NOTES FOR THE TEACHER

CHAPTER 3 : MONEY AND CREDIT

Hnﬂrylslmmthjgnuhjm:tﬂ [uall oof
curfostttes: 1 1s mmportont o cnpture s
elrment for the siudents. The history of
miniey unid how virtois forms eere deed ol
differenit Himes ks an mierestmg story. Al s

ntagpﬂmpmpnuehlnn]!mmdmutn-

realise (he soctal sttualion tn which ess
ﬂmnﬂmm forms of maney are
Tinkied b thie . This 16 e
n:ntmimmnfihrhnupuﬂurum chapter.

The present sitbalion m ndin, where
newer forms of money are slowly spreatling
with compuiersation of the banhking sysiem.
ollers many appoeriunities o siudents o
explore an’ (et wn. We need nob gt ltilo a
formal discussian of the hmrumnufmmef
but. Jet 1 come up as questions, Thers are
cortain preas (hnl are nol coversd, sucll as
‘erention of money” (money maltiphen) or the
bivekang of tie mogdern systent sl mnyhr
tsctigssd f you' desire.

As oty woul ser i (be chapler, ﬂmﬂh:h.
of maoniey consials of cormeney hidd by U
putﬁcﬂmmedﬁlmdmlhnlﬂ:ﬂﬁﬂq
wills the tuinde, This is (he inoney thal people
muﬂmﬂmymmwmh&
1o ensire thot e works smoatiry.
What wonld hm]miihm lhﬁnfnmmﬂﬂ
tlectires Uit somme of the cxavency noles tised

by people would be nuide tiwabid srid would be-

replaced hy mew cvtency? In indis. dicmg
November 2016, cuftency noles i (he
detominatton of e 300 amd R 1,000 wore
Hecliired Invalid. People wedr ushed (o
surrender these notes (o ﬂrlqmlsbyrn speciiic:
period mul recuive niw Hs, 500, s, 2,000 ar
other cirrericy noles, This s known gk
‘Uemaoretisnicn’, Emmﬂﬂl.ﬂeq:kmnlm

tn pse thetr hank mither
than cash iﬂrir-mmﬂtml- ﬂmm.-_. dujftial

l } :
A Fulnl t‘.l."iah (POS) awhpie muchines at
shops. This 18 promoted to redure the

i oodlagte of e magor ireas where people (e
digitnl and cash tronsactons winch nur:
legittmate and legal, can akso disenss
!nnﬂﬁuuuﬁud:mmﬂnudwhr M 1 e
[t tntimsile stisdenits tat different
types f plastic cands are used in place of cesh
traneschons. I oot all of them money per s

Credtl 5 0 crocial element in economic
ife and s, (herelbre, tmpartan) to st
anderstand this in o conceplual mumner.
Whulm‘:lh:mpudﬁ that ano lnoks at m
any eredtt srrangement and how tils affects
people 15 the matt focus of the :ntn'ﬂl | part
wl thp chapter: meidmlmd.mﬁnﬁin
frimenidots vartety of soch, hrrungrtnmu
and 1 woiild be 1deal lo éxglam these
uﬂg[n:clsnf:ruﬂtfmmﬂmnﬂpmihntﬁm
Al to your stident= The otber crictal
Axsue of eredil 15 W8 avallability (o all.
cespeetally (he poor, and on reascuabie
terms. We need fo that this 15 a
el ol e peaple and withoud whicti a largie
“Spollo bl them ‘wonld bie kept oul ol the
dmrﬂupmmt process, There are many
wmovative mterventions, stich as that of
Grameen Bank. of which studenls may be
m:uli: familier with but it 1s Important (o
“realide thal we doo'l bave answers to all
Uguesiions, We tieed o lind new ways and
thi= 1s tne of the sociml chmilenges thnt
theveluping courities fce

Sources for Information

The ditkis on formal and infirmi sector eredit
used i this clapler s drawn from the
El-ll‘l'ﬂjl' on mural debid by the Nitloon] Sample

