Money and Banm'né

Clacss 712 Handwﬂ'h"en Notes

Subject . Macro Economics
Chapter 2 1 Money & Banv(f}oj

Board : CBSE Session. 202b-27

mZ(/-I-c)/(c-f-r)

< —Money Multiplier formula

Topics : Functions, Forms, M/-MY .
Commercial Banb(s, f(BI, Credit Creation i

Monetary Policy, CRE, SLE, Repo, 0MOs.
'3 Prepared by Collejedum'a WNCERT Motes )
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Chapter Overview

Morey is anyf'hfny that s generally accepted

as a medium of ex:hanye. Bahb{inj 15 the sy stem

that crehf'e.s, holds and circulates this mMoney.

Why this chapter matters

X Forms a base for Income Determination (Ch 3).
*Heauy CBSE wefghf'aje ; ¥-/0 marks every year.
*Concepf'ual + / numerical of multiplier . 7

g‘éEEa.sy to score i+ Formulas + Functions clear.

CBSE Weightage ( last ¢ yrs avg )

Question fype Marus Common Topic

/ mark ACE /-2 Forms of money / crr

3 mark SA 3 Functions /| Instroments

9 mark SA-LL 7 RBL role / Credit creation

6 mark LA & /f/’oney multiplier numerical
*

ﬁoadmap

Functions o+—st of money -7 Forms -7 /)., A4S
-7 Commercial 'Banv(s -7 Credit Creation
~z  RBL -7 /l/fonef'ary Poh'cy Tools.
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Functions' of Money

Mnemonic s At ) 55K

( Medivm 7 Unit T T TR Sfandard')

M - Medivm of Exchange

ermoves the need for double coimncidence

of wants seen under barter . Buyer pay_f

/

Ex pPay Ps O For appre an apple

money / seller delivers 3ood / .Service

U - Unit of Account

Common yardsﬂcv( to express the valve
of all goods and services

Ex v var = fis 00000 ;  biok = Hs 200

/

S - Store of Value

/Mor)ey can be saved nrow and used later

Lets wealth carry QAcross tirme perfoo(s

S - Standard of Deterred Paymenf‘
Used +or +uture / credit transactions

Ex o E/MEs wages payable bond coupons .,

MU S S = 9 Ffunctions of mone?‘ﬁe”’e”’bv 4
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Functions 4 deeper view
Classification by NMCERT
Caf'eﬁory Function Why
Primary Medivm of Exchange femoves barter pain
Prr'ma,y Unit of Account Common valie scale
Secono’ary : Store of Value _S'avr'nﬂ across time
Secondary Std of Defer Fay o EME bonds
Contingent Basis of Credit Banks lend on i
Conh'n‘genf szw'a'ﬁy Asset conversion

Barter ( dxchange w/o money ) - problems

X Ao double coincdence of wants
¥ Ao common measure of value
*Uard to store wealth ( perishables .
X Difficult svb-division of yoods
*/Vo .S_f'andard for def:erryed pa7/menf'5

Money solves all $ above .
il & .

Hence money IS r{ghf’ly called +he

+ 4

Iife blood of an exchange economy

( Marshall ' s words , often gquoted in CBSE ]
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Forms of /Mone_i

(a) Fiat Money

Backed only by gout order (' fatr ' )
not by any cornmodffy like ﬁold

Ex : Indian rupee nrotes & coins f'oday

(b) Ffduciary Money

Accepted Becavse of trust chegues
. drafts promissory notes . Mot legal

tender but c-ommonly accepted

(< Full bodfeJ / Commodc’fy Money

Coins whose +ace value ezua/.{ their

metal value ( old 9old mohurs )

(d) Toxen / Credit Money

Face wvalve 7 intrinsic metal valve

All current Indian coins are token money

.qual Tender vs NMon-legal

*Leﬂal tender : must be accepf'ed by law
( rotes , coins rssved by 3L / GOL )
* Mon legal - chezue._f , bills - acepted

out of choice , not law .
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Measures ot /I//one:/ Suppl:/

IEAR publishes 9 measvres |, narrow fto broad

/1/’/ = C + DD + OD <-narrowest /

< -most /fzwd

C = wrrency w/ public ( rotes + coins )
DD = demand a’eposif's of public wi! banks

0D = other deposits at BL ( small )

A2 <-4+ POSB

bl

M/ 4+ post office savings

;M3 = M)+ Time Depoasits w/ banks <-A99regate
<-Monel"ar7! Fes.

