
   
 

9 

 Emperor International Journal of Finance and Management Research 

Emperor International Journal of Finance and Management 

Research 

 

Emperor International Journal of Finance and Management Research 
 

       ISSN: 2395-5929 

    www.eijfmr.com 

                  © Mayas Publication 

Volume - VI                                            Issue – 3                                   March - 2020 

 

Impact of Demonetization in Indian Financial System 
 
G. Revathi 
Professor, Department of Management,  

Pattammal Alagesan College of Arts and Science, Authur, Chengalpet, 

Email: manorevahi18112009@gmail.com. 
 
ABSTRACT 
 India is a coal-rich country, and the fact remains that we still need to bring power to 
a large mass of people at reasonably low rates. So we really need to walk this tightrope 
between ensuring development while also setting an ambitious benchmark for renewable 
energy. The crisis brewing within the Indian economy has gained unanimous acceptance by 
now. Even the latest annual report of the RBI for the fiscal year 2018-19 (or FY19) 
confirmed that the Indian economy has indeed hit a rough patch. The GDP growth rate of 
the economy has slipped to 5 per cent in the first quarter of FY20, the lowest in over six 
years. This is an indication of tougher times ahead. Be it the recent collapse of the 
automobile sector or the rising number of non-performing assets (NPAs), sluggish 
consumer demand or failing manufacturing sector; all have a hand in this deceleration of 
growth rate. The spurt in instances of job losses from automobile manufacturers to biscuit 
makers has led to the general acceptance of the downturn. This is the third instance of an 
economic slowdown for India in the past decade after the ones that began in June 2008 and 
March 2011. The technical term for the same is growth recession. A recession is defined in 
economics as three consecutive quarters of contraction in GDP. But since India is a large 
developing economy, contraction is a rarity. The last instance of negative growth for India 
was in 1979. A growth recession is more commonplace where the economy continues to 
grow but at a slower pace than usual for a sustained period, what India has been facing 
nowadays. Almost all these economic indicators suggest that we are well into an economic 
slowdown for demonetization, and it can possibly get worse from here. The irony is that this 
slowdown seems to be obvious to everyone except the government. This paper investigate 
how do you solve a problem without affecting the Indian financial System. 
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I. INTRODUCTION 
Consumption is the most important part of the Indian economy, given that it forms 

around three-fifths of the Indian economy. And any slowdown here is bound to affect the 
overall economy. Except for perhaps retail loans given by banks, there is a contraction in all 
other parameters which measure consumption in different ways the following parameters 
are important factors affecting the Indian economy go slow down. 
 
Domestic car sales 

During April to June 2019, car sales fell by 23.3% in comparison to the same period 
in 2018. This is the biggest contraction in quarterly sales since 2004 (that‟s how far back the 
quarterly data in the Centre for Monitoring Indian Economy database goes). A slowdown in 
car sales negatively impacts everyone from tyre manufacturers to steel manufacturers to 
steering manufacturers etc.. 
 
Two-wheeler sales  

These have not been as badly hit as car sales. Between April and June 2019, two-
wheeler sales contracted by 11.7%. This is the biggest fall since October to December 2008, 
when two-wheeler sales had contracted by 14.8%, in the aftermath of the start of the 
financial crisis. In fact, even mopeds are not selling, with their sales down 19.9% between 
April and June 2019 (In 2018-2019, a total of 880,000 mopeds were sold, suggesting there is 
still good demand for them). 
 
Tractor sales 

A good indicator of rural demand, tractor sales during April to June 2019, fell by 
14.1%, the highest fall in nearly four years. 
 
Housing sales 

As per Liases Foras, a real estate research company, India‟s top 30 cities had 1.28 
million unsold housing units as of March 2019, a jump of 7% from March 2018, when the 
number was at 1.2 million. This means that builders are building new houses at a faster pace 
than people are buying them. The real estate sector has forward and backward linkages with 
250 ancillary industries. So, when the real estate sector does well, many other sectors, right 
from steel and cement to furnishings, paints, etc., do well too. The fact that real estate 
prices haven‟t gone up in years makes people feel less wealthy and as a result spend less. 
 
Bank retail loans  

This data point goes against the trend. During April to June 2019, the retail loans of 
banks grew by 16.6% in comparison to the same period last year. During the same period 
last year, they had grown by 17.9%. There has been a marginal fall in growth. Housing loans 
from more than half of the retail loans—they grew by 18.9% during the quarter against 
15.8% last year. 
 
