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Abstract:  

                   November 8, 2016, was a normal day, but I didn't think that day would be 

anything different. The Prime Minister of the United Kingdom was on a visit to India. The 

result of the US presidential election was expected. However, in the evening, it looked like 

something different was about to happen. Prime Minister Modi has called a meeting of the 

Union Cabinet; this news did not go to the attention of many people as it was a regular 

occurrence. All three army chiefs were suddenly broadcast on TV by Modi. The screen 

flashed and everyone was stunned. Modi began his address to the nation. A wave of 

patriotism awoke across the country and many began to miss the battlefield. Yes, Mr. Modi 

declared war. But it was a war against black money, against notes, against corruption, against 

illegal money. Invoking this war, he appealed to all people to participate in it and announced 

the decision to cancel Rs 500 and Rs. After realizing this decision, an atmosphere of 

confusion and instability was created for some time which was unnecessary.  

              The total value of the demonetized notes is Rs 14.2 lakh crore, which is 86.4 percent 

of the total notes in circulation as of March 31, 2016. The move was intended to teach a 

lesson to those possessing black money. It was to hurt corruption, destroy illegal trade and 

smuggling illegal transactions, demolish illegal transactions for terrorism and extremism 

activities. Demonetization has been variously hypothesized as a positive effect. In which the 

expansion of banking sector, credit card and electronic transactions can be accelerated, along 

with cleaning up the mess of property and bullion markets, there will be a curb on the 

expenses of the crime and the attack on terrorism, extremism will benefit the country in the 

long run. , If the banks reduce the rate of interest on the loan, then there will be more 

investment in the economy, real estate has the highest black money. Demonetization will 

have a major impact on the sector, taxes, and fines on undeclared income after 

demonetization will bring a huge amount of money to the government exchequer will have a 

positive impact on savings and investment, business transparency will increase with 

transparency in the economy. Investors will gain confidence in the Indian economy and the 

impact of money in elections will be reduced, etc. Are these demonetization positive effects 

visible in the Indian economy? Or has the demonetization negatively impacted the Indian 

economy? After all, this topic of research has been chosen to know how demonetization has 

affected the Indian economy. 
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Data Collection Method Used For Research: 

                Data for the research paper has collected from newspaper, books, magazines, 

reports, and websites 

 

The Objective of Research: 

                The main objectives of the research presented are as follows. 

1) Knowing the negative effects of demonetization on India's economy 

2) Knowing the positive effects of demonetization on India's economy 

3) Understanding India's demonetization process 

4) Suggesting for the development of the Indian economy based on the findings from 

research 

 

Introduction: 

                Demonetization is an unforgettable experience for this generation. It is therefore 

one of the economic reforms of the present day. Every Indian citizen feels the effects of 

demonetization. Demonetization actually has a huge impact on the liquidity of the money 

market. The reason for this is that the immediate ban on currency, which is the soul of the 

Indian economy and the introduction of a new currency, is a surprise in which 86% of the old 

currency was removed. Withdrawal from Rs 500 and Rs 1000 resulted in a huge difference 

between the Rs 100 denominations. The reason for this is that the circulation of 2,000 rupee 

notes has created a stir in the Indian money market. The government's announcement of the 

withdrawal of 500 and 1000 notes with immediate effect on 8 November was an event 

affecting the entire economy. Because exchanging old notes was a difficult task in just 50 

days. During this period, citizens were heavily impacted by the economy due to customer 

congestion in banks, queues outside ATMs, and other problems.  

                  Why did the government need to take such a decision? This needs serious 

consideration. Today, the Indian economy uses 16,633 billion rupees. Of this, 16,415 billion 

notes are in use. Do not be surprised if you are shocked to read this. Of these, 6,326 billion or 

39 percent notes of Rs 1,000 and 48 percent notes of Rs 7854 billion or 500 rupees were used in 

the economy. In other words, 87% of the total notes in the economy were of high value. In the 

last five years, the Indian economy has been growing at a rate of 30 percent, while the 

currency has been growing at a rate of 40 percent, but has increased by 76 percent in 500 rupee 

notes and 109 percent in 1,000 rupee notes. In other words, the Indian economy was in turmoil 

due to the proliferation of counterfeit notes in these high denomination notes. It took time to 

make such bold decisions. The Prime Minister should be congratulated for taking such a 

decision and showing such political will. So, on the other hand, it is essential to think about 

the economy as well   

        

                       Between 1929 and 1933, the country's monetary supply had declined by 30 

percent due to the mistakes of the US central bank Federal Reserve, which triggered the 

global recession. Whenever a country demonetizes, its credibility falls in the world, it is very 
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common. Those who understand the language of GDP should also understand that this time 

India is going to lag behind in terms of growth rate. India's domestic economy was growing 

at a rate of 7 and a half percent in the 2017 fiscal year. In 2015-16, India overtook China for 

the second time in this respect, but after demonetization, India's GDP growth is expected to 

fall by 3 and a half percent this year, while China is growing at 6.7 percent. 

