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9. Impact of Demonetisation on Indian Economy

‘ Dr. S, ) Kulkarni
\Nmn 1 mi l)q artment of ¢ ommerce, I a];mln %lmlm Mdlmwdyqldya (Autrmomou%‘), Latur.

The Prime Minister of India  Mr.Narendra Modi announced the demonctisation on &
£ \10\ ember20106 In the announcement, Modi declared that use of all Rs500 and Rs1000 banknotes
;ﬁﬁ ot the Mahatma Gandhi Series would be invalid past midnight, and announced the issuance of
w*n(‘\\ Rs500 and Rs2000 banknotes of the Mahatma Gandhi New Series in exchange for the old

g bankx10\‘c>

e
34

% The finance minister Mr.Arun Jately in his budget spcech on 1 February, 2017, said the
g“dexnonctlzatlon has created a new nomal in Indian economy. The new normal is being seen as
g‘:somethmg, which will make economy bigger, clean and transparent. The finance minister said
g%that the demonetization move is a disruptive and it considered as one of biggest positive moves
< taken for the betterment of economy

% A year later, progress on all these counts appears to be very modest, and should make us
% question whether this exercise needed at all to fulfill its stated aims. The costs imposed by the
éf

© currency-scrapping exercise were, however, quite severe, at least in the short term, disrupting
ordmary life across the country for several weeks.However, it will be fruitful for the betterment
of citizens and nation building at large.

Keywords: Demonetisation, Black money.

: .I_n troduction _

: The demonetisation move, which is considered as the mother of all reform in India, has
started showing its impacts in very short time. Prime Minister of India Mr. Narendra Modi
¢ announced the demonetisation of the currency notes of Rs500 and Rs1000 on8 nov.2016.The
demonetisation was took place in order to provide counter attack on black money of the country,
:; to stop counterfeiting of the currency notes illegally used for funding to terrorism, to promote
non-cash payments to bring transparency in the transactions

Objectives

} >  To study effect of Demonetisation to provide attack on black money and  counterfeit

notes

ENGLISH - I / Peer Reviewed Referred and UGC Listed Journal : 1491
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> To know the impact of

1 Was projected as part of broader push

Al kR B M Tl

Demonetisation whicl

R

promote digitization and non-cash paymen(s

Reasearch Methodology

The paper is based on sec '
p ondary data. The researcher has collected data &necessan

: ion from books macazi ; .
informat £azines, news papers, websites &Govt publications

Meaning of Demonetization

E

E ) o
Demonelization 1s the act of sinpping a currency unit of its status as |

e egal tende
onetization 1s necessary whenev i -
Dem Y er, there is a change of national currency. T

. he old unit of
currency must be retired and replaced with ey currency unit |

Effects of Demonetization on Biack Money

The biggest mission of demonetization by scrapping of high-value banknotes that wa
described as fighting black money. India’s cconomy historically holds a big parallel economy?
where unreported income is the norm. Black money is as a Cancer in any economy. It is :
paralle]l economy, which weakens the foundation of any couniry. It estimated that in India, the
total amount of black money is Rs. 3 lakh crore. It is huge if we see that the total money in
circelation is only Rs.17 lakh crore. With this single masterstroke of demonetization, all the
black money will either come tec account book or will be destroyed. Thus, to assess the
effectiveness of demonetization we should examine how these steps are complementing each
other to fights black money. Hence, it is logical to classify the black money fighting effect of
demenetization as (a) direct or immediate and (b) long term.

(A) Direct or immediate cffects

Immediate effect of demonetization comes through the netting of black money deposited
in the banking system in the form of bamned Rs 500 and Rs 1000 notes from November 10

onwards.
Around Rs 12 lakh crore of the Rs 15.44 lakh crore demonetized currency is with banks

and the extent of black money identified out of this will be the direct effect. Demonetization is a

currency side step, that itself will not fight black income. , o
tax authorities can monitor expenditure and matching it with
1€

The most important policy should be

tax administration where t! ] o _
income of the ive individuals. The effectiveness of demonetization against black money
respecti .

: ive measures
depends upon the follow-up and the govemnment made support1y

IfRs 2 lakh vere revealed as black money out of demonetization, it would amount
s 2 lakh crore wec

to around 1,75% of India’s GDP.

(NIPFP), black income amounts to nearl

According to National Institute of Public Finance and Policy

y 40% of the country’s GDP. Demonetization has badly
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Lriected the hawala rack Tosiada to )
aifec kets. Hawala is a method of transferring T

ywement. Intellige -
move genee reports indicate that Hawala route is as a means to ease money

aundering and terror {inancing. Wi
! g ith ban on black money, hawala operations have come to a

constant halt.

The same procedure will repeated in the case of big accounts parked with banks under
demonetisation. These shows how effective will be demonetisation when combined with a built-
in Income Disclosure Scheme in the name of Pradhan Mantri Garib Kalyan Yojana and the
sharpened Benami Prohibition Act.

(B) Long term cffects of demonetisation on black money
The long-term effect will be much impactful and depends considerably upon how
government deploys more measures to depress the shadow or black economy.
Shadow vs. Formal Economy
high proportion of the economic transaction happens in the shadow economy and
" hence is unaccounted. The real estate sector is the most important example. Here, transactions
", need to be registered. It is made mandatory to the people quoting their financial ID or PAN card
; .jespecially for big buying and selling transactions. The real estate sector amounts to nearly 45%

. of India’s parallel economy. Reducing the size of the shadow economy by enlarging formal

i © economy is the way out

° The Process of Formalization
Formalization means under the momtormg of the government. Here, need of two

formalization options like recording (a) high value transactions and (b) low value transactions.
(a)Formalizing high value transactions: Post demonetisation legal steps has to be made
sure mandatory PAN quoting for high value physical assets — gold/land etc. However, this
iling, fragmentizing transactions into small helps black money. To avoid
action should be with Aadhaar ID proof. When money is to

to cn
measure is still preval

this, every small physical asset trans

be reported and recorded; land deals will become automatically white.

