Class X - Social Science

MONEY AND CREDIT

CBSE NOTES

MONEY AND CREDIT - Practice Worksheet

Strengthen your foundation with key concepts and basic applications.

A edzy

Visit Edzy.ai for more resources
Practice concepts, test understanding, and improve performance.


https://www.edzy.ai/

Practice Questions

1. Explain the concept of money as a medium of exchange and its
importance in the modern economy.

Hint: Think about how money simplifies transactions compared to barter systems.

Solution: Money acts as a medium of exchange by eliminating the need for double coincidence of
wants, which is a significant problem in the barter system. It allows for the smooth transaction of
goods and services by providing a common measure of value. In the modern economy, money is
not just physical currency but also includes digital forms like bank deposits. It facilitates trade,
supports economic growth, and enables savings and investments. For example, a shoe
manufacturer can sell shoes for money and then use that money to buy wheat, without needing to
find someone who wants shoes and has wheat to trade. This efficiency is crucial for the functioning
of complex economies. The government and central banks, like the Reserve Bank of India, regulate
the supply of money to ensure economic stability. Money's role extends beyond transactions; it is a
store of value and a unit of account, making it indispensable in today's world.

2. Describe the role of banks in the economy, focusing on how
they mediate between depositors and borrowers.

Hint: Consider how banks use deposits to create loans and the impact on economic activities.

Solution: Banks play a pivotal role in the economy by acting as intermediaries between those who
have surplus funds (depositors) and those who need funds (borrowers). They accept deposits from
the public, offering interest, and lend these funds to borrowers at a higher interest rate, earning
profit from the difference. This process facilitates the flow of money in the economy, supporting
businesses, individuals, and government projects. Banks also contribute to economic stability by
managing the money supply and providing secure places for savings. For instance, a farmer may
deposit his savings in a bank, which then lends part of these funds to a small business owner. This
intermediation helps in the optimal allocation of resources, fostering economic growth and
development. Moreover, banks offer various financial services like credit cards, loans, and
investment advice, further integrating them into the economic fabric.

3. What are the differences between formal and informal sources
of credit? Discuss with examples.

Hint: Compare interest rates, collateral requirements, and regulatory oversight.




Solution: Formal sources of credit include banks and cooperatives, which are regulated by the
Reserve Bank of India and offer loans at reasonable interest rates with proper documentation and
collateral. Informal sources, such as moneylenders, traders, and relatives, do not require collateral
but charge higher interest rates and lack regulatory oversight. For example, a small farmer may
take a loan from a bank (formal) at an 8% interest rate with land as collateral, or from a
moneylender (informal) at a 30% interest rate without collateral. Formal credit is more transparent
and aims at the borrower's welfare, whereas informal credit can lead to debt traps due to high rates
and unfair practices. The formal sector's expansion is crucial for reducing dependence on costly
informal credit, especially for the poor and small businesses.

4. Explain the concept of 'terms of credit' and its significance in
borrowing.

Hint: Focus on how terms affect both lenders and borrowers.

Solution: Terms of credit refer to the conditions under which credit is extended to the borrower,
including the interest rate, collateral, documentation, and repayment schedule. These terms
determine the cost and feasibility of borrowing. For instance, a housing loan may have an interest
rate of 12%, require property as collateral, and need employment records for approval, with
repayment in monthly installments over 10 years. Favorable terms, such as low interest and flexible
repayment, make credit accessible and affordable, encouraging productive investments.
Unfavorable terms can lead to financial strain or default. Understanding these terms helps
borrowers choose the best credit options and lenders assess risk, ensuring a healthy credit market
that supports economic activities.

5. Discuss the impact of credit on borrowers with examples of
positive and negative outcomes.

Hint: Consider scenarios where credit leads to growth versus debt traps.

Solution: Credit can have both positive and negative impacts on borrowers, depending on the
terms and the purpose of the loan. Positively, credit can enable investments in education, business,
or agriculture, leading to increased income and improved living standards. For example, a small
entrepreneur may use a bank loan to buy equipment, expanding production and profits. Negatively,
high-interest loans or failed ventures can trap borrowers in debt, as seen when farmers borrow for
crops that fail, forcing them to sell assets to repay loans. The key is responsible borrowing and
lending, with terms that match the borrower's repayment capacity, ensuring credit acts as a tool for
development rather than a burden.