FMCG companies  

The volume growth or the number packs sold, of fast-moving consumer goods 
(FMCG) companies has slowed down over the last one year. If we look at Hindustan 

https://www.livemint.com/videos/passenger-vehicles-july-sales-worst-in-20-years-1564757764537.html
https://www.livemint.com/industry/infrastructure/home-sales-decline-11-in-june-quarter-noida-saw-sharpest-fall-1563797020120.html
https://www.livemint.com/industry/infrastructure/home-sales-decline-11-in-june-quarter-noida-saw-sharpest-fall-1563797020120.html
https://www.livemint.com/industry/banking/why-retail-loans-continue-to-grow-amid-a-slowdown-1564930881240.html
https://www.livemint.com/news/india/firms-may-get-to-raise-prices-after-transferring-gst-cuts-1564942609545.html
https://www.livemint.com/news/india/firms-may-get-to-raise-prices-after-transferring-gst-cuts-1564942609545.html
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Unilever Ltd, the volume growth between April and June 2019 was at 5%. It was 12% 
during the same period last year. There are other examples as well. Dabur India posted a 
volume growth of 6% during April and June 2019, against 21% last year. Britannia was 
down to 6% against 13% last year. Indeed, this is worrying, given that people seem to be 
going slow on making everyday purchases. 
 
Non-oil non-gold non-silver imports 

This is a good indicator of consumer demand as it indicates when people buy more 
imported goods. During April to June 2019, these imports fell by 5.3%, the biggest 
contraction in three years. They had risen by 6.3% during the same period last year. 
 
Investment insight 

Fresh investments are very important for the GDP of any economy to keep 
growing, for the simple reason that they create new jobs, which in turn leads to higher 
incomes and higher spending, creating economic growth. Unfortunately, things are not 
looking good on the investment front. Consider: 
 
Domestic commercial vehicle sales  

This is seen as an economic indicator of industrial activity. Faster sales indicate a 
robust activity on the infrastructure and industrial front. Commercial vehicles are used to 
move around finished as well as semi-finished goods. Sales of these vehicles during April to 
June 2019 fell by 9.5%, the highest contraction in five years, telling us that all is not well on 
the investment front. Between April to June 2018, sales had gone up by 51.6%. 
 
Bank lending to industry 

This crucial indicator had remained almost flat for a couple of years, and it has 
improved in the recent past. For April to June 2019, it went up by 6.5% against 0.9% 
between April to June 2018. This was largely on account of lending to large industries, 
which grew by 7.6%, against 0.8% last year. When it comes to lending to micro and small 
industries, the growth was almost flat at 0.6% against 0.7% last year. While lending to big 
industry is important, it is the micro and small industries which tend to create the bulk of 
any jobs in any economy, as they grow bigger. 
 
Revenue-earning rail freight  

The bulk of the freight operations of Indian Railways is concentrated around 
moving certain commodities like coal, pig iron, cement, petroleum, fertilizers, iron ore etc. If 
the Railways is moving more of these commodities around the length and breadth of this 
country, it‟s a good indicator of investment and industrial activity picking up. How do things 
look on this front? This indicator grew by 2.7% between April and June 2019, the slowest in 
nearly two and a half years. It had grown by 6.4% between April and June 2018. 
 
Final consumption of finished steel  

Creation of any new physical infrastructure requires steel. Hence, a faster increase in 
steel consumption than in the past shows increased investment activity than in the past. The 
consumption of finished steel grew by 6.6% between April and June 2019, in comparison to 

https://www.livemint.com/news/india/-make-in-india-railway-engine-clocks-speed-of-180-km-per-hour-watch-here-1565689988060.html
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the same period during the last year, when it had grown by 8.8%. This was the slowest in 
two years. 
 
New investment projects announced  

The value of new projects announced during April to June 2019 fell by 79.5% year 
on year. This is the highest fall since September 2004. In absolute terms, the value of new 

investment projects announced during April to June 2019 stood at ₹71,337 crore, the 
lowest since September 2004. This is a great indicator of the fact that businesses really do 
not have faith in the economic future of India, irrespective of what they say in the public 
domain. 
 
Investment projects completed  

The investment projects completed fell by 48% in comparison to the last year. This 
is the highest fall since September 2004. In absolute terms, the value of the projects 

completed during the quarter stood at ₹69,494 crore, the lowest in nearly five years. 
 
Expenditure and net exports 

Government expenditure tends to form around 10-11% of the Indian economy (in 
current terms, without adjusting for inflation). In the last two fiscal years, the growth in 
government expenditure was at 19.1% and 13.2%, the highest since the financial crisis years 
of 2008-09 and 2009-10 and was instrumental in driving economic growth to some extent. 
How do things look in 2019-20? To drive economic growth, the government needs to spend 
more and for that the tax growth is important. During April to June 2019, the gross tax 
revenue of the central government went up by just 1.4% to 4 lakh crore. During the same 
period last year, the gross tax revenue had jumped by 22.1%. 
 
Finally, net exports 

This figure for April to June 2019 stood at -$46 billion. This was almost similar to 
the net exports for April to June 2018 at -$46.6 billion. This is primarily because both 
exports and imports during the period were at almost similar levels as last year. Given this, 
there hasn‟t been any increased economic activity on the exports front either. 

