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Q.1. Define Money? Explain the various functions of money?
Ans: Money has been defined differently by different economists. According to F.A walker “Money is what money does”.
According to Robertson’ money is anything which is widely accepted in payment for goods or in discharged of other kinds of business obligations’.
Money performs many functions:
1. Primary functions
2. Secondary functions
3. Contingent functions
4. Other functions
Primary Functions:
a. A medium of exchange: - The most important function of money that, it serves as a medium of exchange. It facilitates exchange through a common medium i.e. currency. This function of money has eliminated the problem of wants which was the main difficulty under barter system.
b. Measures of value: - Money serves as a common unit of value. The value of all goods & Services can be expressed in terms of money. Money has provided a common yardstick to measure the value of all commodities & services in a common unit known as price.
Secondary Functions:
a. Standard of differed payments: - Money can be used for future payments. Deferred payment refers to the future payment & contractual payments such as loans &interest payments salaries etc.
b. Store of value: - Generally, people have a tendency to save certain portion of their income in the form of savings & to accumulate wealth. People save money to money to meet unforeseen contingencies.
c. Transfer of values: - With the help of money values & wealth can be transferred from one place to another. Similarly, money can be transferred easily from one place to another. So, purchasing power can be transferred. 
Contingent Functions:  
a. Distribution of national income: - Money facilities the distribution of national income among the four factors of production as a reward in the form of rent, wages, interest & profit.
b. Basis of credit: - The modern economy is based on credit. Money economy is based on credit. Money serves as a basis of the vast structure of modern credit system.
c. Liquidity & Uniformity: - Money gives liquidity to various forms of wealth. That is money is most liquid form of all the assets & assets can be converted into money.
Other Functions: 
a. Helps in making decisions.
b. Generation purchasing power
c. Determination of solvency

Q.2. Critically explains the cash transaction theory of money.
ANS. The theory is purely a quantitative theory of money which is based on the primary function of money that is medium of exchange. The framer of the theory was Adam Smith, David Ricardo, J.S. Mill Etc. Later on the theory was popularized by Irving Fisher. 
Theory Explanation.
Cash transaction approach is a relationship between the supply of money and the general price level. The explanation was given by the classical economist like David Hume, wick sell, Adam Smith, Ricardo and J.S mill. It was refined and popularized by the professor Irving fisher in the 1920. According to this theory any change in the quantity of money produces direct and proportional change in the price level.
In the words of Irwin fisher “other things remaining constant as the quantity of money in circulation increases, the price level also increases in direct proportion and the value of money decreases and vice versa”
Fisher has explained his theory in terms of his equation of exchange, PT=MV+MV where 
· P = general price level
· T =physical volume of output.
· M=total quantity of money
· V= velocity of circulation of money
· M= total quantity of credit money
According to him V and T are constant; P varies directly and proportionately with a change in M. Fisher explains If the quantity of money in circulation in double the price level will also be doubled and value of money is reduce the price level also decrease in the same proportion. This relationship is explained 
Fishers quantity theory of money is explained with the help of figure A and B. Figure A shows that the effect of changes in the quantity of money on the price level. when the quantity of money is M, the price level is P. than the quantity was M2 than the price level is also P2 and the quantity was M4, price level will also be P4 and so on.
In the case of figure B there will be opposite relationship between quantity of money and the value of money. When quantity of money is M1 the value of money is 1/p and when quantity of money is M2 than the value of money is 1/p2 and than when the quantity of money is M4 than the value will be 1/p4 and so on. this shows that the continuous rise in the quantity of money there will be continuous fall in the value of money. 
Assumptions:
· Money is assume to perform the functions of medium of exchange that is money demanded only for the purpose of purchasing goods and services
· Price level P2 is a passive factor in the equation of exchange and it is affected by other factors
· The theory assumes that the physical volume of output remains constant
· The theory also assumes the velocity of circulation of currency and Bank deposit remain constant
· The supply of money is considered as an independent variable which does not vary with p, t or v
Criticisms:
· In real v and T are not constant they influence price level also
· The four variables M,V, P and T are not independent of one another
· Quantity of money is not principal cause of changes in the price level
· Keynes criticized this theory because it neglects the rate of interest
· The theory regards money has merely a medium of exchange and ignores store of value and maybe wanted for speculative purpose also.

