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Introduction 
Demonetization is defined as the act of 
stripping a currency unit of its status as legal 
tender. Demonetization is required whenever 
there is a change of national currency. In 
the process of demonetization the old unit 
of currency must be retired and replaced 
with a new currency unit. Government of 
India announced demonetization of the high 
value currencies of Rs. 500 and 1000 with 
an objective to unearth the black money and 
to curb the corruption, counterfeit currency 
as well as terror funding. This decision 
is considered as biggest cleanliness drive 
against the black money in the history of 
Indian economy whose benefits will be 
reaped in the long run. However, the impact 
of this sudden move has caused major 
cash crunch in the economy affecting day 
to day requirements of the common man 
and businesses. Various analysts, experts 
and scholars have expressed their views 
regarding impact of demonetization on the 
economy and have estimated 0.5% - 3% 
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impact on the Gross Domestic Product 
(GDP) of the country in the current financial 
year 2016-17. 

This study aims at identifying the reasons for 
the withdrawal of the existing notes of Rs. 
500 and Rs.1000 and also tries to identify 
the impact of demonetization on the financial 
inclusion drive taking place in India. The 
study also highlights the immediate effects 
on the economy.

Objective of the Study 
• To identify the reasons for the 

withdrawal of high denomination 
currency notes 

• To find out its impact on the digital 
transaction and Financial Inclusion as 
a whole 

• To study the sector wise impact of 
demonetization

• To identify Measures taken by the 
government to rectify the imbalances 
if any

Research Methodology
The data was collected from secondary 
source of information like various 
newspapers, journals and online data base 
further the collected data was analyzed and 
was interpreted to draw conclusions keeping 
in mind the set objectives of the study.

History of Indian Currency 
In India paper money as a legal tender was 
first introduced in the late eighteenth century 
in few denominations of 10, 20, 50, 100 
with a portrait of Victoria. Then the Victoria 
portrait was replaced by the following under 
print series in 1867. Rs.1000 and Rs.10000 
currency notes were circulated between 
1938 and 1946. Notes in Ashoka Pillar 
watermark series in Rs 10 denomination 
were first issued between the year 1967 and 
1992, Rs 20 in 1972 and in 1975, Rs 50 in 
1975 and 1981 and Rs 100 was launched 
between 1967-1979. The bank notes issued 
during this period carried the symbols which 
represent the science and technology, patron 
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and orientation to Indian arts. In 1980, the 
legendary Satyameva Jayate — ‘truth alone 
shall prevail’ was incorporated under the 
national emblem for the first time ever. The 
highest of all denominations ever printed 
and circulated by the Reserve Bank of India 
(RBI) was the Rs 10,000 note in 1938 and 
was issued again in 1954. 

Mahatma Gandhi (MG) series banknotes 
were issued in 1996 in the denominations of 
Rs 5, (introduced in November 2001), Rs 10 
(June 1996), Rs 20 (in August 2001), Rs 50 
(March 1997), Rs 100 (in June 1996), Rs 500 
(in October 1997) and Rs 1,000 (in November 
2000). The Mahatma Gandhi Series – 2005 
bank notes were issued in the denomination 
of Rs 10, Rs 20, Rs 50, Rs 100, Rs 500 and 
Rs 1,000 and carried some additional/extra 
security features as compared be retired 
and replaced with a new unit of currency. It 
include either introducing new notes or coins 
of the same denomination or completely 
replacing the old denomination with the 
new denomination which is often carried 
out as an ambush on the black money and 
market. The opposite of demonetization is 
called as remonetization in which a form of 
payment is restored as legal tender. Currency 
is a commonly accepted form of money, 
including coins and paper notes, which is 
issued by a government and circulated within 
the economy. As used a medium of exchange 
for goods and services, currency forms the 
basis for any trade. 

Need and Importance of Demonetization 
in India 
The Indian government claims that 
the demonetization effort is to stop the 
counterfeiting of the current currency notes 
allegedly used for funding terrorism across 
the border by the neighbouring countries, 
and as an attack on the black money in 
the country. The move was claimed as an 
initiative to curb corruption, trafficking of 
drugs, and smuggling across borders. The 
supply of currency notes of all denominations 
has seen an increase by about 40% during 

the period between 2011 and 2016, the Rs. 
500 and Rs. 1,000 denomination notes has 
increased by 76% and 109% respectively 
during this period due to forgery. This forged 
cash is usually used to fund various terrorist 
activities against India. The outcome of the 
decision is to eliminate the currency notes 
of selected denominations has been taken 
(Governor of the Reserve Bank of India, 
Urjit Patel, and Economic Affairs Secretary, 
Shaktikanta Das). Nations demonetize their 
local units of currency for various reasons. 
Some include combating inflation or 
corruption, and to discourage a dominative 
cash system.

