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What is Money?  

 Money has broader meaning than just Currency 

Checking deposits Reserve accounts 

Financial Markets 
Real Economy 

Money means anything that is generally accepted in payment  
for goods and services and for repaying for loan 



Function of Money: 1. Medium of Exchange 

 Money helps promote efficiency by:  

- Minimizing transaction cost (time spent in exchange for 

good and services) 

- Encourage specialization and division of labor 

With money:  

There is no need to wait for  
double coincidence of want 

Econ. lecture 

        Food  
(that lecturer likes) 



Function of Money: 1. Medium of Exchange 

 Money should have following properties:  

- easily standardize (simple to know value) 

- Divisible (easy to make change and to carry) 

- Not deteriorate quickly 

 

 



Function of Money: 2. Unit of Account 
 Money is used to measure value in the economy 
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Econ 
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3P=1EL 6P=1M 

1EL=3(1/6)M=0.5M 

10 products = N(N-1)/2 = 45 prices 3 products = 3 prices 
100 products    = 4,950     prices 
1,000 products = 499,500 prices 

Money helps reduce transaction costs by reducing prices that need to be considered. 
This benefit increases as economy becomes more complex 



Function of Money: 3. Store of  Value 
 Store of value means saving purchasing power from the time 

income is received until the time it is spent. 

 

 

 

 
 

 

 Why do people hold money? 

 Liquidity: relative ease and speed that assets can be converted into 
medium of exchange (money is the most liquid asset, hence no 
transaction costs). 

 How good store of value money is depends on price level. 

 (Doubling all prices             value of money drops by half) 

Money 
Stock Bond Land 

House Art Jewelry 

Store of value with 

 higher return  
than money 



Measure of monetary aggregate in case of the US 

 M1 is the narrowest measure of money (most liquid) 

 M1= Currency 

            + Traveler’s checks 

            +Demand deposits 

            +Other checkable deposits 

 M2 is M1 plus less liquid asset 

 M2=M1 

           +Small denomination time deposits 

           +Saving deposits & money market deposit accounts 

           +Money market mutual fund shares 



Measure of monetary aggregate in case of Thailand 

 Narrow Money comprises the most liquid money 

liabilities that are held by money holders: 

 NM= Currency 

            +Demand deposits (current deposit) 

 Broad Money equals the sum of narrow money and quasi-

money. 

 BM=NM 

           + Foreign Currency Deposits 

           + Other Deposits (saving, time deposits) 

           + Securities Other Than Shares (bill of exchange) 



Money Supply in case of Thailand 
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Broad  Money 

Narrow Money 

- Money supply is a 

measure of purchasing 

power of an economy 

- Money supply is 

highly correlated to 

GDP growth and 

inflation over 

intermediate and 
long term. 

Source: BOT 


