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MONEY AND CREDIT 

MONEY AS A MEDIUM OF EXCHANGE 

The use of money spans a very large part of our everyday life. 

Look around you and you would easily be able to identify 

several transactions involving money in any single day. Can 

you make a list of these? In many of these transactions, goods 

are being bought and sold with the use of money. In some of 

these transactions, services are being exchanged with money. 

For some, there might not be any actual transfer of money 

taking place now but a promise to pay money later. Have you 

ever wondered why transactions are made in money? The 

reason is simple. A person holding money can easily exchange 

it for any commodity or service that he or she might want. 

Thus everyone prefers to receive payments in money and then 

exchange the money for things that they want. Take the case 

of a shoe manufacturer. He wants to sell shoes in the market 

and buy wheat. The shoe manufacturer will first exchange 

shoes that he has produced for money, and then exchange the 

money for wheat. Imagine how much more difficult it would 

be if the shoe manufacturer had to directly exchange shoes for 

wheat without the use of money. He would have to look for 

a wheat growing farmer who not only wants to sell wheat but 

also wants to buy the shoes in exchange. That is, both parties 

have to agree to sell and buy each others commodities. This is 

known as double coincidence of wants. What a person desires 

to sell is exactly what the other wishes to buy. In a barter 

system where goods are directly exchanged without the use 

of money, double coincidence of wants is an essential feature. 

In contrast, in an economy where money is in use, money by 

providing the crucial intermediate step eliminates the need for 

double coincidence of wants. It is no longer necessary for the 

shoe manufacturer to look for a farmer who will buy his shoes 

and at the same time sell him. 

MODERN FORMS OF MONEY

We have seen that money is something that can act as a 

medium of exchange in transactions. Before the introduction 

of coins, a variety of objects was used as money. For example, 

since the very early ages, Indians used grains and cattle as 

money. Thereafter came the use of metallic coins gold, silver, 

copper coins   a phase which continued well into the last 

century. 

Currency 

Modern forms of money include currency paper notes and 

coins. Unlike the things that were used as money earlier, 

modern currency is not made of precious metal such as gold, 

silver and copper. And unlike grain and cattle, they are neither 

of everyday use. The modern currency is without any use of 

its own. Then, why is it accepted as a medium of exchange? 

It is accepted as a medium of exchange because the currency 

is authorised by the government of the country. In India, the 

Reserve Bank of India issues currency notes on behalf of the 

central government. As per Indian law, no other individual or 

organisation is allowed to issue currency. Moreover, the law 

legalizes the use of rupee as a medium of payment that cannot 

be refused in settling transactions in India. No individual in 

India can legally refuse a payment made in rupees. Hence, the 

rupee is widely accepted as a medium of exchange. Deposits 

with Banks The other form in which people hold money 

is as deposits with banks. At a point of time, people need 

only some currency for their day-to-day needs. For instance, 

workers who receive their salaries at the end of each month 

have extra cash at the beginning of the month. What do 

people do with this extra cash? They deposit it with the banks 

by opening a bank account in their name. Banks accept the 

deposits and also pay an amount as interest on the deposits. 

In this way people’s money is safe with the banks and it 

earns an amount as interest. People also have the provision 

to withdraw the money as and when they require. Since the 

deposits in the bank accounts can be withdrawn on demand, 

these deposits are called demand deposits. Demand deposits 

offer another interesting facility. It is this facility which lends 

it the essential characteristics of money (that of a medium of 

exchange). You would have heard of payments being made 

by cheques instead of cash. For payment through cheque, the 

payer who has an account with the bank, makes out a cheque 

for a specific amount. A cheque is a paper instructing the 
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bank to pay a specific amount from the person’s account to 

the person in whose name the cheque has been issued. Thus 

we see that demand deposits share the essential features of 

money. The facility of cheques against demand deposits 

makes it possible to directly settle payments without the use of 

cash. Since demand deposits are accepted widely as a means 

of payment, along with currency, they constitute money in 

the modern economy. You must remember the role that the 

banks play here. But for the banks, there would be no demand 

deposits and no payments by cheques against these deposits. 

The modern forms of money currency and deposits are closely 

linked to the working of the modern banking system 

LOAN ACTIVITIES OF BANKS 

Let us take the story of banks further. What do the banks do 

with the deposits which they accept from the public? There 

is an interesting mechanism at work here. Banks keep only 

a small proportion of their deposits as cash with themselves. 

For example, banks in India these days hold about 15 per 

cent of their deposits as cash. This is kept as provision to pay 

the depositors who might come to withdraw money from the 

bank on any given day. Since, on any particular day, only 

some of its many depositors come to withdraw cash, the bank 

is able to manage with this cash. Banks use the major portion 

of the deposits to extend loans. There is a huge demand for 

loans for various economic activities. We shall read more 

about this in the following sections. Banks make use of the 

deposits to meet the loan requirements of the people. In this 

way, banks mediate between those who have surplus funds 

(the depositors) and those who are in need of these funds (the 

borrowers). Banks charge a higher interest rate on loans than 

what they offer on deposits. The difference between what is 

charged from borrowers and what is paid to depositors is their 

main source of income. 

