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INTRODUCTION 
 
The quantum of money supply in economy depends on many factors. In India RBI formulates 
Monetary Policy in order to ensure an absolute flow of money in relation to the inflation in an 

economy.  The Reserve Bank of India Act, 1934 (RBI Act) was amended by the Finance Act, 2016, to 
provide for a statutory and institutionalized framework for a Monetary Policy Committee, for 

maintaining price stability, while keeping in mind the objective of growth. The Reserve Bank of India 

controls monetary policy tools like repo, reverse repo, CRR, SLR to manage money supply in the 
economy.  

Abstract 

The Money supply is the total amount of money in circulation in the economy at any point of 

time. In India RBI is the central bank and it is a note issuing authority of the country. The total 

monetary flow is greatly affected by the demonization. Not only the new currency was printed 

in place of old notes but also some of the new currency was printed in new denominations.  

The total money flow in the economy and inflation are directly related to each other. The 

money supply is controlled by the RBI by various tools such as Cash Reserve Ratio, Statutory 

Liquid Ratio to manage money supply in the economy.  In Indian total money in circulation is 

approximately Rs 17,54,000 crore according to the RBI’s database on the Indian economy and 

the Inflation rate is 4.88%. 
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MONEY SUPPLY IN INDIAN ECONOMY  
 
RBI compiles and publishes data on M1, M2, M3, and the M4 measure of money supply fortnightly 

and uses M3 as the official measure of money supply. 
 

 
Chart 1: 

 
The above mention chart 1 represents RBI`s policy stance and its impact on the money supply (M3) in 

the economy. The Reserve Bank of Indian is the note issuing authority of the country. The RBI 
ensures availability of currency to meet the transaction needs of the economy.  A part of this comes 

back to the RBI as CRR. Therefore the entire amount of cash released by the RBI is not available 
outside. That portion of the cash which is outside the RBI is the “currency in circulation.”  The money 

in circulation (M3) and its various components is given in the following table 1: 
 
Table 1: 
 

Item        

 

Outstanding as on Variations over 

2017 2018 Fortnight 
Financial year so far Year-on-year 

2016-17 2017-18 February 17, 
2017 

February 16, 
2018 

Mar 31 Feb 16 Amt.  % Amt.  % Amt.  % Amt.  % Amt.  % 

1 2 3 4 5 6 7 8 9 10 11 12 13 

M3 127919.4 135286.4 -183.4 -0.1 6447.2 5.5 7367.0 5.8 7014.4 6.1 12663.1 10.3 
Components  
(i+ii+iii+iv)                         

 i) Currency 
with the 
Public 

12641.2 17067.4 387.3 2.3 -5327.7 -33.4 4426.1 35.0 -4942.4 -31.7 6422.5 60.3 

 ii) Demand 
Deposits with 
Banks 

13967.4 12487.2 -132.6 -1.1 1810.7 18.3 -1480.2 -10.6 2312.1 24.6 778.2 6.6 

 iii) Time 
Deposits with 
Banks  

101099.8 105531.0 -428.4 -0.4 9962.4 11.1 4431.1 4.4 9759.7 10.8 5417.8 5.4 

 iv) `Other ' 
Deposits with 
Reserve Bank 

210.9 200.9 -9.6 -4.6 1.8 1.2 -10.0 -4.7 -115.0 -42.4 44.6 28.5 

Sources  
(i+ii+iii+iv-v)                         

 i) Net Bank 

Credit to 
Government 
Sector (a+b) 

38566.1 40373.7 -325.7 -0.8 7911.9 24.4 1807.6 4.7 6907.7 20.7 76.9 0.2 

a) Reserve 
Bank  6208.1 4167.1 -240.3 - 671.8 - -2041.0 - 476.9 - -754.6   

b) Other 
Banks 32358.0 36206.6 -85.4 -0.2 7240.2 25.7 3848.6 11.9 6430.8 22.2 831.5 2.4 

ii) Bank 
Credit to 

84114.9 88274.5 -97.2 -0.1 2168.6 2.8 4159.6 4.9 3199.8 4.2 8075.2 10.1 
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Commercial 
Sector (a+b) 
a) Reserve 
Bank 72.9 79.4 5.9   -153.2   6.5   -32.6   31.7   

b) Other 
Banks 84042.0 88195.1 -103.1 -0.1 2321.7 3.0 4153.1 4.9 3232.3 4.2 8043.5 10.0 

iii) Net  

Foreign 
Exchange 
Assets of 
Banking 
Sector  

25582.3 28219.2 -79.7 -0.3 -48.1 -0.2 2636.9 10.3 350.9 1.4 2930.1 11.6 

iv) 
Government's 
Currency 

Liabilities to 
the Public 

250.9 256.0 - - 30.4 13.9 5.1 2.0 32.3 14.9 6.5 2.6 

 v) Banking 
Sector's Net 
Non-
Monetary 
Liabilities  

20594.8 21836.9 -319.2 -1.4 3615.6 18.3 1242.2 6.0 3476.3 17.4 -1574.3 -6.7 

Net Non-
Monetary 
Liabilities of 
R.B.I. 