                        Although India is not the first country where such experiments have been done 

for the first time, some countries have taken steps for currency reform before India. While 

some countries achieved relatively significant results after these reforms, most countries 

failed in this effort. Pounds, shelling, and pens were in practice in Britain before 1971, in 

1971 the government completely changed them by bringing 5 and 10 paise of new currency 

coins, with the intention of bringing the currency to uniformity, however, the government had 

told the public about this for two years before these changes. The British government was 

successful in bringing about these changes in a much better way. Many countries except 

Britain failed in this effort. In the Soviet Union, the Mikhail Gorbachev government had 

banned 50 and 100 ruble notes with the intention of ending black money in 1991, the 

government had predicted that its move would reduce black money and help people. 

However, the government's intent was not successful, on the contrary, the public's skepticism 

towards the government developed, and for this reason, the Gorbachev government also faced 

a coup attempt. In North Korea in 2010, Dictator Kim Jong-II made some changes to the 

currency format with the intention of reducing black marketing and further improving the 

economy, although Kim Jong's decision had the opposite effect on the economy there. Found, 

the price of important things increased significantly, due to which the effect of anger started 

showing in the people. As a result, Kim Jong apologized for the decision by killing the 

finance minister there. Congo dictator Mobutu Sese Sako made some changes in the format 

of notes in the 1990s to keep the economy running smoothly, although these changes could 

not have a better effect on the economy there, in contrast to inflation and increased stock 

markets there was a decline. In 1987, the military government in Myanmar imposed heavy 

demonetization. The idea was the same - to stop black marketing and black money. A series 

of political demonstrations started in the country and thousands of people died in the process 

of rein in it. In 1982 in Ghana, the government closed a note of 50 caddies. The government 

thought that this strict step is needed to stop tax evasion, rigging, and black marketing. But 

due to this, the people lost confidence in the economy of the country and after a few days 

when the time of exchange was over, they got bundles of notes in public. In 1984, when 

Muhammad Buhari was the President of Nigeria, he introduced a new design and color 

currency in view of the crunchy state of the economy. This demonetization did not improve 

the economic situation and read Buhari to leave power and for a long time, he remained out 

of power. It took him 21 years to become President of the country again when he was again 

elected President of Nigeria in 2015. 
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Meaning of Demonetization: 

                   Demonetization is an economic activity under which the government eliminates 

the old currency and turns on the new currency. When black money increases and becomes a 

threat to the economy, this method is used to remove it. Those who have black money do not 

have the courage to take a new currency in exchange for it and the black money itself is 

destroyed. It has been used by Prime Minister of India Narendra Modi on 8 November 2016. 

From this day old currency of 500 and 1000 rupees was discontinued and new currency was 

introduced! The first currency was demonetized in the year 1978 by Morarji Desai, the fourth 

Prime Minister of India, in which 1000 and 5000 notes were discontinued. 

 

Impact of Demonetization on Indian Economy: 

                     The unorganized sector is associated with 20% of the country's GDP with about 

$ 2 trillion and about 80% of the employment. More than half of the people of the country 

still do not have bank accounts and more than 30 crore people still do not use the internet, 

due to which most people are not able to make electronic payments. In such a system, it is 

natural for the industry to decline. It has the highest impact in labor-based industries like 

textile, garment, leather, jewelry, etc. Around four lakh people associated with these areas 

have either lost their jobs daily or have temporarily stopped working due to lack of money.  

Positive Effects of Demonetization: 

                   The biggest threat of monetization has been on black money. It was estimated 

that around Rs. 3 lakh crore was hidden in the country in the form of black money. These 

rupees are being used extensively in hawala activities, smuggling, extremism, and criminal 

activities. This black money also plays a major role in the ongoing violence in Kashmir. So 

the black money was attacked by demonetization and it was assumed that this black money 

would not be complete but would have about 80 to 90 percent impact on his empire. The 

onslaught of de-monetization has led to illegal activities of extremist groups, Naxalite groups, 

drug lords, and others. The obvious effect of this is being seen in Kashmir. On the one hand, 

the bundles of notes deposited with these groups have been converted into pieces of paper, 

while their work has come to a standstill due to lack of new notes. The government had 

exempted those who hid black money between dematerialization and dematerialization, 

saying that they should disclose their black money and come into the mainstream by paying 

taxes as per the rules. Influenced by this, many people took advantage of this facility, and 

those who hid their black money were raided and caught and cash was confiscated. 

According to a government report so far, tax collection has increased by 14.5 percent after 

demonetization. 