Black Money 
Prime Minister Narendra Modi has promised 
to bring every penny of black money stashed 
abroad back to India. But bringing this 
unaccounted for money back, or indeed 
even its discovery, is a difficult task, leave 
alone legal intricacies of tax treaties. While 
previous governmental efforts have resulted 
in disparate estimations, some scholars even 
argue that this money has been laundered 
back into India through foreign investments. 
Here are four charts that provide a quick 
recap of the black money problem.

Estimates of black money in India fluctuate 
wildly. A World Bank report puts India’s 
shadow economy at close to one-fifth of 
economic output. Another study on illicit 
financial flows by Global Financial Integrity 
(GFI), a non-profit organization, puts these 
at 3% of economic output for India between 
2002-11. This difficulty in measurement is 
because black money is generated through 
a raft of complex, sophisticated activities 
for the purposes of tax evasion, crime and 
corruption. This makes it inherently difficult 
to measure black money accurately. Some 
studies exclude certain sources of black 
money. For example, the GFI excludes 
criminal activities and a part of corporate 
tax evasion, both massive sources of black 
money. Hence, its estimates are naturally 
more conservative. This study also mentions 

that in the developing world, including India, 
corporate tax evasion is responsible for 60% 
of overall black income; criminal activities 
are responsible for 35%, while corruption, 
which has caused much furore in India, 
accounts for only 5%. While the reduction 
in personal income tax rate from nearly 
100% in the 1970s to fewer than 30% now 
has reduced tax evasion, it has been offset by 
higher rates of corporate taxation.

Terror Funding 
Fake Indian Currency Notes (FICN) network 
will be dismantled by the demonetization 
measures. Taking out 500 and 1000 rupee 
notes out of circulation will have a lasting 
impact on the syndicates producing FICN’s, 
thus affecting the funding of terror networks 
in Jammu and Kashmir, North-eastern states 
and Naxalite hit states. As many as 250 out 
of every 10 lakh notes in circulation are fake, 
according to a study conducted by the Indian 
Statistical Institute. Typically, at any point in 
time, banknotes with a face value of Rs 400 
crore are in circulation in the country. The 
study revealed that fake currency notes with 
a face value of Rs 70 crore are infused into 
the system every year, and law enforcement 
agencies are able to intercept only a third 
of them a fact that is acknowledged by the 
agencies themselves. The detection rates of 
fake 100 and 500 - rupee notes were found 
to be about the same or 10% higher than 
the detection rate of 1,000-rupee notes. The 
study added that fake 1,000-rupee notes 
constitute about 50% of the total value of 
fake notes.

Present Demonetization in India (2016)
Impact of demonetization on Economy
According to RBI, banks have received 
almost Rs. 13 lakh crores in old 500 and 
1,000-rupee notes until December 10, 2016. 
Meanwhile, the banks have issued new 
currency notes valued at Rs. 5, 92,613 crore 
to the public over their counters and through 
their ATMs (between 10th November – 19th 
December 2016. In this period, the RBI 
has issued to the public through the banks 
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and their branches a total of 22.6 billion 
pieces of notes of various denominations of 
which 20.1 billion pieces belonged to small 
denominations of  Rs. 10, 20, 50 and 100s and 
1.7 billion belonged to higher denominations 
of Rs. 2000 and Rs. 500.

It has been observed that money deposited 
and money withdrawn has a deficit of Rs. 
7, 07,387 crores in the system which in the 
present situation is causing immense cash 
crunch in the economy ultimately affecting 
the day to day requirements of people 
and businesses across the country “This 
move was needed to address the issue of 
corruption in the country, other issues in 
terms of counterfeit money is important but 
secondary. A possible 2.5 lakh crore windfall 
for the government, a lower rate of interest 
regime for a prolonged period, better tax 
compliance, recapitalization of battered 
state-run banks are among the benefits to be 
delivered by demonetization of currency in 
India this time,”

Process of Demonetization
2,010 crore pieces of smaller denomination, 
170 crore pieces of Rs. 500 and Rs. 2,000 
denominations notes were printed during 
one month 10 November to 10 December 
this year in the process of demonetization. 
Reserve Bank of India released Rs. 4.6 lakh 
crore and Rs. 12.4 lakh crore were returned 
to banks by December 10, 2016.

