
Money and Credit (Important Assignment)

Description

Assignment Questions:

Q.1 What is the role played by formal sources of credit in country’s development? (5) (Previously 
asked question)

Q.2 What are demand deposits? (2) (Previously asked question)

Q.3 What is credit? Explain with the help of suitable examples that credit may be helpful if provided
timely and with planning. (5) (Previously asked question)

Q.4 Explain the role of Self help groups (SHGs) in the rural economy. (5) (Previously asked question 
thrice)

Q.5 Explain the role of cheap credit in development of the country. (2) (Previously asked question)

Or

Why is cheap and affordable credit important for the country’s development? Explain any two reasons.
(2)

Q.6 Analyse the role of money as a medium of exchange. (2) (Previously asked question)

Q.7 Distinguish between formal and informal credit resources. (5) (Previously asked question)

Q.8 Explain the significance of The Reserve Bank of India in the Indian economy. (5) (Previously asked 
question twice)

Q.9 The rupee is accepted as a medium of exchange in India. Discuss. (3) (Previously asked question)

Q.10 How does the Reserve Bank of India supervise the functioning of banks? Why is it necessary? (5)
(Previously asked question)

Answers:
Answer 1: Formal credit sources, like banks, are pivotal for a nation’s development:

1. Financial Empowerment: Banks provide funds for investment, fueling economic growth.
2. Savings Promotion: They encourage savings through interest-bearing accounts, bolstering

capital.
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3. Risk Reduction: Banks reduce reliance on high-interest informal lenders, protecting borrowers.
4. Economic Stability: Efficient resource allocation stabilizes economies and prevents crises.
5. Inclusive Growth: Extending credit to marginalized communities fosters equitable development.

Answer 2: Demand deposits are bank accounts that let people withdraw money whenever they want,
usually through checks or debit cards. These accounts are easy to access but don’t usually earn much
interest.

Answer 3: Credit means borrowing money or resources from someone or a financial institution with
the promise to pay it back later, often with an extra amount called interest.

1. Education Loans: Students can use loans to pay for college. This investment in education can
lead to better jobs and financial stability.

2. Small Business Growth: Entrepreneurs may take loans to expand their businesses. Proper
planning can result in increased revenue and job creation.

3. Home Mortgages: People buy homes with mortgages. With careful budgeting, homeowners
build equity and a valuable asset.

4. Emergency Expenses: In unexpected situations like medical emergencies, credit can bridge
financial gaps, providing relief.

5. Credit Building: Using credit cards responsibly can boost your credit score, leading to better
financial opportunities in the future.

Answer 4: Self Help Groups (SHGs) significantly impact rural economies through various means:

1. Financial Inclusion: SHGs offer rural residents, notably women, access to funds and loans.
Members pool their savings and can borrow from this collective pool, fostering entrepreneurship.

2. Skill Enhancement: SHGs often provide training and skill development, equipping rural
members with the knowledge needed for income-generating activities such as farming,
handicrafts, and small businesses.

3. Empowering Women: SHGs empower rural women by promoting financial independence and
decision-making within households, contributing to gender equality.

4. Social Support: These groups create platforms for social interaction and mutual assistance,
enabling members to share experiences, resources, and knowledge.

5. Poverty Alleviation: By generating employment opportunities and increasing income, SHGs play
a pivotal role in reducing poverty in rural areas, thus improving overall living standards.

Answer 5: Cheap credit plays a vital role in a country’s development. It encourages businesses to
invest, create jobs, and expand. It enables people to access affordable loans for education, housing,
and entrepreneurship, fostering economic growth and improving living standards.

Answer 6: Money functions as a medium of exchange, simplifying transactions by eliminating the need
for barter. Its widespread acceptance and universal use streamline economic activities, facilitating
trade and benefiting individuals and economies alike.

Answer 7:

Aspect Formal Credit Informal Credit
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Source and 
Regulation

Provided by banks, credit unions,
and government-regulated financial
institutions. Subject to legal and
financial regulations.

Sourced from friends, family,
moneylenders, or local
communities. Lacks legal
oversight.

Interest Rates
Typically offers lower, regulated
interest rates, ensuring borrower
protection.

Often involves exorbitant and
unregulated interest rates,
putting borrowers at risk.

Documentation
Requires extensive documentation,
credit history, and collateral.

Usually relies on trust and
personal relationships, with
minimal paperwork.

Accessibility

Access can be challenging for
marginalized or low-income
individuals due to stringent
requirements.

More accessible, especially for
those with limited financial
resources, but carries higher
risks.

Credit Impact
Positive repayment behavior can
build credit history and improve
financial stability.

Doesn’t contribute to credit
history or financial inclusion
and can perpetuate a cycle of
dependency.

Answer 8: The Reserve Bank of India (RBI) holds immense significance in the Indian economy for
several reasons:

1. Monetary Policy: RBI formulates and implements monetary policies, influencing interest rates
and money supply to control inflation and promote economic stability.

2. Banking Oversight: It regulates and supervises banks, ensuring their sound operation,
safeguarding depositors’ interests, and maintaining the stability of the banking sector.

3. Currency Management: RBI issues and manages India’s currency, keeping it reliable, available,
and free from counterfeiting.

4. Foreign Exchange Reserves: It manages the country’s foreign exchange reserves, crucial for
facilitating international trade and maintaining external financial stability.

5. Financial System Stability: RBI monitors and safeguards the stability of the entire financial
system, preventing financial crises and promoting trust in the financial markets.

Answer 9: The Indian rupee serves as a widely accepted medium of exchange due to three key
reasons. Firstly, it’s the official currency mandated by the government, ensuring its widespread usage.

Secondly, it’s universally recognized and trusted, promoting trade and transactions.

Lastly, government regulations and the Reserve Bank of India’s management maintain the rupee’s
stability, further enhancing its acceptance for everyday transactions.

Answer 10: The Reserve Bank of India (RBI) supervises banks in several ways, which are crucial for
the stability and trust in the financial system:

1. Licensing and Regulation: RBI issues licenses to banks, outlining their operations. It sets
guidelines and rules for their functioning, ensuring they adhere to established norms.

2. Inspections and Audits: RBI conducts regular inspections and audits of banks to assess their
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financial health, risk management, and compliance with regulations. This helps identify issues
early.

3. Reporting Requirements: Banks must submit periodic reports to RBI, disclosing their financial
positions, investments, and compliance with prudential norms.

4. Policy Framework: RBI frames and enforces monetary policies, setting interest rates and
reserve requirements, impacting banks’ lending and borrowing activities.

5. Financial Stability: Supervision helps maintain the overall stability of the banking sector,
protecting depositors’ interests and preventing financial crises.
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