TWO DIFFERENT CREDIT SITUATIONS 

A large number of transactions in our day-to-day activities 

involve credit in some form or the other. Credit (loan) refers 

to an agreement in which the lender supplies the borrower 

with money, goods or services in return for the promise of 

future payment. Let us see how credit works through the 

following two examples. In this case, Salim obtains credit 

to meet the working capital needs of production. The credit 

helps him to meet the ongoing expenses of production, 

complete production on time, and thereby increase his 

earnings. Credit therefore plays a vital and positive role in 

this situation. In rural areas, the main demand for credit is 

for crop production. Crop production involves considerable 

costs on seeds, fertilisers, pesticides, water, electricity, repair 

of equipment, etc. There is a minimum stretch of three to 
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four months between the time when the farmers buy these 

inputs and when they sell the crop. Farmers usually take crop 

loans at the beginning of the season and repay the loan after 

harvest. Repayment of the loan is crucially dependent on the 

income from farming. In Swapna’s case, the failure of the 

crop made loan repayment impossible. She had to sell part of 

the land to repay the loan. Credit, instead of helping Swapna 

improve her earnings, left her worse off. This is an example 

of what is commonly called debt-trap. Credit in this case 

pushes the borrower into a situation from which recovery is 

very painful. In one situation credit helps to increase earnings 

and therefore the person is better off than before. In another 

situation, because of the crop failure, credit pushes the person 

into a debt trap. To repay her loan she has to sell a portion of 

her land. She is clearly much worse off than before. Whether 

credit would be useful or not, therefore, depends on the risks 

in the situation and whether there is some support, in case of 

loss.  

TERMS OF CREDIT 

Every loan agreement specifies an interest rate which the 

borrower must pay to the lender along with the repayment 

of the principal. In addition, lenders may demand collateral 

(security) against loans. Collateral is an asset that the 

borrower owns (such as land, building, vehicle, livestocks, 

deposits with banks) and uses this as a guarantee to a lender 

until the loan is repaid. If the borrower fails to repay the loan, 

the lender has the right to sell the asset or collateral to obtain 

payment. Property such as land titles, deposits with banks, 

livestock are some common examples of collateral used 

for borrowing. Interest rate, collateral and documentation 

requirement, and the mode of repayment together comprise 

what is called the terms of credit. The terms of credit vary 

substantially from one credit arrangement to another. They 

may vary depending on the nature of the lender and the 

borrower. The next section will provide examples of the 

varying terms of credit in different credit arrangements. 

FORMAL SECTOR CREDIT IN INDIA

 We have seen in the above examples that people obtain loans 

from various sources. The various types of loans can be 

conveniently grouped as formal sector loans and informal 

sector loans. Among the former are loans from banks and 

cooperatives. The informal lenders in

clude moneylenders, traders, employers, relatives and friends, 

etc. In Graph 1 you can see the various sources of credit to 

rural households in India. Is more credit coming from the 

formal sector or the informal sector? The Reserve Bank of 

India supervises the functioning of formal sources of loans. 

For instance, we have seen that the banks maintain a minimum 

cash balance out of the deposits they receive. The RBI 

monitors the banks in actually maintaining cash balance. 

Similarly the RBI sees that the banks give loans not just to 

profit-making businesses and traders but also to small 

cultivators, small scale industries, to small borrowers etc. 

Periodically, banks have to submit information to the RBI on 

how much they are lending, to whom, at what interest rate, 

etc. There is no organisation which supervises the credit 

activities of lenders in the informal sector. They can lend at 

whatever interest rate they choose. There is no one to stop 

them from using unfair means to get their money back. 

Compared to the formal lenders, most of the informal lenders 

charge a much higher interest on loans. Thus, the cost to the 

borrower of informal loans is much higher. Higher cost of 

borrowing means a larger part of the earnings of the borrowers 

is used to repay the loan. Hence, borrowers have less income 

left for themselves (as we saw for Shyamal in Sonpur). In 

certain cases, the high interest rate for borrowing can mean 

that the amount to be repaid is greater than the income of the 

borrower. This could lead to increasing debt (as we saw for 
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Rama in Sonpur) and debt trap. Also, people who might wish 

to start an enterprise by borrowing may not do so because of 

the high cost of borrowing. For these reasons, banks and 

cooperative societies need to lend more. This would lead to 

higher incomes and many people could then borrow cheaply 

for a variety of needs. They could grow crops, do business, 

set up small-scale industries etc. They could set up new 

industries or trade in goods. Cheap and affordable credit is 

crucial for the country’s development. Formal and Informal 

Credit: Who gets what? Graph 2 shows the importance of 

formal and informal sources of credit for people in urban 

areas. The people are divided into four groups, from poor to 

rich, as shown in the figure. You can see that 85 per cent of 

the loans taken by poor households in the urban areas are 

from informal sources. Compare this with the rich urban 

households. What do you find? Only 10 per cent of their loans 

are from informal sources, while 90 per cent are from formal 

sources. A similar pattern is also found in rural areas. The rich 

households are availing cheap credit from formal lenders 

whereas the poor households have to pay a large amount for 

borrowing. What does all this suggest? First, the formal sector 

still meets only about half of the total credit needs of the rural 

people. The remaining credit needs are met from informal 

sources. Most loans from informal lenders carry a very high 

interest rate and do little to increase the income of the 

borrowers. Thus, it is necessary that banks and cooperatives 

increase their lending particularly in the rural areas, so that 

the dependence on informal sources of credit reduces. 