M9 = M3 + total post ofFice c/_eposﬂ's <-broadest

Lfyuidify order
M > M2 > M T Y ( 7isiray Falling ligoidity )
M/ - most /:'Zw'd # M5 - least /f'zu:'d

Key ACERT - note
M) oand 12 are called narrow money
M3 and A9 are called broad money

M3 (s the most popular measure +or policy
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Commercial Ban«s

A commercal bank s a Financal inst that
accepts deposits from public and lends them

to households / Firms / ﬂouf at interest

Pn'mary Ffonctions

Wiz /—iccepf'inj deposits -
DEma;’)C{ , Savings | Fixed | Recorring
X(2) Adua ncing loans -
Cash credit | overdraft | term loans

®(3) Credit creation ( see rext page )

Secondary Lfonctions

*/{gency L payment of bills , collection
of chezues ; buyinﬂ / Se/hhﬂ Securities

*Uﬁlffy : lockers drafts y forex :

underwrr'ﬁ'nﬂ , credit cards .

Sources vs Uses ( balance sheet )

Liabilities ( sources 7 Assets { uses
Deposits l Loans & A(fuance.;
Borrom'nﬂs from 3L Investments in G-Sec
Capital + [eserves Cash + Bal w/ RBL
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Credit Creation

Banks create credit several tirmes the

initial deposif' by Iendfnj fresh money

AS.Sw;vp'hbnS

X There is only omne banK ( or all banrs)
act as a single system

¥ Banus weep a Fixed P as reserves ( r )

* Public deposits all loared money back

* Ao Ieav(aye fo currency holdfnjs

m =/ / r ( Simple version 7

Total Deposits = (/ / r ) x Initial Dep

<-Final =

< - (zeometric
< - Serigs Sum

Worked example
Initial deposit = Rs /000 ; r = 20 %

Moltiplier m = / / 0.20 =
Total deposit creation = $ x /OO0 = Rs $,000
Total credit = 000 - /000 = [s =& 7,000

Ht"gher r =7 Smafler m =7 less credit .
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Credit Creation - [Rounds Table

feserve ratic r = 20 % ;  Initial = Rs /000
Round Mew Deposit FReserve Loan
/ /000.00 200.00 FOO0.00

— ‘
& §00.00 /60.00 690.00
3 690.00 /25.00 $/2.00
9 £/2.00 102590 | 909.¢0
s 40%.60 5192 327.68°
Total $000.00 /000.00 F000.00
Observation

*Each round c/eposﬂ' shrinks by Caf i i
B Sum "BEGP = /000 / r = R DO
X Total credit = Total deposif' - initial

Cavtion : i+ any. leakage ( 7 hoarding )

oecurs , m falls bélow / / r
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Central Ban« ¢t £ 8 =)

Setowup =/ A,:;ril /935 undér [BE At /137 ;
Nationalized / Jarn /999 . Head offce : Mumbai
Apex monetary avthority of India

Six functions (' Six MBI hats ' )

#* Function One-liner

/ Note issuing Sole right ( exd. Re 7 ) *
2 Banker to Gout Holds accts of GOL

5 Bankers ' ban« Hold.s_ reserves of ban«s

g " Lender of last resorf Bails out banks in crisis

= Custodian of Forex Manages Forefgn reserues

6 Controller of Credit Monetary policy tools

\

/Wemory ard

-

_/V BB L Fi€Coz  Mote , Banwer , Ban«ers g

Leno’gr' : Forex / Credit

NMote = Ke / note is issved by S M'nisf'ry of Finance .

( S{gned by Finance .S'ecre:mry i nolF BL Gov. 7 -
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MBL - [ole Block Diagram

Mankets

G—ouf\ /13@"5%:

/

Pot” | . -

fead as

WIBL < 7 Gowt s o barKer debt manager
MBI cxz Barks re;erves , rediscount
®RBL <-7 Public: notes , omplaints .
BT o Faewe - DD / E(‘.)R reserves
*@31" <-7 Markets: G-Sec |, B/MO.S , bonds

3

Every arrow s a Function ; flearn £ above
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Lnstruments of Monetary Policy

[

Two b{g bucKets .'EQUA/VTIT/—ITIV'E { amf of
credit ) and QUALITATIVE ( direction of

credir ) . Paﬂe r12-/3 = Zuanh}"aﬁl/e

CRR - Cash [Reserve KRatio
@/a of net demand & time liabilities ( ADTL )

banKks must Keep in CASH with 3L itself .

