Money And Credit

Barter System: Double coincidence of wants

> In a Barter system, goods are directly exchanged without the use of money.
» Double coincidence of wants is an essential feature of Barter system i.e. what a person desires to sell
is exactly what the other person wishes to buy.

» In other words, both parties have to agree to sell and buy each others commodities.

Money-Medlum of Exchange
» Money is anything which m the exchange of goods or services.
> Since money acts as an inter: nndmlc in this exchange process, it is called a SSSHERNOFeXChange:

» Money eliminated the need for double coincidence of wants.

Money-Different forms in different times

> Before the introduction of coins, a variety of objects was used as money.
For example- Grains, Cattles etc.
» Thereafter came the use of metallic coing made of gold, silver and‘wpper. .
> Modern forms of currency includes currezgy notes, coins andemand deposits of Banks. A new
concept of “Crypto (,urru:y” has also mmllroduced recently.

Why money is accepted as a medium of exchange?

» Modern currency is without any use of x&‘v?r?}mt mnde of preclous metal, -not of everyday use

like grain and cattle. Even then it is pted as a medi /n"

h

the currency is
authoriscd by the gove
» In India, Reserve Bank of

the country.
issues mrrwcy no(eﬂ on behalf of the central government. As per
Indian law, no other individual or organisation is all(m ed to issue currency.

» No individual in India can legally refuse a payment made in rupees.

Demand Deposits of Banks

Crop loan

» (Crop productioh involves consldemblecostsn‘ !‘ s.r. \ IV.

equls ete.
» There is a minimum stretch o n the time when the l‘armew inputs

and when they sell lhe;r@

» In order to meet the, M— crop productio. , l'armers usually take crop loans th/e’ beginning
of the season and repay the loan 2 ves]

L.,;W <% Terms of Credit -

> People deposit their extra cash or money in the Banks by opening a Bank account.

> Bank accept the deposits and also pay an amount as interest on the deposits.

» Since the deposits in the Bank can be withd ond d, these dep '\aa_r;/mﬂed‘
deposits.

>

On one hand, people’s money is safé/in the Bank accounts and on the other hand, they also earns an
< - -
amount as interest.

Cheque facility against Bank deposits

> D d deposits offer G q facllitﬂto the account holders.

A cheque is a paper instrueting the Bank to pay a speci
the person in whose favour the cheque has been issued.

» Thus, cheque facility @ t possible for a person to directly setﬂmwﬂhou! the use of
cash,

v

amount from the depositor’s account to
—

3 Banks ]
> Bank is an institution whic@fmm the people who have surplus funds.

» Modern forms of money- cyﬁ'nc\ alTi(]Lllldll\}/(rt‘[)(l%lls, are closely linked to the working of the
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modern banking system. / el ~

Banks! ¢ those borrowers who ne

requirements. [J’ un

Loan activities of Banks |
> Banks keep only l@all portion of t
India these days hold abon@\

v

inds for the f ment of their various

cl Dsits as casl_to pay the depositors who might come to
withdraw money from the Bank on any given day.
—

» Banks use the major portions of &c@tn gi!e loans on which they charge @

rate than what they give to the depositors.

» The difference between what is charged from the borrowers and what is paid to the depositors is the
main source of income of the Banks.

Credit - two different situations .. P

7 —_—

» Credit is also known It refers tg an agreement in uh[du,he] lender supplic§ to the borrower
some money, goods or services in return for thg Jgrnmiscrbf l'w@

> In one situation, helps to meet the ongoing expenses of production and accordingly, increases

the earnings. Thus, the person is better off than before.
In another situatio crvd}ulso “also pushes the borrower into a debt trap> m

v

(1) Festival Season (2) Swapna'y Problem

1 (s festiul seson o sonths from sowe o anel promises (o pay Nam later.
and the shoe manfacturer Solim, has  Second he obening ko i cash o ihe
recvioed an onder from a kige ader i large trader as adeance payment for
fowen for 3.000 patrs of shoes to be 1000 pairs of shoes uith @ promise &

delrered b1 a monsh tme To complete deliiwer the utoke ander by Ow o of the

prochacton o teve. Salim bas whew ajews  moneh

more werkens for saiching ard pusivg

work. He has 1o purchase the row

maeruls. To reet these exparses. Sain
E e e o

abioine loons fom o sowess. Pit he T e manoy it e had Servcsnd

o bath . A 4 S 4.0 et of o b e f o
asks e lenthey suppler (o wgpd bacher > 2o 2p L

At the end f the menih. Salim i abie 1o
diver (he order oxhe o good pofie. ard

> Eve@smm conditions which are known as terms of credit.
» Terms of credit indudeé\imm collateral {documentation requi mode of repay
ete.

