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Finally it acts as a standard of differed payment â€”Money allows people to make purchases today and to pay
at a later date in installments. Lastly, money can also be used as a standard for deferred payments, but when
there are high levels of inflation, money loses this value too as individuals will not be willing to lend or sell
anything on credit basis. With higher prices, money loses its value thus it can no longer act as a But in extreme
cases of inflation, people may lose confidence in money to the extent that they don't trust it, and resort to
barter or some other means of conducting transactions. Bernanke, Ben S. Listen to a conversation between two
people about a recent purchase and you are sure to hear prices quoted in terms of money, not as hours worked
or the equivalent value of the purchase in corn or some other commodity. Businesses in need of cash to buy
equipments to start up, to expand and to overcome cash flow problems can not get enough finance so they will
produce less output and salary to workers. This is the cost of changing price lists to reflect the changing value
of money. Hyperinflation was so problematic that people abandoned the Zimbabwean dollar, preferring to
conduct transactions in U. Louis or the Federal Reserve System. Inflation affects this function in two ways:
different prices change by different amounts during inflation, making comparisons difficult, and unstable
prices makes it difficult for people to have perfect information for comparisons. Medium of Exchange - used
for buying and selling goods. There are different functions of money such as: To act as a medium of exchange
â€”Money is used to trade in goods and services both internally and externally. Deferred payments depend in
part on price and the unit of account function of money, and in part on how well money stores value. When the
inflation rate is less than 2 percent, the danger of deflation exists. But in extreme cases of inflation, people
may lose confidence in money to the extent that they don't trust it, and resort to barter or some other means of
conducting transactions. Using money allows a more efficient outcome because it cuts down on search costs,
and it allows workers to specialize in what they do best. For instance, if I sell something today on credit basis
whiles there is a high rate of unanticipated inflation, by the time I get my money back, the value might have
drastically gone down. Thus this function of money encourages consumptions by households. This obviously
discourages people from lending or selling on a credit basis. An inflation rate greater than zero maintains an
"inflation buffer," which reduces the chances of deflation should the economy start to weaken Bernanke,  A
medium of exchange facilitates economic transactions. Moreover, the prices now can not show the real value
of goods and consumers can be confused about the real value of products sold. Store of value: The ability of a
currency, commodity, or other type of capital to retain its worth over time. With high inflation there will be
greater Menu costs. This is the one that inflation obviously affects the most.