Q.3.What is inflation? Explain the cause & effects of inflation?
Ans. Inflation is a global phenomenon. It is seen in every type of economy developed & under- developed. It occurs not only in war time, but also in peace time. Inflation is defined in different ways by different writes.
Johnson defines “Inflation as sustained or persistent rise in prices” 
In the words of T.E Gregory “Inflation is abnormal increase in quantity of money”.
Causes of Inflation:
1. Increase in money supply: Expansion of the supply of money beyond the normal requirements of trade & industry is one of the causes responsible for inflation when the supply of money increase prices rise.
2. Wars: Wars are responsible for inflation. During wars the needs of the military are required to be met first consequently the supply of goods for the civilian is reduced. This causes rise in prices.
3. Exercise investment by the Govt: when the govt of a country spends enormous amount of money on project which will take a long time to yield results. There will be rise in the income of the people without corresponding increase in the supply of goods. There intern cause the price to go up. 
4. Deficit Financing: Deficit financial by the govt is one of the causes responsible for inflation. When the govt adopts deficit financing, there results in printing of more currency notes. The printing of more currency notes results in increase in the supply of money & forces the prices to group.
5. Taxes: Taxes like excise duties levied by the govt will result in rise in prices.
6. Hoarding of goods: Hoarding of goods by producers & traders will create artificial scarcity of goods. The artificial scarcity of goods will push up the prices.
7. Natural Calamities: Natural calamities like floods, droughts, earth quakes etc. will adversely affect the normal productive activities in the country & cause the scarcity of certain product. Thus, in turn gives rise to rise in prices.
Effects of Inflation: -
1. Effects on Debtors: Inflation benefits the debtors in the sense that, when there is inflation the debtors are actually paying back to the creditors less than what they have lent.
2. Effects on Creditors: The creditors lose during inflation as they get back from the debtors less than what they have lent.
3. Effect on Producers: The producers of goods benefit from inflation as they get higher prices for their finished goods. No doubts, they may have to pay higher prices for the various factors of production. 
4. Effects on Farmers: Farmers gain from inflation in many ways. First, they get higher prices for their products especially for essential food stuffs. Secondly, they can hoard farms products & gain from speculative rise in prices.
5. Effect on speculators: Inflation is both advantageous& disadvantageous to the wage earners. It is disadvantageous to their as the rise in their wages is less than the rise in prices.
6. Effects on fixed income groups: Fixed income groups are hit very hard by inflation, because while their money incomes remain fixed, their real incomes fall an account of the fall in value of money. 
Q.4. what do you mean by commercial bank? Explain the functions of commercial bank?
Ans. A Commercial bank is an institution which deals with money. It accepts deposits from the public & lends the same to those who are in needs of it. It is a dealer in money and credit.
Crowther, defines a banking institution as “a dealer in debt, his own & other people”.
Functions of commercial Bank
i. Primary functions
ii. Secondary functions
Primary Functions
a. Accepting deposits: - It is the most important function of commercial bank. They accept several types of deposits from the public. They are
I. Current Account Deposits: These deposits are payable on demand. Money from these accounts can be withdrawn any number of times as desired by the depositors. Normally no interest is paid on these deposits. This is also called as demand deposits.
II. Saving Account Deposits: People with low income, salary earners etc. generally open these accounts. Certain restrictions are imposed on these accounts regarding the number of withdrawals. Money deposited in the account can be withdrawn either once or twice a week. Rate of interest paid on these deposits is low.
III. Fixed Deposits: Money in these accounts is deposited for a fixed period of time and cannot be withdrawn before the maturity of that period. The rate of interest paid on these deposits is higher than on other deposits. Fixed deposits are also called time deposits.
IV. Recurring Deposits: Money in these accounts is deposited in monthly installments for a period of one year or more. After the completion of the last installments, the total amount accumulated is paid to the depositor along with the interest. 