Secondly, while formal sector loans need to expand, it is also 

necessary that everyone receives these loans. At present, it is 

the richer households who receive formal credit whereas the 

poor have to depend on the informal sources. It is important 

that the formal credit is distributed more equally so that the 

poor can benefit from the cheaper loans.

SELF-HELP GROUPS FOR THE POOR 

In the previous section we have seen that poor households 

are still dependent on informal sources of credit. Why is it 

so? Banks are not present everywhere in rural India. Even 

when they are present, getting a loan from a bank is much 

more difficult than taking a loan from informal sources. As 

we saw for Megha, bank loans require proper documents and 

collateral. Absence of collateral is one of the major reasons 

which prevents the poor from getting bank loans. Informal 

lenders such as moneylenders, on the other hand, know the 

borrowers personally and hence are often willing to give a 

loan without collateral. The borrowers can, if necessary, 

approach the moneylenders even without repaying their 

earlier loans. However, the moneylenders charge very high 

rates of interest, keep no records of the transactions and 

harass the poor borrowers. In recent years, people have tried 

out some newer ways of providing loans to the poor. The 

idea is to organise rural poor, in particular women, into small 

Self Help Groups (SHGs) and pool (collect) their savings. A 

typical SHG has 15-20 members, usually belonging to one 

neighbourhood, who meet and save regularly. Saving per 

member varies from Rs 25 to Rs 100 or more, depending 

on the ability of the people to save. Members can take small 

loans from the group itself to meet their needs. The group 

charges interest on these loans but this is still less than what 

the moneylender charges. After a year or two, if the group 

is regular in savings, it becomes eligible for availing loan 

from the bank. Loan is sanctioned in the name of the group 

and is meant to create selfemployment opportunities for 

the members. For instance, small loans are provided to the 

members for releasing mortgaged land, for meeting working 

capital needs (e.g. buying seeds, fertilisers, raw materials 

like bamboo and cloth), for housing materials, for acquiring 

assets like sewing machine, handlooms, cattle, etc. Most 

of the important decisions regarding the savings and loan 

activities are taken by the group members. The group decides 
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as regards the loans to be granted — the purpose, amount, 

interest to be charged, repayment schedule etc. Also, it is the 

group which is responsible for the repayment of the loan. Any 

case of nonrepayment of loan by any one member is followed 

up seriously by other members in the group. Because of this 

feature, banks are willing to lend to the poor women when 

organised in SHGs, even though they have no collateral as 

such. Thus, the SHGs help borrowers overcome the problem 

of lack of collateral. They can get timely loans for a variety 

of purposes and at a reasonable interest rate. Moreover, SHGs 

are the building blocks of organisation of the rural poor. Not 

only does it help women to become financially self-reliant, 

the regular meetings of the group provide a platform to 

discuss and act on a variety of social issues such as health, 

nutrition, domestic violence, etc. 

Food Security in India 

Food security means availability, accessibility and 

affordability of food to all people at all times. The poor 

households are more vulnerable to food insecurity whenever 

there is a problem of production or distribution of food crops. 

Food security depends on the Public Distribution System 

(PDS) and government vigilance and action at times, when 

this security is threatened. 

What is food security? 

Food is as essential for living as air is for breathing. But food 

security means something more than getting two square meals. 

Food security has following dimensions (a) availability of 

food means food production within the country, food imports 

and the previous years stock stored in government granaries. 

(b) accessibility means food is within reach of every person. 

(c) affordability implies that an individual has enough money 

to buy sufficient, safe and nutritious food to meet one's dietary 

needs. Thus, food security is ensured in a country only if (1) 

enough food is available for all the persons (2) all persons 

have the capacity to buy food of acceptable quality and (3) 

there is no barrier on access to food. 

Why food security? 

