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Abstract: 

Indian economy took a noteworthy move of prohibiting high section notes estimated as 87 
percent of aggregate money in November 2016. The early targets of the move were connected to 
different issues, for example, checking black money, evacuating fake money and ceasing 
psychological militant subsidizing. However, at the appropriate time the ramifications of 
demonetization have been articulated as more extensive expense base through accounted pay, 
advance towards a cashless economy, increment in bank deposit adjusts under Basel III accord, 
controlling inflationary exercises, expelling the advantage rises through restricted money 
accessibility, and so on. In such manner, a few scholastics have done their own examination of 
demonetization and its belongings yet the vast majority of the exploration work has tended to the 
fractional impacts of the demonetization move and has been completed in the early months of the 
move. In any case, since the economy has crossed over two years of this milestone change, there 
is adequate degree to gauge the genuine effect of demonetization on the budgetary framework, 
swelling and genuine economy of India. The paper presumes that by and large the impacts of 
demonetization on the economy can be said to be unbiased. Curiously, full scale markers of the 
economy have enhanced as of late regardless of noteworthy activities of demonetization. This 
mirrors the obstruction of the Indian economy proceeds because of its solid interest. This is of 
prime significance for resuscitating interest in the economy, which thusly, has more extensive 
ramifications for the general development and advancement. 
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Introduction: 

As indicated by Merriam Webster Dictionary, The term demonetization has its root word from 
action word demonetize. Demonetization is a word which has different implications. It is 
fundamental at whatever point there is the need to change national money. Here the old unit of 
money is supplanted with another cash unit. Paper money and coins are normal types of lawful 
delicate in numerous nations. Legitimate delicate is differently characterized in various wards. 
Focal government is supplanting the old Rs. 500 notes with more current ones and furthermore 
getting rid of Rs. 1000 notes. It is really rejecting of specific notes from the dissemination for 
various purposes.  
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History:  

India isn't the main nation where demonetization occurred. There are different nations 
additionally that have attempted this and in certain nations it was fruitful and in some it was most 
certainly not. Every one of these nations have attempted it for various reason and for various 
reasons.  

Nations Gone Through Demonetization:  

Ghana  
In 1982, Ghana revealed the choice to demonetize their 50 cedi cash notes so as to screen illegal 
tax avoidance and defilement. The change was not invited energetically, making turmoil the 
nation over lastly brought about a move back to physical resources and remote cash.  

Nigeria  

Nigeria's economy fallen after the 1984 demonetization move that did not go as arranged. The 
military legislature of then President Muhammadu Buhari acquainted distinctive hued notes with 
refutes their old cash so as to battle black money.  

Myanmar  

In 1987, Myanmar's military nullified around 85% estimation of cash to check bootleg market. 
The choice prompted monetary disturbance which thusly prompted mass dissents that 
slaughtered numerous individuals.  

Soviet Union  

Mikhail Gorbachev's Government in 1991, demonetized ruble charges, the 100s. In spite of the 
fact that it was not by one way or another fruitful, in 1998 endeavor to prompt an effective 
redenomination of the ruble where 3 zeros were expelled, which was trailed by another cash 
switch in 2010 when 2 additional zeros were expelled from the old money.  

North Korea  
The demonetization that occurred in North Korea in 2010 remaining individuals with no 
nourishment and safe house. Despot Kim-Jong presented a change that knocked off two zeros 
from the presumptive worth of the old money so as to exile underground market.  
 
Australia  

Australia turned into the primary nation to discharge plastic notes to stop far reaching falsifying. 
It didn't have any reactions of the economy. In this way, it ended up being a great vilification for 
the nation.  
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Zimbabwe 
Zimbabwe once had hundred trillion dollar note, which was demonetized and was traded in a 
ridiculing way dropping trillion dollars to $0.5 dollar.  

History of Demonetization in India:  

The principal occurrence was in 1946 and the second in 1978 when a law was passed to 
eliminate notes with section of Rs. 1000, Rs. 5000 and Rs. 10000. In November, 2016, PM Modi 
made declaration that high section notes would quit being legitimate delicate from ninth 
November 2016.  

The First Currency Ban:  

In 1946, the money note of Rs. 1,000 and Rs. 10,000 were expelled from course. The boycott 
truly did not have much effect, as the money of such higher category was not open to the 
everyday citizens. Be that as it may, both the notes were reintroduced in 1954 with an extra 
presentation of Rs. 5,000 cash. Rs. 500 and Rs. 1000 notes were present in 1934 and following 
four years in 1938, Rs. 10,000 notes were present.  

