1.2 Meaning(or Definition) of Money
Theword ‘money’ is derived-from the Latin word ‘moneta’ which was the surname of the
goddess of Juno in whose temple at Rome, money was coined. To a layman rupee is the m ey
India, dollar is the money in USA and the pound in England. Butwe find economists holding d
opinions regarding the definition of money. Various types of definitions of money are discussed be lo

X
]

(i) Legal Definition of Money : According to this definition, money is what the law says is
In other words, anything which the government declares as money is money. A thing will f
general acceptability if the law declares it as money. Since it has the legal power to disc

o
debts, no creditor can refuse it or he may not demand anything else in payment of debt. Curreng

notas and coins are legal tender money. It is also called fiat money because it serves

--..........4— M —

money on the fiat (order) of the government.

—

TH N

_ TR ~ Box5.2 Money in India S
L ;'Illgb elﬁalywedit money It is inconvertible into gold or silver. Gold reserves K

'j,ggovemment of India. Howerver, circulation of entire curreng
sibil &Rﬁl ncﬁa, thus have followed managed paper currency standa f_ ¢

(i) Functional Definition of Money : According to this definition, money is defined on the basis @
functions it performs. Anything which is generally accepted as a medium of exchange in payme
of debts and as payment of goods and services is called money. An ideal functional definition @ .
money should include all the important functions of money. It must also possess the characteristics.
of general acceptability. In this regard, Crowther’s definition of money is considered the best
. definition. He defines money as, “anything that is generally acceptable as |

2 a means of exchan ]
,,; g md the same acts as measure and store of value. .

. medium of exchange function. Under it, only currency notes ang coin
other hand, broad definition of money, besides including currency-
. e other things in the supply of money that have a high degree
od as store of value. Items like savings deposits at banks anq
d money. These financial assets are highly liquid but are not
gree of liquidity (moneyness) but are not generally aoce

s are included in money. OR
Notes and coins, also includes |
of moneyness and are widely 5
POst offices are also included i

as liquid as money is. They haV@f
Ptable in pPayments.

‘_
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-k-:_:c,asﬂﬂcatlon of Money
- -';“ basis of money material, money can be classified into the following three categories:

e e Bank of India (e.g. currency

¢ We find written on the note,
_ or RBl. Any note is
;,- ility into gold or silve!

bank does not back tr
oney.

oy and Banking a1

4 oo
Scanned with CamScanner




Box 5 4 Diﬂerence Between Money and Near Money = B

Box 5.5 Are Credit and Deblt Cards Money? T A
A y C Ster rCan equa |

: ' card‘? The bank that issued the Cards |
: sactlon ' and'la' you will reimburse the bank. Creqy
y payment for ashort period. Your chequabie
ill i rneney'- the credit cards are not money
|s money.

1.4 Functions of Money

Money performs fourimportant functions each of which overcomes one of the difficulties of barter. |
Theseare: |
(1)  Medium of Exchange
(2) Measure of Value |
(3) Standard of Deferred Payments and

(4) Storeof Value A
1. Medium of Exchange : ?’“M {

The first and foremost function of money is that it acts as a medium of exchange. Barter exci=s
become extremely diffiwlt in an economy. It is because of reason that people l00xing
persons 10 exd'tangq their goods would have to spend lot of time and labour. Money &/
need for double coincidence of wants. It is no longer necessary for the person who posseses £/ee=
wheat 1o look for a producer of cloth who will buy his wheat and at the same time sell him <2 "
has to do is to find a buyer of his wheat in the market. Once he sells his wheat for monev. "€ =
purchase cloth—his desired commodity or any other commodity from the market. nus
introduction money, sale and purchase transactions are separated. Since money acts asa/ "'« -
in the exchange process, it is called as medium of exchange.

1ayv

Actually, hundreds and thousands of transactions involve the use of money in any s/ "
these transactions goods are sold with the use of money and services are exchanged """
Money, thus, reduces time and energy spent in barter,

While functioning ” medium of exchange, money benefits the society in many Wa) S
~ (a) Itovercomes the difficulties of barter exchange.