The poorest section of the society might be food insecure most 

of the times while persons above the poverty line might also 

be food insecure when the country faces a national disaster/

calamity like earthquake, drought, flood, tsunami, widespread 

failure of crops causing famine, etc. How is food security 

affected during a calamity? Due to a natural calamity, say 

drought, total production of foodgrains decreases. It creates 

a shortage of food in the affected areas. Due to shortage of 

food, the prices goes up. At the high prices, some people 

cannot afford to buy food. If such calamity happens in a very 

wide spread area or is stretched over a longer time period, 

it may cause a situation of starvation. A massive starvation 

might take a turn of famine.A Famine is characterised by 

wide spread deaths due to starvation andepidemics caused by 

forced use of contaminated water or decaying food and loss of 

body resistance due to weakening from starvation. The most 

devastating famine that occurred in India was the FAMINE 

OF BENGAL in 1943. This famine killed thirty lakh people in 

the province of Bengal. Do you know who were affected the 

most by the famine? The agricultural labourers, fishermen, 

transport workers and other casual labourers were affected the 

most by dramatically increasing price of rice. They were the 

ones who died in this famine. In the 1970s, food security was 

understood as the “availability at all times of adequate supply 

of basic foodstuffs” (UN, 1975). Amartya Sen added a new 

dimension to food security and emphasised the “access” to 

food through what he called ‘entitlements’ — a combination 

of what one can produce, exchange in the market alongwith 

state or other socially provided supplies. Accordingly, there 

has been a substantial shift in the understanding of food 

security. The 1995 World Food Summit declared, “Food 

security at the individual, household, regional, national 

and global levels exists when all people, at all times, have 

physical and economic access to sufficient, safe and nutritious 

food to meet their dietary needs and food preferences for 

an active and healthy life” (FAO, 1996). The declaration 

further recognises that “poverty eradication is essential to 

improve access to food”. Nothing like the Bengal Famine 

has happened in India again. But it is disturbing to note that 

even today, there are places like Kalahandi and Kashipur in 

Orissa where famine-like conditions have been existing for 
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many years and where some starvation deaths have also been 

reported. Starvation deaths are also reported in Baran district 

of Rajasthan, Palamau district of Jharkhand and many other 

remote areas during the recent years. Therefore, food security 

is needed in a country to ensure food at all times. 

Who are food-insecure? 

Although a large section of people suffer from food and 

nutrition insecurity in India, the worst affected groups 

are landless people with little or no land to depend upon, 

traditional artisans, providers of traditional services, petty 

selfemployed workers and destitutes including beggars. 

In the urban areas, the food insecure families are those 

whose working members are generally employed in ill-paid 

occupations and casual labour market. These workers are 

largely engaged in seasonal activities and are paid very low 

wages that just ensure bare survival. The social composition 

along with the inability to buy food also plays a role in food 

insecurity. The SCs, STs and some sections of the OBCs 

(lower castes among them) who have either poor land-base or 

very low land productivity are prone to food insecurity. The 

people affected by natural disasters, who have to migrate to 

other areas in search of work, are also among the most food 

insecure people. A high incidence of malnutrition prevails 

among women. This is a matter of serious concern as it puts 

even the unborn baby at the risk of malnutrition. A large 

proportion of pregnant and nursing mothers and children 

under the age of 5 years constitute an important segment 

of the food insecure population. According to the National 

Health and Family Survey (NHFS) 1998–99, the number of 

such women and children is approximately 11 crore. The food 

insecure people are disproportionately large in some regions 

of the country, such as economically backward states with 

high incidence of poverty, tribal and remote areas, regions 

more prone to natural disasters etc. In fact, the states of Uttar 

Pradesh (eastern and south-eastern parts), Bihar, Jharkhand, 

Orissa, West Bengal, Chattisgarh, parts of Madhya Pradesh 

and Maharasthra account for largest number of food insecure 

people in the country. Hunger is another aspect indicating 

food insecurity. Hunger is not just an expression of poverty, 

it brings about poverty. The attainment of food security 

therefore involves eliminating current hunger and reducing 

the risks of future hunger. Hunger has chronic and seasonal 

dimensions. Chronic hunger is a consequence of diets 

persistently inadequate in terms of quantity and/or quality. 

Poor people suffer from chronic hunger because of their 

very low income and in turn inability to buy food even for 

survival. Seasonal hunger is related to cycles of food growing 

and harvesting. This is prevalent in rural areas because of 

the seasonal nature of agricultural activities and in urban 

areas because of casual labourers, e.g., there is less work 

for casual construction labourers during the rainy season. 

This type of hunger exists when a person is unable to get 

work for the entire year. India is aiming at Self-sufficiency 

in Foodgrains since Independence. After Independence, 

Indian policymakers adopted all measures to achieve self-

sufficiency in food grains. India adopted a new strategy in 

agriculture, which resulted in ‘Green Revolution’, especially 

in the production of wheat and rice. Indira Gandhi, the then 

Prime Minister of India, officially recorded the impressive 

strides of Green Revolution in agriculture by releasing a 

special stamp entitled ‘Wheat Revolution’ in July 1968. The 

success of wheat was later replicated in rice. The increase 

in foodgrains was, however, disproportionate. The highest 

rate of growth was achieved in Uttar Pradesh and Madhya 

Pradesh, which was 44.01 and 30.21 million tonnes in 2015–

16. The total foodgrain production was 252.22 Million tonnes 

in 2015–16. Uttar Pradesh and Madhya Pradesh recorded a 

significant production in field of wheat which was 26.87 and 

17.69 million tonnes in 2015–16, respectively. West Bengal 

and UP, on the other hand, recorded significant production of 

rice 15.75 and 12.51 Million tonnes in 2015–16 respectively. 

