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ABSTRACT  

Economic development and growth of every nation significantly depends upon its 
foreign trade. It is crucial for India too. Foreign trade of any nation is not consistent forever. 
It may vary from time to time. Adoption of any new policy reflects on the foreign trade and 
foreign exchange rate of the nation. The demonetization policy taken by government of 
India on 8th November 2016 brought about a drastic change on the Indian economy. 
Demonetization refers to the withdrawal of currency from circulation. This was taken by the 
government for the betterment of the economy and the country. But the policy made an 
immense change in the foreign trade of India. India is considered as one of the fastest 
emerging economies today. So any slight variation can cause a huge impact on each and 
every sector in the economy. International trade has a direct relation to the development of 
every nation and foreign trade is an unavoidable sector for India for its growth and 
development. So this paper attempts to throw a light on the impact of demonetization on 
foreign trade of India.    
Keywords: Demonetization, Foreign trade, Export, Foreign exchange rate, Foreign direct 
investment 

 
I. INTRODUCTION 

One of the most drastic trends in the world during the last few decades has been 
the rapid and sustained growth of international business. Markets have become truly global 
for several product and service. Global flows of trade, investment and technology have 
multiplied over the years. Foreign trade is a prime factor for economic development. Today 
every nation, whether small or large, single entity or partnership, joint stock or government 
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owned is determined to expand internationally. Like how far the benefits extent, that much 
the risk also extents. Any slight variation in political, legal economic and technological factor 
creates an impact on foreign trade. The demonetization policy taken by government of India 
also made a drastic change on foreign trade and related aspects like FDI, Export, Exchange 
rate etc. Foreign trade is very crucial for a nation‟s economic growth. International business 
is a strategy used for economic development, employment generation and poverty 
alleviation in the economy. The scope of foreign trade is increase day to day and also new 
challenges are arises. 

Importance of Study 
Foreign trade has grown rapidly in the last few decades due to some reasons. With 

rapidly changing world economy every company is trying to integrate its activities with the 
rest of the world. In this globalised scenario, companies need to be globally competitive in 
order to survive. Foreign trade is undertaken after considering so many factors.  
 
Most Influential Factors Affecting Foreign Trade is: 

 Impact of Inflation: 

  Impact of National Income: 

 Impact of Government Policies: 

  Subsidies for Exporters: 

  Restrictions on Imports: 

 Lack of Restrictions on Piracy: 

 Impact of Exchange Rates:  

Any single change in any one of these makes an immense change in international 
business. Demonetisation as a govt. policy has affected foreign trade also.   So it is 
important to undertake this study, thereby enabling wider knowledge about the impact of 
demonetization on foreign trade and also to investigate the extent of impact of 
demonetization on the FDI and foreign exchange rate of India. 

 
II. OBJECTIVE OF THE STUDY 

 To study the impact of demonetization on foreign trade of India. 

 To analyze the balance of payment ,exchange rate of India 

 To evaluate whether demonetization a boon or curse to FDI of India.   

 
Research Methodology 

The study is purely based on secondary data. The data is collected from different 
published sources like websites, news papers, magazines etc. Data is analyzed with the help 
of tables. 

III. LITRATURE REVIEW 
K.Veerakumar(2017) studied the impact of demonetization on people in 

Coimbatore district. His study was concluding with that the demonetization of the highest 
denomination note undertaken by government is a big shock to the Indian. But the use of 
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alternative payment methods have been increase and it will shift an efficient cashless 
economy. 

Manpreet Kaur(2017) viewed the impact of demonetization on cashless payment 
system. The main objective of his study was to examine status of Electronic Payment 
System and to study role of demonetization He conclude that the demonetization create an 
increase in usage of digital payment system and he said that the future transaction system is 
cashless transaction system. 

Ms.G.Yohavarshini,Ms.B.Madhumamtha,Mrs.C.Priya(2017) had evaluate the 
demonetization in India and its effectuations..by the study it was recognized that majority 
citizen were welcomed the demonetization policy. 

