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Money

1) Functions of Money:

· As a medium of exchange: As a mean of payment

· As a unit of a account: Money is a common measure or common denominator of value

· As a standard of deferred payment. Money is a unit in term of which debts and future transactions can be selected As a store of value: keeping for future purposes

· Direct economic trends: money direct ideal resource in to productive channels and there by affects output,employment,consumption and consequently economic welfare of the community at large

· As encouragement to division of labour: in a money economy different people tend to specialize in the different goods and through the marketing process, these goods are bought and sold for the satisfaction of multiple wants.

· Smoothens transformation of savings into investment are done by two different sets of people –households and firms. Household save and firms invest saved money thus can be channelized into any productive investment
2) Money stock in India 

1. In 1979 the RBI classified money stock in India in the following four categories
M1=Currency notes Demand deposit of the public know as narrow money M2=M1+post office saving deposits 

M3=M1+time deposit of public with bank called board money

M4+M3 total post office deposit

2. The basic distinction between narrow money (M1) and broad money (M3) is in the treatment of time deposit with banks, narrow money excludes time deposit of the public with the banking system which broad money includes it. Not much significance is attached to M2 and M4 by the RBI.

3. This classification was in vogue till recently the RBI work group has now redefined its parameters for measuring money supply
3) Redefined Money stock in India 

· M1=Currency+ demand deposits +other deposits RBI

· M2=M1+time liabilities portion of saving of deposit with bank + certificates of deposits issued by banks + term deposits maturing within year excluding FCNR(B) deposits

· M3=M2 + Term deposit with bank with maturity over one year call + term borrowing of bank system 

· M4 has been excluded from the scheme of monetary aggregates

COMMERCIAL BANKS

Bank is an institution which receives funds from the public in the form of deposits and lends to the public in the form of loans and advances.

Functions of bank

· Receipt of Deposits: like demand deposit or current deposit, saving deposit or fixed deposit or time deposit

· Lending of money: Lending to industrials to commercial purpose it may be a cash credit, overdrafts, loan advances or   discounting of bills of exchange. Interest rate vary according to amount and period

· Agencies services: collection of bill of promissory note and cheques collection of dividends, interest premiums purchase and sales of a shares and securities acting as trustee making regular payment such as insurance premium

· General services: issue of letters o credit, travelers cheques, bank draft circular notes safe keeping of valuable in a safe deposit vaults supplying trade information  and statistics conducting economic  survey preparation of feasibility studies, project report ect

Essentials of a sound banking system

· safety

· Liquidity

· profitability

· Flexibility

· Marketability

· Dispersal

· Diversification of Risk

Commercial banks are the institutions which operate for profit. 

Functions of commercial banks

· Saving bank deposit

· Current account deposit or demand deposit

· Fixed deposit

· Extending Loans

· Transfer of Funds

· Other services

· Objectives of  nationalization

· Control of big business houses

· Discrimination against small borrowers

· Neglect of priority sectors

· Urban bias

· Profit motive

· Financing socially undesirable activities

Shortcomings of commercial banking

· Excessive  over dues

· Falling profitability ratio

· Poor customer service

Nationalisation of Commercial Banks

Government taking the control of banks from the private sector

· 1969 – 14 Banks were nationalized

· 1980 – 6 other banks were nationalized 

· As of now there are 19 nationalized banks are in India
Causes for nationalization

· Private ownership of commercial banks on concentration of economic power

· Urban-bias

· Neglect of agriculture sector

· Violations of norms

· Speculative activities

· Neglects of priority sector

Objectives of nationalization

· Removal of control by a few

· Provision of adequate credit to agriculture and small scale industry 

· Giving a professional bent to management 

· Encouragement of a class of entrepreneurs.  