b. Advancing of loans: Another important function of commercial banks is to advance loans to the public. They are:

I. Overdraft: It is a facility provided by a bank to its current account holders. The bank allows such customer to over draw their accounts upto certain limit. 
II. Case Credit: It is a type of loan which is given to the borrower against the current assets such as shaves, stocks, bonds etc. the bank opens the accounts in the name of the borrowers and allows him to withdraw the money from time to time up to a certain limit as determined by the value of his current assets. 
III. Loans: Loan is a financial arrangement in which credit is provided by a commercial bank through opening a separate account is called loan account. In this method the bank gives a specified sum of money to a person or a firm against some collateral security. The loan amount is credited to the account of the borrower & the borrower can withdraw money from the account according to his requirements.
IV. Discounting of bills of exchange: this is another type of lending by the modern banks. Discounting the bills of exchange means enchasing the bills of exchange means enchasing the bills of exchange the banks before the date of maturity. 

Secondary functions: 
a. Agency Services
b. General Services

Agency Services:
Bank performs certain agency services for and on behalf of their customer.
They are:
1. Remittance of fund
2. Collection & payment of credit instrument 
3.  Buying & Selling of securities.
4. Collection of payments
5. Making of payments
6. Income tax consultancy
7. Acting as trustee & executor.
General Utility Service:
1. Locker facility
2. Issue of traveler is cheque.
3. Letter of credit
4. Under writing of securities
5. ATM  facilities
6. Credit Cash

Q.5. Explain briefly the function of central Bank?
Ans.The RBI performs all traditional development and other functions.
1. Traditional Functions:
a. Monopoly of note issue: -  Under section 22 of the RBI Act, the bank has the sole right to issue of currency notes of all denominations of Rs. 10, 20, 50, 100, 500 & 1000 in the country. RBI follows minimum reserve system while issuing notes since 1956. It has to maintain reserve of gold, silver & foreign exchange against issue of currency notes.
b. Banker to the Govt: -RBI act as a banker, agent & adviser to the govt. The RBI performs the same functions as the commercial banks perform to their customers, such as it receives deposits from the govt & advance loans to it when it is in need.
c. Banker’s Bank: - The activities of all commercial banks are controlled & managed by the RBI. The regulation of bank may be related to their licensing, branch, expansions, liquidity of assets etc. 
d. Lender of last resort: - The RBI helps the commercial bank in times of their financial crisis. When commercial banks are not able to get financial assistance from any source RBI cover to their rescue. That is the commercial bank can approach the RBI for loans.
e. Cleaning House: - The RBI acts as a cleaning house for transfer and settlement of mutual claims of the commercial banks. As it keeps the cash reserves of all commercial banks. It is easy to settle each other debts or transfer of funds from one bank to another.

2. Development Functions: 
a. Agriculture Finance: - The RBI has been extending advice & financial assistance to the co- operative credit institutions for the development of agriculture. For this purpose, it has set up an agriculture credit department.
b. Industrial Finance: - The RBI provides credit facilities to both small scale & large-scale industries through state finance corporation (SFC) IFCI, IDBI, ICICI etc. It also established national industrial Credit Fund in 1964 to provide financial assistance. 

3. Other Functions: 
Research functions & Special functions are the other functions.

The RBI collets & publishes information relating to agricultural, industrial, financial sectors of the economy, experts & imports, banking, trends in money & money and capital market, price trends etc. On the basis of this information the govt can formulate and implement its economic & monetary policies. It also issues special bulletins, journals & various research papers.

4. Special Functions:  
The RBI conducts special debates & seminars on various subjects. It also provides training facilities to bank staff. It maintains regular contacts with various international financial institutions. It also suggests remedies for the problem of poverty, unemployment inflation, deflation etc.  