ClR up = Ir'zw'dﬂy DOW A~ == rate UF

< - Anti-inflation tool

SLR - Statutory Lt'zw‘dffy KRatio
Y% of ADTL banks must Keep as ll'zw'd
_gssefs ; cash ,yold , approved G- Sec
Kept with #ZFE the bank itself .

/2

SLA up =7 less credit =7 curbs infHation

Quiek  difF
Tool Held as : . Held  with
: T Crr Cash only /ABL
SLR Cash + Gold + G-Sec Bank itself

Scanned with CamScanner




Date : Page: __ /3 .

Policy Kates

Repo Kate _
- Kate at which MBI LEADS to banks ajainsf-

(>-Sec collateral , short term { ouern{ghf' )

fepo. vp =7 borrowh\g costlier =7  loans dealr

Feverse ﬂg&o ﬁaf'e_
fate at which /MBL BORKAOWS from ban<s

Ban«s park sorplus Funds w/ RBI sately

—

fev fepo up =7 banks park more =7  less|loans

MSF - Marginal Sfand:}gq Facﬂffy

Eme::gency Iendfnj window ( above repo )
Banks borrow 0//'/ ayainsr SLK Rorfpo!lb
MSF 7 [kpo by ©=E 0.25 % vsvally

Bank Rate
Lonﬂ term rate at which BL rediscounts

bills - f'ypf'cally = MSF rate foc{ay

Quick ladder ( asc. )
Rev FKepo < [epo < MSF = Banx Fate
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OM0s + Qualitative Tools

Open Marcet Operations ( 0M0s )
3L buys / sells G-Sec in open market to

chanye !:'Zu:'dffy in the banm'nﬂ sysf'em

3L action Lt'zut'dffy Al
Buys G-Sec Up Boost credit / growth
Sells (- Sec Down Curb inflation

Qualitative Tools

Aim to STEER credit into selected sectors

°

*Mar:gfh ﬁezw'remenf' ¢
% of loan pau'd by borrower as 'Securﬂy
*Credf'f' /?ah'onl}ﬂy ¢
Caps on credit fo &Pecrﬁc industries
4 Moral Svasion
Persvasion |, aduisories | letters to banks
X Direct Action -
Penah‘y / refusal of loan From RBL . -
z *Pubh'cffy ; ;

FPublic reports h{'ghl{ghh’ny credit  health

Modern policy mainly vses repo + 0 0s
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H{f]h’vaered /l//one:/ C \Hsed

Also called Monetary Base or /eserve
Morey . Total liability of the /B3I

G = currency il public
- = bank reseruves

H = ¢ + R

N A

Morey moltiplier ( Foll version )

(& / D-D ratio
V4 / DD ratio

.’

ELAS A e Wl o o I e

3
f

N
\
N N
(/I

/l/ioney Supply Moo= oM

Worked sum

H::/?Sé",OOOcr'czO.ZS"'r:O./f"

/ /

o= e Oa2s D L Bk e B )
= pad¥ P panl = mype

Y = 3./25 x £,000 = s 156285 or

H{gher < or r =7 smaller m =7 less M .
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Sources of Ht'gh—POwered Mone:/

Asset side of RBL balance sheet

¥ BT credit to Gout ( bonds held , WMA )

X 3L credit to commercal ban4s ( repo )
*/Vef' Fore{gn Exd'zanﬂe Assets ( forex )

* Gout currency liabilities to public

H = ~MFA + MDA i
<-MDA =

Why HPAI matters

X Total money .supply s a multiple s
*Conf'rolh'nﬁ H =7 controls infation
®¥om0s and CRR work wvia H + m

et
et

Forex Asset
Domestic Asset

%
DifHrerence . §¢ H vs M
Aspect H ( base 7 M supply ]
Lssuer On!y 3L B + Bands
Size Smaller Several x /afger
Components c + R ' ¢ + DD + TD
Linked by Moltiplier m Multiplier m

Memorize M= m x H
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Common Mistakes Go® )

Students lose RASY marKs here euery year .