The Second Currency Ban:  

In 1978, the then Prime Minister of India Morarji Desai reported the cash boycott taking Rs. 
1000, Rs. 5000 and Rs. 10,000 unavailable for general use. The principle point of the cash 
boycott was to control black money age in the nation.  

Legitimate Facts about Demonetization in India:  

As indicated by law, the lawful reason for the request demonetizing money can be found in 
Section 26 of the Reserve Bank of India Act, 1934. Under sub-area (2) of this Section, the Union 
Government is enabled to proclaim that any notes issue by the Reserve Bank will never again be 
lawful delicate. The main procedural prerequisite is that the Board of the Reserve Bank of India 
prescribes the equivalent to the Union Government. Truth be told, in 1978, demonetization was 
completed under an exceptional enactment, specifically the High Denomination Bank Notes Act, 
1978. In any case, the protected legitimacy of this law was tested under the steady gaze of the 
Supreme Court of India in Jayantilal Ratanchad Shah versus Reserve Bank of India on the 
premise that it was an infringement of the privilege to complete exchange and trade, and what's 
more, added up to a necessary securing of property without remuneration by the Government. Be 
that as it may, the Supreme Court of India did not discover the system for return of the high 
section to be absurd or in any capacity self-assertive or unlawful.  

Black Money and Demonetization:  

Alongside different neatness drives directed by the Government of India, 'Demonetization' was 
referred to be as the greatest prominent tidiness drive against the black money ever of Country. 
Regardless of whether we talk about our social, financial and political parts of our nation, the 
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primary disadvantage in prospering of our nation is the spread of black money which caused 
incapacitating impact on the open strategies and the organizations of our nation. Black money 
and false money lead to increment in psychological oppression, wrongdoing and debasement. 
Starting at 2015-2016 insights appeared by Reserve Bank of India rulebook, an aggregate of Rs. 
16.42 lakh crore worth of money was available for use as at end April 2016. Out of this, Rs. 
14.18 lakh crore was in from of Rs. 500 and Rs. 1,000 section notes speak to around 2300 crore 
notes, which were around 26 percent of absolute notes available for use.  

Numerous arrangements are being drawn however the best answer for counter with black money 
is the advanced exchanges or cashless exchanges on the grounds that the more physical nearness 
of money makes more shots conceal it. Credit/charge cash, cash wallets, checks and so forth are 
different methods for cashless exchanges. As everybody realizes India is a differentiated nation 
with individuals of various traditions and religions are living so it will require some investment 
to proficient individuals about the utilization of the cashless exchanges. Subsequent to having 
cashless, Corruption will likewise be consequently diminished by expelling black money from 
economy.  

Steps Taken by Central Government to Curb Black Money:  

• There was the constitution of a unique examination group under the chairmanship of a 
previous Supreme Court judge and furthermore executing of a portion of its proposals.  

• Enactment of another law viz. 'The Black Money and burden of Tax Act, 2015' to manage 
black money/defilement reserved abroad.  

• To have more straightforwardness in sharing and trade if data with remote counters and the 
dynamic contribution in International endeavors to battle charge disintegration/black money.  

• Introduction of pay announcement plot 2016 by Central government.  
• Mandatory prerequisite of PAN numbers on high esteem exchanges.  
• Taking Action against hoarders through requirement organizations. This move will help in 

the cutting of the unaccounted cash for the awful purposes. 

Literature Review: 