  
Q.6. Explain briefly the objectives & function of WTO?
Ans. The Uruguay Round Agreement of GATT, provide for the setting up of the World Trade Organization. The WTO started function from January 1, 1995. It is a watch dog of international trade and it’s regularly examines the trade regimes of individual members. 
The objectives of the WTO:
In its preamble, the agreement established the WTO lays down the following objectives of WTO.
1. Its relations in the field of trade& economic endeavor shall be conducted with a view to raising standards of living, ensuring full employment, expanding the production & trade in goods & services. 
2. To allow for the optimal use of worlds resources in accordance with the objective of sustainable development, seeking both.
a) To protect and presence the environment 
b) To enhance the means for doing so in a manner consistent with respective needs & concerns at different levels of economic development.
3. To make positive effects designed to ensure that developing countries, especially the least developed among them, secure a shave in the growth, in international trade commensurate with needs of their economic development.
4. To achieve these objectivities by entering into reciprocal & mutually advantage arrangement directly towards substantial reduction of tariffs & other barriers to trade & the elimination of discriminatory treatment in international trade relations.
5. To develop an integrated more viable & durable multilateral trading system encompassing the GATT, the result of past trade liberalization efforts & all the results of the Uruguay round of multilateral trade negotiations &
6. To ensure linkages between trade policies, environmental policies & sustainable development.
Functions of WTO:
1. It facilitates the implementation administration & operations of the objective of the agreement & of the multilateral trade agreement.
2. It provides the framework for the implementation administration & co-operation of the plurilateral trade agreements relating to trade in civil craft, govt procurement trade in dairy product & bovine meat.
3. It provides the forums for negotiations among its members concerning their multilateral trade relations in matters dealt with under the agreements.
4. It administrates of the understanding a rules &procedures governing the settlement of disputes of the agreement. 
5. The WTO shall administer the trade review mechanism”
6. It co-operates with the IMF & the World Bank & its affiliated agencies with a view to achieving greater coherence in global economic policy making.
Q.7. what is B.O.P? Explain the causes of disequilibrium in the balance of Payment?
Balance of payment of a country is a systematic record of its receipts and payments in international transaction in a given year. Each transaction is entered on the credit and debit side of the balance sheet. The credit sides are visible and invisible exports, transfer receipts in the form of gift received from foreigners, borrowings from abroad and investment by foreigners in the country. The main causes for disequilibrium can be deficit or surplus, it means when a country's current account will be deficit or surplus, its balance of payment is called disequilibrium.
Causes for disequilibrium in the B.O.P
1. Economic causes:
· Trade Imbalance: Continuous deficits in the trade balance can lead to a disequilibrium. If a country imports more than it exports, it will face a BOP deficit.
· Exchange Rate Fluctuations: Sudden changes in exchange rates can make exports more expensive and imports cheaper, worsening the trade balance.
· Inflation Differentials: Higher inflation rates in a country compared to its trading partners can reduce the competitiveness of its goods and services. Inflation is reason for the balance of payment if there is inflation in the country, price of export increase as a result export falls. At the same time the demand for import increases thus increase in export price leading to decline in exports and raise it imports result in adverse balance of payment.
2. Structural causes
· Economic Structure: Countries that rely heavily on the export of a few primary commodities may experience BOP disequilibrium due to price volatility in those commodities.
· Industrial Competitiveness: Lack of competitiveness in certain industries can lead to a decline in exports and an increase in imports, affecting the BOP.
3. Financial causes:
· Capital Movements: Large inflows or outflows of capital can cause disequilibrium. For example, high foreign direct investment (FDI) inflows can lead to a surplus, while sudden capital flight can lead to a deficit.
· External Debt: High levels of external debt and debt servicing requirements can strain the BOP, especially if the country is unable to generate sufficient export earnings to meet its obligations.
4. Political causes:
· Fiscal and Monetary Policy: Expansionary fiscal or monetary policies can lead to higher imports due to increased domestic consumption and investment, contributing to a BOP deficit.
· Trade Policies: Protectionist measures by trading partners, such as tariffs and quotas, can reduce a country’s exports, leading to BOP disequilibrium.
5. Social causes:
· Political Stability: Political instability or uncertainty can discourage foreign investment and lead to capital flight, affecting the BOP.
· War and Conflicts: Wars and conflicts can disrupt trade and lead to significant economic costs, affecting the balance of payments.
7. Demographic causes:
· Population Growth: Rapid population growth can increase demand for imports while the supply of exports may not keep pace, leading to a BOP deficit.
· Migration: Large-scale immigration can also affect remittances and the balance of payments.