8333.5 8718.7 -91.1 -1.0 -348.7 -3.7 385.2 4.6 -583.9 -6.0 -474.3 -5.2 

 

Source:  RBI Provisional Data on figures:  in billions 
 

From the above table 1 we can conclude that the money supply (M3) is rising year by year and in 

Feb’2018 it was 135286.4 which was a 10.3% rise from year 2017 to year 2018. 
 

 

 
Graph 1: 

Source: https://factly.in/how-much-currency-is-in-circulation-now/ 
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Just before demonetization, the proportion of currency with the public out of the total currency in 

circulation was 95.7%. In other words, out of every Rs 100 in circulation, Rs 95.7 was with the public 
and the rest Rs 4.3 with the banks. This came down to the lowest of 76.8% towards end of November 

2016 when people were depositing all their old notes with the banks. As with the trend of total 
currency in circulation, the proportion of currency with public slowly increased to 90% in January 

2017 and is back to 95% as of mid-September 2017. And it is continuously rising as new notes came 
into circulation. 

 
THE MONEY SUPPLY AND VARIOUS ECONOMICAL FACTORS 

 
The monetary policy has a big impact on liquidity and interest rates in the financial system. The 

Monetary policy impacts the average investors and individuals as well. The RBI has several goals of 

which controlling inflation is the most important one. The RBI has several goals of which controlling 
inflation is one of the most important. When inflation is rising and threatening to spin out of control, 

as it is today, the RBI 'tightens' monetary policy which means reducing the amount of liquidity 
(floating money) in the economy. Though the RBI's policies may take upto a year to show their full 

effect they are perhaps the most effective way of reducing inflation.  
 

PRESENT POSITION OF INDIAN ECONOMY 

As per RBI- Reserve Bank of India is a regulatory the various rates are as follows  
 

SLR Rate CRR MSF Repo Rate Reverse Repo Rate Base Rate 
20% 4% 6.25% 6% 5.75% 9% - 9.55% 

 

Source: https://craytheon.com/charts/rbi_base_rate_repo_reverse_rate_crr_slr.php 

 

With the little increase in the money supply the following economical parameters are also changing. 
The CRR was 4%, SLR was 20% and Repo 6% in Indian economy. 

Consumer prices in India increased 4.88 percent year-on-year in November of 2017, higher than 3.58 
percent in October and well above market expectations of 4.2 percent. It is the highest inflation rate 

since August of 2016, mainly due to rises in cost of vegetables and fuel. Inflation Rate in India 
averaged 6.73 percent from 2012 until 2017.  

 
Statuary Reserve Ratio (SLR) 

The Reserve Bank of India (RBI) on kept repo rate unchanged at 6% and cut statutory liquidity ratio 
(SLR) requirement by 50 basis points to 19.5 per cent in anticipation of upside risks to retail inflation. 

The rates like cash rate, repo rate, reverse repo rate, etc., while managing money supply and 
controlling inflation, also hold a key to interest rates on retail loans like home loan, auto and car 

loans. Here's an understanding of the rates and their impact. 
 
Cash Reserve Ratio (CRR) 

It is the percentage of cash deposits that banks need to keep with the Reserve Bank of India on a 
fortnightly basis. Presently the CRR is 4% that is, for every Rs 100 deposited in the bank; bank will 

need to deposit Rs 4 with RBI. So It has Rs 96 to lend. How it impacts you: Increasing the CRR also 
means banks have lesser money to lend. In the absence of enough liquidity in the financial system, 

banks have to increase their lending rates to decrease the demand for money. On the other hand, a cut 
in CRR infuses more liquidity in the market and banks are pressurized to lend these funds. The 

lending interest rates to increase the demand for money. 
 