· Proving of adequate training as well as terms of services of bank staff.
Drawback of commercial Bank 

4.  Growth is less

5.  Regional imbalance 

6. Quality service is poor 

7. No proper experts to improve public sector bank

To solve the drawback

· Spreading  the activities in remote areas 

· Keeping up their profitability 

· Looking after the growing needs of the priority sector of the economy

· Improving the performance of rural /semi-urban branches 

· Improving the quality of loan portfolio.   

THE RESERVE BANK OF INDIA (RBI)
Central Bank of India – Banker to the Government

Established in 1934 and Nationalised in 1949.

FUNCTIONS
1. Bank of issue/Central Bank - Objects
· Uniformity in note issue

· Promotes effective state supervision
· Provides stability in currency

· Profit to public exchequer

· Control of credit

· Creates public faith in the currency system

· Makes the monetary system elastic

2. Banker’s  agent financial and financial adviser to state

a. Banker  to the banks

b. Custodian of foreign exchange reserves

c. Lender of last resort

d. Clearing house function

e. Controller of credit
Differences between:
	Central Bank
	Commercial Bank

	Central bank is an apex institution in the money market

Unlike commercial banks, too many central banks are not establish in a country due to peculiar nature of their activities

These banks are generally owned and governed by the government

A central bank does not aim at profit though it may earn huge profits

It does not normally deal with the public to exercise its special powers thereby making its policies more effective by avoiding unhealthy competition with commercial banks

Central bank enjoys the monopoly power to issue currency 

Central bank controls credit

It acts as a n agent and a banker to the government. Also, it function as a custodian of the government’s funds and gives advice on monetary and fiscal matters


	A commercial bank on the other hand, is merely a unit in the banking structure of the country operating under the control of central bank.

A country has a large number of commercial banks.

These banks may be owned by government or by the private entrepreneurs.

Commercial banks deal with general public unlike the central bank

Commercial banks are not allowed to issue currency

Commercial banks create credit

Commercial banks are not an agent or a banker to the government


3. Meaning and objectives of monetary policy
Monetary policy is usually defined as the Central bank's policy pertaining to the control of the availability, cost and use of money and credit with the help of monetary measures in order to achieve specific goals.
Monetary Instruments of RBI




Bank rate:- The bank rate is the rate at which the central bank discounts the bills of commercial banks. When the central bank wishes to control credit and inflation in the economy, it raises the bank rate. Increased bank rate increases the cost of borrowings of the commercial banks who in turn charge a higher rate of interest from their borrowers. On the other hand, if the central bank wishes to boost production and investment activities in the economy, it will decrease the bank rate.
Open market operation :- Open market operation imply deliberate direct sales and purchases of securities and bills in the market by the central bank on its own initiative to control the volume of credit. When the central bank sells securities in the open market other things being equal, the cash reserves of the commercial banks decrease to the extent that they purchase these securities. On the other hand, open market purchase of securities by the central bank lead to an expansion of credit made possible by strengthening the cash reserves of the banks.
Cash reserve ratio(CRR):- Cash reserve ratio refers to that portion of total deposits which a commercial bank has to keep with the central bank in the form of cash reserves
Statutory Liquidity ratio(SLR):- Statutory liquidity ratio refers to that portion of total deposits which a commercial bank has to keep with itself in the form of liquid assets viz- cash, gold or approved government securities.
Margin requirements:- The central bank is empowered to fix the margin and thereby fix the maximum amount which the purchaser of securities may borrow against those securities
Moral suasion: The word “suasion” literally means precaution on moral ground, with no implied force. in this technique, the RBI  Issues letters to the banks encouraging them to exercise their control over credit and grant loans for essential purposes only and not for speculative purposes it is a very useful method of restricting availability depression, the RBI issues instructions to member banks to increase the Availability of credit to borrowers for non-essential purposes also.
Quantitative Instruments


Bank Rate Poilicy


Open Market Operations


Variable Reserve Ratio CRR/SLR





Qualitative Instruments


Marginal Requirements


Moral Suasion








CA VENKATARAO DHNK, ACA, CS