Cost Benefits Analysis
Cost benefit analysis is must, right from cost 
of paper, printing of new currency notes, 
making it available to banks and ATMs 
through chest, recalibration required due to 
little variation in size of notes, payment to 
all the technicians, cost of logistics to make 
the availability in remote areas in quick span 
of time, interest factor concerned, loss of 
working hours, loss of productivity and to 
tragic deaths all are must to be considered 
while doing Cost benefit analysis.

Demonetization and its Impact in Indian 
Economy
This time demon in demonetization seem to 
have larger impact as compared to earlier 
moves of the Government of India in 1946 
and 1978 as Rs. 500 denomination notes 
were held by common man not having a 
single penny of unaccounted money or black 
money in other words.

Impact on Parallel Economy
Wiping of Black money, corruption and 
counterfeit money are the main objectives 
of demonetization. Temporarily these 
objectives may be said to be achieved to a 
little extent as it affected the circulation of 
large volume of counterfeit currency, funding 
of smuggling, terrorism etc.

Effect on Demand
There is a gradual decline in the demand 
of consumer goods, real estate, property 
and automobiles. Many marriages happen 
in India on Akshay Tritiya and in winters 
which open the doors for earnings of florist, 
caterers, tentwala and many more alike 
purchases which were affected due to lack of 
cash.

Effect on Prices
Decline in demand also resulted in fall 
in prices of consumer goods, perishable 
items where use of cards and acceptability 
of cheques are not possible. In cash based 
economy even the real estate sector may 
witness fall in prices in the short term.

Effect on Economic Activities: 
There are certain economic activities 
where the number and frequency of cash 
transactions are comparatively high as 
retail outlets, ticket counters, small traders, 
agriculture, small and medium enterprises, 
households, etc. Their routine functioning 
and profit will be adversely affected.

Effect on Banks
Although liquidity of banks will increase as 
deposits will increase in the short term which 

may result in more lending and reduction in 
rates.

Impact on Payments
Alternative modes of payment as online 
payment using E-wallets, apps, e-banking, 
usage of plastic money will increase for 
which development of infrastructure and 
systems is needed.

Impact on Agriculture 
Agriculture is the backbone of Indian 
economy. Economic activity in rural markets 
has slowed down, many tragic deaths; 
mandi arrivals of agri-commodities also 
crashed, rural artisans, MGNREGA workers, 
agricultural labourers suffered a lot as banks 
run out of cash, it become harder for them to 
survive.

The Digital Road to Financial Inclusion 
India has realized the potential of mobile 
as well as digital technology to be a game 
changers in the financial inclusion drive. The 
only way to bring down cost and to improve 
reach is to effectively leverage technology 
through products such as e-KYC, IMPS 
(Interbank Mobile Payment System), AEPS 
(Aadhar enabled Payment System), and 
mobile banking.

Universal availability of payments, 
savings, and credit has far-reaching socio-
economic benefits. For example, it reduces 
vulnerability of the low-income sections 
from credit shocks, leads to higher capital 
formation (due to free flow of money into 
productive uses), and avoids leakages in 
public subsidies and welfare programmes. 
Financial inclusion has a significant domino 
effect on the economy. Inclusive access to 
financial services must be ‘EAST-bound’—
it should be easy, affordable, secure, and 
timely. The traditional bank branch-led 
model of financial inclusion in India has 
had little success in providing last-mile 
reach under this EAST framework. Using 
this framework, one can not only diagnose 
the state of financial inclusion in the country 
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but also agree on the targets, which give 
them clarity for future growth, identify the 
barriers which are coming in the way of 
their performance, craft appropriate policies 
and thereby monitor and measure the policy 
impact.

Landmark Policy Measure in India’s Path 
to Achieve Financial Inclusion
• The concept of “no-frills” was 

introduced for low income people to 
have saving accounts.

• Banking services were extended 
by using the services of business 
correspondent.

