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Abstract- Demonetization was a bold step by the Government of  
India which was announced on 8

th
 November, 2016. With effect 

from the net day, all the 500 and 1000 rupee notes lost the status 
as a legal tender which accounted for almost 86 per cent cash in 
circulation The main objective of demonetization was to curb 
corruption, black money, currency counterfeiting and use of high 
denomination notes for terrorist activities. Although there is huge 
scope for benefits in a long run behind the idea of 
demonetization, but it created a lot of disruption in the economy. 
This paper primarily focuses on analyzing the objectives of 
demonetization purely based on secondary data, positive and 
negative impact of demonetization and its impact on various 
sectors of the economy. 
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I. INTRODUCTION 
 
On 9

th
 November, 2016 all the 500 and 1000 rupee notes 

ceased to a legal tender in the country, which was considered 
as the brewing of a new economy. Demonetisation was 
claimed as an effort to curb down black money, reduce 
corruption, funding terrorism by counterfeiting currency notes.  
Following demonetization the country faced severe cash 
crunch 

[3]
.  

Considering the short term scenario this move is going to 
benefit the Government, which will surely trickle down to the 
needy people of our country. As more than 80 per cent of the 
work force in India is thriving in the informal sector, which 
constitutes around 45 per cent GDP of the country. Since our 
economy is under banked and over 60 per cent of the people in 
India lives under poverty threshold, without any 
demonetisation is going to be an experiment across, which 
will have long term benefits.  
Demonetisation has become more of a household name in 
India-500 and 1000 rupee notes are no longer in circulation.  
But according to dictionary it means “something comes to an 
end” they no longer remain legal tender of the country.  
In India more than 78 per cent of the transactions take place in 

cash which is far higher than developed countries. As on 9
th

 
November, 2016 the total cash in circulation was around Rs. 
17,742 billion which accounts for almost 13 per cent of GDP. 
In that the value of 500 and 1000 rupee notes was around 86 
per cent-Rs. 15,347 billion (11 per cent of GDP), which shows 
that in a country like India where more than 80 per cent of the 

 

 
population in employed in the informal sector-dependent on 
cash indicates that the wide gap that has to filled between cash 
dependent economy to cashless economy, which seems to be a 
Tughlaqian suggestion. 

 
A.  Background 
 

This is not the first time India is experiencing 
demonetization, prior to this massive move in 2016, our 
economy had two episodes in 1946 and 1978. In January 1978 
around Rs. 1.46 billion (1.7 per cent of total currency in 
circulation) was demonetized and almost 68 per cent i.e. Rs. 
1.0 billion worth currency returned back to the system. 
Comparing to the 2016 demonetization (11 per cent of GDP), 
the 1978 episode was very small (0.1 per cent of GDP). The 
impact of 1978 demonetization was that there wasn’t any 
impact in GDP as only 0.1 per cent of GDP, high 
denomination notes were cancelled. The SLR and deposits 
rose sharply but credit growth and currency in circulation 

initially subdued but picked after few months 
[16]

. 
 
B. Some of the Key metrices  
 

 GDP: Considering the short term, demonetization 
was disruptive irrespective of the sectors. All the 
economic activities in the country slowed down, 
as there is risk aversion. Most of the sectors for 
the next 6 months faced challenges particularly 
consumer, real estate and gold purchases. 


 Inflation: Since there was a cash crunch in the 

country, demand for consumables decreased as a 
result price also decreased especially in the rural 
areas where cash transactions are higher. 


 Liquidity and rates: With an increase in liquidity 

in the system, lending rates dropped down which 
was a positive sign. 


 Current account deficit: As there was a decline in 

imports, which proved to be positive for current 
account deficit. Initially there was a surge in gold 
purchases but gradually gold import started to 
slow down. 


 Fiscal deficit: Indirect tax collections were 

impacted due to the decrease in demand which 
created pressure on government finances. 
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II.  POST TRUTHS OF DEMONETIZATION 
 

On 30
th

 June, 2017 Reserve Bank of India reported that 
almost 99 per cent of demonetized 500 and 1000 rupee notes 
returned back to the banking system. This created a chaos in 
the finance ministry seeking explanation of how 
demonetization has been beneficial to the people as well as to 

the economy. The Prime Minister’s speech on 8
th

 November, 
2016 clearly states the objectives- fight against black money, 

corruption, terrorism and fake notes 
[7]

. 
 
A.  Counterfeit Currency 
 

As per the study conducted in 2016, it is estimated 
that fake currency notes in circulation accounts for 
almost 400 crores (0.022 per cent). In general 
demonetization cannot be seen an instrument to stop 
counterfeiting. Still currency counterfeiting is 
prevailing in the country, on the new 500 and 2000 
rupee notes. 

