
(Money and Banking 

7RD Ttafor RA TYT (Economic exchanges) U 

RRA (barter exchange) AIIA ROT, AA RAA 21 

T R I TOI I (Intermediate good) 2ttatsi A, nmn 



3.1. HuT ii (Functions of Money) 

(Medium of exchange) Rott TI I R qfos aA g1 TRB, 

aT RDTT 9T AT gF (Convenient unit of account) RDICP19 

T H (Relative price) sAI T ATCAT| YfR DI 7 10+2=5 , 

S1 

FAO T (deterioration) EI 
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RTA UI 7 (asset) TA-I1, ATB, , 

3.2. Ht 5t4wt (Demand For Money)3 

FTE (liquidity preference) q fsRe sA TTUN AITA TR 

52 

3.2.1 CHA UTGeI (Transaction Motive) 3 

AKT 4TG (bank account) UAI A R1 PR IAI EIH4TE A 

P1+0 P) +2 50 I R 1 D aoARo 100 I A-A TACA 
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afo I ROT S q fo (a two person economy) R4 1, 

TCR A 200 I, TR afdoaRa a C546 100 l iRA 

53 

(3.1) M=KT 

&A T (Positive fraction) 

4 of circulation of money) RITAI 8 RRTOIE H 257M A T 2, ie 



M-T 
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v.M=T (3.2) 

T A, 3T DI AN AY (Time dimension) IRI D1 A3 AO R 
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M= kPY (3.3) 

3.2.2. 7 5ee urcet (The Speculative Motive) 



PAT7 94 2b7 14 atfeJ (face) yaJ 100 , iRE, 

TA 2 RD CI (coupon) ACo fAafao qa za 10 *ol| «a 

RCTI RAATI Z X, AIR 

=10 
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10 

X 

1+ 
100 

X O T9 7Z (discounted) A 10 P 

10 (10+100) 
PV X+Y=- 5 

1+ 100 d+ 100 
100



www.dailyasS am 10 (10+100)-107.33 (am) 

(inversely related)I 
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M=mx 
r-min 

. (3.4) 
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min 

ROT UNI 7 (liquidity trap) e TE aN P5A1 
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7 (r = Imay) COO AN P 

max 

TAT (r=F min 

max 

M Tmin 

min 

Ms 

fby 3.1 



M' =M+M 

www.doily assam 1, M =kPY+m 
rmin 

(3.5) 

3.3 t TtA (The Supply of Money) 8 

ARIT tn a5| rU NT foo AT sAAT (fixed deposits 

58 D1 (maturity) a T R }AT TH AO (time deposits)



3.3.1. Ca R3 8 HK u AyG i 8 (Legal Definitions Narrow and 

Broad Money): 

biRTR HA, TUR AUT ET q1 E baT (Stock variable)I 4TI TT8 

T RT AIi 5I fP , AA MI, M2, M3 M4 2PM 

Mi-CU+DD 

M3-M1+ ifsT R 7 A T0R (Time deposits) 59 

), TE CU (Currency)T KR ROT T (A TR KTg Ta) T DD 

Demand deposits) ay AKR 37 b1R UTAE 7IT 

M1 M3 7 TU A AA NTT AE 3.2 BTat 
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3.3.2. TT 7 t 33 3 (Money Creation by the Banking Systems) 8 

ATA CU, DD 7 U 7 T (Time deposits) 1AU TUA a AIARK 

61 T /E 7TE : The Currency Deposit Ratio : (cdr) 

KART U7E WZME : (The Reserve Deposit Ratio (rdr) 
60 

eCF 22 fGT TIICOI Z797 ARRÍPE AE (Cash Reserve 
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(Statutory liquidity ratio), 17 aMa ArRa Hd bilRI (HT) Y14 7AI A4 

i 3.1 toyT GKE R Gay 8 (Sample Balance sheet of a . 

commercial Bank) 

qfe TE) 
T (Reserves) T 100 

R9R (Vault cash) 15 

Loans) 
AACTI (Investment) 

Lrdr= 0.2 

30 
50 

61 
atrey- ATR (Commercial banks) 

(borrowing rate) AIG NF AU RARISTPN AKTT ARF | 

RCA T TA M T (lending rate) RI| 1k Ka as, q75| 

RT eP- (5iRMT A ( demand deposits) A AR BR 

RTFTO (time deposits), aR ATTt 4DI A<1RE 7A , A U 

J IE 
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foT 3.2: To ftS a T a (Balance Sheet) 

f e TR) ) 

10 

200 20 

5T 79 (S 5ta u) 230 af9 KTT 7RI 797 7I(Vault) M 10 

40 

15 57 (GOI TNTAR 

265 A fors (RR 265 

Go6 A T (High Powered Money): 

62 
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RI 4ATT Z AqfT cdr 97 rdr F 1 0.21| 

2 a , PE Co R TE AE }R7A NT (assets) teAN 
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2 

F08H 
4 

0.64 H 0.64 H 
PT7 B aKT 

4 8 

STa (ad infinitum) 5f aI 
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oif 3.3 

e (The multiplier process) 

H (A A) 

(Round-1) 
0.8H 
(B AF) 

