CHAPTER -5
Money and Economy - alémailo MUMIGAIIQIMIO®)0

Definition and Importance of Money (alem@mIaien m@alalmallo (aldWIminilo)

e Money is anything that is generally accepted as a medium for the exchange of goods and services.
TLOWMEBBSBYOSW)0 GMUMEBBRBIOSWI0 HIOBHAIQDD IMIW HAIIMIENU BRoUY )@ HNES 1SIBS BMIEN aléMo.

e Role in Economy: Money makes transactions faster and enables specialization. For example, a farmer can focus on rubber
production because he can easily convert rubber into money to buy other necessities.
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General Functions of Money (alem@m 1060 6)al9o@m)NI0® W@ 2R 6B3U3)

e Medium of Exchange: Money acts as an intermediary in buying and selling. We can sell our labor or goods for money and
use that money to purchase what we need.
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e Maeasure of Value: The value of all goods and services can be expressed in terms of money (Price). It allows us to compare
the value of different goods easily, which was difficult in the barter system.
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e  Store of Value: Money allows people to store the value of perishable or bulky goods for future use by converting them into
cash or assets.
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e Means of Deferred Payments: Money facilitates modern business by allowing financial transactions (borrowing and
lending) to be settled at a later date.
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Value of Money and Purchasing Power (alem@maien meiinilo Q268303 GUoaH1®)o)

e Purchasing Power: The value of money is defined by its purchasing power.
o  When prices increase (Inflation): The purchasing power of money decreases.
o When prices decrease (Deflation): The purchasing power of money increases.
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How Money Stimulates the Economy (alemoe cumidaiinimuine® afessem ocomelailaniom))

e Circulation of Income: Money spent in one sector becomes income for another. For example, a rice farmer buying
machinery provides income to the industrial sector.
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e Velocity of Circulation: The number of times a unit of money is exchanged in a given period.
o High Velocity: Indicates rapid economic growth and high spending.
o Low Velocity: Indicates an economic slowdown.
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Role of Banks (6n198,18:8)6)S als:)

e Banks and financial institutions play a major role in facilitating money transactions and regulating economic activities in
every country.
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Reserve Bank of India (RBI) and its Functions- 010 @enios, 69a0 sHam\®@)o 211AMElIH:8)o

Introduction to the Central Bank (@& (03 6ru08:160M$H6H0 12188 @@)6o)
o The Authority: The Reserve Bank of India (RBI) is the central bank and the ultimate monetary authority of India.
DM IQIES Ch((B ENIIE:Y0 MVIMIDIN 1o B0 6BRE 1621 al@@IU 150 MUNIAIMARAIENT OB 10 630al DM (RBI).

e  History: Established on April 1, 1935, in Kolkata under the RBI Act of 1934. The headquarters shifted to Mumbai in 1937,
and it was nationalized in 1949.
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1. Printing and Issuing Currency (8003001 @.ajS186 130 al)0ea|SiN1860e1)0)

e  Powers: RBI has the sole power to print and issue all currency notes except coins and one-rupee notes (which are issued by
the Ministry of Finance).
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Printing Locations: Notes are printed at Nasik, Dewas, Mysore, and Salboni. Coins are minted at Mumbai, Hyderabad,
Kolkata, and Noida.
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2. Bankers' Bank and Government's Bank (6n108:@290)6)S 619830 MUBH09@1MEN 6n198:)0)

Bankers' Bank: RBI provides emergency loans to commercial banks, maintains their reserves, and settles transactions
between them.
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Government's Bank: It maintains government accounts, provides banking services to the government, and advises on Fiscal
Policy (taxation/spending) and Monetary Policy (money supply/interest rates).
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3. Controlling Money Supply and Inflation (aleMEIG M@)o aleMea]®3ajMulo M@ ()Y ]1H86@3)

Inflation: An increase in the general price level of goods and services. In India, it is measured using the Consumer Price
Index (CPI).
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Credit Control Measures:
o Repo Rate: The interest rate RBI charges on loans given to commercial banks.
o Reverse Repo Rate: The interest rate RBI gives to banks for their deposits.
o Cash Reserve Ratio (CRR): The portion of deposits that banks must keep with the RBI.
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4. Custodian of Foreign Exchange (\1GBU1oMI6M @M @3 GUOEURMDD 1MEN HINDT3HNIN3)

RBI is the custodian of the nation's foreign currencies and gold reserves. It also publishes reports like the RBI Bulletin and
Monetary Policy Reports.
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Managing the Economy's Money (iGN 6eel alémMo @RS H603)
RBI measures the total money supply using four categories:

e Narrow Money (M1 & M2): Includes currency held by the public and savings deposits.
e Broad Money (M3 & M4): Includes fixed deposits and post office deposits.

rLMNIGAIUMNQNERI BRYEIE: aleMEDD @1R)3.611.6)ag) MILIOW DM 1@ 1BM):
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o uLIAI® aléMo (Broad Money - M3 & M4): MUN1@ MCHHIEBBREY0 CaldQY 30a07T0 MEH:HA IR0 @) 103
9UB6]SIm.

Commercial Banks and their Functions- auoem1£2) 6ni98)H»83)0 W@ IN6BRS) 0.

Classification of Financial Institutions (WM& 9@} MLOIAIMEERBIOS NUBY lH:6eMo)

e Financial Institutions: These include banks and non-banking institutions that provide financial services to individuals and
businesses.

U B0 1 UBH60 MDA IMEBBUBHE0 (TVIMUDITY 1B GVNUMEBRUE M@BEHINM 610 B30 EDMI@ (MVOMUDID) s
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e Banks: Broadly classified into Commercial Banks (controlled by shareholders) and Cooperative Banks (owned by
members of cooperative societies). Example: Kerala Bank.