 
Don’t stop SIPs now 

Discontinuing SIPs in a downturn is perhaps the biggest mistake an equity investor 
can make. It defeats the very purpose of the SIP by denying the investor the opportunity to 
accumulate more when prices are low. The concerns of investors are understandable. Data 
from mutual fund tracker Value Research shows that SIPs in two out of every five 
diversified equity funds started three years ago are in the red today. 
 
Opt for less volatile funds 

In the prevailing market situation, hybrid funds are best placed to protect the 
downside for the investor. These are structured to limit the volatility in returns and suit 
investors who can‟t stomach ups and downs, yet need some equity exposure. Hybrid funds 
come in different flavors‟. Dynamic asset allocation or balanced advantage funds invest 
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across debt and equity, varying the exposure to either segment from zero to 100%, 
depending on the prevailing valuations. 
 
Avoid investing in property 

Builders and housing finance companies are luring buyers with big discounts and 
low loan rates. The housing market in top Indian cities has not done too well in the past one 
year. Except in Hyderabad, residential prices in all big cities either fell or rose marginally (see 
table). Given the looming threat of an economic slowdown, the situation is unlikely to 
improve in the next few quarters. Builders are sitting on huge inventories which will take a 
long time to clear. A report by Knight Frank says that the inventory in Delhi NCR will take 
more than three years (12.9 quarters) to clear if sales continue at the current pace. In 
Mumbai and Bengaluru, it will take more than two years. 
 
Diversify with gold, US funds 

It is always a good idea to diversify the portfolio to reduce the risk. During times of 
uncertainty, investors tend to flock to the safety of gold—this is evident in the sharp rise in 
price of gold in recent months. Experts maintain that investors should keep around 10-15% 
of their portfolio in gold. Investors who had taken some gold exposure would have been 
partly cushioned from the recent slump in the equity market. 
 
Create an emergency corpus 

With jobs vanishing, an emergency fund is critical. Building a kitty to take care of 
medical or financial emergencies is the first step in any financial plan. But during turbulent 
phases, such a fund is simply indispensable. The rule of thumb says that the corpus should 
be capable of funding at least six months‟ expenses, though some experts suggest a larger 
fund given the rising uncertainty. It is best to take into account your earnings, expenses and 
family structure to arrive at the right size. 

 
Reduce discretionary spends 

They say a penny saved is a penny earned. In a slowdown, you should examine your 
expenses to identify the ways to earn more. Tweak your lifestyle and budget to reduce 
discretionary spends and defer big-ticket purchases. You will be surprised how much you 
can save by curbing even small expenses like eating out or ordering food online. Forgo the 
„prime‟ memberships of food apps that encourage you to „save more‟ when you eat out. If a 
couple is eating out thrice a month and spending Rs 6,000, cutting it down to once can help 
save Rs 4,000 a month. 
 
Take medical cover for family 

When examining ways to reduce expenses, don‟t even think of cutting out health 
insurance from your budget. Health insurance is a necessity that every family must have to 
protect them against medical expenses in case of hospitalization. “Health insurance acts as 
the perfect wealth protector in one‟s portfolio,” points out Ravi Vishwanath, ED and CEO, 
Reliance Health Insurance. 
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Formulate debt strategies 
The loss of a job can throw your finances into a tizzy if you have big loans to repay. 

Unlike corporate defaulters who have access to formal mechanism for loan restructuring, 
retail borrowers enjoy no such privileges. But you can leverage your repayment history and 
relationship with the lender to extract some concessions. Whether it is a home loan or a car 
loan, banks typically don‟t want to repossess the assets and will try to avoid litigation as far 
as possible. In most cases, they are more than willing to make repayment easy. Approach the 
lender, providing justifiable reasons and request for rescheduling, before it initiates action on 
recovery. 
 
Don’t jump jobs in a hurry 

When the job market is looking jittery, it is best not to be adventurous with your 
career. A lot of new companies have mushroomed in the past few years, but many of these 
startups are bleeding heavily and could close down if the economy worsens. If you are 
planning to switch jobs, do in depth study before you jump ship. Find out how financially 
sound the new company is and assess its prospects. In a slowdown, only the market leaders 
are able to keep their heads above water. “There is clearly a sectoral impact but we see 
consolidation happening across sectors and leaders shall break ahead,” says Rituparna 
Chakraborty, Co-founder of Team Lease Services. 
 