• NACH and NFS were launched by 
NPCI to make retail payment seamless.

• Guidelines for prepaid payment 
instrument including mobile wallet 
were introduced by RBI.

• IMPS was introduced by NPCI to 
enable 24*7 electronic fund transfer

• Aadhar enabled payment system was 
launched.

• Rupay Card was introduced by NPCI 
as a domestic payment network.

• Pradhan-mantri Jan Dhan Yojna was 
introduced to include more Indians in 
banking mode.

• Licences of paymeant bank and small 
finance bank were rolled out to enable 
last mile reach of financial services.

Financial Inclusion in the Long Run
Advantages of Financial Inclusion
Reduction in Cash Operations Cost: Cash 
operations costs to the RBI and other 
commercial banks can be limited to a greater 
extent with the cashless economy which is 
possible through digital transactions. The 
increased use of credit/debit cards will 
reduce the amount of cash that people will 
carry and as a consequence, reduce the risk 
and the cost associated with that.

Universal Availability of Banking Services 
Online: Digital transactions will provide 
universal availability of banking services 
to all across the nation as there would not 

be any physical infrastructure needed other 
than digital portals of the respective financial 
institutions.

Convenient and User Friendly Services: 
Digital transactions can be performed at 
anytime across world through internet with 
no delays and queues. Also, speed and 
satisfaction of operations for customers, 
make it an efficient way of making payments.

Transparency in Businesses: An increased 
use of credit cards instead of cash would 
primarily enable a more detailed record 
of all the transactions which take place in 
the society, allowing more transparency in 
business operations and money transfers. 
Thus, improvement in credit access and 
financial inclusion will benefit the growth of 
SMEs in the medium/long run.

Efficiency in Welfare Programs: There will 
be greater efficiency in welfare programs as 
money is wired directly into the accounts of 
recipients. Thus once money is transferred 
directly into a beneficiary’s bank account, 
the entire process becomes transparent. 
Payments can be easily traced and collected 
and corruption will automatically drop.

Reduced Instances of Tax Avoidances 
and Curb Black Money Generation: Since 
digital transactions are based on financial 
institutions, it lowers the instances of tax 
avoidance and money launderings due to the 
higher traceability of all transactions. At the 
same time, curbs generation of black money 
and problem of counterfeit currency.

Disadvantages of Financial Inclusion
The Necessity of Internet: Since, internet 
is a prerequisite for digital transactions, 
inaccessibility of internet services at 
emergency situations can limit the use of 
digital platforms for transactions.

Higher Risk of Getting Hacked: The biggest 
fear is the risk of identity theft. With the 
rising incidence of online fraud, the risk 

of hacking will grow as more people use 
digital platforms for transactions in the long 
run. The worse situation is when the system 
of processing company has been broken, 
because it leads to the leak of personal 
data on cards and its owners. Even if the 
electronic payment system does not launch 
plastic cards, it can be involved in scandals 
related to the Identity theft.

High Restrictions: Each payment system has 
its limits regarding the maximum amount in 
the account, the number of transactions per 
day and the amount of output which limits 
its use.

The Lack of Anonymity: The information 
about all the transactions, including the 
amount, time and recipient are stored in 
the database of the payment system which 
implies that the intelligence agency has an 
access to this information.

Difficult for no Technicians: Besides the 
practical difficulty of going digital, a bigger 
block is the psychological shift. The digital 
medium may prove a challenge for the tech-
unfriendly people, who will need more time 
to adapt or the availability of other options 
to conduct transactions. It’s a problem for 
the older people and those lacking digital 
literacy, who may suddenly find themselves 
locked out of their accounts if they can’t 
download an app or don’t have cash.

Conclusion
Demonetization was a great initiative taken 
by government. This will help the economy in 
long run if the process of financial inclusion 
will become much easier transparent and 
safer for the population. The government 
work promptly on some suggestive manner 
like Setting up of digital literacy booths 
outside banks majorly in rural regions, More 
printing of smaller currency notes, Subsidy 
scheme for smart phones, Cash management 
in banks & ATMs, increasing penetration of 
banks in rural areas, Incentives for RTGS 
and NEFT:  Increase the limit for service tax 
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exemption to Rs. 10,000 and several other. 
The process is tough but if done properly in 
a planned manner will be of a great help in 
raising Economy.
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