» These terms of credit vary suhsunlially from one credit : dependlng on the

nature of agrccmun lu\dcr and the borrOWeR) —

s s
Gollateral )
» Collateral is also known w\tk at th ¥ borrower owns use these as a

guarantee to a lender until the loan is repaid.
» C 1 includes land, buildi vehide, live stocks, deposits with Banks etc.

If the borrowe the Inms,@})y\‘nhu-wmw\ell lhe r collateral|to recover

her loan amount,

\4

Different credit arrangements - Sources of credit
» Sources of credit or credit arrangements are classified into two categoriesnd

(mformal sources. )
» Formal sectgr loan sources includes loan from 3 and nnpc@cs.
raders, un/plo\ ers, lel)x\ea an

Loan From Cooperatlves,

» Cooperative society is a major source of (¢

» Informal sev:lor loan sources includes moneyle

tion in certain areas such as farming,
weaving, industrjal workers etc. o
» They use pooluﬁloney as collater }nd obtains a large loan from the Banks)which are used to

provide loans to its for the purchase of agricultural impl cultivation, agricultural

/.
trade, fishery, construction of houses etc.

> Once these loans are/fepaid, mothe@

Credit in Rural Areas
L0
Graph 1 : Sources of Creaaltﬁl—ndlal
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Credit in Urban Areas

» In urban areas, people are divided into 4 groups - Poor household, households with few assets, well-
off households and rich households.

» The credit situation in urban areas tells a different story—

Graph 2 : Of all the loans taken by urban households, what
percentage was formal and what percentage was informal?
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Formal Sector Credit Monitoring - Role o@l

> RBI supervisos the functioning of foy ﬂ@t ensures whether the Banks are actually

> RBI also monitors that @ i lnnnsnotjust s and traders but also
to small fﬂl’% smal»calc industries small borrowers
> Bank submit their mrmppom @ whom they are
etc.

lendm nt W wmg ra

No monitoring of informal sector crediﬁ
No agency or institution to supervise the informal sector credit activities.
Compared to formal sector, most of the informal sect
loans. Thus, the cost of mformg; sector loan is

s much higher,
There is 140 oné to smh,the informal lenders l‘rmir means to get their money back.

v

v

u@n(lurs charge a much higher interest on

v

Draw Backs of Informal Sector Credit
1. Much higher interest raté affects @m“munumm

repayment,

¢ ’mn the i?:lome of the

Formal Sector Credit - Why should be increased?

1. To enable people to grow crops, to do byziness, to set-up snyall-scale industries ete. formal sector
like Banks, tive societies need to lend more and more, as it would lead to higher

incomes and people could the: . ra vnriety n! needs mentioned above.
2. Cheap and affordable credit is crucial for
3. Should be increased particularly in rural are
reduced. —
4. Itis equally important to monitor that formal sector loans (\ ailable to cvcryone?r' s« to richer
fiouseholds oh‘. o B

o that d_n_e depengae on informal lenders may F

Why is it easier to take informal sector
loan than the formal sector?

1. Banks ar¢%ot available eve in rural areas.
2. Bank loans mﬂm and collateral while informal lenders know the
borrowers personally and they give loan without the 1entation and collateral.

3. In case of informal loans, the borrower can, if , approach the money lender even without
repaying the earlier loan. This is not possible in formal sector loans.

Self-Help Groups [SHGs] «
oL one e ¥ ourhood whe A fove

» SHG is a new idea to organise ru

A typical SHG has®l5 to 20 memb@®msually belonging to

>
regularly as per lheu' capa = ==
» Members can uhﬁnall loans from the.grawy i Dn meet lhw on nominal interest even less
than the money luldcr.
» Aftera certain perlod, if the gro egular in savings, it bec for availing Bank loan.
» Loanis sanwin the nam create seli-cploygZént opportunities for the members.
> Nomany.,@ovidu loan for meeting working capital needs i.e.,
buying seﬂiﬂe’nili%rs, raw ma’erm-'w materials, acq})iring assets like sewing machine,
cattle etc. in rural areas. F)\
> All important decisions reprdb‘w are taken by the members: amount of loan,

purpose, interest rate, repayment schedu‘; etc.
> of loan is followed up by other in the group, that is why, banks are
willing to lend to the poor women SHG, even though they have no collateral as such.