Organtsatian (AUl Indta Debt and
Jmmxlmum Survey. 700 Round 2013,
~epnducted by NSSO) now known as Nattona!
Sinttstical OMce (NSOL The miarstion ;ond
data on thmcnn Bunk 15 liken from
TIEWHE[R and websites. in orider
to gt dﬂﬂﬂs of bk -related stattsties
mumnm&mluumymmm
an | to ibe websties of the Resave Bank of
Indta fuinerblorgl and the concerned
banls. Dl o sell-help groups s provided
on the website of the Nattonal Hank for
.'cgﬂcu]llif: and Rural Bevelopment
INABARD] fumwre rthurelorgl.
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MONEY AS A MEDIUM OF EXCHANGE
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The nse of money spans & very lange
parnt of our everyday We. Look around
ying arud you would easily be able o
identify several transactoms tnvolving
money 1o any smgle day. Can you
ke & iist of these? Inmany of these
Iransactions, gomds are being bought
angl sold with the use of monry. In
some of these Irmsactions, services
are betig exchanged with money, For
some, there might not be any actual
transter ol money laking plice now
Lt & promise to pay money laler. »

Have you ever wandered why
lransacllons are made In
money? The reason s simple.
A persan holding money can easily
exchiange It for any commodily oF
service thal be or she might want.
Thus evervane prefers (o receive
payvments 1n money and then
exchange (He money for things (hat
ey wanl. Take'the ease of a slioe
marikciirer. Hewanls tosell slioes
tr e market and buay wheal. The
shoe nanufctorer will Nist exchange
sfioes that he has produced for
troriey. and ten exchange the money
for wlieal. Imagine how macli more
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dimouit $ wondd be if the shoe
manufacturer had (o direclly
mxchange shoes forwheal withionm the
nse of money, Hewould have to ook
fior m wheat growing farmer who niot
only wants (o sell wheat
1 bt also wands lo buy the
shoes 1n  cxchange:
That 15, both parties
lsve 1o agree o
sell and bay each
dlhers commoditles,
This 1s known as

double colncidence =
of wants. Whatl A person
diestres 1o sall bs exacthy whiat Hwe
olher wishes to buy. In a barler
system where goods are directly
exchanged without the use of money,
double coincldence of wilnls 15 an
cssenllal fealure.
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In contrasl. i an eeonomy where

oty 15 1 ise, money by providiig &

the cracldl mlermiedlale step
eltminates the need for double
cofncidence of wants. 1L s no lnger
necessary for the shoe mamifacturer
1o ook for a furmerwiio will buy his
shoes and at e same Hme soll lim
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wheat. All he has (o do 1s Dl & buyers
for hits shioes. Omce he has exchanged
his shoes for money, he can purchase
wherl or any other commodity tn the
markel. Sinee money acts as an

tntermediate fn the exchangs process,
It ts called 1 medium of exchange.

a%&mﬂﬂﬂmmﬁn&m&rm bﬁmm ot wages beifig

Eaitn e

rmnrknd ol
frrigig) bt 25500
s aded)

Moo

We haye scen Lhat money Is
something Lthat can act as a medinm
of exchange o iransacttions,  Hefore
the mtmduction of coms, a vartety of
objects was used as mopey, For
cxample, since the very carly ages,
Inilizns msed  grins and eattle as
money. Therealler camie the use of
metallle cotns — gold. sliver, copper
cotines— & phise which contitired well
into the last century.

Currency
Modern (orms ol money inglinde
currency — paper notes amd colns,
Enlike Lhe things thal were gsed as
matiey carller, modern cirmency (s nol
made of procimis metal sich as gnld,
sflver and copper.  And unitke grain
and caltle, they are neélther ol
everyiday st The modern ciirmeincy
1s wilhioul any s of 11s owr.

Then, wiiy Is 1L aceepled as 2
mediom of exchange? 1L 1s accopled
as & medim of exchange becavse the
currency Is authortsed by Lthe
govertiment of the coanlry.