Muthulakshmi, E. Kamatchi (2017) in her paper entitled “Impacts of 
Demonetisation on Indian EconomyIssues & Challenges” states that when the money is 
withdrawn from the economy, the country will not be benefited in short term. On the other 
hand, if the money paves its way into the economy it would have a positive and meaningful 
impact. She also states that the demonetisation move, on one hand, was a serious attack on 
black money, corruption, hawala transaction, counterfeit currency and terror financing. On 
the other hand, it had a negative impact on various sectors like commodities and real estate.  

 
Theoretical Background 

FOREIGN TRADE is simply means buying and selling of goods and services between 
two or more countries. It may be export trade or import trade. When one country purchases 
goods from another country it is called import trade .selling of goods by one country to 
another is called   export trade. According to S.HART, International business refers to all 
those activities which involve cross border transaction of goods, service, and resources 
between two or more nation. Transaction of resources include capital, skills, people etc...for 
international production of goods and services”. Foreign trade is an inevitable factor for the 
development of nation it accelerates the economic growth and helps to stabilize the price. 
Foreign trade provides different benefits to both home country and host country. It 
includes; 

 Price stability: Foreign trade helps to avoid wild fluctuations in prices of products it 
equalizes the price of goods throughout the world. 

 Higher standard of living: People from various countries can purchase more 
products with same amount of money. This enhances their purchasing power and 
helps in increasing their standard of living. 

 Specialization: Each country concentrates on production of those goods for which 
its resources are best suited in order to reduce the cost of production. It encourages 
production of different goods in different countries. This leads to specialization. 

 Optimal use of natural resources: In foreign trade each country concentrate on 
production of those goods for which its resources are best suited. Wastage of 
resources is avoided. It results in optimal use of natural resources. 

 Development of infrastructural facilities: It means basic facilities needed to support 
production development of infrastructural facility are pre requisite for foreign trade. 
So all countries engaged in foreign trade are more interested in the development of 
basic facilities. 
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Problems  
Foreign trade is more complicated when compared to home trade of a country. The 

main problems faced by a trader engaged in foreign trade include; 

 Political factors: Political instability discourages the growth of foreign trade. 
Frequent changes in political situation and the consequent changes in government 
policies and regulations create risks for the growth of foreign trade. 

 Exchange instability: Currencies of countries are depreciated due to imbalances in 
the balance of payment, political instability and foreign indebtness. This leads to 
instability in the exchange rates of domestic currency in terms of foreign currencies, 
which discourages the growth of foreign trade. 

 Restrictions on import & export: Every country has its own laws, customs import 
and export regulations. So importer and exporter have fulfilled all the regulations. 

 Difficulties in settlement: Foreign trade involves the exchange of currencies because 
the currency one country is not the legal tender in another country. There is also a 
wide gap between the time when goods are dispatched and the time when goods are 
received and paid for. This makes settlement difficult. 

 
Demonetization in India  

An international business strategy that is successful in one country may fail in 
another due to different factors like political, technological, social and economical etc. The 
demonetization policy of India government also influenced the foreign trade. 
Demonetization is the act of stripping a currency unit of its status as legal tender. It is the 
withdrawal of currency from circulation. In an important move, on 8th November 2016, 
Prime Minister Sri.Narendrea Modi has announced the withdrawal of all currency notes of 
Rs.500 and Rs.1000 denomination issued by the RBI from circulation with immediate effect. 
This measure has been taken by government to resolve against black money, counterfeit and 
corruption. Demonetization of currency denominations was also taken up in the past. In 
January 1946,currency notes  of  Rs.1000 and Rs.10000 rupees were demonetized and new 
notes were introduced .The Janata party coalition government has again withdrawn currency 
of 1000,5000,10000 rupees on 16th January 1978 as means to curb counterfeit money and 
black money. The demonetization policy taken by government of India made a drastic 
change in the economy as a whole. Unavailability of liquid cash in the market will bring the 
price of rupee into a stable frame due to lower demand of foreign currency in the 
international market. This would be a boon for Indian exports in the long run, contain 
inflation in the short run and improve India‟s balance of trade in value terms. 
 
