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Box 1:  Evolution of Money

Trading at the dawn of civilization was by barter.  One exchanged a measure of rice, for example, for a

cubit of cloth.  The obvious limitation of this led to the use of proxies for value.  Various proxies such as

leather seals, sea shells, and later gold or silver coins became instruments of trade.  The development of

printing resulted in printed currency notes.  As paper notes have no intrinsic value, in early days

governments had to have in their vaults gold equivalent to the amount of currency notes printed.  This is

no more necessary.  Governments, however, control the value  of money by monetary policies such as

interest rate adjustment, issue of government bonds, devaluation, etc.

Box 2:  E-cash and Law Enforcement

Cash transactions ensure anonymity.  It is the mode of payment to extortionists, corrupt officials and tax

evaders.  Large amounts of cash are bulky and difficult to transport and hide particularly because

governments do not print high denomination currency notes.  Currency is normally traceable with their

serial numbers.  Large amounts of cash are difficult to transport across national boundaries as customs

officers keep a close watch.  Ultimately  the cash is deposited in a bank (for safety and to earn interest)

and cash flow chokes.  Except for very few countries banks are expected to provide information about

deposits to law enforcement officials to prevent illegal transactions such as trade in narcotics.  Electronic

cash can cross national boundaries at lightning speed.  Anonymous e-cash will be difficult to trace.  If there

is no limit set on e-cash transaction amount, large amounts can flow with ease and law enforcement

officials will be unable to trace the money.Thus governments may ultimately set a limit (for example

Rs.5000/-) on individual e-cash transaction.
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Box 3:  Seigniorage

The term seigniorage evolved from early history of money when kings (or seignior – a feudal lord) had

the exclusive right to mint money.  The difference between the cost of minting money and its face value

is profit earned by the king and is called seigniorage.  In modern economy the printing cost of currency

notes is not very significant.  Further, the requirement which once existed of having gold reserves

equivalent to currency in circulation has been dispensed with.  Thus the concept of seigniorage in a modern

monetary system managed by governments is incongruous.  This concept, however, becomes relevant in

e-cash.  E-cash can be sold to customers at face value.  The interest which accrues between the time e-cash

is sold and the time at which it is used (or encashed) and  debited to the seller is the equivalent of

seigniorage earned by an issuing bank.  Unless there is enough e-cash ‘minted’ by a bank and kept in

circulation this amount may not make up for the expenses incurred by the bank in servicing e-cash.  (Debit

cards work on a similar idea to recover cost).

Governments do

not want to allow

large cash

transactions to

take place

electronically.
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1. Withdraw cash from bank
2. Pay
3. Check if OK
4. Replying OK
5. Accept order

Figure 1. Electronic cash
payment.
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Figure 2. Circulation of e-
cash.
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Figure 3. Micro-payments
for information goods.
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