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LESSON 12 

 

 

 

 

 

 

Introduction:  

This lesson is based on the notes on “Resource 12: Money Supply and Factors Affecting the 

Size of the Money Supply”. 

Instructions 

1. In your Exercise Book, copy the Header and the learning outcome. Make sure that your 

Handwriting is neat and legible. Go through your lesson notes and attempt the Practice 

Exercise in you exercise book.(We will be checking your Exercise Book when you return to 

School) 

 

  

 

 

Read your Lesson notes (resource) and complete the Practice Exercise 12 below 

Resource 12: Money Supply and Factors Affecting the Size of the Money Supply 
 
PNG measures its money supply in three (3) main ways: 

1. Narrow money supply (M1*) 
Currency in circulation- It includes cash (notes/coins) and cheque (current/demand) deposits 
that are very liquid (very easy to convert into cash).  
 

2. Broad money supply (M3*) 
Quasi money- It includes M1* and savings and term (time) deposits that are fairly liquid, (but  
not as liquid as cheque deposits), plus foreign currency deposits 
 

3. Total money supply (M3) 
It  includes  M3*  and  the  bank  deposits  of  the  stabilisation  funds.  (This tends to change in 
response to export earnings). 
Asterisk  (*)  denotes  (shows)  that  M1*  and  M3*  do  not  include  the  bank  deposits  of  the 
stabilization funds. The commodity stabilization fund deposits constantly change overtime in 
response to changes in export earnings. M3* is a fairly stable short term measure of money 
supply and for this reason it is regarded as the best measure of the money supply in PNG.  
 
Factors affecting the size of the money supply 
 
The size of the money supply is influenced by factors which can either expand or contract the 
economy. If the money supply grows too fast  this can  lead  to excess demand for goods  
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and  services  and  may  result  in  high  inflation  rate.  On the other hand, it is possible that 
economic growth and standard of living could fall if the money supply was restricted. 
 
The four (4) main factors which can affect the money supply or the size of the economy are; 

1. Balance of Payments 
2. The Government Budget (expenditure) 
3. Open market operation (OMO) by the Central Bank 
4. 4.  Lending by Commercial Banks 

 

Note Making: 

Step 1: Read Resource 2 

Step 2: Copy Papua New Guinea’s three main ways of measuring its   

Step 3: Copy four factors affecting the money supply into your exercise book. 

 

Practice Exercise 12 

Read Resource 12 on “Money Supply and Factors Affecting the Size of the Money Supply” 

and answer the questions. Copy the Questions first and then answer the Question in complete 

sentences. 

1. What are the items included in the money supply in PNG? 

2. Distinguish between savings account and demand deposits. 

3. Which is the best measure of money supply in PNG? 

4. Describe how lending by commercial banks affect the money supply? 

 

 