Q.8. Write Short notes on any two of the following.
A). Advantage & disadvantage of MNCs.
ANS. MNCs are huge firm which extend their industrial & marketing operation through a network of their branches in other countries. MNC’s have their  head quarter are  located in one country i.e. developed countries & operates both in development and developing countries.
	According to J.H. Dumming, a MNC is any enterprise which owns & controls income generating assets in more than one country.
Advantages of MNC’s
1. MNC’s help a developing country by increasing investment, income & employment.
2. MNC’s helps in promoting experts of the host country.
3. Entry of MNC’s in the host country makes its market more competitive & breaks the domestic monopolies.
4. MNC’s are regards as agents of modernization & thereby developing the growth of economy rapidly.
5. MNC’s by producing certain required goods in the best country help in reducing its dependence on import.
6. MNC’s due to their wide network of productive activity equalize the cost of production in global market.
7. MNC’s are the vehicles of peace in the world, they help in developing cordial political relationship among the countries of the world. 
8. MNC’s integrates national & international markets.
At the end of 1990 there were 469 foreign companies in India.  Including pharmaceutical industries. At present there is 500 MNC’s operating in India.
Disadvantages of MNC’s
1. MNC’s are basically profit motivated and hence they are responsible for drain of resources from the host country. 
2. They produce inappropriate products, those demanded by a small rich minority & simulate inappropriate consumption pattern through advertising.
3. There may be responsible for creation of monopolies in the market & eliminate local competitions. 
4. The domestic capital formation and investments of UDC’s is adversely affected on account of investment by MNC’s.
5.  MNC’s are responsible for creating social inequalities & also breeds discontent & unrest among the workers employed in the local industries of host countries.
6. MNC’s established their venture in UPD’s and exploit cheap labour available there.
7. MNC’s bring in their cultural norms of attitudes in the host country & may cause threat to the original culture of the host country in various ways.
MNC’s suppress the domestic entrepreneurship and hence small state.