The hypothetical connection between money supply and economic yield goes back to quantity 
theory of money where fall in money supply could be adjusted to diminish in yield in the midst 
of fixed speed. It was accounted for that the offer of 'currency with people in general' in the 
complete money supply diminished altogether and stores grew up to new highs. Bank credit to 
the business division has seen a decay post demonetization1. The measure of currency available 
for use edged higher in January 2017 in spite of the fact that it remained 45 percent underneath 
its October 2016 level2. Amid demonetization, the effect on Gross esteem included was felt 
generally in land and development; however was some way or another balanced by parallel 
ascent in farming, assembling, power and mining. According to the CMIE gauges the new 
venture recommendations dropped to 1.41 trillion in Q3 of 2016-17 as against a normal of 2.36 
trillion in the first nine quarters. Food inflation has facilitated from 3.7 percent year-on-year (y-
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o-y) in October 2016 to 1.3 percent in January 2017 chiefly by virtue of dive in vegetables and 
pulses prices. Manufacturing and services sections were hit hard in the midst of the move as the 
automobile deals shrunk by 4.7 percent in January 2017 yet came back to extension mode (by 0.9 
percent) in February. Bond creation has declined persistently from November 2016 till January 
2017. Offers of business vehicles likewise encountered a similar marvel yet restored in February 
by 7.3 percent. Passenger vehicles saw a fall of around 2 percent to start with time of 
demonetization however bounced back forcefully to 14.4 percent in January 2017 and extended 
by 9 percent in February. In an ongoing report, it was included that genuine GDP development in 
India hindered unobtrusively from 7.3 percent in Q3 of 2016 to 7.0 percent in Q4, which was not 
as sharp a fall the same number of experts had anticipated3. Chand and Singh surveyed the effect 
of demonetization on Indian farming and contended that development story of agribusiness is 
intact4. With respect to banking segment, a fall in financing costs has been seen because of 
expanded finances supply post demonetization. Insurance sector has likewise picked up as the 
premiums gathered by life insurance organizations dramatically increased in November 2016 and 
LIC to a great extent appreciated the upsurge. The effect towards money related consideration 
was clear as 23.3 million new accounts were opened under the Pradhan Mantri Jan Dhan Yojana 
(PMJDY) and the total balance came to Rs. 746 billion as on December 7, 2016 announcing a 
development of around 65 percent. The effect of demonetization on different sections of the 
monetary market has changed. Be that as it may, demonetization's effect on stock market, 
exchange rate and Government Securities market can't be gotten out as the new authority in the 
U.S. had reserved plans of more protective trade strategies, fixing of U.S. financial arrangement, 
and perhaps expansionary monetary approach. There has been a noteworthy improvement in the 
utilization of computerized methods of payments5. Same kinds of effect on banking sector as far 
as credit expansion and interest rates, government securities' market and accessibility of money 
into the framework were additionally featured via CARE ratings6. CARE Ratings had evaluated 
that demonetization would have antagonistic effect on growth due to postponed manufacturing 
demand and irreversible service sector. A small number of case studies like Jean Drèze reports a 
45 percent decrease in income of little shopkeepers/organizations in Ranchi7; Prateek Sibbal calls 
attention to 46 percent decrease in Amritsar8; Vyom Anil shows a 60 percent fall in Delhi9; 
among others. The employment situation for the most part contributed by informal segment has 
seen a sharp fall. According to the report of Ministry of Rural Development, the interest for 
MNREGA (Mahatma Gandhi National Rural Employment Guarantee Act) work expanded by 60 
percent in December, 2016 affirming the jobless environment10. RBI has contended that the 
transient effect was seen in the start of the demonetization move however the economy could 
continue the prior dimension by mid-February of 2017, mirroring the quick pace of 
remonetisation5. Bryson et al.2 referenced that the transient negative impacts of demonetization 
would in the long run scatter; be that as it may, the financial change process is the way to 
continue long run development. The greater part of the examinations has caught the timeframe of 
the investigation from November, 2016 onwards to March 2017. Notwithstanding, in the present 
investigation, the past two years (2014 and 2015) and latest timeframe till Q3 of 2017-18 (post 
one and half long periods of the move) is secured to draw a productive effect evaluation of the 
demonetization move in India.  
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Effect of Demonetization:  

1) Demonetization and Indian Financial Sector:  

According to the monetarist view, the impact of demonetization on economic activities and 
securities exchange is identified with the fall in interest rates. In any case, the genuine side effect 
of any demonetization move will likewise rely on the overall offer of associated and detached 
areas of the economy3. Demonetization has prompted increment of cash flows in the banking 
structure. A study used the day by day information of BSE 200 stock file and uncovered a 9 
percent decrease in the investors' riches amid eight trading days following the declaration of 
demonetization. The market apparent the move negatively11. The short-run effect of 
demonetization on making unpredictable markets is natural. Nonetheless, the long run effects are 
very much adjusted to financial speculations. Figures 1 and 2 present the manners of interest 
rates, credit expanded, and deposit received and investment used for the period 2012-18. The 
growth rate in deposits has been around 14 percent amid 2012-13 (estimated on left axis of 
Figure 1) however the equivalent came down to 8 percent in Q3 of 2017-18 with an ascent of 14 
percent amid demonetization period. Shockingly, the credit growth was to the tune of 16 percent 
amid 2012-13 however come down to around 6 percent in 2017-18. Prominently the credit 
growth has backed off post-demonetization aside from in Q4 of 2016-17, only following the 
demonetization time frame. The interest rates estimated through bank rate, call money rates and 
treasury bills have drifted around 8 percent amid 2012-13, stayed stable well over 7 percent till 
2016-17 and came down to 6 percent in 2017-18. The conduct of interest rates corresponds with 
the stream of money supply as there was much progress in broad money amid 2012-13, yet it 
backed off from that point. This phenomenon demonstrates that high growth in money supply 
may have made inflationary burdens. In this sense the contention of demonetization to check the 
asset bubbles appears to be halfway legitimized. The credit-deposit proportion (estimated on 
right hand side in Figure 1) has stayed stable in recent years. Same behaviour is seen for 
investment deposits proportion too. It tends to be contended that steady credit-deposit ratio for 
rising deposit base inferred that complete credit expanded. In any case, as far as growth in credit, 
it is seen that the present credit growth is much lower than its past points. The expansion in 
credit might be constrained because of increasing Non-Performing Assets (NPAs) in the banking 
sector and furthermore in the midst of the increasing capital requirements in Basel accord. With 
these two elements banks are protecting their positions, while restricting the credit growth. Thus, 
the conflict that demonetization move would help in investment growth because of falling 
interest rates with surplus liquidity, isn't prove unequivocally. Figure 3 displays the normal 
turnover conduct for select money related markets. It is seen that the call money and treasury 
charges showcase encountered a peripheral plunge amid demonetization however these business 
sectors recovered their dimensions of the earlier years. Collateralized Borrowing and Lending 
Obligation (CBLO) market and repo market saw an upward development amid December 2016 
however again returned to their unique levels, moving in a steady way from that point. This 
suggests the momentary monetary market is unaffected from the demonetization move. All 
things considered Indian monetary markets have not displayed exceptional unstable conduct. 
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Figure 1: Growth Rate of Banking Indicators (in Percent) 
 

