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Abstract 

India’s currencies in circulation are at 

12.1% of GDP.  Cash on hand is projected 

around 3.2% of household assets, higher 

than investment in equities, or roughly 

around $ 220 billion. In cash, 87% is in the 

form of Rs.500 and Rs.1000 notes or 

roughly around Rs.14 lakh crores ($190 

billion). On that the significant portion of 

the household cash on hand is generated 

by economic transactions that are not 

reported to tax authorities or generated 

through corruption. Removing the higher 

denomination money would either result in 

these being brought into the system or the 

money just disappearing. In this paper an 

attempt has been to made to list out the 

probable consequences of this decision on 

various economic variables. 

Demonetisation is paves the new 

opportunities as well as misery to the 

economy of India.  
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Introduction 

Demonetisation is an act or art of replacing 

the high value currency with new one. It is 

radical monetary step in which a currency 

unit’s status as a legal tender is declared 

invalid. This is usually done whenever 

there is a change of national currency, 

replacing the old unit with a new one. 

I. Reasons for Demonetisation 

1. To remove the black money from 

circulation. 

2. To remove the fake money from the 

country. 

3. To maintain the positive and 

progressive growth of economy. 

4. To facilitate slowly but steadily replace 

the cashless money transaction in the 

country. 

In India, similar measures have been taken 

in the past. In January 1946, currency 

notes of 1000 and 10,000 rupees were 

withdrawn and new notes of 1000, 5000 

and 10,000 rupees were introduced in 

1954. The Janata Party led coalition 

government had again demonetized notes 

of 1000, 5000 and 10,000 rupees on 16 

January 1978 as a means to curb fake 

currency and black money. 

Cash is the king – In India majority of the 

transactions are done in the form of cash : 

 As per RBI, 87% of the transactions in 

India are cash transactions 
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 As per RBI report, debit cards at 

ATMs account for 88% and 94% (by 

volume and value respectively) of the 

debit card transactions and 12% and 

6% account for POS transactions. 

 The infrastructure growth is slow – 

The POS machines and ATMs are 1.2 

million (and there are around 14 

million merchants in India, in essence 

more than 90% of the merchants are 

not using the POS machines) and 0.19 

million respectively. (From 2013 to 

2015, ATMs increased by 43% and 

POS machines by 28%) 

Reasons for using Cash as a Mode 

The ATMs and POS machines are 

generally deployed in urban area to 

facilitate the people to utilize. The 

penetration in non-urban area is very poor 

added to this, due to connectivity issues.  

The Merchants are also not interested in 

using the POS machines due to 

technological related issues or not having 

any idea about the usage of same.  

The attitude of majority people is generally 

associated with the cash oriented 

transaction only.  Even the people with 

good education back round they won’t 

adopt the technology as a model for 

operating their transactions. India tenancy 

of using cash is comparatively high 

compared to the world level. An 

appropriate step must be taken by the 

Government to inculcate the importance of 

using the cashless or technology oriented 

transactions.  Without formulating any 

strategy for creating awareness about the 

usage of the same, the vision of 

Government will end up with big flow. 

Advantages of Demonetization  

 The role of black money can be 

controlled and circulation may be 

stopped. 

 Financing of Terror related activities 

may be restricted. 

 Control the counterfeit currencies in 

economy. 

 Inflation is also controlled with 

positive policy formulations. 

 It may increase the revenue collection 

of the country. 

 Control over the block money 

generators like real estate, gold and 

other associated business is possible. 

 Government may march towards the 

cashless transactions. 

 Possible to control over the block 

money flow in election. 

 Schools and Colleges will be a place 

for generating and creating black 

money with the help of demonetization 

it may be avoided.  Special enactment 

may be imposed for paying the school 

and colleges through electronic mode 

only. 
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 Concentration of money power in 

hands of some noted people may be 

removed. 

 Fiscal deficit of Government may 

come down. 

Disadvantages of Demonetization 

 Money is not only form for block 

money. Hence appropriate measures 

must be taken on removing corruption 

and tax evasion from the system. 

 A master plan is required for managing 

the huge demand for the new 

currencies must be done. 

 Generally in India like countries cash 

oriented transaction is very high 

compare to all other countries.  Hence 

appropriate measures must be 

identified before doing all such things 

because it will affect the people 

directly. 

 Currency changes may give more 

stress to employees of banks and post 

office also. 