4 

0.8H 

2 08H 
4 

(Round-2) 
0.64H 0.64H (c a) 0.64H 

8 8 4 

(Round-3) 
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H+ 
2 

0.8H 064H 
4 

T.....iss.C 



H++08. 04 

M-CU+DD=(1+cdr)DD 

To, cdr=CU/DD 

77 (vault cash) qT RST AFE f9fegT AR 0 I 

ACRICR H-CU+R=cdr.DD+rdr.DD=(cdr+rdr) DD 
65 

1+ cdr 
H cdr + rdr 

(money multiplier) (7I 

(Instruments of Monetary Policy and the Reserve Bank of India :) 
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ebf q (Currency) tase (Reserves) 

a5fTe q(Currency) yTRTT (Deposits) 

66 faBT)I 

TT (lender of last resort) i 3I 



R6T3 A PAI N (Deficit Financing through Central Bank Borrowing) 

NA RN (Open Market Operation) 8 

67 

100 11 IAR 100 baa f AKR 

fafos (balance sheet) A 3.4 TN6AI z 
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0 a6 4 (Curency) 0 

+100 
+ 100 

+ 100 +100 anfs ceis (IRA) 

aKF f (Bank Rate Policy) 

A1 Bank Rate 3 TT I FSTs R A (UI T5) A RPHRS 

A (deposits as reserves) Fit 7F (T R) AATT GeIR MA, 

68 

ea 7KTT7 TOA 3 (Varying Reserve Requirements9

1917 7K E (Cash Reserve Ratio - CRR) W NRE NTI TE 

(Statutory Liquidity Ratio -SLR) *O TAAO E (rdr)R Aars TgITA 

AET a afoei (Sterilisation by RBI) : 



T (vault cash)a RaoR N T GI 

69 



www.daily assam 

70 

Barter exchange 1T AAAI 

Money 
Unit of account R5i 

Transaction demand - ACTR DRTT 

Bonds 

Rate of Interest 

Liquidity trap - 9e PH 

Legal Tender - ARu m 

Broad Money q 

Currancy deposit ratio 25151 AA e 
High powered money 5 Fo* 



Lender of last resort - C R S 

Open market operation p T1 q -fAr 

Cash Reserve Ratio (CRR). AsH HAPE 3 
Sterilisation aoPo 

Double coincidence of wants - RsoAot 

Medium of exchange faRA EJ 

Store of value - R Ty 

Speculative demand PWA12TE BiÍRMI 

Present value - a6qR T 

Capital gain or loss - NT) T BA 

Fiat money -IC 

Narrow money - *e|9 NT 

Aggregate monetary resources- T TE * 

Reserve deposit ratio - 7 ARE 7 

Money multiplier 3 
71 

Deficit financing through central bank borrowing - AN A N AC 

Bank rate Ar 

| Statutory Liquidity Ratio (SLR) -4915 T it 
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91 5PAD* ? 

141 a s af'C NMIO (lender of last resort) 7 

72 
9fe (Suggested Readings) 

1. Dornbusch, R and S. Fischer. 1990. Macroeconomics, (fifth edition) pages 345-427, 
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Branson. w.H., 1992 Macroeconomic Theory and Policy, (Second edition), pages 2. 

243-280, Harper Collins Publishers India Pvt. Ltd., New Delhi. 

Sikdar., S., 2006. Principles of Macroeconomics, pages 77-89,. Oxford University 3 
Press, New Delhi. 

T 97e (a aIPAI (The sum of infinite geometric series) 

S = a + a.r + a.rr + a.r + .... +a.r"...00 



ie 

rS = a.r + a.r+ a.r+... + a.r*... 

S - rS =a 

T1, (1-r)S = a ,doily ass am 
a 

co T 1-04 3 

M 
1989-90 81,060 2,30,950 

1990-91 92,892 2,65,828 

1991-92 1,14,406 3,17,049 

1992-93 1,24,066 3,64,016 
1993-94 1,50,778 4,31,084 

1994-95 1,92,257 5,27,496 

1995-96 2,14,844 5,99,191 
1996-97 2,40,615 6,96,012 

73 
1997-98 2,67,844 8,21,332 
1998-99 3,09,128 9,81,020 
1999-00 3,41,796 11,24,174 

2000-01 3,79,450 13,13,220 

2001-02 4,22,843 14,98,355 

2002-03 4,72,827 17,25,222 

SS Sikdar, Principles of Macroeconomics, OUP 2006. Unit Rs crore. 



GOI CR 
1984-90 105.50 13.60 7.60 

1991-92 44.00 - 34.00 92.50 
1992-93 38.80 32.72 33.30 
1993-94 3.10 14.90 103.90 

1994-95 7.10 26.30 76.10 
1995-96 79.3 34.90 - 2.50 

1996-97 50.10 - 275.40 366.90 

1997-98 41.80 7.70 80.30 

1998-99 52.40 30.80 66.60 

1999-00 - 20.20 31.00 131.80 
2000-01 24.70 - 25.50 137.50 

2001-02 1.70 - 27.70 193.50 

T S. Sikdar, Principles of Macroeconomics, OUP, 2006 
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