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Abstract
Demonetization is the process of withdrawal of a form of currency from circulation. 
The old unit  must be retrieved and replaced with a new currency unit. It involves 
either introducing new notes or coins of the same denomination or completely 
replacing the old one with the new one which is usually carried out as an ambush on 
the black market. This study compares and analysis the impact of demonetization and 
its significance in the economic development of India. Considering the importance 
and the influence of Indian economy in the global financial markets and the growth 
rate of India’s GDP, this article attempts to document the purpose demonetization 
and its impact on the rural economy of India.

Objectives of the Study
•	 	 To	study	the	impact	of	demonetization	on	rural	areas.
•	 	 To	study	the	impact	of	demonetization	on	Indian	economy.

Research Methodology
•	 	 The	paper	deals	with	the	secondary	data	collected	from,
•	 	 Internet
•	 	 Articles
•	 	 Newspapers
•	 	 Case	studies

Introduction
	 When	 a	 government	 withdraws	 the	 legal	 tender	 rights	 of	 any	
denomination	 of	 currency,	 it	 is	 known	 as	 demonetization.	 On	
November	8th,	2016Indian	Prime	Minister	Mr.	Narendra	Modi	made	
announced	the	demonetization	of	`500	and	`1,000	banknotes	of	the	
Mahatma	 Gandhi	 series.	 The	 move	 was	 enacted	 under	 the	 High	
Denomination	Bank	Note	 (Demonetization	Act)1978	 and	 the	 new	
notes	of	`500	and	`2,000	were	circulated.	There	was	no	change	in	
any	other	cheque,	DD,	Payment	via	Debit	and	Credit	card	 ,etc.	At	
the	time	of	demonetization	Indian	currency	circulation	was	`15.44	
lakh	 crore.	The	 reasons	 for	 demonetization	 are	 to	 stop	 funding	of	
terrorisms,	Abolish	the	fake	money	problem,	Reducing	the	corruption	
and	Make		black	money	worthless.	This	demonetization	made	a	vast	
impact	on	urban	and	rural	areas	economy	in	India.
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Terminology
	 Demonetization	is	the	act	of	making	a	currency	unit	status	as	legal	tender.	It	occurs	whenever	
there	is	a	change	of	national	currency:	The	current	form	or	forms	of	money	is	pulled	from	circulation	
and	retired,	often	replaced	with	new	notes	or	coins.	In	other	words,	the	old	notes	loses	their	value.

History of Demonitization in India 
	 In	India	demonetization	has	occurred	thrice	with	the	first	time	being	before	independence	and	
other	two	times	after	adoption	of	Constitution	of	India	on	1949.

12th January 1946 (Saturday)
	 In	1946,	the	currency	notes	of	Rs	1,000	and	`10,000	were	neglected	from	circulation.	This	ban		
didn’t	have	 that	much	 impact,	 as	 the	currency	of	 such	higher	denomination	was	not	accessible	
to	the	normal	people.	However,	both	the	notes	were	again	introduced	in	1954	with	an	additional	
introduction	of	`5,000	currency.

16th January 1978 (Monday) 
	 During	1978,	the	then	Prime	Minister	of	India	Morarji	Desai	announced	the	currency	ban	taking	
away	`1000,	`5000	and	`10,000	from	circulation.	The	main	aim	of	the	ban	was	to	destroy	black	
money	generation	in	the	country.

8th November 2016 (Tuesday)
	 On	November	8,	2016,	Prime	Minister	Narendra	Modi	announced	the	biggest-ever	demonetization	
in	India.	Currency	notes	of	`500	and	`1,000	denomination	were	collected	from	public	use.	It	was	
said	that	these	notes	were	accounted	for	86	percent	of	the	currency	in	rotation	at	that	time	period.
	 It	was	also	declared	that	 technologically	advanced	currency	notes	of	denomination	`500	and	
`2000	would	be	introduced	in	limited	numbers.	However,	all	the	currency	in	lower	denomination	
will	remain	unaffected.