 It may leads to postponement of 

purchase of any product.  It may 

directly affect the manufacture in long 

run. So an appropriate replacement 

technique must be identified and 

implemented with immediate effect. 

 Agricultural sector and Small scale 

manufacture may be getting affected 

with this move. Hence, the appropriate 

steps must be taken to protect them. 

 Educated citizen may adjust 

themselves with the cashless and 

technology oriented issues but a 

special steps needs to be taken to 

protect the need of common citizen of 

India. 

Challenges on Demonetization 

 Only 27% of the villages have a bank 

within 5 Kms (as per Economic Survey 

2015-16) 

 In spite of recording breaking 

implementation of JDY, the banking 

penetration is low-on an average 46% 

in all the states (as per Economic 

Survey 2015-16) 

 In India an important challenge in 

implementing and eradicating black 

money would be presence of informal 

economy. It accounts for 45% of GDP 

and 80% of employment hence this 

move may have a greater impact on 

informal economy 

 Logistics and cost challenges of 

replacing all the Rs 500 and Rs 1000 

notes may affect the economy badly.  

 Rs.2000/- denomination may directly 

affect the common people because they 

may not get proper exchange with 

small vendors. 

 In near future small vendors may be 

removed from the role due to 

technology oriented or cashless 

transactions. 
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 One business giants alone may have 

calibre to adopt the cashless and 

technology oriented exchange mode. 

Hence, it slowly but steadily it will 

affect the small business man. 

 Technology must provide the feasible 

and timely solutions to the problem.  

Big Queue in ATM will give wrong 

signal on technology adoption. 

 As per data furnished by the Finance 

Ministry, Rs 17,50,000 crore worth of 

currency notes were in circulation in 

October-end, out of which over 85% 

per cent or Rs 14,50,000 crore is in the 

now defunct Rs 500 and Rs 1,000 

notes. So far for the first four days the 

government has been able to pump in 

Rs 50000 cr (on an average 12500 Cr). 

Going by these numbers it would take 

around 4 months to replace these notes 

as against the 50 days promised by the 

PM 

Worries on Demonetization 

 The rural agricultural labourers will 

receive their wages only in cash 

oriented mode. If the Government ask 

them to go to bank and receive their 

salary only in formal mode means they 

may get affected with this new system 

and they try to evade the system also. 

 Indian Economy mostly depends on 

agricultural and other related economy. 

Hence a suitable system needs to be 

formulated to them. 

 As per economist Pronab Sen this may 

lead to lowering of GDP by 0.2 to 

0.3% and in extreme cases we may end 

up achieving 7% (targeted is 8%). 

 All the famous economists like 

Amerthiya Sen, Manmohan singh 

clearly stated that the demonetisation is 

good but mode of executing is wrong. 

Hence, the Government must look into 

this matter and provide the feasible 

solution to the problem. 

Opportunities in Demonetization 

The online service providers have up their 

ante when there is a shortage of currency 

notes, pushing their products/services by 

providing discounts, coupons, credit etc. 

For example Paytm, which is the largest 

mobile wallet company, has said that it 

(since the ban kicked in) 

 Has seen a 700% increase in overall 

traffic on the platform 

 1000% growth in the value of money 

added to the Paytm accounts 

 Average transaction value has 

increased by 200% 

 Mobile app downloads have increased 

by 300% 

 Has processed around 5 million 

transactions each on 12
th

 and 13
th

 

(Saturday and Sunday respectively) of 

this month. 
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Conclusion 

The Government of India readily 

formulated a feasible solution to solve the 

issues of black money and fake money.   

At the beginning this move normally affect 

the common man, small businesses, 

housewives etc as there will be some 

shortage of legal tender/currency that will 

have an impact on them. Another rising 

issue will be that the demand for POS 

machines, Debit Cards which has to be 

resolved lest the measures will become an 

obstacle rather than the solution. On 

introducing the technology oriented cash 

less transactions it must be clearly 

advocated that strict and fool proof system 

must be created, implemented and 

protected the normal citizen of the country. 

On the whole, the basic objective of 

demonetisation may be good, better and 

the best mode for removing the black 

money, fake money from the economy. An 

appropriate long term perfect planning and 

strategies are needed to implement them 

without much hurdle to normal citizen of 

the country.  Any system or rule which is 

not supported by the citizen brings only 

nightmare to the nation. 
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