In Inddfa. the Reserve Bank of India
issues curmency notes on behatf of the
coniral government. As per Indlan
law, no other individual or

MODERN FORMS OF MONEY

orgamdsation s allowed To issue
curmency. Moreover, the law legalises
the nse of mipee as a medium of
payment that carmol be refused 1o
seitling iransacilons in india No
individgal n Indta can legally refuse
i paymrm made in mpees. Heree,
thee rapee s widely acoepled as o
micdinmt of exchange,

Deposits with Banks

The other form in which peaple hold
miHey 15 as deposils with banks. Al
apaint of me, people need only some
curreney for Lhedr day-to-day needs.
For lustanece, workers who receive
thdir salares &l e end of each manth
have extra cash ol the beginning of
{he montli. What do people do with
Ulits extra cash? They deposit 10 with
the bunks by dpenlig a bank
aceounl n thelr name. Banksacoepl
thie depostts and alsn pay an amouril

as interest on e depostis. In this way
people’s money 1= safe with the

banks and Il eams an amounl as
mnterest. People also have the
proviston (o withdraw the money as
and when they require. Since the
deposits in the bank accounts can be
withdrawn on domand. thoese
deposits ame called domand depostis;
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Demand deposits offer anolher
mleresting faciitty. 11 Is this factlity
which lends 1L the essentlal
characterisiies ofmoney (that of a
medinm of exchange). You woukd
have heard of payments being

made by cheques insteéad of cash.
For paymenl through cheqgue, the
paver who has an account with the
bank, makes oul a cheque lor a
spectlle amount. A cheque Is a
paper instruciing the bank 1o pay
a specilic amounl from Lhe

per=on's nccount to the person in
whose pame tie cheque has been
tsgued.

Cheque Paymenly

A shoe manufacturer. M. Salim has to make o payment (o the leather supplier and 1ories
a cheque for @ spectfic amouni. This means that the shoe moanwfaeourer misiraces. his
bank to pay this amownt (o the leather supplier: The leather suppller lakes tits chenue,
and depostis @ tn hits o account in the bank. The money s tansferresd from one bank
acceinit o another bank accolnt @ couple of days. The ransacton s compleie aitthou

any peopmend of cash.

B pare |90 8 /2016

¥ pey PREM  Kumar
S Ripesa j{ffh’ Jeven Houwsard ""ﬂ"j :
Acoori nisnber A RS 5roco).
Lol arad {
Fg 3 16137020023
=) W w2 i e
@, State Bank of India Su};::"-
— WEEST [NEW BE i fﬂ
Eamk u:m"::.'n 1.
#3522550 LAD0D207EE DOOFE3M 4D
c,r-..:sj.u—c. (3 Tl 4 Coding "__E_E:;E:.r—'i‘_:aﬂ}f.ﬁ

Thus we see thal demand depostis
st Lie esserillal falares ol money.
T Geility ol chorpies aeatnst dermarid
deposits makes 14 passibie to directly
sollle paymienis without the useof casli.
Stnce demand deposts are accepted
wittely das a means of payvment. along
with cumency, they constitute money
in the modem coanomy

check Card

bank

iy

You must remember Uie role that
the banks play here. Bul for the
Banks, there wonld be po demend
deposits and no paymenis by
chegues against these deposits. The
mider forns of mobey — Curreney
and deposits— are closely lnked (o
the working of the modem banking
SYRLIL.
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LET'S WORK THESE OUT
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LOAN ACTIVITIES OF BANKS

Let s tale the story of banks further
What do the banks do with the
depasiis whitch (hey accept from the
public? There Is an interesting
mechanism at work here. Hanks keep
only a small proportion of thetr
diposits as cash with themsehves, For

example. banks n India \hese days.

hold abont 15 per cenl of their
deposits as cash. This 1s kept as

proviston Lo pay (he depestiors who
might comne (o withdraw motiey from

15 bk on sny given day, Simce, oni

~any pariicuiar day, only some of Iis

AT m;mm come 1o withdraw
cash, the bank ts able to manage with
his cash.

