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MONEY AND CREDIT

QL. In situations with high risks, credit might create further problems for
the borrower. Explain.

Answer:
Credit must be repaid even if the activity fails.

For example, a farmer borrows money for seeds and fertiliser. If the crop fails,
the farmer earns too little to repay the loan.

o Interest adds to the amount due.
o The farmer may take another loan to repay the first one.
® The lender may require the sale of assets or collateral.

This can create a debt trap, where borrowing makes the person’s financial
position worse.

Credit helps only when its terms and the borrower's ability to repay are suitable.



MONEY AND CREDIT

Q2. How does money solve the problem of double coincidence of wants?
Explain with an example of your own.

Answer:
e In barter, each person must want exactly what the other person offers.

This is called double coincidence of wants.
e Money removes this need because it acts as a medium of exchange.

e Example:
A vege’cable seller wants to buy shoes. The shoe seller may not want

vegetables.
The vegetable seller first sells vegetables for money. Then the seller uses

that money to buy shoes.
The two exchanges can happen with different people.
Thus, money separates selling from buying and makes exchange easier.



MONEY AND CREDIT

Q3. How do banks mediate between those who have surplus money and those who need moneg?

Answer:

o People with surplus money deposit it in banks.

o Banks keep a required portion as reserves to meet withdrawals.

o They lend a substantial part of the remaining funds to borrowers.

e Borrowers use loans for farming, businesses, homes or other needs.

o Banks pay interest on deposits and normally charge higher interest on loans.
The difference helps meet the banks' costs and earnings.

Simple left-to-right flow:
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MONEY AND CREDIT
Question: Q4. Look at a 10 rupee note. What is written on top?

Can you explain this statement?

Answer: "Reserve Bank of India identifies the Issuing authoritg.

The note also carries the guarantee of the Central Government and the
Governor's promise: "I promise to pay the bearer the sum of ten rupees.”

Meaning :
e The RBI issues the note with legal au’choritg.

e The promise records the RBI's obligation to the person holding it.
o The note is legal tender for its face value of 10.

o (Government backing ond general acceptance allow people to use it as money.

It does not promise gold or goods worth wmore than its face value.
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