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[0 O 1.2.3 Fiat or Credit Money[l [0 Money that derives its value by fiat or government decree rather than through
its value as a commaodity is called fiat money. These paper notes can be considered a forerunner of our modern
fractional reserve banking system - whenever a goldsmith issued a note without receiving gold in exchange, money
was created. The rigid link between precious metals and the nations money supply had been broken.[J [0 Today,
all our paper currency and coins are fiat or credit moneies. The fiat money system has several advantages.[] [1 1[]
Fiat money costs the government considerable less to produce than fullbodied money. Fewer of the nations
resources are used to produce money, freeing up these resources for money socially productive uses.[] [0 20 In
principle, the quantity of money in circulation can be determined by rational human judgment rather than by the
vagaries of mining discoveries.[] (1 1.2.4 Checking Accountsl] [0 The introduction of chocking accounts and the
use of checks were important innovations in the evolution of the payments process. Checks permit payment
through balance transfer at depository institutions. Checking aneounts first became popular after the Civil War
because the federal government placed a 10 percent tax on bank noteS issued by state-chartered banks. People
using checking accounts no longer need to carry large amounts of paper currency.l] [J Unlike currency, cheeks are
safe to send through the mail because the checks have to value until they are endorsed. They also provide a useful
record of transactions for income tax and other purposes.
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