Hanks use the major portton of the
deposiis to extewd joans. There 15 3

SRR

huge demand for loans: for varnous

e Mnle acivities. We shiall read more
abour this m the ollowing sectlons.
‘Banks make use ol the deposits (o

meet the lpan requiremenis: of the
people. i this way, banks medfate

between those who have surplus

furnds {{he depositors) and those who
are in need of these Mands (the

bormowers), Banks charge a higher

tateTest rte an loans than what they
offer om deposits. The dilferenee

between wiiit 1s charged from

borrowers and whal 1s pald to
depositors is their main Source of
hrreaTEe

‘“mdu}numm
iFall the i g

ﬁ‘f“wh"mmrnlﬂmﬁﬂmﬂm.

Y I L ioersTanoiva Eoonomic DeveELopMENT



TWO DIFFERENT CREDIT SITUATIONS

Alarge number of transactions o our day-to-day aciivilies
tnvaive credit in some form or Lhe other, Credit (ican) rélems (o
an agreemerit nwhich the ender supplies e bormower willi
money, gotids or services 1o return for the promise of fitiare
pavment. Lel us see how credit works through the following

Wi exampliies.

(1) Festival Seasovv

It s festival seasan hwo manths from now
and the shoe manufacturer, Salim, has
recetved an arder from a large trader i
town for 3.000 patrs of shoes lo be
detivered n a month tme. To complele
progiuction on'tme. Salim has (o hire a few

nour and promises (o pay him laler,
Seoongd, he obtams loan n cash from the
large trader as advance pagment for
1000 patrs of shoes with a promise fo
deliver the whole order by the end of the
manth,

mare warkers for stiching and pasting
work. He has lo purchase the row
melerials, To medl these cxpenises, Saltm
obtatnx loans from (wo sources. FirsL. lwe
askx the leather supplier 1o supply leather

Al the end of the menth, Salm 15 able 1o
deltver Lthe arder make a geod profit. and
repay the money that he fod barrotsd.

PSS S

In this case, Salim obtatns ordit (o meel the working
capttal needs of production. The eredil belps madao meet the
mmgaing expereses of production, complete production on me,
atiel therehy tncrease his camitngs, Credit therefore playsa
vital and positive role in this situation.

(2) Swapna’y Problem

Suraprer. a small farmer, grows groindma on her tree
acres of kel She takes o loan from e moneylender
o meed the expenses of culitvation, hoping that her
harvest would help repay the loan. Midiay throwgh
the season the crop Is: it by pests and the crop
Juatls. Though Swapna:sprays  her crops. with
expensine pesticides, it makes Hitle difference: She
is:unabie to repay the moneylender and the debi
grows aver the year o a lamge anourndt. Next
year, Sinapna (akes a fresh loan jor culitbation,
It ts a myrmal onop this year. But the earmings
are nol enough (o cover the old loan.
She ts caught m debl She has o sell
a part of the kel to pay off the debi.

Moxey ano CreorrilllE <D
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In rural areas, the matn demamld In Swaput's case, the atlore of the
for credit 15 for crop produclion. Crop. crop made  loan  repayment
priviuciion Involves considerable impossible. She hisd 1o sell part of the
costs on seeds, fertillsers, pestichdes,  lamd to repay e loan Credit, mstewd
waler, electnicily, repatr of equipment,  of helping Swapna Imprave her
¢lo. There Is & mintmum siretch of  eamings, el herworse off, This s an
e (o four months between the lime example of whal 1s commonby called
when the farmers buy these Inpuls  debit-inap. Credit In this case pushes
and when they sell the crop, Farmers  the borrower into a situstion from
usually take crap loans al the  which recovery is very painful.
begirrtng of e season amd repay the
logn aller harvest, Repavinent ol the
lonn s cructally dependent on the
Ineome fyim Erming

e one sitnallon credit helps Lo
increase cammilngs and therefore the
persan 15 beller off than before. 1o
anolher situallon. because of (he
crop lallnre, eredil
puslies L porson inlo
a debl mp. To epay
1. Fll tha followirg &Ebis. her Iogin shie las o scll
A portian of her land.