Why Demonetization Was Needed
	 The	growth	of	the	cash	economy	in	proportion	to	the	gross	domestic	product	(GDP)	–	was	less	
than	10	per	percent	until	2001,	now	it	is	almost	12	percent.	This	should	be	falling	down	as	new	
banking	habits	pick	up.	The	cash	 to	GDP	ratio	must	go	down,	but	 it	has	 increased.	 It	was	also	
facilitated	by	growth	in	high	denomination	currency	(as	high	as	87	percent)	and	led	to	distortions	in	
the	economy,	especially	in	real	estate,	gold	prices,	usurious	lending	to	small	and	micro	businesses.	
It	also		led	to	partial	failure	of	the	banking	system.
	 The	fact	is	the	cash	economy	has	moved	deep	into	the	Indian	economy.	Studies	show	50	percent	
of	 Indian	economy	 is	 in	cash.	 It	does	not	mean	 it	 is	 an	 illicit	 economy,	unorganised	economy.	
Ninety	percent	of	employment	is	attributed	to	the	economy	driven	mostly	by	cash.	It	also	resulted	
in	large	cash	hoardings,	transactions	between	real	estate.
	 So,	it	had	distorted	the	economy	in	the	last	10-12	years,	because	of	what	is	called	the	wealth	
effect.	The	high	rise	of	the	stock	market	also	contributed	to	all	this.	This	situation	should	be	handled.	
Only	a	bold	prime	minister	could	have	taken	this	decision.

Immediate Consequences
	 Initially,	 it	 caused	 hardships	 for	 citizens.	 People	 had	 a	 hard	 time	withdrawing	money	 from	
ATMs	because	most	of	 them	went	dry.	Though	 they	were	allowed	 to	exchange	 their	old	notes	
for	the	valid	new	currency,	it	saw	long	queues	outside	banks	and	ATMs.	Banks	struggled	to	meet	
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the	cash	demands	of	people,	who	had	to	make	do	with	cash	of	denominations	Rs.	100	and	below.	
People	scrambled	for	‘physical	cash’	to	pay	for	goods	and	services	and	in	fact,	deferred	purchases	
altogether	which	in	turn,	hit	businesses	and	the	country’s	economy.	The	situation	came	to	normal	
after	the	introduction	of	the	new	Rs	500	and	Rs	2,	000	notes.
	 Currency	worth	Rs.	15.44	lakh	crore	were	banned,	and	the	RBI	has	found	that	Rs.	15.28	lakh	
crore	has	returned	as	on	June	30,	2017.	The	results	suggest	a	solid	failure	and	a	vast	difference	
would	have	given	the	government	an	estimate	of	black	money.	But	the	report	makes	it	clear	that	
there	is	no	significant	black	money	‘in	cash’	in	India	or	that	black	money	holders	made	their	illegal	
income	legal	by	exchanging	them	at	bank	counters	either	directly	or	indirectly.	Experts	say	that	the	
government	can	still	claim	success	because	now	the	black	money	holders	face	the	risk	of	getting	
caught	by	the	taxman.	Demonetisation	has	encouraged	people	to	embrace	digital	payments.

Positive Impact of Demonetization in Indian Economy
1.	 	 To	the	extent	of	the	Income	Tax	Department	on	the	illegal	conversion	of	black	money	into	

white	money,	the	revenue	to	the	government	will	increase	in	the		future.
2.	 	 Unaccounted	money	held	as	cash	which	was	not	productive	became	productive	as	it	entered	

the	legal	system.
3.	 	 Funding	for	terrorism	and	other	illegal	activities	was	controlled	because	their	sources	of	the	

fund	through	black	money	was	stopped.
4.	 	 The	elections	shortly	will	be	more	transparent,	and	election	expenses	are	accountable.
5.	 	 Created	huge	job	opportunities.
6.	 	 Unproductive	black	money	brought	to	accountability.
7.	 	 It	has	helped	the	government	in	tracking	black	money.
8.	 	 Due	to	this	people	deposits	their	money	income	in	their	bank	accounts,	it	will	help	to	the	

betterment	of	society,	hospitals,	education	institutions,	etc.,
9.	 	 It	helps	the	poor	people	to	improve	their	standard	of	living	through	the	government	schemes.
10.	 It	brought	more	borrowings	to	the	exchequer,	improve	inflation	outlook	and	increase	India’s	

gross	domestic	product	(GDP).	
11.	 Revive	 investment	opportunities	 and	give	 a	fillip	 to	 infrastructure	 and	 the	manufacturing	

sector.	It	will	help	reduce	interest	rates	and	lower	income	tax	rate.
	

Increase in Income Tax E-returns Filing

	 India’s	 tax	 to	GDP	ratio	 is	quite	 low	at	only	16.6%	compared	to	other	emerging	economies.	
After	demonetization	tax	base	has	increased	and	56	lakh	people	have	filed	their	income	tax	return.	



137

SHANLAX
International Journal of Commerce

http://www.shanlaxjournals.in

According	to	the	ministry	of	finance	in	the	current	financial	year	of	2017-18	from	April	to	October	
direct	tax	collection	has	increased	by	15.2%.	The	Government	targeted	to	collect	9.8	lakh	crore	
Rs.	 from	current	budget	out	of	 it	4.39	 lakh	crore	has	been	got	back	 till	October	2017.	 Increase	
in	 the	 tax	base,	voluntary	disclosure,	brought	all	 the	money	 into	accounting	are	 the	benefits	of	
demonetization.

