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Money may be defined as anything which is generally accepted by the people in exchange of 

goods and services or in repayment of debts. 

 

• Barter Exchange/Barter System:-  It implies direct exchange of goods against goods 

without use of money is called barter exchange. 

• Demand Deposits :- Deposits in a bank which are payable on demand are called demand 

deposits. It also provides the facility of medium of exchange which is a function of 

money, when payments are made by cheques. 

•  Cheque:- It 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 made. 

• Loan activities of Banks:- basically, banks borrow money to lend. Bank pay interest 

(suppose x%) from whom it borrows. After keeping a portion of deposits as reserves, 

banks lend to people who demand money as loan and bank charges interest (suppose%) 

from them. The difference between what is charged from borrowers (y%) and what is 

paid to depositors is their main sources of income. After meeting all expenses of banks 

out of this income, the resultant is profit/ loss for the bank.  

• Credit (loan):- It plays a vital and positive role in economic life. Money/finance is very 

important for a firm or organization just like air in the balloon. Credit (loan) refers to an 

agreement in which the lender supplies the borrower with money, goods or services in 

return for the promise of future payment. Main demand for credit is for crop production 

in case of rural areas. 

• Debt-trap:- Suppose  person takes a loan and due to unavoidable circumstances he is 

not able to repay his loan. Now he faces a difficult situation and has to take a tough 

decision, either he has to borrow a fresh loan or sell some part of his property to repay 

the earlier loan. 

• Terms of Credit:- It includes details regarding interest rate, collateral and 

documentation requirement, and the mode of payment. 

• Self Help Groups (SHG) for the Poor:- It helps in pooling the savings of the members, 

who are poor women. Members can get timely loans for a variety of purposes and at a 



reasonable rate of interest. It helps borrowers to overcome the problem of lack of 

collateral. It also provides a platform to discuss variety of social issues of their concern.  

• Self-Help Groups is a group 15-20 members, usually belonging to one neighbourhood, 

who meet and save regularly. 

Functioning:- Self Help Groups (SHG) for the Poor:- It helps in pooling the savings of the 

members, who are poor women. Members can get timely loans for a variety of purposes 

and at a reasonable rate of interest. It helps borrowers to overcome the problem of lack 

of collateral. It also provides a platform to discuss variety of social issues of their 

concern. 

 

Q1. Differentiate between Formal Sector Credit in India and Informal Sector Credit in India. 

Ans. Formal Sector Credit in India:- It includes loans from banks and cooperatives. RBI 

supervises their functions of giving loans. Rich urban households depend largely on formal 

sources of credit. Lower rate of interest on loans is charged as compared to informal sources 

of credit. 

 

Informal Sector Credit in India:- It includes traders, employers, moneylenders, relatives, 

friends, activities Higher interest on loans is charged as compared to formal sources of credit. 

Poor households largely depend on informal sources of credit. 

 

Q2. What is the meaning of Barter system?  

Ans A system where goods are directly exchanged without the use of money is called barter 

system.  

 

Q3. What is meant by double coincidence of wants? 

Ans Double coincidence of wants means owner of good X, say shoes, to find someone else 

with good Y. say wheat, and both being in need of each other’s good. 

 

Q4. How does money act as a medium of exchange? 

Ans As Money acts as an intermediary in the process of exchange, thus it is called a medium of 

exchange.  

 

Q5. What is a cheque? 

 A cheque is a paper instructing the bank to pay a specific amount from a person’s 

account to the person in whose name the cheque has been issued. 

 



 Q6. Who supervises the functioning of formal sources of loans?  

Ans. Reserve Bank of India 

 

 Q7. What are the two forms of modern currency? 

Ans Paper notes and Coins 

 

Q8. Why is it necessary for the banks and cooperative societies to increase their lending 

facilities in rural areas? Explain.  

Ans. Banks and cooperatives should extend their lending activities in rural areas because: 

(a) Rural poor and farmers have to borrow money from moneylenders at a very high rate of 

interest. Therefore, the cost to the borrowing is very high. 

(b) A large part of the earnings of borrower is used to repay the loans. Hence, they have less 

income. 

(c) Sometimes, a higher rate of lending means that the amount to be repaid is more than the 

earnings of the borrower. 

 (d) To save the people from the clutches and exploitation by the moneylenders, it is necessary 

for the banks and co-operatives to extend their lending activities. 

(e) It would lead to higher incomes and improve the condition of the rural poor. People can 

also start a business or set up a small scale industry. 

 

 

Q9. Why is modern currency accepted as a medium of exchange without any use of its own? 

Find out the reason. 

Ans. Modern money has been accepted as a medium of exchange because: 

(a). It is authorised by the government of a India. 

(b) It is issued by the apex bank on behalf of the government. 

(c) No other individual is allowed to issue currency. 

(d) The law of the country legalises its use as a medium of payment and setting transactions.  

(e) No one in a country can refuse payment made in the currency of that country. 

 

Q10. "Money has made transactions easy." Justify. 

Ans. Money has made transactions easy because: 

 (a) It can be easily exchanged with any commodity or service. 

(b) It solves the problem of double coincidence of wants. 

(c) It is the perfect store of value. 

(d) It makes economic activities quite independent from each other. 



 

Q11. What are Self-Help Groups? How do they work? Explain. 

Ans. Self-Help Groups are financial support groups that are formed at the village level 

particularly by women. These consist of around 15-20 members who meet and save their 

money regularly. The following points sum up the functioning of Self-Help Groups: 

 

(a) These groups help in pooling the savings of the members, especially who are poor 

women. 

(b) All decisions regarding savings and loans are taken by the members of the group. 

(c)  These groups provide timely loans for a variety of purposes and at a reasonable rate of 

interest to its members. 

(d) These groups help the borrowers to overcome the problem of lack of collateral. 

(e)  These groups provide a platform to discuss a variety of social issues of rural people. 

(f) These groups are collectively responsible for the repayment of loan 

 

 

Q12. How do banks play an important role in the economy of India? Explain. 

 Ans. Banks play an important role in developing the economy of India by taking the following 

steps: 

(a) Banks keep money of the people in safe custody to be used by the depositors in future. 

(b) Banks also increase the savings of the depositors by paying interest on the money 

deposited. 

(c) Banks mediate between people who have surplus and those who need money.This is 

done through granting loans. People avail themselves of these loan facilities to increase 

production and income. 

(d) Banks, being the formal source of credit, give loans at a very low rate of interest at 

flexible terms and conditions. 

(e) Special provisions are made through banks for the upliftment of agriculture and 

industry like waiving of loans of the farmers. 

 