The government had initially estimated that about Rs 3 lakh crore would flow into the 

government account after the monetization. In addition, Rs 62,000 crore was expected to 

come through various taxes. The government has succeeded in this to some extent. If the 
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government invests this amount in basic debt, it will accelerate the economic growth of the 

country. Deposits with banks increased as a large portion of black money entered the 

mainstream of the economy after dematerialization. Banks have increased the flow of credit 

as they have sufficient cash. Banks have cut interest rates to boost credit flows. Currency 

loans, housing loans, group loans are examples of this. The government is expanding the 

scope of public welfare schemes with the amount received by the government after 

monetization. And there has also been an increase in the budget for ongoing schemes. An 

example of this is the increase in the target for housing under the Pradhan Mantri Awas 

Yojana and the increase in financial assistance for low-interest housing. 

                 After dematerialization, the government's currency scheme has gained strength. 

Earlier, the scheme was not fully supported by the banks. This is because the banks did not 

have cash but now the cash flow to the banks has increased. The bank is increasing the flow 

of credit in commercial operations. This has given impetus to industrial work. And as a result, 

job creation is slowly increasing. People who were opposed to cashless transactions due to 

the cash crunch during monetization are now adopting digital payment methods. Net banking, 

mobile banking, and app payments are on the rise in the country. 

Negative Effects of Demonetization: 

                In Maharashtra, Kerala, Uttar Pradesh, Gujarat, Tamil Nadu, and Karnataka, the 

District Central Co-operative Banks, which are the lifeline of the rural economy, especially 

the farmers, do not meet the KYC norms and launder the money received illegally. The RBI 

had said that the payment was banned. Then there is no answer as to why the nationalized 

banks, which declare thousands of crores of bad loans, do not have this rule. This year nature 

accompanied us. It rained well. Although the situation is improving in urban areas, the 

situation is dire in rural areas. The decision taken regarding co-operative and district banks 

has affected the entire rural life. Today, farmers, agricultural laborers, women laborers, 

fishermen, laborers are all affected as they cannot do business without these banks. Many 

marriages had stalled. Although it is true that the RBI had given a waiver of up to Rs 2.5 lakh 

for the wedding, none of them had that amount in their accounts till November 8. The 

question arises as to where the old notes for wedding expenses will be withdrawn without 

depositing them in the house. Therefore, it is not possible to say how useful this decision was 

in practice. 

                The transactions of the credit unions were stalled. At this time, the government 

needed to take timely notice. The denomination is more likely to lead to a recession in the 

future. District banks and co-operative banks will have to be involved in the implementation 

of the decision if the outcry of the beleaguered general public is to be reduced. It would be a 

great loss for Maharashtra to blame the entire co-operative movement on selected examples. 

In the last few months, the income tax department had implemented a scheme to declare 

black money. About Rs, 65,000 crores were declared from all over India under this scheme. 

Out of this, about Rs, 30,000 crores were deposited in the exchequer in the form of income 
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tax. In fact, they have black money. The scheme was announced by the government's finance 

ministry to force them to convert their money into 45 percent income tax. Thus the 

government was given ample opportunity to launder black money and no action would be 

taken against those who declared such income. He would not be questioned. This was also 

announced. This saved those who collected black money from fines and punishment. There 

were irregularities in some places while exchanging notes. The rich reduced the black money 

to white by exchanging notes in percentage by queuing the common poor masses. In some 

places, these rich people have exchanged their canceled notes by holding the hands of bank 

officials and employees. In such a large transaction, a little bit of malpractice happened. 

Conclusion:  

                 The immediate result of demonetization has begun to appear in the Indian 

economy. How will India, which is the third-largest economy of Asia, overcome this, it will 

tell the time to come. Although it is difficult to predict what will be its far-reaching 

consequences on our economy, Demonetization can have a profound effect on the economy 

in the short term, but in the long run, it can prove to be very important for India and the entire 

Indian economy. Since the demonetization decision has played an important role in 

promoting digital transactions in India to some extent, India can ensure its important role in 

the fourth industrial revolution on a digital basis. Apart from this, there has also been an 

increase in direct tax due to demonetization, which is a good indicator of the economy. 

However, there can also be no denying that demonetization has failed to meet all its 

objectives and its primary goal of ending black money has not been achieved so far.  

 

Suggestions: 

                 The Benami Property Act, 2016 and the Money Laundering Act will have to be 

properly implemented and the implementation machinery has to be kept in view. It should not 

happen that the black money of the country reaches from one place to another. The middle 

class has welcomed the move beyond hope. This means that even after taking some pains, 

people are ready to sacrifice in the national interest. But a lot of administrative systems have 

to be set up so that the ordinary honest and law-abiding citizen does not face any problem. It 

is expected that in the coming tomorrow more attention will be paid on strengthening the 

benefits of this scheme by not abandoning such schemes. 
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