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Abstract 
 Demonetization is the process in which a 
particular currency or valuable mineral tender 
degraded as a legal tender. The government of India 
has implemented a major economic decision of 
demonetizing high value current notes of rs.500and 
rs.1000. Its policy of the government by banning Rs. 
500 and Rs.1000 currency notes have influenced all 
almost all the corner of the economy. The biggest 
beneficiaries of demonetization are Banks. It made 
the banks to accept the deposits without any cost of 
promotion and drastically increased liquidity 
position of the banks. It portrayed the effect of 
demonetization on Banking Sector. The rationale 
given behind this is that it would curb black money 
and its flow as most of it would get invalidated. 
This proposition however, is not backed by any 
evidence or proof and therefore portends district 

long term, medium term and short term 
complications. It encompassed the recent decision 
of the central government on Demonetization and 
its gradual effect on Indian economy. This happens 
when a certain currency of origin, or when a newer 
currency comes into circulation. There are multiple 
reasons why nations demonetize their local units of 
currency. Some reasons include combating inflation, 
to combat corruption, and to discourage a cash 
system. The process of demonetization involves 
either introducing new notes or coins of the same 
currency or completely replacing the old currency 
with new currency. The paper also seeks to 
elucidate the advantages and disadvantages, the 
implications of demonetization in the Indian 
economy.  
Keywords: Demonetization, Currency notes, 
Government.

 
Introduction 

 In 2016, the Indian government decided to demonetize the 500 and 1000 rupee notes, the two 

biggest demonetization notes. These notes accounted for 86% of the country cash supply. The 

government goal was to eradicate counterfeit currency, fight tax evasion. Eliminate black money 

gotten from money laundering and terrorist financing activities, and promote a cashless economy. 

By making the larger denomination notes worthless, individuals and entities with huge sums of 

black money gotten from parallel cash systems were forced to convert the money at a bank which 

is by law required to acquire tax information from the entity could not provide proof of making 

any tax payments on the cash, a tax penalty of 200% of the tax owned was imposed. The present 

study is made out of available literature on post demonetization. 

   
Definition of Demonetization 

 “Demonetization is the act of stripping a currency unit of its status as legal tender. 

Demonetization is necessary whenever there is a change of national currency. The old unit of 

currency must be retired and replaced with a new currency unit”.  

There are multiple reasons why nations demonetize their local units of currency: 

 to combat inflation 

 to combat corruption and crime (counterfeiting, tax evasion) 

 to discourage a cash-dependent economy 

 to facilitate trade 

 

India's Demonetization 

https://www.investopedia.com/terms/i/inflation.asp
https://www.investopedia.com/terms/t/taxevasion.asp
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 In 2016, the Indian government decided to demonetize the 500- and 1000- rupee notes, the 

two biggest denominations in its currency system; these notes accounted for 86% of the country’s 

circulating cash. With little warning, India's Prime Minister Narendra Modi announced to the 

citizenry on Nov. 8 that those notes were worthless, effective immediately – and they had until 

the end of the year to deposit or exchange them for newly introduced 2000 rupee and 500 rupee 

bills. 

 Small businesses and households struggled to find cash and reports of daily wage workers not 

receiving their dues surfaced. The rupee fell sharply against the dollar.  

 The government’s goal (and rationale for the abrupt announcement) was to combat India's 

thriving underground economy on several fronts: eradicate counterfeit currency, fight tax evasion 

(only 1% of the population pays taxes), eliminate black money gotten from money laundering and 

terrorist-financing activities, and to promote a cashless economy. Individuals and entities with 

huge sums of black money gotten from parallel cash systems were forced to take their large-

denomination notes to a bank, which was by law required to acquire tax information on them. If 

the owner could not provide proof of making any tax payments on the cash, a penalty of 200% of 

the owed amount was imposed. 

 

Positive Effects of Demonetization 

1. Foreign Trust: Transparency is always welcomed, specially in business. It is the most 

important gradient for foreign investors. Everyone like to have their money in safe hands. 