Statutory Liquidity Ratio (SLR) 
Apart from CRR, banks have to invest certain percentage of their deposits in specified financial 

securities like Central Government or State Government securities. Unlike CRR, banks earn some 

amount on it. 
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How it impacts you: Though requirement for higher reserve make banks relatively safe (as a certain 

portion of their deposits are always redeemable) but restrict their capacity to lend simultaneously. As 
a result, the lending rates have to be increased by the banks to stem the demand. 

 
The SLR is regular going down from last 3 years and CRR is almost constant.  

Every bank is required to maintain at the close of business every day, a minimum proportion of their 
Net Demand and Time Liabilities as liquid assets in the form of cash, gold and un-encumbered 

approved securities. The ratio of liquid assets to demand and time liabilities is known as Statutory 
Liquidity Ratio (SLR). RBI is empowered to increase this ratio up to 40%. An increase in SLR also 

restricts the bank's leverage position to pump more money into the economy. 

 
Net Demand Liabilities - Bank accounts from which you can withdraw your money at any time like 

your savings accounts and current account. 
 
Time Liabilities - Bank accounts where you cannot immediately withdraw your money but have to 

wait for certain period. e.g. Fixed deposit accounts.  

 
CRR - Cash Reserve Ratio  

Banks in India are required to hold a certain proportion of their deposits in the form of cash. However 
Banks don't hold these as cash with themselves, they deposit such cash(aka currency chests) with 

Reserve Bank of India , which is considered as equivalent to holding cash with themselves. This 

minimum ratio (that is the part of the total deposits to be held as cash) is stipulated by the RBI and is 
known as the CRR or Cash Reserve Ratio. 

 
When a bank's deposits increase by Rs100, and if the cash reserve ratio is 4%, the banks will have to 

hold Rs. 4 with RBI and the bank will be able to use only Rs 96 for investments and lending, credit 
purpose. Therefore, higher the ratio, the lower is the amount that banks will be able to use for lending 
and investment. This power of Reserve bank of India to reduce the lendable amount by increasing the 
CRR, makes it an instrument in the hands of a central bank through which it can control the amount 

that banks lend. Thus, it is a tool used by RBI to control liquidity in the banking system. 

 
Call Rate - Inter bank borrowing rate - Interest Rate paid by the banks for lending and borrowing 

funds with maturity period ranging from one day to 14 days. Call money market deals with 
extremely short term lending between banks themselves. After Lehman Brothers went bankrupt Call 

Rate sky rocketed to such an insane level that banks stopped lending to other banks. 
 

MSF - Marginal Standing facility - It is a special window for banks to borrow from RBI against 
approved government securities in an emergency situation like an acute cash shortage. MSF rate is 

higher than Repo rate. Current MSF Rate: 6.25%. 

 
Bank Rate - This is the long term rate (Repo rate is for short term) at which central bank (RBI) lends 

money to other banks or financial institutions. Bank rate is not used by RBI for monetary 
management now. It is now same as the MSF rate. Current bank rate is 6.25% 

 
CONCLUSION 

 
The total currency in circulation just before the announcement of demonetization, as of November 4, 

2016 was Rs 17.97 lakh crore. This continuously decreased as old notes were being deposited in banks 

and reached a minimum of Rs 8.98 lakh crore on January 06, 2017. This was the only occasion since 
October 2016 when the currency in circulation went below Rs 9 lakh crore. Since January 2017, the 

currency in circulation increased continuously as new notes were brought into circulation.  
 

The currency in circulation crossed Rs 15 lakh crore in June 2017 and was at Rs 15.88 lakh crore by the 
end of September 2017. This is slightly more than 88% of the currency in circulation just before de-

monetization. The money in circulation was Rs 16.6 lakh crore in February 2018. 
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Before demonetization the total money (M3) was Rs. 1246085.8 billions in Oct 2016 and  it was 

135286.4  billions in  Feb’2018 as per RBI data.  

The reverse repo rate under the LAF remains at 5.75 per cent, and the marginal standing facility 
(MSF) rate and the Bank Rate at 6.25 per cent. 

The decision of the Monetary Policy Committee is consistent with a neutral stance of monetary policy 
in consonance with the objective of achieving the medium-term target for consumer price index (CPI) 

inflation of 4 per cent within a band of +/- 2 per cent, while supporting growth.  

This shows that there is continues increase in the money supply in an economy after demonetization  
and the rise is more than 10%  per annum on the other hand  the rest of the factors are almost 

remained  unchanged that is CRR , SLR,  Repo, Bank Rate and Reverse Repo.  
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