Food Security in India 

Since the advent of the Green Revolution in the early-1970s, 

the country has avoided famine even during adverse weather 

conditions. India has become self-sufficient in foodgrains 

during the last 30 years because of a variety of crops grown 

all over the country. The availability of foodgrains (even in 

adverse weather conditions or otherwise) at the country level 

has further been ensured with a  What is Buffer stock? Buffer 

Stock is the stock of foodgrains, namely wheat and rice, 
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procured by the government through the Food Corporation 

of India (FCI). The FCI purchases wheat and rice from the 

farmers in states  where there is surplus production. The 

farmers are paid a pre-announced price for their crops. 

This price is called Minimum Support Price (MSP). The 

MSP is declared by the government every year before the 

sowing season to provide incentives to farmers for raising 

the production of these crops. The purchased foodgrains 

are stored in granaries. Do you know why this buffer stock 

is created by the government? This is done to distribute 

foodgrains in the deficit areas and among the poorer strata 

of the society at a price lower than the market price also 

known as Issue Price. This also helps resolve the problem of 

shortage of food during adverse weather conditions or during 

the periods of calamity. 

What is the Public Distribution System?

The food procured by the FCI is distributed through 

government regulated ration shops among the poorer section 

of the society. This is called the Public Distribution System 

(PDS). Ration shops are now present in most localities, 

villages, towns and cities. There are about 5.5 lakh ration 

shops all over the country. Ration shops also, known as Fair 

Price Shops, keep stock of foodgrains, sugar, and kerosene 

for cooking. These items are sold to people at a price lower 

than the market price. Any family with a ration card can buy 

a stipulated amount of these items (e.g. 35 kg of grains, 5 

litres of kerosene, 5 kgs of sugar etc.) every month from the 

nearby ration shop. There are three kinds of ration cards: (a) 

Antyodaya cards for the poorest of the poor;  (b) BPL cards 

for those below poverty line; and  (c) APL cards for all others. 

The introduction of Rationing in India dates back to the 1940s 

against the backdrop of the Bengal famine. The rationing 

system was revived in the wake of an acute food shortage 

during the 1960s, prior to the Green Revolution. In the wake 

of the high incidence of poverty levels, as reported by the 

NSSO in the mid-1970s, three important food intervention 

programmes were introduced: Public Distribution System 

(PDS) for food grains (in existence earlier but strengthened 

thereafter); Integrated Child Development Services (ICDS) 

(introduced in 1975 on an experimental basis) and Food-for-

Work (FFW) (introduced in 1977–78). Over the years, several 

new programmes have been launched and some have been 

restructured with the growing experience of administering the 

programmes. At present, there are several Poverty Alleviation 

Programmes (PAPs), mostly in rural areas, which have an 

explicit food component also. While some of the programmes 

such as PDS, mid-day meals etc. are exclusively food security 

programmes, most of the PAPs also enhance food security. 

Employment programmes greatly contribute to food security 

by increasing the income of the poor. The National Food 

Security Act, 2013 This Act provides for food and nutritional 

security life at affordable prices and enables people to live a 

life with dignity. Under this act, 75% of the rural population 

and 50% of the urban population have been categorised as 

eligible households for food security. 

Current Status of Public the Distribution System

Public Distribution System (PDS) is the most important step 

taken by the Government of India (GoI) towards ensuring food 

security. In the beginning, the coverage of PDS was universal 

with no discrimination between the poor and the non-poor. 

Over the years, the policy related to PDS has been revised 

to make it more efficient and targeted. In 1992, Revamped 

Public Distribution System (RPDS) was introducted in 

1,700 blocks in the country. The target was to provide the 

benefits of PDS to remote and backward areas. From June 

1997, in a renewed attempt, Targeted Public Distribution 

System (TPDS) was introducted to adopt the principle of 

targeting the ‘poor in all areas’. It was for the first time that 

a differential price policy was adopted for poor and nonpoor. 

Further, in 2000, two special schemes were launched viz., 

Antyodaya Anna Yojana (AAY) and Annapurna Scheme 

(APS) with special target groupsof ‘poorest of the poor’ 

and ‘indigent senior citizens’, respectively. The functioning 

of these two schemes was linked with the existing network 

of the PDS.  The PDS has proved to be the most effective 

instrument of government policy over the years in stabilising 

prices and making food available to consumers at affordable 

prices. It has been instrumental in averting widespread 

hunger and famine by supplying food from surplus regions 

of the country to the deficit ones. In addition, the prices 
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have been under revision in favour of poor households in 

general. The system, including the minimum support price 

and procurement has contributed to an increase in foodgrain 

production and provided income security to farmers in certain 

regions. However, the Public Distribution System has faced 

severe criticism on several grounds. Instances of hunger are 

prevalent despite overflowing granaries. FCI godowns are 

overflowing with grains, with some rotting away and some 

being eaten by rats.  

Antyodaya Anna Yojana (AAY) 

AAY was launched in December 2000. Under this scheme 

one crore of the poorest among the BPL families covered 

under the targeted public distribution system were identified. 