Black money is a major factor in India which inhibits the rapid growth in private sector. When 

a company decides to invest in a product they can calculate almost every kind of expenditure 

they will have to face except bribe.  

2. Lubrication in Circulation: Money is the lubrication that makes the market economy possible. 

A large portion of this lubricant was immobilized in the form of black money. Rs 500 and Rs 

1000 shares a major part. Due to this immobilization government is bound to circulate more 

currency notes in the market to keep it running. 

3. Hard Money to Digital Money: Though, it is the first of its kind, but we may have to face 

these surgical strikes on black money in the future too. This will give some time to people to 

understand the need of digital money in the current era. We have seen some inspiring 

pictures where vegetable seller is accepting money via PayTm. India is changing. 

4. New Hope: Black money was a key agenda for demonetization. But people were disappointed 

when there was no major step taken by the current government. Now when Prime Minister 

has declared the demonetization of Rs 500 and Rs 1000 notes, a positive vibe has been spread 

throughout the country. 

5. Zero Counterfeit Notes 

1. In India, the circulation of fake Indian currency notes (FICN) has been on the rise, 

according to the Reserve Bank of India’s (RBI) annual reports. The year 2014-2015 saw a 

steep rise, with 594,446 FICN detected, up from 488,273 in the year 2013-14. When it 

comes to the type of notes counterfeited in 2014-15, RBI data showed that counterfeited 

Rs 500 notes were most common, with 273,923 recorded. Rs 100 and Rs 1000 notes were 

the second and third most counterfeited bills. 

2. Most of the FICN are printed in Pakistan. Major transit points include India’s neighboring 

countries Nepal and Bangladesh. Other transit routes includes Dubai, Thailand, Malaysia, 

Sri Lanka and China. 

https://www.investopedia.com/terms/b/black-money.asp
https://www.investopedia.com/terms/m/moneylaundering.asp
https://www.investopedia.com/terms/t/taxes.asp
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3. Now all this FICN is equal to ZERO. 

6. New Tax payers 

Large Number of New Tax Payers may appear with demonetization. This is because 

demonetized money will reveal their income size and tax officials may check them in future, 

compelling to pay tax. 

 

2016 Indian Banknote Demonetization 

On 8 November 2016, the Government of India announced the demonetisation of all ₹500 

(US$7.80) and ₹1,000 (US$16) banknotes of the Mahatma Gandhi Series. The government claimed 

that the action would curtail the shadow economy and crack down on the use of illicit and 

counterfeit cash to fund illegal activity and terrorism. The sudden nature of the announcement 

and the prolonged cash shortages in the weeks that followed created significant disruption 

throughout the economy, threatening economic output. 

Prime Minister of India Narendra Modi announced the demonetisation in an unscheduled live 

televised address at 20:00 Indian Standard Time (IST) on 8 November. In the announcement, Modi 

declared that use of all 500 and 1000 banknotes of the Mahatma Gandhi Series would be invalid 

past midnight, and announced the issuance of new 500 and 2000 banknotes of the Mahatma 

Gandhi New Series in exchange for the old banknotes. 

Initially, the move received support from several bankers as well as from some international 

commentators. The move has also been criticised as poorly planned and unfair, and was met with 

protests, litigation, and strikes against the government in several places across India. Debates also 

took place concerning the move in both houses of parliament. The move reduced the country's 

industrial production and its GDP growth rate. 

 

Exchange of Old Notes 

 Initially, the limit was fixed at 4,000 per person from 8 to 13 November. 

 This limit was increased to 4,500 per person from 14 to 17 November. 

 The limit was reduced to 2,000 per person from 18 November. 

 All exchange of banknotes was abruptly stopped from 25 November 2016. International 

airports were also instructed to facilitate an exchange of notes amounting to a total value of 

5,000 for foreign tourists and out-bound passengers. 