418 |
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al function i
ymeasuring weight szfgg:ﬁf is that it acts as a common measure of value. Just as
uring value of a commadity odity and metre in measuring length of a corﬁmodity
terms of which the Valu::f take money as a unit of amount. Money serves as a:
ss the jalue of a commodity i all goods and services are measured and expressed
units for which a%ﬂtgrm% LA is known as price. That is, th .
of good or service can be had. For éxa'mple,' if the p‘r?(,:etp oef

alues in monetary uni
Al UL units helps i -
and a pencil is worth X 2 Fhé:ﬁsatl n;n g s the exchange values of commoditigs. If
:hﬂ efficient accounting Ssterrr]l l?t?srot;t: o peglie aa U] acoourt, rﬁc-;ney
¥ By feasured in di - Itis cause the balues of a varie 1
P red in different units eg quintals, meters, liters et::y c(:ngsggzggg

?l_aeferred Payments: O sl oy -( M e
as a standard of deferred payment. Deferred
< _ d pa : payments refe
madel-le r:; g;tlrei%lb'_lr']t:s_.funchon in fact ifs -an extension of the 'm:;l:?noso? gfgrizim
i 'f'hus ay jsusedas a me_dlum of exchange, but this time the paymentg‘z
essentlall , assoon ag. money is useq as a medium of exchange and as ;
o y used as the unit in terms of which all future payments are e e
onom ,-aia_fge_ number of transactions involve future payments which can eas;p;;esseam
sy, Pensions, principal and interest on debt, salaries etc. are some ex);n':ep?f;asti?

ts. Money has successfully performed the function of a standard of deferred payments
table than that of other commodities; secondly, the element

is relatively more s
ney iIs higher as compared 1o other commodities and finally, it possesses the quality

function of money caruis a great significance.

j'_:f;ngllitated borrowing and lending activities, and
s led to the creation of financial institutions like banks and fin

vould not have come into existence.

ance companies

er. Itisalso acceptable to
dividuals. Wealth can be
hasis on this functions of money.
avings in terms of goods is
(a) money can be easily
grepee notes of

0 considerably low

s are als
e for in

ct as a store of valu
ces greatemp
of money because S

t convenient hecause
enient denomtnanons e

hable g;id its storage cost
of ime. Thus money ¢an a
f money for future use. Keynes pla
keep a part of their wealth in (e form
‘made the storry of wealth mos
all times and (b) money comes in conv

Money and Banking | 41
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i lowing couplet:
- The four main functions of money can be summed up in the fol g

Money is a matter of functions four-
A medium, a measure, a standard, a store:

s as transfer of va|

Besides these above mentioned four functions, money alsr:)dsf?czvr:one ity anolhetleégﬂo ]

facilitates movement of capital from one indiwdil:;tl;o r:gr?g;eé aan perform this function. It is Secaﬁig

| : ility and the merit of liquidity, 5 ? : L

g:ii;s fug:;tiet:: L?Cnfgﬁgbggople can buy goods at far off places for the satr?:fa::tt;]c;r: Ofe}he;f Wants, The, 8

can also purchase immovable property at any specific place for ';"of:;;’ies";he prfceii i?;ﬂ l0an gy

their surplus value and eam interest income. In this way, money faci Vestmengl
and growth in the country.

- tingent functions. Contingent fy, ctio

nctions. Money also performs certain conting il

refer S;DCmmungenmmt 'Fus ;;i money whigh help various economic entities such as consumers, prog,
elc., in taking their economic decisions. These include the following:

() Measurement of National Income: It was not possible to measure_the national income underl
the barter system. Money helps in measuring national income. This is done when the values
various goods and services produced in a country are expressed in money terms.

(i) Distribution of National Income: Money also helps in the distribution of national income amon 3
people. Total output of the country is jointly produced by a large number of people as wor
landowners, capitalists, and entrepreneurs. So this will have to be distributed among them.

helps in the distribution of national product through the system of wage, rent, interest
which are expressed in money terms.

(iif) Maximization of Satisfaction: Money helps the consumers and producers to maximize theirl
benefits. A consumer maximizes his satisfaction by equating the price of each commodity®
- (expressed in terms of money) with the marginal utility. Similarly a producer maximizes his profit
by equating the marginal productivity of a factor unit to its price. 3
(i) Basis of Credit: Tn 2 modern credit system, money Plays a key role. It constitutes the basis of
credit. Credit instruments like cheques drafts, bills of exchange, etc., cannot be used without the
» existence of money. For instance, you may not be able to issue a
[ youhave some money in your ac

. count with the bank.
S ) Productivity of Capital: Money increases t

cers
ofS

kers 8
P‘:‘C rey .
and profitl

cheque to somebody, unles y

P he..productivity of capital as it is the most liquid 1y e i
e M m'm"@rﬁ“ ’-b‘:sput to any use. Itis because of the liquidity of money that capital can be easily 8

" mobility of hsp-mdmtive 568 o more productive uses, It is because of this function tha
. Mobilty of money has increased r émendously during recent times. "

;-.;sia__tllq'and_ Dynamic Functions of Money

| Einzig has classified functio
1 ﬁaﬁc Functions =~

2 Dynamic Functions
A not create movement fﬂ‘:zg: :::niﬁ fh::lse which help the Opeération of the economy but these
ange, measure of omY. In this réspect, the functions of money like medium of 8

of deferred payments are the static

ns of money into fwo broag groups viz.
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Wn as technical or passive functions of money.