Export 

Growth of any Country depends up on its Export Import Trade. Indeed it is very 
crucial for India too. Especially after demonetization the Exports have slowed down due to 
currency crunch. True to its core that instability in the Exports leads to inflation and that in 
turn leads to an uncertainty of internal purchasing power and unstable economy.  Foreign 
trade may be export trade or import trade. When one country purchase products /service 
from another it called import. Export trade is the selling of goods/service to another nation. 
Every nation prefers export, because of its effect on economic stability. If the export 
increases at a faster pace than import then it leads to the economic growth and 
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development. On the other hand, the instability adversely affects the development. Lower 
export means low foreign exchange and lower foreign exchange in turn means small 
purchasing capacity of a nation in the international market. Lower exports in the short run 
would enable the competitive economies like Bangladesh, Vietnam to penetrate deep into 
the international markets and replace Indian exports as a sustainable and committed mode 
of supply. This might lower down trust in Indian exports. Micro and small industries that 
thrive on export business would be the worst hit because many of them are isolated from 
formal banking channels and the liquidity crunch is bound to hit them the most. 
 
Imports 

In case of imports also, they would fall down because of usual cash crunch. 
Currently, the domestic economy would start hoarding cash again (i.e. in savings mode) and 
the people would not be willing to spend money freely which would reduce demand of 
domestic as well as international products. Lowering down of imports would save India of 
its precious foreign exchange, hence accelerating India‟s foreign exchange currency basket. 
Decrease in essential imports like plant and machinery would seriously affect business 
expansion plans of Indian companies due to unavailability of technology required to start 
and expand a business. The losing sheen of the Indian market and declining imports by 
India might push few major business conglomerations outside India because of business 
losses to explore other attractive markets. This would be a big blow to „Make in India‟ 
dream. 
 
Foreign Exchange Rate 

One of the prime differences between foreign trade and domestic trade is the 
monetary units. Foreign trade is the trade between two or more nations, so it involve 
different monetary units .therefore the stability of foreign exchange rate is an important 
parameter in foreign trade. Foreign exchange rate is the conversion rate of one currency into 
another. It is the price of domestic currency in terms of another currency. In RBI reference 
exchange rate refers to the benchmark foreign exchange rates for Indian Rupee against 
major four foreign currencies, published by RBI on a daily basis. Any national or global 
change reflects the rate. Currency demonetization, does not directly affect foreign exchange 
rate of a country. However, it may have an indirect  effect on the exchange rate since 
Demonetisation of currency notes could reduce the GDP growth for a few quarters. 
 
Foreign Direct Investment 

FDI also contribute a major portion for the development of Indian economy, 
Foreign direct investment is an investment made by a company or individual in one country 
in business interest in another country in the form of either establishing business operation 
or accruing business assets in the other country, such as ownership or controlling interest in 
a foreign company. 
 

IV. ANALYSIS AND INTERPRETATION 
Above stated each element has a direct relation with the growth and development 

of India and its foreign trade. Any political, social, technological variation reflects on these 
aspects. Impact of demonetization on foreign trade is analyzed on the basis of these factors. 
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Analysis of Foreign Exchange Rate 

 
Above graph (Table 1) show the exchange rate of one unit of US Dollar equivalent 

to Indian rupee. It is evident from table 1   that demonetization have an impact on the 
exchange rate. In September 2016 it was 66.20, in October 65.80.after demonetization policy 
the exchange rate increase tremendously .It also have a high rate in January. From February 
onwards the rate shows a decline stage. 
 