— - She 1s clearly miuch
_I'f'"-" did t‘hg}r‘ heed mq_l | | wwrse off than helore,
What was (ha nsk? Whether credlt would

What was the sutcome? be uaseful or nol.
Lherefore. depends

2 Supposing Ea.lknmnﬂm 1o gt deders Hom badars. What wobldbe  on Lhe risks in Lhe

His: pnsi‘hnn {6 yBars? situation and wlielher
g whm m thie lm el make m ﬂ"lll'.ﬂhﬂ 0 ﬂ*!? Mhecuss Hiers 1s sonie SUpport.
— pesticides; e ol monsylehdsis: climats, It case of loss,

Every loan agreement spectiles gn Tepayment of the principal. In
interest rate widch the borrowermust.  addition. lenders may demand
pay lo the lender along with the collateral {secunlby) against oans.
Collateral is an asset that the
borrower owns (such as Iand,
bullding, vehicle, livestocks,
, deposits with banks) and usesthis
Viake yOur agreams ns a gunrantes to a lender until
come true with our (§ the loan is repaid. If the borrower
falls to repay the loan, the lender has
e right (o sell the assel or collateral
lo obtaln payment. Property such as
lamd Wiles, deposits with banks.
Uvesinock are some common examples
ol collateral used for botrowing,




A Howse Loawy

Megha s (oken' a loan of Rs 5 lakhs from the
barik to purchase a house, The annual eres
reie on Lhe oot (s 12 per cenl and the loom s (o
be repaid tn 10 years i weonihly trisialmeTiis.
Megha hal to submtl 1o the bank doctoenis
showtng lier employment records oand salary
Before the bank agreed (o ghve her the loan. The
bank reinimed as collateral the papers of Lhe new
fiouse, which will be returned o Megha only
when she repays the enttre loan with intevest

1 ‘ 1
Fill the following details of Megha's housing laan. ﬁ{ SrEHY !ﬂtﬂ
Lessrt amount (in Rupses)
Duration of ban
Documents reuied
Int=zest mte

Mode of repaymianl
Coflatera!

interest rate, colliteral and
documeniation requtrement, and the
miode of repayment iogether comprise
whial s calied the terms of credit. Thie
terms of credil vary substantially rom
ane credit frmangement Lo anolhr.
They ‘may vary depending on the
rlure of the lender and the bormower.
“The et sectfon will provide examples
ol the varving lerms of credit In
difterend creddl srrangemenils.

1. Why do lendats 3k for coliaterat while lending?
2 Ghvar that & numbar of peapia in our couniry are poor. does i n any way
aﬁmnﬁ*mﬁﬂﬂnw

3 Fill i e blanks choosing Ihe coffedt option fram ha rackess
White 13ing 2 ko=, borrowers look for ey tems of credtt. Tiis

means (low/ghi iriteras! =ta, {easy/
tough) oondimones for repayment, (lessimone) cofiateral
&N dacumantation reqEramants




Variety of Credil Arrangementy Wi

I M e L ==
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Rohit and Ranfan had fintshed reading about the terins of credil tn'class. HJ.1'!
They were eager (o knole Lhe vartous credil armangemeriis: Lha exdsted *.I_"
thefr areq: who eere the peaple who provided credid? Who were the
hormoirers ¢ Whai weere the terms: of oredit?® They decided to talk fo same :
peaple n thetr ptllage, Read what they record . #
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Loany fromv Cooperalivesy

Besides banks, e othermajor source of cheap oredit
irt Tl areas are the cdoperaillve socielles (or
coapemiives),  Members of a cooperaitve ool Hhisr
resoures for cooperaiion i1 ceyiain areas, Thene are
sepwral (ypes of cooperatives possible such as
farmers cooperalives, weapers cooperatives,
mdusirial workers cooperatives, ele. Krishak
Cooperalive funclions i a tiiage nol very foir auoay
from Senpur, It has 2300 farmers as members, U
accepts deposis from iis members, With these
deposiis as collateral the Cooperatie has oblatned
a lame Toar from the bank., These furds are used o
provide loains (o members, nice (hese loans dre
repald, awther rolnd of Wnding can (ake place

Krishuk Cooperatte provides ans Jor the purchase
ol agricullvral fmplements, oais Jor cullivallon
and agricultyral rade, fishery loais, loans for
construciion of howses and for a variety of otiur
CXIHINSES.

