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Money Supply
 The money supply is the total amount of currency and

other liquid assets in a country’s economy on a given
date.

 The amount of money in circulation consists of cash
and deposits that may be withdrawn almost instantly.

 Bank regulators influence the money supply available
to the public through placing reserve requirements on
banks, choosing how to extend credit, and other
money-related concerns.

 The term ‘the supply of money’ is synonymous with
such terms as ‘money stock’, ‘stock of money’,
‘money supply’ and ‘quantity of money’. The supply
of money at any moment is the total amount of money
in the economy.

 From 1977 to 1998, RBI used four monetary
aggregates – M1, M2, M3 and M4 – to measure money
supply (old Monetary Aggregates).

 Measuring standards changed in 1998by the
recommendation of Dr. Y.V. Reddy (Ex-Governor of
RBI) – M0, NM1, NM2 and NM3 (New Monetary
Aggregates).

Types of deposits held by a bank
 Demand Deposits (DD) – Saving Account and Current

Account  
 Time Deposits (TD) – Fixed Deposit (FD) and

Recurring Deposits (RD)

Current Account Vs Saving Account

BASIS FOR 
DIFFERENCE 

SAVING ACCOUNT CURRENT ACCOUNT 

Meaning Savings Account refers to a 
demand deposit account that 
an individual can open with 
a bank to manage their 
savings 

Current Account implies a 
transaction account that a 
firm can open with a bank 
to manage its business 
transactions. 

Opened by Individuals who would like 
to save money. 

Business persons who 
perform regular and 
frequent business 
transactions. 

Number of 
withdrawals 

Limited number of 
withdrawals are allowed in 
a month. After the limit is 
over, the customer is 
charged a certain fee for 
every additional transaction. 

No limit on the number of 
withdrawals. 

Overdraft 
facility 

Not Available Available  

Objective To encourage savings and 
build emergency funds for 
the future. 

To enable regular and 
frequent business 
transactions. 

Payment of 
interest 

Up to 3-4% No interest is paid 
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Fixed Deposit Vs Recurring Deposit

BASIS FOR 
COMPARISON 

FIXED DEPOSIT RECURRING DEPOSIT 

Meaning  A deposit scheme in which a particular 
sum of money is invested with the 
bank for a fixed period, is known as 
Fixed Deposit. 

A financial product in which money is 
deposited to a particular account at regular 
intervals for a long time is Recurring 
Deposit. 

Investment  Lump sum Instalments 
Minimum amount 
to be deposited 

 Slightly high Nominal 

Returns  Comparatively high Low 
Advantage  It enables the depositor to earn higher 

returns on his funds. 
It develops the habit of saving in depositor. 

 
Old Monetary Aggregates

1. M1 2. M2 3. M3 4.M4 
1. M1 = C + DD + OD 

 C – Currency held by public 

 DD – Net Demand Deposits with banks (Doesn’t
include interbank deposits i.e., deposits which a
commercial bank holds in other commercial banks) 

 OD – These include Deposits with RBI held by certain
individuals (former RBI governors can open an
account with RBI) & institutions (IMF etc) 

1. M2 = M1 + Saving account deposits with Post office
banks

2. M3 = M1 + TD (time deposits with commercial
banks like Fixed deposits, Recurring deposits) 

 M3 denotes currency and total bank deposits.
Therefore, it signifies purchasing power of an
economy. In the case of M2 and M4 deposits with
Post Office banks are also included. These
banks cannot give out loans and purchasing power is
equal to the currency held by the public plus loans
given out by the banks. So, instead of M2 or M4, we
use M3 to show the purchasing power 

 M3 is the most commonly used measure of the
money supply. It is also known as aggregate
monetary resources  

4. M4 = M3 + Total Deposits with Post Office banks
(excludes deposits under National Savings
Certificate, Kisan Vikas Patra) 

 New Monetary Aggregates
1. NM0 (Monetary Base or Reserve Money)

Components of M0:
 Currency in Circulation
 Bankers’ Deposits with RBI
 ‘Other’ Deposits with RBI

2. NM1 (Narrow Money).
Components of M1:
 Currency with the Public

 Current Deposits with the Banking System
 Demand Liabilities Portion of Savings Deposits

with the Banking System
 ‘Other’ Deposits with RBI

3. NM2
Components of M2:
 Currency with the Public
 Current Deposits with the Banking System
 Demand Liabilities of Savings Deposits with the

Banking System
 ‘Other’ Deposits with RBI
 Term Deposits of residents with a contractual

maturity up to and including one year with the
Banking System

 Certificates of Deposits issued by Banks
4. NM3 (Broad Money)

Components of M3:
 Currency with the Public
 Current Deposits with the Banking System
 Savings Deposits with the Banking System
 Certificates of Deposits issued by Banks
 Term Deposits of residents with a contractual

maturity up to and including one year with the
Banking System

 ‘Other’ Deposits with RBI
 Term Deposits of residents with a contractual

maturity of over one year with the Banking System
 Call/Term borrowings from ‘non-depository’

financial corporations by the Banking System.
Central Bank Money vs Commercial Bank Money
1. Central bank money (M0)– obligations of a central

bank, including currency and central bank depository
accounts.

 Commercial bank money (M1-M3)– obligations of
commercial banks, including current accounts and

savings accounts.


