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Step 1 Study the following topics from the textbook: 

1. Loan activities of banks. 

2. Terms of credit. 

3. Formal sector credit in India. 

4. Self-help groups for the poor 

 

Step 2 Students are guided to have a detailed idea about the topics given from the YouTube video on 

the chapter by Siksha House, CBSE. 

Step 3  

• Loan activities of banks 

1. Banks hold 15% of their deposits as cash. 

2. Banks use major portion of deposits to extend loans. 

3. Banks mediate between depositors and borrowers. 

• Two different credit situations- positive and negative role of credit 

1. Credit refers to an agreement in which the lender supplies the borrower with 

money, goods or services in return for the promise of future of payment.  

2. In some situations, credit plays a vital and positive role for a borrower 

3. In some other situations credit pushes the borrower into a situation from which 

recovery is very painful. 

• Terms of Credit- It comprises of: 

1. Interest rate 

2. Documentation 

3. Collateral – an asset that the borrower owns and uses as a guarantee to a lender 

until the loan is paid. 

4. Mode of repayment 

5. Time of repayment 

• Two sources of credit- Formal and Informal sourceof credit 

• Formal source- 

1. Banks, Cooperatives etc. 

2. RBI supervises formal sources 

3. Low rate of interest 

4. Banks submit information to RBI 

5. No use of unfair means to get back the money. 

• Informal source – 

1. Moneylenders, friends, relatives etc. 

2. No organisation to supervise  the informal sources  

3. High rate of interest 

4. Use of unfair means to get back the money. 

5. It leads to debt trap. 

• Cooperatives 

1. Major source of cheap credit in rural areas 



2. Members of cooperatives pool their resources 

3. These deposits are used as collateral to obtain huge loans 

4. Eg. Krishak Cooperative  

5. Importance of formal sources of credit in rural and urban areas 

6. Disadvantages  of informal sources of credit in rural and urban areas 

7. Necessity of increasing the lending activities of banks and cooperatives in rural 

areas 

8. Cheap and affordable credit is important for a country’s development. 

• Self help groups 

1. SHG help the people  to pool their resources to help each other and create savings 

2. This in turn serves as collateral. 

3. Members become self reliant 

4. It has helped women in getting a platform to solve their problems. 

5. Grameen Bank of Bangladesh- the success story i meeting the credit needs of the 

poor in 1970 across Bangladesh. 

GLOSSARY: 

1. Double coincidence of wants- The condition in which, what a person desires to sell 

is exactly what the other wishes to buy.  

2. Cheque- A cheque is a paper instructing the bank to pay a specific amount from the 

person’s account to the person in whose name the cheque has been issued. 

3. Collateral- Collateral is an asset that the borrower owns (such as land, building, 

vehicle, livestock, deposits with banks) and uses this as a guarantee to a lender until the 

loan is repaid 

Step 4 Answer the following questions: ( CW and HW) 

 

1. What is credit? 

2. How is it determined, whether a credit is useful or not? 

3. What are the two situations of credit? Explain with example 

4. What is collateral? Why do lenders ask for collateral? 

5. What are terms of credit? Is it same for all credit arrangements? 

6. What are cooperatives? 

7. What are two sources of credit in India?? Name them with example. 

8. State the difference between formal and informal sources of credit 

9. What is higher cost of borrowing? Explain its impact on borrower. 

10. Why do banks and cooperative societies need to lend more. 

11. ‘Cheap and affordable credit is crucial for the country’s development.’- explain by 

giving 5 points. 

12. How does RBI supervise the functioning of formal sources of loans? Explain. 

13.  What are the disadvantages of the informal sources of credit especially in the rural 

areas? 

14. What are the reasons that banks and cooperative societies need to lend more 

particularly in rural areas? Explain.  

15. Why should credit at reasonable rates be available for all? State five points. 

16. Why do you think that the share of formal sector credit is higher for the richer 

households compared to the poorer households? 

17. What are Self Help Groups? How and why are they formed? 

18.  How do the Self Help Groups function? Explain. 

19.  What are the benefits of having Self Help Groups in the rural areas? 

 

 