 B). Loan able Funds Theory.
ANS: The expression “Loan able funds” is wider in its scope. Loan able funds are the sum of money supplied and demanded at any time in the money market. It is comprehensive and includes not only savings out of the current income but also bank credit, dishoarding and disinvestments. Likewise the demand for loan able. Funds also are wider in its content. Capital is not only demanded for investment, but also for consumption and hoarding.
According to the theory, the equilibrium interest rate is determined by the equality between demand for and supply of loan able funds. Interest rate is the price paid for the use of these loan able funds.
More details regarding demand for and supply of loan able funds are given for                 Proper understanding.
The supply of loan able funds is derived from four sources. They are
1. Savings: savings by individuals and households constitute the important source of supply of loan able funds. They are of two types. Planned and unplanned. Planned savings are savings planned by individuals at the beginning of a period in the hope of expected income and anticipitated consumption expenditure. Unplanned is the differences between the income of the preceding period and the consumption of the present period. The level of savings depends upon the level of income.
1. Dishoarding:  dishoarding of idle cash balances, past savings etc may be released in to the market. Dishoarding will be greater if interest rate is high and vice versa.
1. Bank credit: as manufacturers of money, banks create credit money and advance it to individual and business units. Generally speaking, higher the interest rate, higher would be the advances and vice-versa.
1. Disinvestments: it is the opposite of investment. It is said to take place when the stock of existing machines is allowed to wear out without being replaced or without providing for any depreciation a particular durable asset that will be wearing down. The fund which is set aside for replacement is called as Amortization Quota.
The demand for loan able funds comes mainly from three sources. They are 
1. Demand for investment: loan able funds are demanded for investment purposes. Investment may be undertaken either by individuals Business houses or companies. The investment demand depends on the productivity of capital. It is interest elastic. It varies inversely with the interest rate, lower the interest rate, higher would be the demand and vice-versa.
2. Demand for consumption: people may borrow for consumption purposes. It arises when the expenditure are greater than the income of the people. This aiso varies inversely with interest rate. Lower the interest rate, higher would be demand for loans and vice-versa.
3. Demand for hoarding: some people may like to hoard a part of their savings in cash. Hoarding implies keeping cash balances. This desire to hoard is called liquidity preference. It is important to note that some people who are hoarding cash balances are also the suppliers of loan able funds. The demand for hoarding is interest elastic. Thus the demand curve slopes downwards from left to right. 
c). Advantages of International Trade.
Ans. Importance of international trade:
1. International Division of Labor & specialization: -
The greater advantage or benefit of international trade is the division of labor & specialization is the field of production & international exchange of commodities. Adam smith said, “The tailor does not attempt to make his own shoes but buys them from a shoes maker. The shoe maker does not attempt to make his own dress but employee a tailor. A farmer does not attempt to make neither the one nor the other. Thus, every individual & country tries to specialize in the production of those good in which it enjoys facilities & exchange. The same with other companies. As the native countries, will have the advantage of production at the least cost.
2. Optimum use of world resources:
International trade promotes optimum use of the resource of the resources of the world. Each country sells product where it can get higher from& buys essential raw material from those market where these ae the cheapest.
3. Stabilization of prices: 
In the absence of international trade, the domestic shortage leads to serious inflationary trends. Similarly, surplus may create deflation. Though international trade the effects of inflation & deflation could be minimized.
4. Technologies progress: 
International trade promotes technological progress as it allows import of new machines equipment, design & technical services from other countries. 
5. Easy flow of capital: 
International trade develops mutual relation among the countries & facilities short term & long-term flow of capital. In fact many countries depend on foreign country in the initial stage of their economic development.
6. Promotion of completion: 
International trade promotes competition among the different countries. International competition brings efficiency. It becomes possible to impose quality products from other countries at reasonable prices.  
7. Greater Bi-lateral co-operation: 
International trade develops mutual co-operation among the trading countries. The countries co-operate among themselves to resolves their different & problems through bi-lateral agreements.
8. Growth of international economic institutions: 
It has leaded to the growth several multilaterals like IMF, IBRD, IDA, and UNCTAD & WTD. 
9. Expert promotes growth: 
There are many countries such as Japan, France, UK, USA & in recent year South Korea, Taiwan, Malaysia, China& many Gulf countries growth through expert. In fact their strategy is to maximize export to promote economic growth. 



Q. 9. Write Short notes on any two of the following.
A). Instruments of monetary policy of RBI:
The central bank aims at providing financial and economic stability in the country. It supervises controls and regulates the activities of all the commercial banks and other financial institutions of the country. Thus central bank is the monetary institution whose main function is to control regulates and stabilizes the monetary system of the country in the national interests. They are also called as the responsibilities of central bank.
Monetary policy of R.B.I:
It refers to the policy of managing the total volume of credit in circulation in the country. The volume and direction of the bank credit has an important bearing on the level of economic activity. the excessive credit generally leads to inflation and contraction of credit lead to deflation thus the expansion and contraction of credit and currency will bring fluctuations in economic activities lack of availability of cheap credit also wider economic development of the country the central bank of a country has the responsibility of controlling the volume and direction of credit in the country in order to achieve the objective of growth with  stability the policy followed by the central bank to control the volume of money and credit with a view to attend certain economic objectives is called monitory policy.
The method adopted by the RBI to regulate and control money circulation or supply of money circulation or supply of money in the country is known as monetary policy of RBI. It is grouped under two heads:
Credit Control methods.
· Quantitative methods
· Qualitative methods
Quantitative methods: 
These are non-discriminating in character as they tend to expand or contract the flow of money in all the channels.
· Bank rate: bank rate is the rate of interest charged by the RBI for providing funds or loans to the banking system. This is also known as discount rate. Increase in bank rate is symbols of lightening of RBI monetary policy the reverse will happen when the bank rate is reduce to overcome depreciation in the economy. Injecting and absorbing the liquidity from bank system is called bank rate policy.
· Open market operations: it is an instrument of monetary policy which involves buying and selling of government securities in the open market. The RBI sells government securities to contact the flow of credit and buys Government security to increase credit flow. When the RBI purchase a security from the banks and the public it increases the volume of credit in circulation, while their sale by it. it decreases the volume of credit thus purchases expand the credit and sales contract it. In this way the RBI sells government security during inflation purchasing during deflations.
· Cash reserve ratio: it is a certain percentage of Bank deposit which commercial banks are required to keep with the RBI in the form of reserves or balance. An increase in the CRR with the RBI leads to a contraction of credit and vice versa, the RBI can very CRR between 3% to 15%.
· Statutory liquidity ratio: in addition to CRR the RBI direct to commercial banks have to maintain a certain percentage of the total demand and time deposit with themselves in the form of liquid assets. These assets can be cash, precious metals, approved securities like bonds etc. The ratio of the liquid assets to time and demand liquidity is term as the SLR there was a reduction of SLR.