II. REVIEW OF LITERATURE 
Rastogi (2018) studied the reasons of demonetization in India and evaluated its 

impact on black money, fake currency, terror financing, note bank politics, economic growth 
of India, cashless economy and stock market for pre and post demonetization period and 
asserted that demonetization decision was taken on right time as economy was performing 
well and could absorb the short term shocks. 
 Bansal and Jain (2018) examined the significant changes n the utilization of digital 
banking services in India after demonetization using paired sample T test and revealed that 
the usage of digital banking services in both the terms i.e. volume wise and value wise has 
been increased after demonetization. Rao et. al., (2016) studied the impact of 
demonetization on the basis of demand for cash by various agents in economy. There are four 
types of transactions which are unaccounted transactions, illegal transactions, informal 
sector transactions, and accounted transactions. The effect of demonetization was on all 
these transactions. 

 
Table 1 

Variations in prominent assets and liabilities of Scheduled Commercial Banks 
 (28th October 2016 to 17th January 2017) 

                 

Source: RBI website 

Liabilities Amount Assets Amount 

Total deposits 
Borrowings 

5,549 
-56 

Bank credit 
Investment in Govt. Securities 
Net other assets 

1,008 
4,560 
-75 

Total 5,493 Total 5,493 
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The government also instructed to deposit maximum were 41% higher as on 9th 
November 2016. The accounts amount of Rs. 50,000 in Pradhan Mantri Jan Dhan Yojna 
opened under PMJDY contributed 4.6% in total accounts on 15th November 2016. On 
1st March 2017, accumulation of aggregate deposits of scheduled although the balances 
declined to Rs. 643 billion but still commercial banks in the period of post demonetization. 

 
Table 2 

Amount deposits in PMJDY: Number of Accounts (in million) 

 

Note: Figures in parentheses are percentage variations. Source: Website of Pradhan Mantri 
Jan Dhan Yojna 

 
 
 

 
 
 
 
 
 
 

 
 

 

India was facing an issue of high CIC in comparison to Gross domestic product of 
the country as CIC reached upto the level of Rs.17.977 lakh crore as on 4th November 2016, 

even it was Rs.13.715 lakh crore as on 23rd May 2014. After demonetization it has been 
monitored that CIC has touched 8980.17 lakh crore as on 6th January 2017. In the financial 
year 2016-17 CIC to GDP ratio has been reported as 8.8% which is quite low in comparison 
with the financial year 2015-16 when the ratio was 12.20%. 

Bank Group 

As on 9th November 
 2016 

As on 1st March 
 2017 

Variation 
 (1.3.17 over 9.11.16) 

Rural Urban Total Rural Urban Total Rural Urban Total 

Public sector banks 114 89.3 203.6 122 100.8 223 7.8 11.5 19.3 

       (6.8) (12.9) (9.5) 

Regional rural banks 37.1 6 43.1 40 6.4 46.4 2.9 0.4 3.3 

       (7.8) (6.8) (7.7) 

Private sector banks 5.3 3.1 8.4 5.4 3.6 9 0.1 0.5 0.6 

       (1.3) (16.8) (7) 

Scheduled 
commercial banks 157 98.4 255.1 168 110.9 278 10.8 12.5 23.3 

       (6.9) (12.7) (9.1) 
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             Source: Reserve Bank of India website 

 

III. CONCLUSION 
 

 There is no suggestion to advocate that there was any change in financial performance 
post demonetization in terms of bank account usage, credit and savings patterns, 
expenditure patterns and adoption and use of digital financial services in the long term. 
In this study results recommend that in the short-term, demonetization might have 
required people to tweak their financial behavior depending on the availability of cash, 
causing substantial discomfort in terms of making necessary expenditures and 
investments. Findings from this study also recommend adverse effects on finding 
employment for those working as casual laborers and on temporary employment. 
Anecdotal proof from the investigation supports the outcome that demonetization did 
have significant short term impact on the livelihood of low-income financially included 
study respondents. 

 The demonetization of the currency (Rs. 500 and Rs. 1000 notes) on 8th November 
2016 was one of the step taken by government of India. This decision way fetch 
positive results in the long term. This study concluded that the step of demonetization 
improved the liquidity position of the scheduled commercial banks in India and banks 
invested the excess amount in various investment opportunities which helped the 
banking sector to increase their profitability position. It is also concluded that the 
objective to open the Pradhan Mantri Jan Dhan Yojna Account has been realized and 
people used PMJDY accounts during demonetization period which will change the 
attitude of the customers to use physical currency and customers will shift to digital 
banking services which will again be helpful for the banking sector as well as 
customers. Study also suggests that the step will help the banking industry to maintain 
adequate liquidity, minimization of non-performing assets, optimization of electronic 
banking services which will reduce the cost of products and services of banks and 
enhance the profitability of banking sector. This approach will also advantage to diminish 
fiscal deficit, control on inflation, lower corruption, improved tax compliance, 
elimination of counterfeit currency and maintainable economic development in long 
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run. In the “post demonetization” era the currency in movement is lower than pre 
demonetization period. Experts are of the view that demonetization has helped to 
reduce the circulation of black money to certain extent. 
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