 

Figure 2: Interest Rates and Money Supply 
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Figure 3: Turnover in Selected Financial Markets (Rs. Billion) 

 
2) Demonetization and Economic Growth:  

Figure 4 introduces the year-on-year growth rates for different quarters in total national output. 
So as to evaluate the effect of demonetization, the final quarter estimations of various years are 
thought about. Growth rate was 9 percent in Q4 of 2015-16 and came down to 6 percent in Q4 of 
2016-17 and growth has stayed stable at 6 percent from that point. As far as total growth, it very 
well may be contended that the demonetization move has backed off growth pace of the 
economy. The antagonistic effect of demonetization move is clear for the modern area with its 
growth boiling down to zero percent in Q1 of 2017-18 which for the most part had been around 
10 percent in Q1 for every one of the previous three years (2014-17). Service sector has stayed 
unaffected and revealed stable growth. The investment growth estimated through gross fixed 
capital arrangement was around 10 percent amid Q1 of 2016-17, a period before the 
demonetization move, however boiled down to negative in Q4 of the equivalent monetary year 
and around 2 percent in Q1 of 2017-18. In any case, investment growth restored amid Q2 and Q3 
of the current fiscal year. Strikingly consumption expenditure growth has stayed stable in the 
recent years notwithstanding amid demonetization period. The steady interest growth is the 
driving variable for the Indian economy, which has had the capacity to assimilate the 
unfavorable effect of such financial stuns.  
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Figure 4: Growth Rates of GDP and its Components (In Percent) 

Conclusion: 

The gigantic move of demonetization has welcomed much consideration of policy specialists, on 
the two grounds-positive just as negative. The expressive examination did in the investigation 
features a blended reaction about the effect appraisal. It tends to be surmised that demonetization 
has helped the banks in improving the stores base. Be that as it may, credit development has been 
much lower in the previous year when contrasted with the past levels. The reasonability behind 
this conduct is that banks are shielding themselves with danger of non-performing assets and 
increasing capital requirements. In this, the contention that demonetization move would enhance 
the investment base with falling interest rates isn't prove emphatically. Demonetization has 
backed off the development pace of economy and unfavorably influenced the modern segment, 
with development descending to its most reduced dimensions in Q1 of 2017-18. The investment 
growth estimated through gross fixed capital arrangement was around 10 percent amid Q1 of 
2016-17, preceding demonetization, yet ended up negative in Q4 of the equivalent financial year 
before ascending to around 2 percent in Q1 of 2017-18. The positive note for the economy is that 
consumption expenditure growth has stayed stable as of late counting the demonetization time 
frame. As far as trade enactment, both the exchange parts showed a downturn in the quarter 
succeeding demonetization, however from that point announced critical positive growth. In total, 
it tends to be contended that the effect of demonetization was seen in the underlying quarters 
following the move, nonetheless, the economy moved back to past dimensions all around rapidly 
mirroring its power. This was similar to the obstruction limit displayed by the Indian economy 
amid worldwide financial emergency. A steady interest growth has been the driving element for 
the Indian economy, empowering it to ingest the antagonistic effects of such monetary stuns. The 
strike in the investment growth is a key worry for India which should be resuscitated to enable 
the economy to proceed onward a higher development direction. 
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