Poor families were identified by the respective state rural 

development departments through a Below Poverty Line 

(BPL) survey. Twenty-five kilograms of foodgrains were 

made available to each eligible family at a highly subsidised 

rate of Rs 2 per kg for wheat and Rs 3 per kg for rice. This 

quantity has been enhanced from 25 to 35 kg with effect from 

April 2002. The scheme has been further expanded twice by 

additional 50 lakh BPL families in June 2003 and in August 

2004. With this increase, 2 crore families have been covered 

under the AAY. Subsidy is a payment that a government makes 

to a producer to supplement the market price of a commodity. 

Subsidies can keep consumer prices low while maintaining 

a higher income for domestic producers. In 2014, the stock 

of wheat and rice with FCI was 65.3 million tonnes which 

was much more than the minimum buffer norms. However, 

these remained consistently higher than the buffer norms. 

The situation improved with the distribution of foodgrains 

under different schemes launched by the government. There 

is a general consensus that high level of buffer stocks of 

foodgrains is very undesirable and can be wasteful. The 

storage of massive food stocks has been responsible for 

high carrying costs, in addition to wastage and deterioration 

in grain quality. Freezing of MSP for a few years should be 

considered seriously. The increased food grains procurement 

at enhanced MSP is the result of the pressure exerted by 

leading foodgrain producing states, such as Punjab, Haryana 

and Andhra Pradesh. Moreover, as the procurement is 

concentrated in a few prosperous regions (Punjab, Haryana, 

Western Uttar Pradesh, Andhra Pradesh and to a lesser extent 

in West Bengal) and mainly of two crops— wheat and rice— 

increase in MSP has induced farmers, particularly in surplus 

states, to divert land from production of coarse grains, which 

is the staple food of the poor, to the production of rice and 

wheat. The intensive utilisation of water in the cultivation of 

rice has also led to environmental degradation and fall in the 

water level, threatening the sustainability of the agricultural 
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development in these states. The rising Minimum Support 

Prices (MSP) have raised the maintenance cost of procuring 

foodgrains by the government. Rising transportation and 

storage costs of the FCI are other contributing factors in this 

increase. As per the NSSO report No. 558 in rural India, the 

per person per month has declined from 6.38 Kg. in 2004-

05 to 5.98 Kg in 2011-12. In urban India, the per person per 

month consumption of rice, too has declined from 4.71 Kg 

in 2004-05 to 4.19 Kg in 2011-12. Per Capita consumption 

of PDS rice has doubled in rural India and increased by 66% 

in urban India since 2004-05. The per Capita consumption 

of PDS wheat has doubled since 2004-05 in both rural and 

urban India. PDS dealers are sometimes found resorting to 

malpractices like diverting the grains to open market to get 

better margin, selling poor quality grains at ration shops, 

irregular opening of the shops, etc. It is common to find that 

ration shops regularly have unsold stocks of poor quality 

grains left. This has proved to be a big problem. When ration 

shops are unable to sell, a massive stock of foodgrains piles up 

with the FCI. In recent years, there is another factor that has 

led to the decline of the PDS. Earlier every family, poor and 

non-poor had a ration card with a fixed quota of items such 

as rice, wheat, sugar etc. These were sold at the same low 

price to every family. The three types of cards and the range 

of prices that you see today did not exist. A large number of 

families could buy foodgrains from the ration shops subject 

to a fixed quota. These included low income families whose 

incomes were marginally higher than the below poverty 

line families. Now, with TPDS of three different prices, any 

family above the poverty line gets very little discount at the 

ration shop. The price for APL familyis almost as high as 

open market price, so there is little incentive for them to buy 

these items from the ration shop.  

Role of cooperatives in food security 

The cooperatives are also playing an important role in food 

security in India especially in the southern and western parts 

of the country. The cooperative societies set up shops to 

sell low priced goods to poor people. For example, out of 

all fair price shops running in Tamil Nadu, around 94 per 

cent are being run by the cooperatives. In Delhi, Mother 

Dairy is making strides in provision of milk and vegetables 

to the consumers at controlled rate decided by Government 

of Delhi. Amul is another success story of cooperatives in 

milk and milk products from Gujarat. It has brought about the 

White Revolution in the country. These are a few examples 

of many more cooperatives running in different parts of 

the country ensuring food security of different sections of 

society. Similarly, in Maharashtra, Academy of Development 

Science (ADS) has facilitated a network of NGOs for setting 

up grain banks in different regions. ADS organises training 

and capacity building programmes on food security for 

NGOs. Grain Banks are now slowly taking shape in different 

parts of Maharashtra. ADS efforts to set up Grain Banks, to 

facilitate replication through other NGOs and to influence the 

Government’s policy on food security are thus paying rich 

dividends. The ADS Grain Bank programme is acknowledged 

as a successful and innovative food security intervention.  

CONSUMER RIGHTS 

The collage you see below contains  some news clippings 

of consumer court verdicts. Why did the people go to the 

consumer court in these cases? These verdicts came about 

because some people persisted and struggled to get justice. 

In what ways were they denied justice? More importantly, 

what are the ways in which they can exercise their rights as 

consumers to get a fair deal from the sellers when they felt 

they had been denied a just treatment? 