ENINEY OIS (alUIIMAIWIo (UM 1LY NIIB: B UB (BIaN@ 1ISABH:ERRS MW (MMEMTT 12RBBN), MANH@6M
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Commercial Banks (a10em12y 6ni989:)6u3)

e Licensed by the RBI and included in the Second Schedule of the RBI Act, 1934.
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o New Generation Banks: Banks started after the 1990s financial reforms (e.g., Axis Bank, Yes Bank, Indusind Bank).

1990-6583 16121 (TVIMUDIDY B> @ 1aLIEBRUZHE CUDAHO (A ICUBDBMIMIAD | AIE )2 NI E-ES "M BMNBNAHNS NI BHU!
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Function: Accepting Deposits (N1G8:HaleBBU3 M1l @1H6) @)

Commercial banks offer various types of accounts to encourage savings:

e Savings Deposit: Encourages the habit of saving. Money can be withdrawn according to needs (with some restrictions).
Interest rates are usually low.

smunie3m MeB:Halo: (ULHM 13 MMIBLURRIo AUSGOMNM. BHOULRLIMINVBEMOo aldMo afldnieNsnlo
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Current Deposit: Intended for business transactions. No limit on daily transactions. No interest is paid, but Overdraft
facility (withdrawing more than the balance) is available.

SH0MA MeB:Halo: enINVIMM @YD 6BRUBLNBBMIGN). 0S5 l0SIEUBHs M memael. @1 aleflvo riclse el
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Fixed Deposit (Term Deposit): Money deposited for a fixed period. Offers higher interest rates. Withdrawal before maturity
may reduce the interest.

muole mlesHalo: 30) MR &HoRIR8NNEGRIES aleMo MEHHaHNINM]. @G aleud RIE1H00. BH0RIONIUSHE
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Recurring Deposit (RD): Fixed amounts are deposited at regular intervals for a specific period.

©@RUBOMM M1GHHalo (RD): di0)3DIW MHSGNBHE 103 M IUa 1@ @ M1EHHA BN,

Function: Lending Loans and Income (Q19%) U3 N @3H»L10 QI@IAIMAOIY0)

Lending: Banks act as intermediaries, lending out a portion of their deposits to entrepreneurs and individuals using
collaterals like gold, land documents, or salary certificates.

MNCHHIBH@1@3 MIMYo VI 1B@ 1B aléMo MVI@EMo, @RUIID0, LDMIS MBS a0 1H6Q ENSEBRIW DSYHUB (Collateral)
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The Spread: Banks charge higher interest on loans than what they pay on deposits. This difference is called the Spread,
which is the main income of the bank.

M6 alUJ (Spread): M 1EHHIdE@BH6) M@HHINM lLNUdEWHNIUE D@ MEHHIN) UIROWSILEIMAOUG @S Mo
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Other Services (@20 GMOIMEBRUY)

Commercial banks provide modern facilities such as ATM services, Debit/Credit cards, and Locker facilities.
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Technology in Banking (eni19:1683)0 Muocs:@1e:0NGi®)0)

NEFT (National Electronic Fund Transfer): A system introduced by the RBI for easier and faster fund transfers using the
IFSC code.
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RTGS (Real Time Gross Settlement): Used for transferring large amounts of money almost instantly.

e/ 1Q @08 AUSHD BNETT MR IMSS T3 6)EIBHAININME A 1MVENT 6nI%: aB@6)a]SYOM 1@
o WoMm@eM@.

Core Banking: Enables customers to perform transactions from any branch of their bank, not just the home branch.
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UPI (Unified Payment Interface): Developed by NPCI, it allows real-time money transfers via mobile apps (e.g., Google
Pay, PhonePe).
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Non-Banking Financial Institutions - NBFC (enuosslme wmd»904 MundalneBud)

Definition: Institutions that provide some banking services but cannot accept savings deposits or issue cheques.
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Examples: LIC (Insurance), UTI (Mutual Funds), and KSFE. They are regulated by bodies like RBI, SEBI, and IRDA.

a0)©3.6)a0).0V], 6)h.af)N.af)al.80 @SBRI @ M) 93IaN0MEBRSAN). @R@.6n1.6)af), ervani] (SEBI), 6)ag).@R)@.0U.ag)
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Sources of Credit (o@)6s GINI®IVIHU3)

Formal Sources: Organized and regulated systems like Banks and NBFCs.

306E1IUN1H GUTVI@MNIB:UB: 6NIIE:IEUB, 61108 1M WMDY MNIaIMEBRUE NSEERI MWD 1@
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Informal Sources: Unorganized systems like local moneylenders, friends, and relatives.
@OMICBIIN B GLINVI@MVIBUB: BRI alrNUDHNIE, MINIOMBNUBZ, ENINLIBHUE YSEBR IS

Credit-Deposit Ratio: Measures the proportion of a bank's deposits used for lending. A high ratio means more loans are
being provided.
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Financial Inclusion (cvaomiom s oudeai@enmd)

Bank Nationalization: 14 banks in 1969 and 6 banks in 1980 were nationalized to expand banking to rural areas and support
farmers.
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Microfinance: Providing financial services to low-income groups. Examples include Grameen Bank (Bangladesh) and
Kudumbashree (Kerala).
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Jan Dhan Account: A scheme to ensure a bank account for every household with zero minimum balance, promoting
financial literacy.
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Moving Towards a Cashless Economy (600301 @an1@ cuaidaisnicua@]eelss)

e The government promotes digital currencies, Aadhaar-based payments, and e-wallets to reduce physical cash and increase
transaction speed and security.
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