Ligt the vanous soirces of oredit m Scnpur

2 Underina ihe varous uses of craditin Sanplar in the 2bove passages
3, Compars e tsrms of credit 1o the small larmer. (he madum farmer and tha landless
aticuitural Workss in Sonp
4. Why will Anin kave 3 Highaer ihcoms lrom cultivstion compared 1o Shyamal?
5. Can everyone m Sormid ged cratil 2l & cheap r@e? Who are e people who can?
B_ TN 1he cotrent ancwer
(I} Cwer the yaars, Rama's deit
« will tise.

« wil] résman constant
- il dacline

(1 Amn s one of tha few peopie n Sonpur 1o & [ bank osn becausa
« oiher peopis in the village prafer o borfow Irom he moneylendsrs
- beariks demand colizsrll which averpibe cnnol provids.
+ Inlerest mie on bank loans s came 35 ihe interest rate chamed by
e aoers

-

Talk 1o =ome peopis 1o Nnd out ths oedil amangemants thal exist i your area. Raooid
your cofnersaion Mot the differances in ihe temms of credif aoross people;

Moasey sty Coocoy SEENRZ, 7 SNTR



We have scen in the
above examples that
poapie obialn loans rom
various sources. The
varous ftypes of loans
can be converdently
grouped s formal
sector Ioams and
informal sector loans.
Among the former
are loans from Dinks
and coaperalves, The
miarmia] Ienders inclode
momeyvhmders, Haders,
employers; reldives and
friendds, ele. n Graph |
vour can see Lhe varous

Mzmapiariary

Graph 1 : Sources of Cradit in Rural India, 2019

Ot Ipkarenal
Egmrmm=s 3%

}

Felally= &=d
En=rdz: T%

-

Lzdlende 1%

{itkes Forms!
Lopro== 3%
c===FnE e

ad By, 0%

strirces al craslil loTngd

Botsehnlils 1o tndli. s more eredll

cruning from the formal secior or Lhes

{nlormal secior?

The Reserve Bank ol india
superetsss | He langetiontng of formal
sorees ol loans. For fisiance. we
have seen thal Uie binks matntatn o
minimum casll balanoe ol ol the
deposits ey recelve. Thie RBI
mornilors e banks I actually
maintumng cash balance. Similarly.
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e REBEsees il the banks give foans
nol jusl o prolii-making hustnesses
and traders bul alse 1o small
cultivalors, small scale indistries, (o
amall borrowers ele. Peddodically,
banks lave o submil thilormestion to
the RBI on how much ey are
leniding. lo whiom. at whal Interest

Tatie, ele,

There 1s no crganisalion whicl
supervises Lhe eredit activitles ol
lefiders In Lhe Inlormal sector. Thoy
cant lend at whatever nterest mie they



chovse. There s no ane Lo stop them
tTenm sing unialr means (o gel thetr
money hack.

Compared o e lormal bemlers,
mos! of Wie mdormad lemders clurge a
much hisher inlerest an loans, Thus,
the enst Lo Lhe borrower of informal
Inans s much higher.

Higher cost of hormowing meins i
larger part of (he earnings ol the
borrowers 15 usad o repay the loan.
Henee, borrowers liave less fncoriie
lell [or themselves |ds we saw lor
Shvamal In Soppur). [0 cerlain
cases, Lhe high milerest rate lor
Tormowing can mean that the ameoomit
lo Be repald is greater than the
meome of the horrower. THis could
lead o Increasing debi (as we saw lor
Rama in Sonpur and debt trap. Also,
people who might wish to siart an
cilerpnise by hormowing may nof do
s hecause ol the high cost ol
hotrowing.

For these teasons. banks and
enapemilve soclelles necd o limil
miore. Thits would lesid (o bigher -
comnes and many people oould Lthen
borrow  cheaply for a varety
of needs, They could grow orops,

o nisiness, set up small-scale nidias-
triess et They covhd sed up new ndis-

ines or Imde in goods. Cheap and
affordable credit s cruclal for the

country’'s development.