 

GDP Growth Forecasts 

 Global analysts cut their forecasts of India's GDP growth rate for the financial year 2016-17 by 

0.5 to 3 percent due to demonetization. India's GDP in 2016 is estimated to be US$2.25 trillion, 

hence, each 1 per cent reduction in growth rate represents a shortfall of US$22.5 billion (1.54 

lakh crore) for the Indian economy. According to Society General, India's quarterly GDP growth 

rates would drop below 7% for an entire year at a stretch for the first time since June 2011. 

 

Impact of Demonetization on Economy 

 India's GDP growth for the quarter Jan-Mar '17 was 6.1% as against a forecast of 7.1% by 

economists. The GDP growth for the entire fiscal year was 7.1%, a reduction from the 8% of the 

previous year. This drop-in GDP was attributed to demonetization by economists. 

 The GDP growth rate for the quarter April - June 2017 dropped to 5.7%, in comparison to 7.9% 

for the same quarter in the previous year. This drop-in GDP growth was attributed to 

https://en.wikipedia.org/wiki/Government_of_India
https://en.wikipedia.org/wiki/Demonetisation
https://en.wikipedia.org/wiki/Mahatma_Gandhi_Series
https://en.wikipedia.org/wiki/Prime_Minister_of_India
https://en.wikipedia.org/wiki/Narendra_Modi
https://en.wikipedia.org/wiki/Indian_Standard_Time
https://en.wikipedia.org/wiki/Mahatma_Gandhi_Series
https://en.wikipedia.org/wiki/Indian_2000-rupee_note
https://en.wikipedia.org/wiki/Mahatma_Gandhi_New_Series
https://en.wikipedia.org/wiki/Mahatma_Gandhi_New_Series
https://en.wikipedia.org/wiki/Mahatma_Gandhi_New_Series
https://en.wikipedia.org/wiki/Modi_ministry
https://en.wikipedia.org/wiki/Indian_Parliament
https://en.wikipedia.org/wiki/Industrial_production
https://en.wikipedia.org/wiki/Gross_domestic_product
https://en.wikipedia.org/wiki/Gross_domestic_product
https://en.wikipedia.org/wiki/Societe_Generale
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demonetization. This was the lowest growth in GDP since 2014. The drop in GDP growth was 

exactly as predicted by Manmohan Singh in November 2016. 

 

Evasion Attempts 

 A jewelry store in a shopping mall with a notice "We accept 500 and 1000 notes", even after 

they were no longer valid banknotes. People invested their money in jewelry for converting their 

money.  

 
Gold Purchases 

 In Gujarat, Delhi and many other major cities, sales of gold increased on 9 November, with an 

increased 20 to 30% premium surging the price as much as ₹45,000 (US$700) from the ruling price 

of 31,900 (US$500) per 10 grams (0.35 oz.) Income Tax officials raided multiple branches of one 

Private Bank and found bank officials involved in money laundering acts, exchanging old notes for 

gold. 

 

Multiple Bank Transactions 

 There have been reports of people circumventing the restrictions imposed on exchange 

transactions by conducting multiple transactions at different bank branches and also sending hired 

people, employees and followers in groups to exchange large amounts of banned currency at 

banks. In response, the government announced that it would start marking customers with 

indelible ink. This was in addition to other measures proposed to ensure that the exchange 

transactions are carried out only once by each person. 

 
Backdated Accounting 

The Enforcement Directorate raided several forex establishments making back dated entries. 

Money laundering using backdated accounting was carried out by co-operative banks, jewelers, 

sellers of iPhones, and several other businesses. 

 

Demonetization violations 

In March 2017, it was alleged that more than 1 lakh crore (in high value deposits of more than 

2.5 lakh) were deposited without any record of PAN. 