Export and Import Analysis 
Foreign Trade Analysis from 2010-2016 

 
  The diagram indicates an increase in both export and import trade from 2010 -15. 
But there a decrease in foreign trade in 2016-17.  On the other hand the decrease in import 
helps to reduce the deficit trade balance. 
Export Growth after Demonetization 
 
Export Growth after Demonetization 

 
From the above graph it is clear that the demonetization policy to some extent 

adversely affect the export growth of India as compared to other nations. 
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Analysis of FDI 

 
The graph Show the fluctuation of foreign direct investment in the year 2016-2017. 

In the beginning of the financial year (April 2016) the inflow of FDI is 22345 cr. In may and 
June there is a decrease, but from September onwards the FDI inflow increasing at an 
increasing level. After demonetization policy, in November the FDI inflow decreased from 
41353 to 31631. 
 
Findings 

 The foreign trade has a slight variation in term of export and import due to the 
demonetization policy. 

 The policy also affects the foreign exchange rate of India. 

 The foreign exchange inflow has a slight variation, but it was only a short term 
variation. 

 Over all variation created by demonetization was only for a short period and 
economy trying to recover from it. 

 To some extent the create a adverse affect on the export and import of India, due 
to the lack of liquid money. 

 The demonetization policies will a boon to the economy in the long run. The 
Foreign direct investment and foreign exchange rate are the symbol for it. 

 
V. CONCLUSION 

Demonetization has given short term shocks to different sectors in the economy. 
One of them is the EXIM trade of India. In short run, the overall export may suffer due to 
lower liquidity in the market. The demonetization also makes slight change in the exchange 
rate also. During the demonetization period the exchange rate have negative trend but from 
April 2017 it show a sign of recovery. Overall the demonetization creates a change in the 
foreign trade and economy as a whole. But the variations are only for a short period. All the 
related aspects of foreign trade show a positive trend in the beginning financial year 2017-
18. So we hope that this trend will continues. 
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Appendix 

Table 1 
Foreign Exchange Rate For the Year 2016-17 

 

 
 
 
 

Date Foreign currency 
Rate of exchange of one unit of us dollar 

equivalent to Indian rupee 

1-09-2016 US Dollar 66.20 

15-09-2016 US Dollar 66.05 

6-10-2016 US Dollar 65.80 

3-11-2016 US Dollar 65.90 

17-11-2016 US Dollar 67.10 

1-12-2016 US Dollar 67.70 

15-12-2016 US Dollar 67.00 

19-1-2017 US Dollar 67.40 

02-02-2017 US Dollar 66.70 

16-02-2017 US Dollar 66.15 

02-03-2017 US Dollar 66.00 

16-03-2017 US Dollar 66.50 

06-04-2017 US Dollar 64.20 

20-04-2017 US Dollar 63.05 

04-05-2017 US Dollar 63.40 

18-05-2017 US Dollar 63.60 

01-06-2017 US Dollar 63.70 

15-06-2017 US Dollar 63.50 

06-07-2017 US Dollar 63.95 

17-07-2017 US Dollar 63.50 
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Table 2 
Export and Import of India FO Last 5 Year 

YEARS EXPORT IMPORT TRADE BALANCE 

2010-11 251136.2 369769.8 -118632.9 

2011-12 305963.9 489319.5 -1833551 

2012-13 300400.7 490736 -903360 

2013-14 314415.7 450213.7 -135798 

2014-15 310352.0 448033.4 -137681.4 

2015-16 362003.7 380356.3 -118352.6 

 
Table 3 

FDI Inflow during the Year 2016-17 

DATE Amount of FDI inflow in 2016-17(in cr.) 

April 2016 22345 

May 2016 13271 

June 2016 15111 

July 2016 27340 

August 2016 32150 

September 2016 34366 

October 2016 41353 

November 2016 31631 

December 2016 22727 

January 2017 27067 

February 2017 8118 

March 2017 16126 

2016-17(from April 2016-march 2017) 291696 
 