(b)Formalizing small value transactions: Here, digitalizing transactions in the form of

instruments, debit and credit cards and online payments will reduce black

prepaid payment 1
tisation steps has been made by the government to promote digital

~_money. Several post-demone

© payments.

1511
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The 500 and 1,000 rupee notes were the largest denomination of money, which made up
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i 1544 lakh crores in circulation. Demonetization has a direct impact on sectors dealing with
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uh—vendors, auto rickshawwallahs, taxi drivers, daily wage earners and small traders. The

bdien system mainly functions on cash, and so, less cash means disruption in the flow.

I kg Grap ot
ool De eI s

il
for!ymuhglrdm&momy( uE) ‘
short term but that etfect

ayments in the .
sits. Even sectors like-Agriculture,

¢ g o1
Swr(?ﬁBf,(mUe

i >

Demonetisation did provide a boost to non-cash |
h-to-GDP ratio back to double-dig -
g due to cash crunci

o faced problem: el
y decline in the Wholcsalc

immediate

mayb“ 7
" ¢Waning, with the cas
iy
% vendors, service sector €1C.4f rice Index (WPI) of
monetisation. BY

The liquidity squeeze led to a shar] aftermath of de

ables in the 1

Perig
"Shab] les such as fruits and veget




yOLUME - VILISSUE - [l - APRIL - JUNE: - 391
JJANTA - ISSN 2277 - 5730 - IMPACT FACTOR

- 5.2 (www.sjifactor.com)

«ine farm markets mto ers’ mark _—
“;.umﬂk ¢ : o buyers’ markets, demonetisation may have also contributed to the
“ ! decline in prices of pulscs.

The rural and informal cconomy suffered

b

E disproportionately because most transactions
“gre cash-based. In rural arcas, access (o banking and the internet are quite low. A 2016 Reserve
;”V;;Banl\ of India (RBI) report on branch authorization policy classificd 93% of rural centers in the
F;‘.l.’@p,unh"\' as unbanked, with the population dependent on roving, banking correspondents and on
“distant urban or semi-urban branches. Access to the internet is cqually patchy, with only 3% of
* houscholds i underdeveloped vural arcas reporting access (o internet in a 2016 consumer
L cconomy survey

There seems to have been some affects the stock of black money (rather than the flow),

given that the construction sector has been hit hard. However, this may also have led to large-

cale job losses. The proportion of high-value notes (Rs500 and above)—often viewed as

: ;fonduits of black money—has also been rising as new notes have entered the system. At the end
{gfﬁscal year 2017 (FY17), the proportion of high-value notes stood at 74%, considerably lower

than that in FY16. But this figure may rise significantly by the end of FY'18.

T}emh&PramiorSeptmmW
thldmu\dwtheassmx\ﬂmﬁutmmmqmmm

been 10% in the fict hatf ol FY18.
Soumee Gﬂﬁh&:sptkhﬂciaim;s

Intarcst Rates
When money is deposited in the bank, one eams interest for the same. After the

" _amnouncement of note ban, there have been huge cash deposits in banks. It is well-known fact

7 that near about 86 percent currency circulation in India was composed of 500 and 1000 currency

" notes. Moreover, demonetization of these notes made people deposit their money, which was in

the form of 500 and 1000 Rs notes into the banks. RBI had declared Bank had received Rs 3.12

ENGLISH - 11/ Peer l(evic;wed Referred and UGC Listed Jowrnal 1531
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o worth of deposits until 18th November, 1 deposit of money can boost I GD
{1 . . ‘ Indian G Pb
0.5 , 1.5 pereent. India’s Targest public secqor State Bank of India (SBI) said it had

§ < 51¢ } T4 T O 6T

27 willion worth of cash deposits, e mw”w
Rs. 1

This huge cash deposit base will enable bl [
T : ] - L enable banks o e down the cost of funds becaug,

igher deposits will replace the high cost of borrowing

and reduce overall cogts of funds. It may
c\l““"wd that banks can reduce deposit rates by - ]

. ‘125 bps over the next six mont ths. The ney
girectives of MCLR (Marginal Cost of Funds hage Lending Rate) will instantancously take int

qecount the lower cost. This will pave the way for a decline in lending rates, which will ex pedite
(he cconomic activity in the medium (e
In fact, some of the leading public and private banks have reduced the interest rates on

deposits. Depositors might get lesser interest on their deposits, but the good news is that it will

e

have a long-term positive effect on the economy as the lending rate (interest rate on Joan) will
fall. This will boost credit and investment, to recover the slumping economy.
Conclusion

The unaccounted money will make way into the formal channel. This will raise the
income tax collections. This raised amount from income tax will help the government to reduce
the fiscal deficit in the fiscal year 2017. The latest move will shift the economy from the
unorganized to organized sector. The formalization of unaccounted money will facilitate the
implementation of GST scheme. It was repeatedly said that real estate industry is built on black
money. The extent of black money circulation in the sector is huge. According to report at least
40 percent of real estate transactions in Delhi-NCR are being done in black money. The
demonetization move will curb the flow of black money into the real estate sector.

Demonetisation will give push to promote digitization and non-cash payments
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