
                                                                                                                                                   

 

Money and Credit 

 Money is anything which is commonly accepted as a 

medium of exchange and in the discharge of debts. 

 Before introduction of money following were used 

                : Grains and cattles 

                : metallic coins like gold , silver  copper   

 

 Modern form of currency 

               : Paper notes and coins 

               : Demand deposits 

               : Cheques 

               : Has no value of it’s own 

               : authorized by the government of the country 

 In India Reserve Bank of India  is the only legal authority 

that can issue currency notes and coins on behalf of central 

government. 



                                                                                                                                                   

 Demand Deposits: Cash deposited in bank is known as 

demand deposits as it can be accessed on demand . A 

person earns interest on demand deposits. 

 A Cheque: A cheque is a written instruction to a bank by an 

account holder to pay a specific sum to a specific person 

from his deposits. 

 Information included in cheque:  

                               : Name of the person or account to whom 

the amount is to be paid 

                               : Amount 

                               : date of payment 

                               : Signature of the account holder 

                               : Name and account number of account 

holder (mostly mentioned in cheque) 

 
 Barter System: Barter refers to the direct exchange of goods 

and service . It refers to the system by which one commodity 

is exchanged for another without the use of  money. 

 Investment : Investment is the amount of money spent with 

the intension of earning income at regular intervals. 



                                                                                                                                                   

 

Q . How can money be easily exchange itself for goods or 

services? Give example to explain. 

A person holding money can easily exchange it for any 

commodity or service that he or she wants. 

For example A shoemaker wants to sell shoes in the market 

and buy wheat. The shoemaker will first exchange shoes for 

money and then exchange money for wheat. 

If he had to directly exchange shoes for wheat , he would have 

to look for a wheat growing farmer who not only wants to sell 

wheat but also wants to buy the shoe in exchange. 

Q.How is money used as a medium of exchange? 

Money acts as a medium of exchange by  

1. Overcoming the problem of double coincidence of wants 

2. Acts as a medium of deferred payment. 

3.It has a store value (in the form of land , gold etc.) 

Q. Why rupee is widely accepted as a medium of exchange , 

without any use of it’s own? 

1.Rupee is authorized by the government of India. 

2.Only Reserve Bank of India is authorized to issue them. 

3.No other individual/ organization is allowed to issue 

currency. 



                                                                                                                                                   

4.The law legislates the use of rupee as a medium of payment 

that cannot be refused in setting transactions in India. 

Q.How is money used in every day life? 

In everyday life money is used for the following purposes. 

1.To buy goods and services. 

2.As demand deposits (define) 

3.As store value : In the form of gold , land , property etc. 

Q. Explain with example how people are involved with the 

banks? 

1.Banks accepts the deposits from the people who have surplus 

money and also pay interests on the deposits. 

2.Banks also keep 15% deposits as cash with themselves . This 

is kept as provision to pay the depositors who might come to 

withdraw money from their accounts in the bank on any day. 

3.Major portions of the deposits is used to extend loans to 

those who need money. 

In this way banks mediate between those who have surplus 

money and those who need money. 

Q. How is money transferred from one bank account to 

another bank account. 

Suppose person1 has to transfer money to the account of 

person2. 

1.person1 will issue a cheque by the name of person2 



                                                                                                                                                   

2.Person2 will deposit the cheque to his account. 

3.Said amount is transferred to person2 account. 

Q. Name the various sources of credit which are available in 

Sonapur. 

1.Agricultural traders 

2.Cooperative societies 

3.Money landers 

4.Commercial banks 

5.Relatives and friends. 

Q. Why is money transaction system better than barter 

system? 

1.Solution of double coincidence of wants. 

2.Uniformly Accepted system 

3.Ease of use )demand deposits)   Explain the points according 

to marks. 

Q. Explain any three features of demand deposits. 

1.Banks pay interest on it. 

2.can be used through cheques. 

3.Backbone of loan facility 

4.Authorised by RBI and government of India. 

Q. How banks earns income? 



                                                                                                                                                   

The interest charged on loans is more than the interest paid by 

the banks on deposits . The difference between the interest 

charged on loans and the interest paid on deposits is the 

income or profit of banks. 

 Financial Institutions: 

Formal Financial 
Institutions 

 Informal Financial 
Institutions 

1.Commercial Banks 1.Local Money landers 

2.Cooperatives 2.Land Lords 

3.Regional Rural banks 3.Self help groups, 
chitfunds , employers , 
relatives and friends, 
Private finance companies 

4.Supervised by RBI 
 

4.Not under any direct 
supervision 

 

 


