



Class-X Economics 
CBQs
Unit-3-Money and Credit

MCQs: 

1. Which of the following factors does NOT directly impact the liquidity of money in an economy?
(a) Reserve ratios set by banks
(b) Collateral requirements
(c) Public trust in currency
(d) Barter exchanges
2. A trader in rural India borrows at a high interest rate from a moneylender. What is the most likely impact on his business if market conditions worsen?
(a) His profits increase
(b) He enters a debt trap
(c) He easily repays the loan
(d) His assets appreciate
3. Why are informal sources of credit risky for borrowers?
(a) High government oversight
(b) Lower interest rates
(c) No legal documentation
(d) Collateral always required
4. How can collateral influence the possibility of loan approval?
(a) Reduces bank profits
(b) Increases borrower’s risk
(c) Acts as security for lender
(d) Leads to inflation
5. Formal sector loans are preferred because:
(a) Interest rates are unpredictable
(b) No collateral required
(c) Regulated by RBI
(d) Repayment is optional
6. If the supply of currency notes increases rapidly without corresponding economic growth, what is most likely to occur?
(a) Deflation
(b) Inflation
(c) Stagnation
(d) Depression
7. Why might self-help groups (SHGs) be more accessible than banks to rural poor?
(a) They require extensive documentation
(b) Offer large loans
(c) Operate within communities
(d) Guided by RBI policies
8. Money can solve the problem of “double coincidence of wants” because:
(a) It is a legal tender
(b) It can be stored
(c) It acts as a medium of exchange
(d) It is limited in supply
9. Which statement describes the biggest drawback of relying on informal credit sources for agricultural investments?
(a) Loans are easy to obtain
(b) Interest rates may be very high
(c) Collateral is never needed
(d) Government supervises all loans
10. What is true about the role of banks in the credit system?
(a) Banks do not influence money supply
(b) Banks only keep deposits and do not lend
(c) Banks mediate between savers and borrowers
(d) Banks deal exclusively with government
11. If a borrower is unable to repay a loan secured through collateral, what can the lender do?
(a) Increase the loan amount
(b) Seize the collateral asset
(c) Waive the repayment
(d) Lower the interest rate
12. The primary regulator of all formal sources of credit in India is:
(a) State Bank of India
(b) Ministry of Finance
(c) Reserve Bank of India
(d) Indian Banks’ Association
13. Why is the interest rate a crucial term of credit for borrowers?
(a) It affects total repayment
(b) It only applies to informal sources
(c) It is decided by the borrower
(d) It never changes
14. What makes demand deposits in banks function as money?
(a) They are physical cash
(b) They act as cheques
(c) They can be withdrawn and transferred
(d) Only government can access them
15. Identify the impact of widespread debt traps in rural areas on social-economic development:
(a) Increases productive investment
(b) Leads to poverty and reduced self-reliance
(c) Reduces informal lending
(d) Boosts formal sector growth
16. What is the function of the RBI in controlling credit?
(a) Issues guidelines for informal lenders
(b) Sets interest rates and supervises formal lenders
(c) Collects public deposits
(d) Issues certificates for SHGs
17. If high risk is associated with a borrower's business, which outcome is most likely in case of loan default?
(a) Government waives all loans
(b) Collateral is seized by lender
(c) No impact
(d) Interest paid is refunded
18. Why could easy access to credit sometimes increase a borrower’s vulnerability?
(a) Reduces cost of borrowing
(b) May result in excessive, unsustainable loans
(c) Always leads to better profits
(d) Eliminates need for earning
19. What distinguishes formal from informal sources of credit?
(a) Formal is always local
(b) Informal is supervised by government authorities
(c) Formal ensures legal rights and documentation
(d) Informal does not offer collateral
20. The problem of repayment in informal credit often arises due to:
(a) Lower interest rates
(b) Fixed schedules
(c) Unpredictable loan terms and high interest rates
(d) RBI supervision
21. Which mechanism best helps the poor to avoid dependence on local moneylenders?
(a) Collateral-based loans from banks
(b) Membership in self-help groups
(c) High-interest informal loans
(d) Ignoring credit needs
22. Why are women’s self-help groups especially important in micro-credit delivery?
(a) Women control all formal sector loans
(b) Empower women and improve household incomes
(c) Only women borrow informally
(d) Reduce bank profits
23. A surge in high-interest loans from informal lenders in a region is likely to:
(a) Stimulate sustainable development
(b) Deepen poverty and increase debt traps
(c) Reduce overall credit demand
(d) Lower returns for lenders
24. What best describes “terms of credit”?
(a) Only documentation required
(b) Interest rate, collateral, documentation, repayment mode
(c) Only collateral
(d) No importance
25. In a rural setting, why might farmers avoid seeking credit from banks?
(a) High awareness of formal procedures
(b) Lack of collateral and complex procedures
(c) Banks offer informal loans
(d) No need for repayments

Assertion and Reason Questions:

For each question, select:
(a) Both Assertion and Reason are true and Reason is the correct explanation.
(b) Both are true, Reason is not correct explanation.
(c) Assertion is true, Reason is false.
(d) Assertion is false, Reason is true.


1. Assertion: Informal lenders often charge exorbitant interest rates.
Reason: They operate under direct government regulation.
2. Assertion: Credit access can help farmers invest in better technology.
Reason: Every farmer who borrows always increases their profits.
3. Assertion: Money solves the problem of double coincidence of wants.
Reason: It acts as a universally accepted medium of exchange.
4. Assertion: RBI regulates formal sources of credit in India.
Reason: All informal sources must follow RBI guidelines.
5. Assertion: Collateral secures the lender against default.
Reason: If a borrower defaults, the lender cannot recover the loan.
6. Assertion: SHGs help women become financially independent.
Reason: Only banks can provide credit in India.
7. Assertion: High risks in credit transactions may lead to a debt trap.
Reason: Borrowers might not be able to repay their loans if business fails.
8. Assertion: The terms of credit are the same for all borrowers.
Reason: All borrowers are considered to have identical risk profiles.
9. Assertion: Demand deposits serve as money in the economy.
Reason: They can be used to make payments and withdrawals.
10. Assertion: Many small farmers depend on money lenders for loans.
Reason: Money lenders often have simple procedures compared to banks.
11. Assertion: Inflation results when more money is supplied without adequate growth in production.
Reason: More money increases the purchasing power but not goods available.
12. Assertion: Credit can boost economic activity in rural areas.
Reason: Availability of credit may not always result in productive investments.
13. Assertion: Formal credit sources require legal documentation.
Reason: This documentation helps protect both borrower and lender interests.
14. Assertion: The banking system mediates between savers and borrowers.
Reason: Banks use deposits to provide loans to those in need.
15. Assertion: High interest rates reduce the capacity of upscaling business investments.
Reason: Borrowers have to pay more from their profits as interest repayments.
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