THE CONSUMER IN THE MARKETPLACE 

We participate in the market both as producers and 

consumers. As producers of goods and services we could 

be working in any of the sectors discussed earlier such as 

agriculture, industry, or services. Consumers participate in 

the market when they purchase goods and services that they 

need. These are the final goods that people as consumers use. 

In the preceding chapters we discussed the need for rules and 

regulations or steps that would promote development. These 

could be for the protection of workers in the unorganised 

sector or to protect people from high interest rates charged 

by moneylenders in the informal sector. Similarly, rules and 

regulations are also required for protecting the environment. 



[12]

STUDY NOTES SPECIALLY FOR SSC AND OTHER EXAM

Write us : content @mahendras.org myshop.mahendras.orgwww.mahendraguru.comwww.mahendras.org

For example, moneylenders in the informal sector that you 

read about in Chapter 3 adopt various tricks to bind the 

borrower: they could make the producer sell the produce to 

them at a low rate in return for a timely loan; they could force a 

small farmer like Swapna to sell her land to pay back the loan. 

Similarly, many people who work in the unorganised sector 

have to work at a low wage and accept conditions that are 

not fair and are also often harmful to their health. To prevent 

such exploitation, we have talked of rules and regulations for 

their protection. There are organisations that have struggled 

for long to ensure that these rules are followed. 

THE CONSUMER IN THE MARKETPLACE 

Likewise, rules and regulations are required for the protection 

of the consumers in the marketplace. Individual consumers 

often find themselves in a weak position. Whenever there is a 

complaint regarding a good or service that had been bought, 

the seller tries to shift all the responsibility on to the buyer. 

Their position usually is – “If you didn’t like what you bought, 

please go elsewhere”. As if the seller has no responsibility 

once a sale is completed! The consumer movement, as 

we shall discuss later, is an effort to change this situation. 

Exploitation in the marketplace happens in various ways. For 

example, sometimes traders indulge in unfair trade practices 

such as when shopkeepers weigh less than what they should 

or when traders add charges that were not mentioned before, 

or when adulterated/defective goods are sold. Markets do not 

work in a fair manner when producers are few and powerful 

whereas consumers purchase in small amounts and are 

scattered. This happens especially when large companies are 

producing these goods. These companies with huge wealth, 

power and reach can manipulate the market in various ways. 

At times false information is passed on through the media, and 

other sources to attract consumers. For example, a company 

for years sold powder milk for babies all over the world as 

the most scientific product claiming this to be better than 

mother’s milk. It took years of struggle before the company 

was forced to accept that it had been making false claims. 

Similarly, a long battle had to be fought with court cases to 

make cigarettemanufacturing companies accept that their 

product could cause cancer. Hence, there is a need for rules 

and regulations to ensure protection for consumers. 

CONSUMER MOVEMENT 

The consumer movement arose out of dissatisfaction of the 

consumers as many unfair practices were being indulged in by 

the sellers. There was no legal system available to consumers 

to protect them from exploitation in the marketplace. For a 

long time, when a consumer was not happy with a particular 

brand product or shop, he or she generally avoided buying 

that brand product, or would stop purchasing from that shop. 

It was presumed that it was the responsibility of consumers 

to be careful while buying a commodity or service. It took 

many years for organisations in India, and around the world, 

to create awareness amongst people. This has also shifted the 

responsibility of ensuring quality of goods and services on the 

sellers. In India, the consumer movement as a ‘social force’ 

originated with the necessity of protecting and promoting 

the interests of consumers against unethical and unfair 

trade practices. Rampant food shortages, hoarding, black 

marketing, adulteration of food and edible oil gave birth to 

the consumer movement in an organised form in the 1960s. 

Till the 1970s, consumer organisations were largely engaged 

in writing articles and holding exhibitions. They formed 

consumer groups to look into the malpractices in ration 

shops and overcrowding in the road passenger transport. 

More recently, India witnessed an upsurge in the number of 

consumer groups. 

CONSUMER RIGHTS 

While using many goods and services, we as consumers, have 

the right to be protected against the marketing of goods and 

delivery of services that are hazardous to life and property. 

Producers need to strictly follow the required safety rules 

and regulations. There are many goods and services that 

we purchase that require special attention to safety. For 

example, pressure cookers have a safety valve which, if it is 

defective, can cause a serious accident. The manufacturers 

of the safety valve have to ensure high quality. You also 

need public or government action to see that this quality is 

maintained. However, we do find bad quality products in the 

market because the supervision of these rules is weak and the 
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consumer movement is also not strong enough. Information 

about goods and services When you buy any commodity, 

you will find certain details given on the packing. These 

details are about ingredients used, price, batch number, 

date of manufacture, expiry date and the address of the 

manufacturer. When we buy medicines, on the packets, 

you might find ‘directions for proper use’ and information 

relating to side effects and risks associated with usage of that 

medicine. When you buy garments, you will find information 

on ‘instructions for washing’. Why is it that rules have been 

made so that the manufacturer displays this information? It 

is because consumers have the right to be informed about 

the particulars of goods and services that they purchase. 

Consumers can then complain and ask for compensation 

or replacement if the product proves to be defective in any 

manner. For example, if we buy a product and find it defective 

well within the expiry period, we can ask for a replacement. 