6. What are Self Help Groups (SHGs)? Explain their role in
providing credit to the poor.

Hint: Think about how SHGs address the lack of collateral and high interest rates.

Solution: Self Help Groups (SHGs) are small groups of rural poor, especially women, who pool
savings to provide loans to members at reasonable interest rates. SHGs empower members by
offering access to credit without collateral, fostering financial independence and social support. For
example, a 20-member SHG may save Rs 100 each monthly, creating a fund from which members
can borrow for needs like buying seeds or starting small businesses. After establishing a savings
record, SHGs can access bank loans, further expanding their lending capacity. SHGs also serve as
platforms for discussing social issues, enhancing members' decision-making skills and community
involvement. By reducing reliance on moneylenders, SHGs play a crucial role in poverty alleviation
and rural development.

7. How does the Reserve Bank of India supervise the functioning
of banks? Why is this necessary?

Hint: Consider the consequences of inadequate banking supervision.

Solution: The Reserve Bank of India (RBI) supervises banks to ensure their stability, protect
depositors' interests, and maintain trust in the financial system. It monitors banks' cash reserves,
loan activities, and adherence to regulations, requiring them to submit periodic reports. For
instance, RBI ensures banks maintain a minimum cash reserve ratio and provide loans to priority
sectors like agriculture. This supervision prevents bank failures, controls inflation, and promotes
equitable credit distribution. Without RBI oversight, banks might engage in risky lending, leading to
financial crises or excluding marginalized sectors from credit. Thus, RBI's role is vital for a healthy,
inclusive banking system that supports economic growth.

8. Analyze the role of credit in development, highlighting its
potential benefits and risks.

Hint: Balance the discussion between growth opportunities and financial risks.

Solution: Credit plays a dual role in development by enabling investments in productive activities
while posing risks of debt if mismanaged. Benefits include financing education, startups, and
infrastructure, driving economic growth and reducing poverty. For example, credit allows farmers to
buy better seeds, increasing yields and incomes. However, excessive borrowing or high-interest
loans can lead to debt traps, where borrowers spend most earnings on repayments, worsening
poverty. Effective credit systems, with fair terms and financial literacy, maximize benefits by



ensuring loans are used productively and repaid sustainably. Thus, credit is a powerful tool for
development when accessible, affordable, and wisely used.

9. Why is it important to expand formal sources of credit in India?
Discuss the challenges in doing so.

Hint: Consider barriers like collateral and literacy, and solutions like SHGs.

Solution: Expanding formal credit sources in India is crucial to reduce dependence on costly
informal credit, ensuring affordable and secure loans for all, especially the poor. Formal credit, with
regulated interest rates and transparency, supports sustainable development and financial
inclusion. Challenges include lack of collateral among the poor, inadequate banking infrastructure in
rural areas, and low financial literacy. For instance, small farmers may lack documents or assets for
bank loans, forcing them to rely on moneylenders. Overcoming these requires innovative solutions
like microfinance, SHGs, and mobile banking, alongside education on financial management, to
make formal credit accessible and empower marginalized groups.

10. Discuss the Grameen Bank model and its success in
providing credit to the poor in Bangladesh.

Hint: Focus on group lending, women empowerment, and micro-entrepreneurship.

Solution: The Grameen Bank model, founded by Muhammad Yunus, revolutionized credit access
for Bangladesh's poor by offering small loans without collateral, primarily to women. Its success lies
in group lending, where peer pressure ensures repayment, and a focus on income-generating
activities. With over 9 million members, Grameen Bank has demonstrated that the poor are reliable
borrowers, capable of lifting themselves out of poverty through entrepreneurship. For example,
women borrowers have started businesses in weaving, farming, and retail, improving their families'
livelihoods. The model's emphasis on trust, flexibility, and social empowerment has made it a global
benchmark for microfinance, showing how innovative credit systems can drive inclusive
development.
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