»*  Advantage of SHG
> Helps in resolving the problen‘@)
> Family loans for a variety of and ata nasnxxa@i
> Helps Womenlo bm@

» Regular meetings of the group provide a platform to discuss and act on a yariety of social issues

such as health, nutrition, domestic violence

Success Story of Gram?én Bank of Bangladesh

%
Founded by I’mI}J Mohammed Yunus I@dnnﬂ @oblc pﬁze for peaCi)ll 2006.
» In 2018 — membership mcrea”d to9 mllhgn in Sm villages of B-nghdull Almmt all the

v

borrowers are women belonging to poor sechom of the ;ouetyh

» Women proved themselves reliable borrowers- started many small income generating activities.

QI : Read the image of the cheque. Identify the cheque number from the given options: (1 Mark ) (CBSE
(a) 362255 (b) 110002078 (c) 000313 (d) 16137926023
Ans: (a)

Q2: Which one of the following banks in India controls the issuance of currency and regulates the credit system

in the country? (1 Mark ) (CBSE 2024)

(a) Punjab National Bank (b) Indian Bank
(c) Reserve Bank of India (d) State Bank of India
Ans: (c)

Q3: _Explain the role of “Self Help Groups' in the rural society. (3 Marks ) (CBSE 2024)
Justify the role of 'Self Help Groups” in the rural economy. (5 Marks) (CBSE 2023)
Self-Help Groups are the building blocks of erganisation ofthe rural poor. Suggest any three ways to make

them popular for social issues.  (2020.@)

(1) They organise rural poor, in particular women, into small Self Help Groups to pool their savings.
(2) Provide a platform for the rural poor to interchange thoughts, ideas and opinions about various domestic

and regional issues.

(3) Habit of saving and investing.
(4) Medium to borrow cheap loans easily from local banks. Loan is sanctioned in the name of the group and is

meant to create self- ities for the

(5) Power of decision-making and develops political and social opinion among the members.

Q4: Why do lcnderse&nm before lending loan? Choose the most suitable option from the

following. (1 Mark ) (CBSE 2024)

(a) To lower interest rates for borrowers.
(b) To establish personal relations.

(¢) To increase their profit margins.

(d) To mitigate the risk of loan default.

Ans: (d) To mitigate the risk of loan default.

Qs:

Explain the role of banks with regard to money whichthey acceptfrom the public. (3 Marks) (2023)

Q6: Look at the given picture carefully and infer the income of the bank. (1 Mark) (CBSE

S
Choose the con'&x option from the following, !
(a) The difference between the amount deposited and borrowed by the bank to Reserve Bank of India.
(b) The difference of amount of interest between what is charged from borrowers and what is paid to
depositors.
(c) The difference of interest rate between what is charged from borrowers and what is charged from
depositor.
(d) The difference between the amount d ited by the di itor and b

d by the borrower.

Ans: (b) The difference of amount of interest between what is charged from borrowers and what is paid to

depositors.

Q7: How is credit essential for economic activities? Explain with examples. (3 Marks ) (CBSE 2024)
Q: Explain with an example the role of credit for development. (Term-1l, 2021-22)
Ans: Credit is essential for economic activities because it provides the necessary financial resources for individuals,

businesses, and governments to invest, grow, and expand.
Boosting Business Investments:

Supporting Consumption:

Encouraging Innovation:

Enabling Government Spending:

Facilitating International Trade:

Q8: Explain any three functions of the Reserve Bank of India, (3 Marks) (2023, Al 2019)
Ans: The Reserve Bank of India has many important roles that affect the common public:

Monitors the balance kept by the bank for day to day transactions, it monitors the banking activity, particularly
the loan-giving activity of the banks.

It ensures that the banks gwe loans to the priority sector like agriculture and not just to profit-making sectors.

¢ the resp of ing credit created by the commercial banks. RBI uses quantitative and
qualitative techniques to control and regulate the credit flow.

Gives guidelines to the bank about setting up the terms of credit that the bank may decide upon for the
borrowers.