 
B.  Black money 
 

According to the analysis presented to the finance 
ministry, the income authorities seized almost 4.88 per 
cent of the total illegal income through raids. This 
would impose a loss of only 4.88 per cent of their 
undisclosed income even if 100 percent loss is 
inflicted. 

 
C.  Cash crunch 
 

In India liquid cash is used as a medium of exchange. 
Most of the people in India carry cash with for 
transactions as it has been a tradition and it is 
considered as a safer mode of transaction. India is a 
country with large number of labourers and small 
workers, this sudden change over will disruptions in 
the production and consumption pattern. Compared to 
other countries, the purchasing parity of 500 and 1000 
rupee notes is high since it is used for daily 
transactions. Hence demonetization is going to have an 
adverse effect. It was estimated that immediately after 
this effect there was a reduction in GDP OF around 1.3 
lakh crore because of ATM constraints and currency 
printing took long transition period. 

 
D. Bank rates 
 

The claim was that demonetization would help to 
reduce bank interest rates, since banks were flushed 
with currency; it would help them to lent funds at a 
much lower rates. Further it was expected that 
demonetization would reduce inflation. But as expected 
as a result of demonetization it cannot be considered 
that interest rates will fall. 

 
 

III. SECTOR WISE IMPACT OF DEMONETIZATION  
 
A. Automobile Industry  
 

 The overall impact will negative. The impact on two-
wheelers, luxury cars and sales of tractors will be at a 
stake due to fewer loans back up and decline in 
transactions. Moreover it will be a severe hit for the 
unorganized players in the market. 



B. Consumer Durables  
 

 The impact is negative. There will be a sharp decline 
in sales for short term and after few months sales 
revive. Sales of high end products will be seriously 
impacted. 


C. E-Commerce  
 

 For the e-commerce sector it is a huge positive 
impact since 50 percent of the real estate prices are 
black and it is going to increase by 20-30 per cent. 
But at the same time it will be a hard time for 
logistics companies since trucks are going to be off 
the road. 



D. Oil and Gas  
 

 It is going to be a neutral effect on this sector of the 
economy. Since immediately after the announcement 
petrol pumps accepted the old currency notes. Hence 
there was a pickup in demand there, though there 
wasn’t any change for CNG. 



E. Infrastructure  
 

 The impact on this sector is going to be slightly 
negative since toll collections and small contractors 
are the ones who are going to affect the most. Large 
companies will remain unaffected. 


F. Banking  
 

 The share of savings increases in the banks due to 
lower cost of funds; this will in turn increase credits. 
The overall impact on the banking sector is going to 
be positive, which is going to a paradigm shift 
towards cashless economy. 


G. NBFC and Finance  
 

 It will be affected negatively as lower interest rates 
offered by banks. 


H. Hospitality and Tourism  
 

 It is going to adversely affect the small tour operators 
within the country. 
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IV. UNTOLD SUFFERINGS ABOUT DEMONEYSATION 
 

 People lost the purchasing power overnight, without 
even providing an alternative. 500 rupee notes were 
not ready immediately after demonetization, it made 
the condition even more worse when people had to 
deal high denomination currency notes i.e. 2000 
rupee notes for purchasing their daily needs. It almost 
took 50 days for the government to bring back 
everything to normal. 



 People had to stand in long queues for hours and 
hours, very often to get disappointed. Even cash was 
not available for daily transactions which created a 
situation of stress. The bank employees had to work 
overtime to meet the demand. 


 The impact on production activities disrupted the 

supply of goods and services. Retailers and traders 
were deprived of cash to carry out their business, 
sometimes they even went out of stock since they 
neither can source goods nor pay for the transport of 
goods. Selling of goods to the customers is the 
problem faced by the retailers since they do not have 
enough cash to buy goods. This resulted in damage to 
people’s lives and a total disruption in the economy 
of the informal sector. 


 The producers of kharif crops were unable to sell 

their produce because of the shortage of money. As a 
result they to sell at lower prices, a huge for the 
farmers. At the same time delayed sowing for rabi 
crops affected the future output. This created a lot of 
distress among rural labourers and artisans who 
dependent on market for purchase. 

 
V. CONCLUSION  

 
In this paper we discussed about the benefits of 

demonetization. The objectives of demonetization i) 
counterfeiting of currency in India ii) source of black money 
in the country still remains unsolved iii) movement towards a 
cashless economy seems to be a near dream for India iv) it 
was expected that as a result of demonetization interest rates 
would fall which didn’t happen. Next the impact of 
demonetization on various sectors of the economy was 
discussed in detail. 
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