“"F{anctions : The dynamic functions are those which actively influnce ﬂ?e e:'coqomfc
through its impact on price level, interest rates, volume of production, distribution of
.dincome, etc. Improtant dynamic functions of money are listed below :

influences the general price level which in turn affects (encourages or discourages)
on and welfare of the society. Price level increases with the increase in money supply
4 decreases with the decrease in money supply.

directs idle resources into productive channels. People keep their savings in the form
deposits to earn interest income. Banks in turn lend this accumulated money to
ssmen for investment. This makes capital mobile.

also has its great influence on economic activity by changing interest rates. As rate of
falls, the level of investment rises. Interest rate falls with an increase in money supply
d rises when supply of money falls.

rof Money __ _

Supply of money is defined as the total stock of all the forms money (paper money,
mand deposits at banks) which are held by the public at any particular point of time. Two
d to be noted in this connection: First, supply of money is a stock variable (not flow variable)
slated to a point of time (not to period of time). It is important to note here that money
the same as supply of a commodity as stated in microeconomics. Second, stock
ays refers  to the stock of money held by the public. The stock of money with
leserve Bank of India and banking system is notincluded in supply of money. Here the
cludes all economic units like households, firms, local authorities, non-banking financial
. except producers of money. Central gdGernment, Reserve Bank of India and all the
‘accept demand deposits are the producers of money. The rationale behind consider-
supply as held by the public is to separate the producers of money from those who
y to fullfil thier demand for money.

ents : Money supply is composed of the following two elements:

surency with the public

Demand deposits in the banks

\ explain these two components of money supply in some detail:

fthnoting here that ‘cash reserves’ with the banks has to be deducted from the value of the
86 items of currency in order to arrive at total currency with the public. This is because cash
he banks must remain with them and cannot therefore be used for making payments,for
. commercial banks’ transactions. "

i,

osits at Banluﬁ‘ Demand deposits are another important component of money supply
rlier, demand deposits with banks are also called bank money. Demand deposits in

Money and Banking | 421
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the banks refer to those deposits which are payable on demand. These are chequable deposits. 5 :

18, they can be withdrawn through cheques. Through cheques these deposits can be transferred .'-5'-

‘others for making payments from whom goods and services have been purchased. Thus, cheque
make these demand deposits as a medium of exchange — -

and therefore make them to serve as money. Demand
- deposits are created when people deposits money with
- banks. More importantly, banks themselves create
‘deposits when they give loans to businessmen and others.
- Further, there are inter-banking claims i.e. claims of one
bank against the other. The entire claims do not constitute

b pant of money supply. Only net demand deposits of
! m banks are taken as part of money supply.

~ Thus, money supply is composed of currency held
- by the public (C) and demand deposits with banks (DD).

Symboilically,

Sources of Money Sur

he government which issues our |}
ee notes and all other coins.

esawe Bank of India which issues §
rrency of all denominations except |
ne rupee notes.

:Comm_erc:al banks which creats |
“credit on the basis of demand de- |

M=C+ DD

3- ma Monoy Supply: The Reserve Bank of India has given four measures of money s
m&z, M, M, M and M,. They are defined as follows: '

M,=C+ DD +OD

) Chmhﬂd by the public. It conaists of paper currency as well as coins. DD is the demand
8 mmm Only the net demand deposits of banks are included in money supply because I

e pan of demand deposits that represents inter-bank deposits held by one bank with another does N0 '
B mmuopom held by the public.

mbmm with the RBI, These are the deposits held by the RBI of all economic u

emment and banks, OD includes demand deposits of Public Financial institutions (/Ix8
m‘)mm and governments, the IMF, the World Bank etc.

u - H + savings deposits with post offices
M = M, + net time deposits of commercial banks
M =M, tm mwﬂh pos! offices (excluding National Savings Certificates).

mo upply Is known as aggregate monetary resources of (N
1o mﬂnoy supply compared to M, and M, ]
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