Negative Impact of Demonetization in Indian Economy
•	 It	increased	the	difficulties	of	the	common	man.		It	affects	the	day	to	day	budget	citizens	and	

small	businesses.
•	 Everyone	was	rushing	while	the	new	currency	notes	are	inadequate	to	supply.
•	 New	currency	printing	benefits	are	less	than	benefits	is	less	than	benefits	gets	from	it.
•	 Many	 people	 invested	 their	 black	money	 into	 the	 fixed	 assets	 classes	 like	 gold	 and	 real	

estates.		
•	 Agriculture	and	other	rural	sectors	are	affected.
•	 The	demand	of	people	decreased	overall.
•	 Small	businesses	are	affected	because	of	the	shortage	of	working	capital.
•	 People	spent	much	of	their	time	in	the	ATM	center	and	Banks.

Impact of Demonetization in Rural Areas
	 In	rural	areas,	Agriculture	plays	a	vital	role	in	the	Indian	economy.		Over	70%	of	rural	peoples	
depends	on	agriculture	and	other	agricultural	based	sectors.	Rural	areas	contribute	more	than	17%	
of	GDP	to	the	Indian	economy.
	 Agriculture	based	industries	like	Tea,	Coffee,	Jute,	Textiles	and	Sugar	industries	contribute	15%	
of	total	exports.		It	also	plays	a	main	role	in	the	balance	of	payments	of	India.

	

GDP rate of rural areas

	 Demonetization	has	affected	the	normal	people	in	India,	and	it	has	hit	the	agriculture	Sector	very	
badly.	Rural	areas	in	India	accounts	for	50%	of	over	work.	In	India	demonetization	mostly	affect	
the	Indian	rural	areas.	India	is	an	agriculture	based	country.	In	rural	areas,	farmers	were	severely	
affected	by	the	note	demonetization	on	8th	November	2016.		In	the	agriculture	sector	and	other	
industries	near	villages	are	mostly	based	on	cash.		These	sectors	need	money	for	sale,	Transport,	
Marketing	 and	Distribution	 of	 ready	 products.	 	 Farmers	 suffered	 a	 lot	 due	 to	 nationwide	 cash	
shortage	which	caused	demand	for	the	products	produced	by	them.	Agriculture	people	unable	to	
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purchase	inputs	like	seeds	also.	It	is	true	almost	crops	are	sold	in	cash	for	the	transaction	which	
has	done	in	cash	only.	So	they	are	severely	affected	by	demonetization.		Demonetization	leads	to	
cashless	transactions,	but	rural	area	peoples	are	not	advance	in	the	bank	transactions.		Not	only	that	
farmer	peoples	can	take	a	day	out	from	his	daily	life	schedule.	They	do	not	have	proper	banking	
facilities	also.
	 Besides	 these	disadvantages	of	demonetization	 there	 is	also	 the	hope	of	every	 Indian	 farmer	
upon	demonetization	that	this	historical	step	will	concrete	our	economy.
The	various	positive	outcomes	of	demonetization	in	rural	areas	are:
•	 	 The	interest	rates	of	banks	started	falling	which	could	reduce	the	capital	cost.
•	 	 The	Government	can	minimize	the	wastage.
•	 	 The	intermediaries	and	commission	agents	blooming	on	black	money	will	be	minimized.
•	 	 Formers	and	other	rural	sectors	industries	directly	deal	with	consumers,	and	they	can	credit	

instant	payments	to	their	bank	account.
•	 	 The	quality	of	fertilizer	and	other	products	will	improve.
•	 	 The	owners	of	essential	commodities	will	 run	out	of	cash	and	will	not	be	able	 to	 rig	 the	

prices.
•	 	 The	government	can	complete	the	pending	projects	which	are	very	essential.
•	 	 It	improves	the	irrigation	and	agricultural	based	industries.

Conclusion
	 As	one	can	see	 from	the	above	demonetization	has	both	pros	and	cons.	 	 It	has	alone	cannot	
fight	the	parallel	economy.	Several	other	measures	are	required	by	the	government	to	change	the	
economy	 for	good.	Every	 Indian	 including	common	man	 should	be	 responsible	 for	part	nation	
building,	and	our	temporary	inconvenience	is	negligible	as	related	with	the	outcome	in	future.	We	
should	encourage	and	join	in	the	mission	of	India	development.


