
 

 

Money and Credit(2) 

 Terms of Credit: A loan or credit is subject to certain conditions 

that the borrower must agree to . These conditions are called 

terms of credit and include 

 Specified rate of interest 

 Security against the loan to recover 

 The assets accepted as collateral are land , 

property , vehicles , livestock , standing crops 

and bank deposits 

 A borrower needs to submit certain 

documents like proof of identity , residence , 

employment and income to avail the loan. 

 The lander reserves the right to sell the 

collateral in case of non repayment to recover 

the loan amount. 

 Collateral : It is an asset that the borrower owns (such as land , 

building , vehicles , livestock) and uses this as a guarantee to the 

lender until the loan is repaid. 

 Commercial Banks : A commercial bank is an establishment for 

safe custody of money which it pays out on customer’s demand 

order or otherwise. 

 Fixed deposits : These are deposits with banks for a fixed term 

varying from a frequency of a few days to a few years. 



 Deferred Payments : Payments which are to be made in the 

future are known as deferred payments. 

 Token coins: Token coins are the coins where value as money is 

far above the value of metal contained in it. 

Q.Why do lenders ask for collateral while landing? 

Lenders ask for collateral as security against loans. If the borrowers 

fails to repay the loan , the lander has the right to sell the asset or 

collateral to recover the payment. 

Collateral assets (land , vehicle etc.) act as a security for lender. 

Q.Explain any three loan activities of banks in India. (do it yourself) 

Q.Mention the various uses of credit activities in Sonpur. 

1.Farm inputs in the beginning of the cropping season. 

2.to meet daily expenses , when no income 

3.medical emergencies 

4.loans for the purchase of agricultural implements 

5.cultivation and agricultural trades 

6.Fishery loans 

7.construction of houses 

Q.Compare the terms of credit for the small farmer , the medium 

farmer and the landless agricultural workers in sonpur. 

a)Terms of credit for small farmer 

 High rate of interest 



 Promise to sell crops to traders at low prices as repayment of 

loans. 

     b)Terms of credit for medium farmers 

 They can take loans from banks or from co operatives who change 

very low rate of interest. 

 Loans can be paid back in the next three years. 

     c)Landless agricultural workers in Sonpur 

 Borrower has no means to repay the loan in cash . so he pledges 

to repay loans by working for the landowner. 

 Rate of interest is high. 

    Q.Why will Arun have higher income from cultivation compared to 

Shyamlal? 

     Because Arun gets a loan from commercial bank at a rate of interest 

8.5% per annum , while Shyam lal gets loans from a village 

moneylender at an interest rate of 5% per month (60% per annum). 

Arun has the capacity to pay back loans as compared to Shyamlal and 

gets a fresh loans in next three years. Like Shyamlal he is not bound to 

sell his produce to the money landers who give a low price. He can sell 

his produce at market rates. 

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

 Keep the money of people in their safe custody. 

 Give interest on the deposited money to the people. 

 They mediate between those who have surplus money and those 

who are in need of money. 



 Provide loans to large number of people at the low interest rates. 

 They promote agricultural and industrial sectors by providing 

loans. 

 Provide funds to new organizations. 

Q.Distinguish between formal sector credit and informal sector credit. 

Formal Sector credit Informal Sector Credit 

1.Includes banks and cooperatives 1.includes moneylenders , traders , 
employers , friends and relatives 

2.Banks require collateral and 
proper documentation for getting 
a loan 

2.No collateral is required 

3.A reasonable rate of interest is 
charged. 

3.Rate of interest depends on 
lander . repeated borrowing can 
lead to debt trap. 

4.Apart from profit making , they 
also have an objective of social 
welfare 

4.their only motive is to extract 
profit as much as possible 

5.Terms of credit are fair and 
reasonable. 

5.They impose very tough and 
sometimes even unreasonable 
terms of credit on borrowers. 

6.The Reserve Bank of India 
supervises it’s functioning 

6.Their is no organization that 
supervises it’s functioning 

 

Q. How can the formal sector loans be made beneficial for poor 

farmers and workers? 

1)By creating awareness amongst the poor farmers and workers 

2)Process of providing loans should be made simple and fast. 



3)More number of nationalized banks , cooperative banks should be 

opened in rural areas. 

4)Banks and cooperatives should increase facility of providing loans so 

that dependence on informal sector of credit reduce. 

5)The benefits of loans should be extended to poor farmers and small 

scale industries. 

6)Interest rates must be kept low. 

Q.How are deposits with the bank beneficial for individual as well as 

for the nation. 

Q.Cheap and affordable credit is crucial for country’s development? 

Explain. 

1.Cheap and affordable credit would lead to higher income. 

2.May people can borrow for variety of needs.(explain) 

3.Could end the cycle of debt trap. 

4.more investment in various sectors will lead to the acceleration of 

economic activities. 

5.Dependence and exploitation in informal sector to reduce. 

Q.Which are the two major sources of formal sector in India? Why do 

we need to expand the formal sources of credit? 

 Q.Why is it necessary for banks and cooperatives to increase their 

lending in rural areas? 

                          OR 



Q. Why should credit at reasonable rates be available for all? 

1. To reduce dependency on informal sector. 

2.To provide more loan facilities to rural house holds  

3.To reduce exploitation. 

4.To improve the livelihood of people in the rural areas. 

Q.”Most of the poor households are still dependent on informal 

sources of credit “ explain. 

1.Formal sources like banks / cooperatives are not available 

everywhere. 

2.Formal sectors require more documentation 

3.Informal sectors do not  have rigid frame work of rules. 

4.Formal sector provide loans only for production purposes , informal 

sector provides for both productive and non productive purpose. 

5.When moneylenders know the borrower personally they do not ask 

for collateral. 

Q.Describe the vital and positive role of credit with example. 

Self Help Groups: 

 Rural poor specially women organize into small self help groups 

(SHG’s ) and pool (collect) their savings. 

 A typical SHG has 15-20 members. 

 Savings per member varies from Rs. 25 to Rs. 100 or more 

depending on the ability of the people to save. 



 Members can take small loans from the group itself to meet 

their needs. For that a nominal interest is charged. 

 After an year or two if the group is regular in it’s savings , it 

becomes eligible for availing loans from the banks. 

 Loan from banks is given by the name of the group and is meant 

to create self employment opportunities for the members. 

 Group can then provide small loans to it’s members for 

releasing mortgaged land , foe working capital needs(buying 

seeds ,fertilizers , raw material , assets like sewing , machine , 

handloom , cattle etc. 

 Important decisions regarding savings and loan activities is 

taken by the members. 

 The group decide as regards the loans to be granted – the 

purpose , amount , interest to be charged , repayment schedule 

etc. 

 Only the group is responsible for repayment of loans. 

 Strict social follow ups are done in case of non repayment of 

loans by any one member. 

 SHG’s help the borrowers overcome the problem of lack of 

collateral . 

 It helps women to become financially self reliant . 

 The regular meetings of the group provide a platform to discuss 

and act on a variety of social issues such as health , nutrition , 

domestic violence etc. 