 

Income Tax Raids and Cash Seizures 

 The Finance Ministry instructed all revenue intelligence agencies to join the crackdown on 

forex traders, hawala operators and jewelers besides tracking movement of demonetized currency 

notes. Income Tax departments raided various illegal tax-evasive businesses in Delhi, Mumbai, 

Chandigarh, Ludhiana and other cities that traded with demonetized currency. The Enforcement 

Directorate issued several FEMA notices to forex and gold traders. Large sum of cash in defunct 

notes were seized in different parts of the country. In Chhattisgarh liquid cash worth of 4.4 

million (US$69,000) was seized. 

 As of 28 December, official sources said that the Income Tax department detected over 41.72 

billion (US$650 million) of un-disclosed income and seized new notes worth 1.05 billion 

(US$16 million) as part of its country-wide operations. The department carried out a total of 983 

search, survey and enquiry operations under the provisions of the Income Tax Act and has issued 

5,027 notices to various entities on charges of tax evasion and hawala-like dealings. The 

department also seized cash and jewelry worth over ₹5.49 billion (US$86 million) out of which 

https://en.wikipedia.org/wiki/Manmohan_Singh
https://en.wikipedia.org/wiki/Gujarat
https://en.wikipedia.org/wiki/Delhi
https://en.wikipedia.org/wiki/Enforcement_Directorate
https://en.wikipedia.org/wiki/Ministry_of_Finance_(India)
https://en.wikipedia.org/wiki/Enforcement_Directorate
https://en.wikipedia.org/wiki/Enforcement_Directorate
https://en.wikipedia.org/wiki/Enforcement_Directorate
https://en.wikipedia.org/wiki/Foreign_Exchange_Management_Act
https://en.wikipedia.org/wiki/Chhattisgarh
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the new currency seized (majority of them 2000 notes) is valued at about 1.05 billion 

(US$16 million). The department also referred a total of 477 cases to other agencies like the CBI 

and the Enforcement Directorate (ED) to probe other financial crimes like money laundering, 

disproportionate assets and corruption. 

 In a period of four months from 9 November 2016 to 28 February 2017, CBDT claims to have 

detected an undisclosed income of over 93.34 billion (US$1.5 billion) through more than 2,362 

search, seizure and survey actions by Income Tax department. 

 

Seizures of `2000 Notes 

 Huge amounts of cash in the form of new notes were seized all over the country after the 

demonetization. As of December 2016, over 4 crore in new banknotes of `2000 were seized from 

four persons in Bangalore, `33 lakh in `2000 notes were recovered from Manish Sharma, an 

expelled West Bengal, and `1.5 crore was seized in Goa. 900 notes of the new `2000 notes were 

seized from a in Tamil Nadu. Around `10 crores in new notes were seized in Chennai. 

 As of 10 December, `242 crores in new notes had been seized. It was noted in the media that 

while people were dying in queues to obtain a few thousand rupees in cash, persons with the right 

connections were able to amass crores of rupees in new notes, thus rendering the demonetization 

exercise futile. 

 

Conclusion 

 The benefits of demonetization are much dominating and it will be in the long-term interest 

of our country. Due to demonetization Government need to take all the necessary steps so s to 

ensure that there will be a turn into circulate in our economy. At present, more than 50%of 

household savings are in physical savings like gold and land. Significant portion of these are in 

black money. Now with the low reward in the real estate and gold holdings, people may tempt to 

save in financial forms like bank deposits, mutual funds etc., As suggested, demonetization is a 

highly disruptive way to fight black money and it is only a one-time effort to flush out hoard 

money. We cannot do it always. Similarly, only a fraction of black money is stored in liquid cash. 

All these indicate that fight against black money will be successful in the long term only if the 

other measures suggested here are adopted. Above all, the legal system should be prudent to 

prevent people to invented new ways of hoarding and dealing with black income. 

 

 

 

https://en.wikipedia.org/wiki/CBDT
https://en.wikipedia.org/wiki/Bangalore
https://en.wikipedia.org/wiki/West_Bengal
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https://en.wikipedia.org/wiki/Chennai