Formal and Informal Credit:
Who gets what?

Grapht 2 shows e imporiance ol
lornual and nformel sourees of eredit
for people 1o urban areas, The people
e dieldisd fnlo lour Sroups, [rom poor
Lo rieh, s shown i the Ugvre, You can
segr Ul 84 per coml ol W Isns ke
by poar hotseholds i the nran areas
nre from rlormal sommes. Corrpan
s with the rch urban houscholds.
Wi do vou Hid? Onty 17 per cent ol
thelr losns are from informal seurmes,
while 83 per cent are from lormal
sourees. A Simndiar peuiern isalso found
tn rural areas. Thetich householids are
avating cheap credil from: (ormal
tenders wheresis the poor hoiiseholds
have lo pay a large amount for
harmowiing.

Whal does all this stgesi? Firsi.
thie bommmad stolor sl miscts oriby sibout
Il ol the total credil needs of the
mural people. The remaming credil
nievils are mel from miormal sourves,

percentage was formal and

Graph 2: Of all mmmwmﬂwmmﬂ
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Mosl loans fom informal lenders
carmy a very high interest rale and do
e Lo nerease the meome of the
Ixgrrowers, Thus, it I8 necessary
that banks and cooperatives
Increase thelr lending particularly
it the rural areas, so that the
dependence on Informal sources
of cradit reduces.

Secondly, while formal sector
loans need to expand, it Is also
necessary that everyone receives
these loans. Al presend, i is the ncher
houselwids who recetve formal credil
whereas the poor have to depemd on
the informal sources. 11 is Impartant
(hiat the formal credit (& distribnated
more edually S0 tal the poor can
borefil fromm the clicaper Inans.

L. What ara the differences between formal and Informal sotess of credii?
3. Why shauld credil 1 ressonable rates be avallatite for aii?
3 Shoskd there be 2 supervicor, such as Ine Reserva Bank of india, that locks mio the
loa aeiivities ol kommal lsteiers? Hmmﬁﬁmmmﬂaw

ﬁmﬁummmmﬂmqr qrm: . hmwmmam
compared i the poorer

in the previons secton we have seen

that poor houscholds are still
dependent on informal sourees of
credil. Why 1s 11 so? Banks are nol
present everywhere In maral india.
Even when they am presend ., geiting a
Iodn (rom i bank s much more
difflenlt than kaking & loan from
Informal soumes. As we saw [or
Megha, bank lnans require proper

SRR

dorumenis and colfateral. Absenice pf
coflatoral is one of the major reasons
which prevents the poor from gotting
bamk Inans. Informal lenders suchas
maneylenders, on the other hand.
know the bormowers personally and
henee ane ofien willing 1o give &
losam without coltisleral. The borrowers
can, I necessary, approach the
manevienders even without repaying

I T oenstanDivg Eoonomio DevELOPMENT



thelr earller leans. However, Lhe
moneyienders charge very high rates
of nterest, Keep no reconds of the
transaclons and harass the poor
borrowers

In ecenl years, peopie have (oed
atil some fewer wavs of providing
Inans (o the poor, The idea 15 Lo
orgmanlse rural peor. In particular
women, lo small Sell Help Gronps
(S11Gs) and pool [collecl) thelr
savings. A bypleal SHG liss 16-20
mwembers, gsuslly belongting Lo o
nelghibourhiood, who meel @nd save
repgnlarly. Saving per member varies
Irom R= 25 0 Rs 100 of more.
depending on the abtlicy of the prople
Lo save. Motnbers can lake sinall loars
fram the group isell (o meet their
needs, The group charges intorest on
these loans bul thds Is stif] kess than
what the moneylender charges. Afier
A year of two, If the group is regular
in savings. it becomes eltgible for
avalling loan from the bank.
loan 1s sanchioned 1o the
pame of the group and s
mesnt o oreate sell-
FIMploymieTil opportumiies
far Lhe members, For
Instance, small loans are
provided 1o the members [or
relensing mortgaged land,
tor meeting working capital
needs e buying seods,
ferillsers, aw malerjals
like bambeoo and cloth), tor
housing malerials, for
acutring assels itke sewing
machine, hindllooms, catlle,
ole,

