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Money :             Basic concepts 

1. Barter System- Barter system is the system of direct exchange of goods for goods without using  

money as a medium of exchange.  

2. Double coincidence of wants - Simultaneous fulfillment of mutual wants of the buyers and  

sellers is ‘double coincidence of wants’. It implies that goods in possession of two different  

persons must be useful and needed by each other, but is a rare occurrence.eg if X wants  

milk and has rice to sell, Y should be ready to accept rice and give milk.  

3. Money- Money may be defined as anything which is generally accepted as medium of  

exchange and act as measure of value, store of value and standard of deferred payments.  

4. Demand deposits: Deposits are claims of creditors against bank. These deposits can be  

withdrawn from the bank or transferred from one person to another by issuing a cheque.  

This is also called as cheqable deposit.  

5. Medium of exchange: Money acts as a medium of exchange as it facilitates exchange  

through a common medium, i.e. currency. In other words, money helps in the buying and  

selling of goods.  

6. Deferred payments- Payments which has to be made in future.  

7.MONEY SUPPLY: refers to total volume of money held by public at a particular point of time in an economy 

8.Components of Money supply: 

1. M1=currency held by public + Demand deposits + other deposits with Reserve Bank of India. 

2. M2=M1+saving deposits with post office saving bank 

3. M3=M1+net time deposit with the bank 

4. M4=M3 + total deposits with post office saving bank excluding national saving certificate 

9. CENTRAL BANK   : An apex body that controls, operates, regulates and directs the entire banking and    

monetary structure of the country. 

10. COMMERCIAL BANKS: they are financial institutions that accept deposits from public and lend money. 

In the process credit is created. 

11. Bank Rate policy: It refers to the rate at which the central bank lends money to commercial banks as a  

lender of the last resort. 

Central Bank increases the bank rate during inflation (excess demand) and reduces the same in times of 



deflation (deficient demand) 

12. Open Market Operations: It refers to the buying and selling of securities by the Central Bank from/ to the 

public and commercial banks. 

It sells government securities during inflation/excess demand and buys the securities during the deflation/  

deficient demand. 

13. Legal Reserve Ratio: R.B.I. can influence the credit creation power of commercial banks by making  

changes in CRR and SLR 

14. Cash Reserve Ratio (CRR.): It refers to the minimum percentage of net demand and time liabilities to be  

kept by commercial banks with central bank. 

Reserve Bank increases CRR during inflation and decreases the same during deflation 

15. Statutory Liquidity Ratio (SLR): It refers to minimum percentage of net demand and time liabilities which 

commercial banks required to maintain with themselves. 

SLR is increased during inflation or excess demand and decreased during deflation or deficient demand. 

16. Reverse Repo Rate: Securities are acquired by the RBI from the commercial banks with a simultaneous  

 commitment to re-sell them to the commercial banks at pre- determined rate and date 

17. Margin Requirements: It is the difference between the amount of loan and market value of the security 

offered by the borrower against the loan. 

Margin requirements are increased during inflation and decreased during deflation. 

18. Moral Suasion: It is a combination of persuasion and pressure that Central Bank applies on other banks 

In order to get them act in a manner in line with its policy. 

19. Selective Credit Controls: Central Bank gives direction to other banks to give or not to give credit for 

certain purposes to particular sectors. 

QUESTIONS:  1. How does currency deposit ratio impact the supply of money in the economy? 

2. What is legal tender?  

3. How does bank rate policy help in expanding or contracting credit in an economy?  
 

4. If CRR is lowered, investment demand must rise. Defend or refute.  

5. Commercial banks create credit only on the advice of the Government. Is it true? 

6. How can `Jan-Dhan Yojana’ be used as an instrument to increase supply of money by the commercial  

banks? 

 

 

 

 