Q9: "Cheap and affordable credit is crucial for the country’s > Justify the (5 Marks)

(CRSE 2023)

Q10: Dh 1jay is a go! nployee and belongs to a rich household, whereas Raju is a construction
worker and comes from a poor rural household. Both are in need and wish to take a loan. Create a list of
argument explaining who between the two would successfully be able to arrange money from a formal
source, Why? (Term-11,2021-22.C, 2016)

Ans: DI jay will be able loan from a formal source.

*  Banks are not present everywhere in rural India.

«  Bank loans require proper documents and collateral.

+  Informal lenders such as moneylenders, on the other hand, know the borrowers personally and hence, are
often willing to give a loan without collateral.

Q11: The exchange of goods with a commodity is knownas: (2021 ©)

(a) Double coincidence of wants (b) Local trade
(c) Domestic trade (d) Foreign trade
Ans: (a)
QI2: Which of the following authorities of India issues currency notes on behalf of the Central Government?
@10
(a) The State Bank of India (b) The Reserve Bank of India
(c) The Allahabad Bank (d) The Punjab National Bank
Ans: (b)
Q13: "The use of money spans a very large part of our everyday life". Support the statement. (2021 C)
Ans: (i) To buy goods and services like in market,

(ii) To deposit in banks so that money can be saved and used for future use.
(iii) As a store value. For instance, we cannot store perishable goods like milk, grain etc. to exchange; but v/e
can keep money for future use.



Q14: How do demand deposits have the essential features of money? Explain.  (2020)

Ans:

*  The facility of cheques against demand deposits makes it possible to directly settle payments without the
use of cash.

«  Banks accept the deposits and also pay an interest rate on the deposits.

*  People’s money is safe with the banks and it earns an interest.

Q15: Read the information given below and select the correct option. (2020 €)
Rohan has taken a loan of Rs.5 lakhs from l.he’ banksto.purchase a house on 12% rate of interest. He has to
submit papers of new house and salary recordito the/bank. What is this process called as?
(a) Interest Rate (b) Collateral () Principal Amount (d) Installments

Ans: (b)

Q16: Krishna is working in a neighbouring field with very less wages. Expenses on sudden illnesses or functions in
the family are also met through loans. The landowner charges an interest rate of 5 per cent per month. At present
she owes the landowner Rs. 5,000.
Analyse the credit arrangements given above. (CBSE.

Ans: Credit arrangement-informal sources of credit / No intervention of government in controlling the credit
activities carried out by informal sources.

Q17: Why do lenders ask for collateral while lending? Explain. (GBSE 2020)

QI8: "The Reserve Bank of India supervises the functioning of formal sources of loans." Support the statement with

examples:  (2020)

Q19: "Bank plays an important role in the economic development of the country”. Support the statement with an example.

Ans: (i) Capital formation : Banks offer very attractive schemes to attract the people to save their money with them and
organised money market.

(ii) Mobilize the small savings of the people through their branches and make it available for productive purposes.

(iii) Credit creation leads to increased production, employment and caused faster economic development.

(iv) The banks help in the development of different type of industries by extending loans to concern persons.

(v) It ensures full utilisation of resources.

Q20: “Credit sometimes pushes the borrower into a situation from which recovery is very painful”. Support the statement
with examples:

Ans: (i) In rural areas, the main demand for credit is for crop ion. Crop ion involves i costs on
seeds, fertilisers, pesticides, water, icity, repair of equil ete.

(ii) There is a minimum stretch of three to four months between the time when the farmers buy these inputs and when they
sell the crop.

(iii) Farmers usually take crop loans at the beginning of the season and repay the loan after harvest.

(iv) Repayment of the loan is crucially dependent on the income from farming.

(v) A farmer picks up the loan from a money lender to meet the expenses of cultivation. But unfortunately crops hit by the
pests and fails. So, he is unable to repay the loan and ; debt grows larger with interest. Next year, he picks up a fresh
loan and is able to have a normal crop that year. But carnings are not enough to pay the earlier loan. He can repay the
loan, only after selling a part of the land. So we can say that "Credit sometimes pushes the borrower into a situation
from which recovery is very painful”.

Q21: Why are demand deposits considered as money? (AI2019)

Ans: Demand deposits are considered as money, because they can be withdrawn when required and the money
withdrawn can be used for making payments. So, they are also considered as money in the modern
economy.

Q22: How is 'double coincid of wants' not appreciable in the porary scenario? (CBSE 2019)
Ans: For double coincidence of wants to work out, an individual must require what the other person is willing
to give away and vice-versa. If this situation is not reached exchange of goods does not happen. This

problem is eliminated by the use of money.