Mosl of e mpurtanl
decistons regagding e
savitigs and loan acitvities
are laken by Lhe group
tmembers: The group
tderides as pogards thie loans
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to be granted — Lhe purpose, amound,
nterest o be charged, repayment
schedule ele.  Also, It Is the group
wiieh 18 responsibile o the repayvmient
of the loan., Any case of non-
repayment of foan by any ome
mmbier 15 [oilowed up sericusly by
olhe'r membiers i ihe group. Beoause
of thig feature, banks are willing (o
lend (o the poor women when
argamssd m SHGS, evin though they
liavee no collaieral as such

Thus, the SHGs lelp borrowers
overvome Lhe problem of lick of
coll#ieral. Thiey can gel lmely luans
fior & varicly of purposes and at a
reasonable erest rate. Momover.
SHGs are the bullding blocks ol
nrgantsation of the maml poor. Not
ondy does it help women o become
fmanciafly self-reliani. the regular
meeiings of the group provide a
platform to discuss and scl on a
vanety of soctal tssues such as health,
nuirEtion, doemestic violenon, el
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Grumeen Bank of Bangladesh ts ong of the
Biguest sucvess stortes i reading the poor 1o

meed thetr credit needs al reasoniable mtes.
Stmted m the 1970s as a small project,

Gramemﬂmmmmwmunuersinuu&m,

members n abow 81,600 villages spread
across Bangladesh, Almost all of the bormowers
are women and belong o poorest sections of
the soelety. These borrowers have proved that
Mummmmmmmmhn
that they oan start and ren a variely of smatl
inoome-generating actiriles suocessfully.

people with (hetr milions of small
pursuils can add up (o create the

“If eredit can be made avatlable o
the poor people on lerms and
cotuditions that are appropriate and
reasgiable these mifllons of smail

biggest divelopment wonder.®
Professs Muhoammd Yimns,
thiee founiderof Groomeen FRirk,
amd recinient gf 2006 Nedel Prive for Poae

in thts chapter we have Jonked at the
modern fiorms of meney and bow (hey
are linked with the banktog B}HIHIL
O one side are the
keep thetr money in (he banks and on
the nther side are the harmowers who
takie loamss from these banks. Ecunomic
activities require loats or crodit Credil,
aswr saw can haive a postive impact.
or In cerlath sttuations make the
brrower worse pif.

Croedit 18 avatisbic from a varly of
mum 'ﬂ’lﬂﬁl‘ ran be Ellh{’f IDTI'I]JU
sninmes or informal saurees. Terms of

EXERCISES

whi

credit vary substantially between
formial and miormal jenders, At
present, 1t s the dcher househalds
whi recetve credil froum formal sources

whereas Uw poor have 1o depend on

Ll:ld inforinal sourtes. 1L Is essinial
hat e total formal seclor credil

Inoreases so hal the dependence on

the more expenstve nformal oredit

becomes less. Also, the poar should

gel & much greaster shiame of formal
loans from banks. cooperalive
socletles vle. Both these steps are
. ani fﬂ'ﬂﬂ"{‘lﬂ?m '




2. In what mwwmmmwmmﬂ
mthmmﬂ

:-mwwmmml . '
:mmﬁmmmﬂwammmmmmmm
‘wheter 1o bottaw fmam the bank of me ? Diszuss.

A1 Inindia, Aot 0 per cent of tarmers are sl Gamers. who nesd credi for culivator,

B i s B ol o e can Bl on?

{ﬁi mmmmmWMﬁmmmmmu

) 'ﬂy'mmu'nmdl:madwme
Waprtyol S

costs 0f bomowing mcraase e debt-burden,
t5sues turrency notas on behall of the Central

- mm:tﬂwlmm1munhamﬁunmn@ynMnn.

mmmmm*wmmm% |
. Chooss the mist Sppropeate answer - ' :
M mmwumsm;“

al occupations i urhan areas, What
mﬂimﬁhﬂmmnﬂum-
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