B). Balance sheet of commercial bank.
ANS.Commercial banks are monetary institutions that accept a deposit from the public, offer all kinds of account services, lends various loans, and provide basic financial assets like certificates of deposit and savings accounts Etc. It is the main asset of a bank to generate profit.
Commercial banks play a crucial role in the financial system and economy. They are financial institutions that provide a wide range of financial services to individuals, businesses, and governments. Here's a detailed look at their meaning and importance. The process of credit creation begins with banks’ lending money out of primary deposits to explain the process of credit creation we make the following assumptions.

Illustration:
1. There are several banks says A B C etc.
2. Every bank to keep 10% of cash reserve 
3. A new deposit of Rs.1000 has made by a customer in bank A.
4. The people have banking habits.
5. The loan amount drawn by the customer of first bank is deposited in full in the second bank, and that of the second bank in the third bank & so on. Given this assumption suppose bank ‘A’ receives cash deposits of Rs.1000 from a customer, given the reserve ratio of 10% the bank keeps Rs.100 (10% of 1000) in reserve and lends Rs.900 to Mr X. The balance sheet of bank A is as follows.




Balance Sheet of Bank ‘A’
	Liabilities
	Assets

	Deposits -                                    Rs 1000

Total                                                      Rs 1000
	Cash Reserve                               Rs 100
Loan to Mr X                                Rs 900
Total                                                      Rs. 1000



When Rs 900 is lent by Bank ‘A’ to Mr ‘X’, who either deposits it with same bank or with the other Bank. Suppose the loan of Rs 900 is deposited by Mr X in Bank B, Bank B starts with a deposit of Rs 900. Keeps 10% of it or Rs 90 as cash reserve & lends Rs 810 to Mr Y. Then the Balance Sheet of the bank B is as follows:
Balance Sheet of Bank ‘B’
	Liabilities
	Assets

	Deposits -                                    Rs900

Total                                                      Rs900
	Cash Reserve                               Rs90
Loan to MrYRs810
Total                                                      Rs. 900



This loan of Rs 810 is deposited by Mr. ‘Y’ in bank ‘C’, bank ‘C’ keeps 10% as Rs 81 of Rs 810 as cash reserves & lends Rs 729 to Mr. ‘Z’. Then the balance sheet of bank ‘C’ is as follows:
Balance Sheet of Bank ‘C’
	Liabilities
	Assets

	Deposits -                                    Rs810

Total                                                      Rs810
	Cash Reserve                               Rs81
Loan to Mr X                                Rs729
Total                                                      Rs. 810



Thus, the process will continue till the cash deposit of Rs 1000 is completely used. The cash deposit of Rs 1000 is completely used. The cash deposit of Rs 1000 led to a loan deposits of Rs 900+800+729 & so on. Now the total deposits of all the banks shall be Rs 10,000.
Multiple Credit Creation ‘Amount in Rs’
	Bank 
	Liabilities
	Cash Reserve 
	New Loan

	Bank A
Bank B
Bank C
All other Banks
Total for whole banking System 
	         1000
           900
           810
          7290

