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0000 OO0 Thetimespenttrying to exchange goods or service is called a transaction cost.In a barter
economy, transaction costs are high because people have to satisfy a "double coincidence of wants."-they have to
find someone who has a good or service they want and who also wants the good or service they have to offer.
Money promotes economic efficiency by eliminating much of the time spent exchanging goods and services.It also
promotes efficiency by allowing people to specialize in what they do best.Money is therefore essential in an
economy:it is a lubricant that allows the economy to run more smoothly by lowering transaction costs,thereby
encouraging specialization and the division of labor. 1.3.2 As a Unit of Account or a Measurement of Value The
second role of money is to provide a unit of account,that is,it is used to measure value in the economy.We measure
the value of goods and services in terms of money,just as we measure weight in terms of pounds or distance in
terms of miles. Imagine how hard it would be in a barter economy to shop at a supermarket with different items on
its shelves,having to decide whether chicken or fish is a better buy if the price of a pound of chicken were quoted as
4 pounds of butter and the price of a pound of fish as 8 pounds of tomatoes. To make it possible,to compare
prices,the tag on each item would have to list up to 999 different prices,and the time spent reading them would
result in very high transaction costs. The solution to the problem is to introduce money into the economy and have
all prices quoted in terms of units of that money,enabhng us to quote the price of different goods in terms of
money.
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