited) Moderate Moderate High
Easily Transactable 0 High High
Scarce (Predictable Supply) Moderate 0 High
Sovereign (Government Issued) 0 High 0
Decentralized 0 0 High
Smart (Programmable) 0 0 High
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Discussion Question

Which of these are money?

a. Currency

b. Checks
¢. Deposits in checking accounts
(“demand deposits”)

d. Credit cards

e. Certificates of deposit
(“ttme deposits™)
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N K B mftes
AlF] = 250 1000 1250
B[F] ¢ 1000 0.9X0.2 1000 0.9X0.8 1000 X 0.9
C[F]% 1000 0.92X0.8X0.2 1000X0.92X0.82 | 1000X0.92XX0.8
DIF]%% 1000 0.93X0.82X0. 1000 0.93X0.8% | 1000X0.93X0.82
2
Mt 250/(1-0.72) 1000/(1-0.72) | 1250/(1-0.72) =4464
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The Monetary Base The monetary base has historically grown relatively
smoothly over time, but from 2007 to 2014 it increased approximately fivefold.
The huge expansion in the monetary base, however, was not accompanied by
similar increases in M1 and M2.
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