If the expiry period was not printed, the manufacturer would 

blame the shopkeeper and will not accept the responsibility. If 

people sell medicines that have expired severe action can be 

taken against them. Similarly, one can protest and complain 

if someone sells a good at more than the printed price on 

the packet. This is indicated by ‘MRP’ — maximum retail 

price. In fact consumers can bargain with the seller to sell at 

less than the MRP. In recent times, the right to information 

has been expanded to cover various services provided by 

the Government. In October 2005, the Government of India 

enacted a law, popularly known as RTI (Right to Information) 

Act, which ensures its citizens all the information about the 

functions of government departments. The effect of the RTI 

Act can be understood from the following case. 

When choice is denied 

Any consumer who receives a service in whatever capacity, 

regardless of age, gender and nature of service, has the right 

to choose whether to continue to receive the service. Suppose 

you want to buy toothpaste, and the shop owner says that she 

can sell the toothpaste only if you buy a tooth brush. If you 

are not interested in buying the brush, your right to choice 

is denied. Similarly, sometimes gas supply dealers insist 

that you have to buy the stove from them when you take a 

new connection. In this way many a times you are forced to 

buy things that you may not wish to and you are left with no 

choice. 

Where should consumers go to get justice? 

some examples in which consumers are denied their rights. 

Such instances occur quite often in our country. Where should 

these consumers go to get justice? Consumers have the right to 

seek redressal against unfair trade practices and exploitation. 

If any damage is done to a consumer, she has the right to get 

compensation depending on the degree of damage. There is a 

need to provide an easy and effective public system by which 

this can be done. The consumer can file a complaint before the 

appropriate consumer forum on his/her own with or without 

the services of lawyers. You might be interested in knowing 

how an aggrieved person gets his or her compensation. Let 

us take the case of Prakash. He had sent a money-order to 

his village for his daughter’s marriage. The money did not 

reach his daughter at the time when she needed it nor did 

it reach months later. Prakash filed a case in a district level 

consumer court in New Delhi. All the steps he undertook 

are illustrated here. The consumer movement in India has 

led to the formation of various organisations, locally known 

as consumer forums or consumer protection councils. They 

guide consumers on how to file cases in the consumer court. 

On many occasions, they also represent individual consumers 

in consumer courts. These voluntary organisations also 

receive financial support from the government for creating 

awareness among people. If you are living in a residential 

colony, you might have noticed boards of Residents’ Welfare 

Associations. If there is any unfair trade practice meted out to 

their members, they take up the case on their behalf. Under 

COPRA, a three-tier quasijudicial machinery at the district, 

state and national levels was set up for redressal of consumer 

disputes. The district-level court called District Forum deals 

with the cases involving claims upto Rs 20 lakh, the statelevel 

court called State Commission between Rs 20 lakh and Rs 1 

crore and the national-level court — National Commission — 

deals with cases involving claims exceeding Rs 1 crore. If a 

case is dismissed in district-level court, a consumer can also 

appeal in the state and then in national-level courts. Thus, the 
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Act has enabled us as consumers to have the right to represent 

in the consumer courts.  

LEARNING TO BECOME WELL-INFORMED 

CONSUMERS 

When we as consumers become conscious of our rights, 

while purchasing various goods and services, we will be able 

to discriminate and make informed choices. This calls for 

acquiring the knowledge and skill to become a well-informed 

consumer. How do we become conscious of our rights? Look 

at the posters on the right and in the previous page. What do 

you think? The enactment of COPRA has led to the setting 

up of separate departments of Consumer Affairs in central 

and state governments. The posters that you have seen are 

one example through which government spread information 

about legal process which people can use. You might also be 

seeing such advertisements on television channels 

TAKING THE CONSUMER MOVEMENT FORWARD 

India has been observing 24 December as the National 

Consumers’ Day. It was on this day that the Indian Parliament 

enacted the Consumer Protection Act in 1986. India is one 

of the countries that have exclusive courts for consumer 

redressal. The consumer movement in India has made some 

progress in terms of numbers of organised groups and their 

activities. There are today more than 700 consumer groups in 

the country of which only about 20-25 are well organised and 

recognised for their work. However, the consumer redressal 

process is becoming cumbersome, expensive and time 

consuming. Many a time, consumers are required to engage 

lawyers. These cases require time for filing and attending the 

court proceedings etc. In most purchases cash memos are not 

issued hence evidence is not easy to gather. Moreover most 

purchases in the market are small retail sales. The existing 

laws also are not very clear on the issue of compensation to 

consumers injured by defective products. After more than 25 

years of the enactment of COPRA, consumer awareness in 

India is spreading but slowly. Besides this the enforcement 

of laws that protect workers, especially in the unorganised 

sectors is weak. Similarly, rules and regulations for working 

of markets are often not followed. Nevertheless, there is scope 

for consumers to realise their role and importance. It is often 

said that consumer movements can be effective only with the 

consumers’ active involvement. It requires a voluntary effort 

and struggle involving the participation of one and all. 
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