
Chapter 3

Money and Credit    



• money – acts as an intermediate in the exchange process

• barter system – goods are directly exchanged without the use of money 

• double coincidence – both parties have to agree to sell and buy each others commodities.

• Currency – paper and coins

• Demand Deposit – deposit in the bank accounts can be withdrawn on demand

• Cheque -

• loan activity - how bank mediate between depositor and borrowers

• Credit – salim and swapna credit situation 

• Dept trap –

• Term of credit – interest rate, collateral, document  and mode of payment 

• RBI – reserve bank of India, control of RBI, function / role / supervision 

• Formal – source and why do we need to expand 

• Why credit is crucial for country development / cheap and affordable credit 

• Informal – source and why still poor household depend on informal 

• Self Help group – how SHG solve the problem of rural credit, mechanism 

Content



In a barter system where goods are 
directly exchanged without the use of 
money, double coincidence of wants 
is an essential feature.



both parties have to agree to sell and 
buy each others commodities. This is 
known as double coincidence of 
wants.





Drawbacks of Barter Systems:

Limitation

 Lack of double coincidence of wants.
 Lack of a common measure of value.
 Indivisibility of certain goods.
 Difficulty in making deferred payments.
 Difficulty in storing value.



money acts as an intermediate in 
the exchange process, it is called a 
medium of exchange.



Currency 
Modern forms of money include
currency — paper notes and coins.



The Reserve Bank of India is India's central bank, which 

controls the issue and supply of the Indian rupee. RBI is the regulator 
of the entire Banking in India.



A bank is a financial institution that accepts deposits from the 

public and creates a demand deposit while simultaneously making 
loans.



People also have the provision to withdraw the money as and when they

require, these deposits are called demand deposits.



A cheque is a paper instructing the bank to pay a specific

amount from the person’s account to the person in whose
name the cheque has been issued.



banks mediate between those who have surplus funds
(the depositors) and those who are in need of these
funds (the borrowers). Banks charge a higher interest
rate on loans than what they offer on deposits. The
difference between what is charged from borrowers and
what is paid to depositors is their main source of
income.



Example:

Depositor deposited 1 Lakh in saving account    

Bank Interest rate: 8 %

Rs. 658 / per month



Example:

Loan amount 1 Lakh

Bank Interest rate: 13 %

Rs. 1068 / per month



Deposit Interest amount per month Rs 658

Loan Interest amount per month Rs 1068

Difference amount of deposit and loan Rs 410

Rs 410 is the source of income for bank







Dept trap Credit in this case pushes the borrower into 

a situation from which recovery is very painful.



Terms of Credit

Interest rate

Collateral

Document

Mode of payment



Collateral

Collateral is an asset that the

borrower owns (such as land,
building, vehicle, livestocks,
deposits with banks) and uses this
as a guarantee to a lender until
the loan is repaid.





Source of Credit 

Formal Informal 

Bank and 
cooperative Moneylender, trader, 

employers, relatives 
and friends..etc





Function of RBI: to check and supervise the following: 

(a) Cash Reserve ratio  15%
(b) Rules and regulation 
(c) Interest rate 
(d) Loan is given even to poor 
(e) Print, distribution and regulate the currency 



(a) fixed and reasonable interest rate 
(b) less risk of dept trap 
(c) RBI supervise the function of bank 
(d) there is no unfair means to get their 

money back 
(e) cheap and affordable credit lead to 

more economic activities. 

Why do we need to expand formal source of credit? 



why still poor household depend on informal source of credit?

(a) No collateral 
(b) No regular income 
(c) Illiterate 
(d) No document and 
(e) Bank not present everywhere 



Why credit is crucial for country development ? 

Why cheap and affordable credit  is important?

(a) This would lead to higher incomes and 
many people could then borrow cheaply 
for a variety of needs.  

(b) They could grow crops, do business, set 
up small scale industries etc.  

(c) They could set up new industries or trade 
in goods. Cheap and affordable credit is 
crucial for the country’s development.





(a) Financial support for poor 
(b) Organised in rural 
(c) Particularly women, relative, same community, 

neighbourhood, 15 to 20 member in group 
(d) Saving per member varies from Rs 25 to Rs 100 or more, 
(e) provisional of small loan with less interest rate 
(f) most of the important decision regarding saving and 

loan activities are taken by the group members. 



Thank You…..