        10000
	          100
            90
            81
         729

        1000

	            900
            810
            729
          6561

         9000





C) Components of Terms of Trade.
ANS. In economics, Terms of Trade means the rate at which one country's goods exchange for the goods of another country. It reflects the relationship between the prices of a country’s exports and the prices of its imports.
In short, terms of trade mean the term on which two countries trade with each other. Example: suppose country A is exporting 1 unit of cotton to country B and in return gets from it 1 unit of wheat then the ratio of exchange is also called terms of trade is 1:1. Terms of trade can be favorable as well as unfavorable. 
Terms of Trade = (Index of Export Prices / Index of Import Prices) × 100
· If the terms of trade is > 100 → The country can import more for every unit of export (favorable).
· If the terms of trade is< 100 → The country must export more to import the same amount (unfavorable).
Components of terms of trade:
The components of terms of trade refers to the different elements or types that help analyze and understand how a country's trade is performing. These components show how prices, quantities, and productivity in trade influence a country’s economic relationship with the rest of the world.
1. Net barter terms of trade: The concept of net terms of trade is the contribution of J.S. mill and Alfred Marshal. it is the ratio of the index of export prices to the index of import prices. It is obtained by dividing the index of export prices by the index of import prices. It may be noted that are index of export prices the index of import prices and the ratio between the two that is the quotient thus obtained are expressed in percentage. In symbols the net barter terms of trade is expressed as follows PX/Pm*100. Here PX stand for index number of export prices and pm is for index number of import prices. Examples: suppose index number of export prices of a country A is 200 and index number of import prices of commodity country A is 100 then the net barter terms of trade will be 200/100*100=200%
2. Gross barter terms of trade: The concept of gross barter terms of trade was introduced by professor Tausig. Gross barter terms of trade refer to the rate of exchange between the whole of a country’s physical export and the whole of the country’s physical imports. It is obtained by diving the index of the physical quantity of exports by the index of the physical quantity of imports. In symbols the gross barter terms of trade is expressed as QX/QM*100. Here QX stands for the index number of quantity of exports, QM stands for the index number of quantity of imports.
3. Income terms of trade: the concept of income terms of trade has been introduced by G.S Durance. The income terms of trade are also referred to as a country’s capacity to import. The income terms of trade is obtained by dividing the value of exports by the index of import prices. n symbols the income terms of trade is QX*PY/Pm*100. QX represents quantity index of exports. PY represents the price index of exports and Pm stands for the index imports price.
4. Single Factorial Terms of Trade (SFTT): It is an improved and more realistic version of the Net Barter Terms of Trade (NBTT). It adjusts the NBTT by taking into account the productivity of a country’s export sector. It shows how many imports a country can obtain per unit of real cost (effort or input) of its exports. It also reflects the real gain from trade after accounting for improvements in production efficiency. A higher SFTT means better trade advantage, as the country uses fewer resources to produce exports and gets more imports in return. The formula is SFTT=NBTT× Export Productivity Index Where: NBTT = Net Barter Terms of Trade Export Productivity Index = A measure of how efficiently a country produces its export goods
5. Double Factorial Terms of Trade (DFTT): It is a refined and theoretical concept in international economics that adjusts the Net Barter Terms of Trade (NBTT) by considering productivity changes in both the export sector of the home country and the import sector of the foreign country. DFTT shows how many units of domestic productive effort are exchanged for foreign productive effort. Thus, it evaluates the real cost-benefit exchange between two nations, considering technological and productivity differences. Formula: DFTT= NBTT× Export Productivity Index divided by import productivity x 100.
6. ​Real Cost Terms of Trade (RCTT): It is a theoretical concept in international trade that adjusts the Single Factorial Terms of Trade (SFTT) by taking into account the real cost (such as labor, time, effort, or opportunity cost) incurred by a country to produce its exports. Formula: RCTT= SETT devided by index of real cost in export.( Index of Real Cost means how much real effort (like labor time or economic resources) is used in export production)
7. Utility Terms of Trade (UTT): It is a highly theoretical and abstract concept in international economics. It measures a country’s terms of trade based on the utility or satisfaction derived from the imports it receives in exchange for its exports. UTT focuses on the level of utility (satisfaction) a country’s population gains from the imported goods. Formula: UTT x utility (satisfaction) from imports divided by real cost of exports.
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