*/Vlixiny CIR.ve SLF ¢
CRR s Wept w/ Fhe—mumee [BL

/
SLR (s held by the banK itself - *

*Sayfny R3L prints all currency
e / note + coins come +rom FFE= 0L

* U.anﬁ simple multiplier m = / 7
when =& currency Igav(aye exists
.Use Q/I.I m=L ek lc+rl.

*Calh'ny chezue fa Ieﬁal tender .
Lt s W# Qduu'ary , not Ieﬂal tender

*?/Mfs—ordeﬂhy M) Y

M/ = narrowest | /MY = ®broadest .

X feverse [f&po direction
3L 'l'!ﬁae.%ﬁﬁ_ borrows from banks

Cross cheek each Q with these & pitfalls
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Formula Sheet

Honey—supply
M = ¢ + DD + 0D
m2 = ) + POSB savings
/
M3 = M/ + Time Deposits
3
: M7 = M3 + Total post office deposits
Moltipliers
m”m s f / r { simple )
m = .4+ <2 J Cc 92 ¢~ )

fl
B

+ R "

H = AMFA + DA

i “ | Symbols ;¢ = c/Ob , r = R/DD . H = pase mongy .
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PYQ Trend . ( last 6 years )

Most /—‘rezuenf Zuesﬁ'ons from CB3SE Class /2

/7

Year Marks o | Toprc

2029 a2 MCQ on CRR + RBL Functions

2023 i Credit creation worked sum

2022 : Functions of money ( AMUJSS )

202/ % Money multiplier numerical

2020 3 Repo vs [Feverse [Repo

20/9 e Bt ol money + legal tender
.

What to expect 2026

X, mcQ : M/ M3 comporent

¥, sA-T ( 3 mx ) : Bank Functions _
Xy BA-IL € S miid v BE wg CB diff ,
¥, 1A ( 6 ma ) s Credit creation OF

money multiplier numerical with < |, r

-

Tip o show Lormula -7 suvbstitution -7

arithmetic on separate lines

Scanned with CamScanner




Date : Page :

Meemonics & Quick Recall

MISS - Functions of money

¥ sdivi oE ex:hanﬁe

*U nit of account

XS tore of valve

¥ S tandard of deferred paymenf

Six RBIL hats

XN otfe ISsue
*5 anKer‘f_'? Gouvt
®*B anders ban«
XL ender of last resort
= orex custodian
XC redit controller

*
ToolsxsC S R 0 M ( zuanﬁfaﬁue )
cC -cmR , S - SLR , R - Fpo + Fev Repo |
0 - 0M0s

, M - MSF + Banx Rate

Direction reminder

an up g rates / ratios =P f.ighf'er money  ;

All ' down ' rates =7  easier money

Walk a problem with AMUSS + & hats + CSROM .
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MNMumerical Practice

Q/.  Simple multiplier

IF reserve ratio = 25 %, initial dep = Rs 500
find total deposit and total credit .

Sol s m =47/ 028 = 9

Total dep = 9 x FOO = Rs 3,200

Credit = 3200 - 00 = Rs 2,900

—
Q2.  Full multiplier with lkakage
¢ = 020; r=040; B = R 49000 « .
Find money Supply M
Sel. o om.= L F S 020 1€ 820 + IS )
= 120 / 0.20 |= 9
M= m x H = 9 x 9000 = Fs 16000 o
Qs. CcCrrR chanqe etfect
o v

R3L raises CRR from < 95 to s Y . How does it

atfect simple moltiplier and total credit 7 ’

Sol = moold = //0.09 = 265 ; m new = 1/0.05 = 20
m falls by 5§ units =7 cwedit shrinks

Anti-inflation effect achieved .

QY. Quiek MCQ
Ke / note sgnea’ by Finance Secrefary o C7F )
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Summary - Quick  LooK

Concept Key Idea
Money Functions MJSS
Forms Fiatt) Ff'ducfary , Towen
Measures M <« A2 <« M3 <« MY
Moltiplier w2l st A e ]
H ( pase ) C + R = MFA + ADA
CRR Cash w/ R3L
SLR L:‘Zw’d assets w/ ban
Repo 3L lends to banks
Rev  [epo R3L borrows +rom bans
MSF Emergency lending

R 0410 s 507( / sell (r-Sec
3L & hats A B BLL EG

Last-minute checKklist
X Memorise CSROM tools order

*Pracﬂce /  multiplier numerical

—

B& / wbre = e Sec-, not AB3L Gov .
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