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ABSTRACT: 

This article focuses about the shift of demonetization taken by Central Government of India on 

8th November, 2016 with regards to its reasons and effects on different sectors in India. The 

study covers the effect of demonetization on different sectors of the economy and on the people 

as well. The study also makes an effort to provide some suggestive measures for easing the 

process of transformation. The article is mainly based on secondary data collected from different 

newspapers and online sources, mentioned in references. 
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INTRODUCTION: 

Republic of India reported demonetization of the high esteem monetary standards of Rs. 500 and 

1000 with an intention to uncover the black money and to check the deep routed corruption, fake 

money and most importantly to hit terror funding. This choice is considered as greatest tidiness 

drive against the fake and black money in the historical backdrop of Indian economy whose 

advantages will be harvested in the long run. Be that as it may, the effect of this sudden move is 

causing significant trade mash out the economy influencing everyday necessities of the normal 

man and organizations. Different examiners, specialists and researchers have communicated their 

perspectives with respect to effect of demonetization on the economy and have assessed 0.5% - 

3% affect on the Gross Domestic Product (GDP) of the nation in the current money related year 

2016-17.  

As per RBI, banks have received nearly Rs. 13 lakh crores in old 500 and 1,000-rupee notes up 

to December 10, 2016. In the interim, the banks have issued new cash notes esteemed at Rs. 

5,92,613 crore to the general population over their counters and through their ATMs( between 

tenth November – nineteenth December 2016). In this period, the RBI has issued to people in 

general through the banks and their branches a sum of 22.6 billion bits of notes of different 

sections of which 20.1 billion pieces had a place with little divisions of Rs. 10, 20, 50 and 100s 

and 1.7 billion had a place with higher groups of Rs. 2000 and Rs. 500. It has been watched that 

cash saved and cash pulled back has a shortfall of Rs. 7,07,387 crore in the framework which in 

the current circumstance is causing gigantic trade smash out the economy at last influencing the 

everyday prerequisites of individuals and organizations over the nation. 



Summary of Withdrawal and Deposit Balance sheet in the wake of demonetization  

Total deposits (1) Rs.13,00,000 Crore  

Remonetized money (2) Rs. 5,92,613 Crore  

Deficit (2-1) (-)Rs.7,07,387 Crore 

Production process not only in the formal sector but also in the informal sector has been 

significantly impacted directly or indirectly. Cash driven markets such as fruits and vegetable 

markets, floriculture and horticulture, agricultural and food processing, construction activities, 

and others have been severely affected. Nonpayment of wages to the labours of cash driven 

sectors has severely impacted the employment situation in the informal sector. Also, the formal 

sector is impacted as demand in the economy has been slowed down significantly. 

Large number of the economists (81%) said that there will be short-term problem with the India's 

economic growth. But, the benefits of demonetization will go a very long way with its impact not 

just only on corruption, terrorism and black money but also in improving tax compliance, better 

fiscal balance and lowering inflation which will help in sustaining and maintaining economic 

growth in the longer term. There will be an increment in term deposits and savings in the short 

run as a large part of the informal and cash-based economy will shift to the banking system for 

savings and investments. However, in the long run demonetization may impact savings in bank 

deposits as an excess of funds in the banks could force them to lower the interest they pay on 

deposits of savers which would reduce the return of depositors. Furthermore, it is quite expected 

that there could be a shift in other financial assets from bank deposits to stock, mutual funds, 

insurance and pension products if the return on small savings is higher than bank deposits. It is 

expected that removal of fake and black money from the system would create a good scope for 

reduction in interest rates via-a-vis lower inflationary expectations and decrease the incidence of 

direct taxation.  

REASONS OF DEMONETIZATION: 

According to the RBI, there were mainly three reasons to take the said initiatives which are like: 

1) To abolish the deep routed black money in the economy. 

2) To affect the cash circulation in the country so that corruption can directly be traced & 

attacked. 

3) To remove fake and spurious currency and dodgy funds used by terror groups to finance 

terrorism in India. 

 OBJECTIVES OF THE STUDY: 

1. To analyze the causes for the withdrawal of high denomination currency notes of 500 & 1000.  

2. To study its impact on the different sectors of the economy. 



3. To study the impact of demonetization on people’s lives. 

4. To suggest measures for promoting digital payments and supporting demonetization. 

RESEARCH METHODOLOGY: 

The data and matter was collected from different secondary sources of information like various 

newspapers, journals, government publications and online data base. The collected data and 

matter was analysed and interpreted to draw conclusions keeping in mind the set objectives of 

the study. 

SCOPE AND LIMITATIONS: 

The research study was focused on to identify the problems faced by government because of the 

circulation of high denomination notes beyond the required limit. The study revealed that nearly 

87% of the total Indian currency which was in circulation was high denomination notes of 

Rs.500 and Rs. 1000. And more over most of fake currency in circulation was also in high 

denomination currency notes of Rs.500 and Rs.1000 

The limitation of the study is it relied only on secondary sources of data for research analysis. 

 IMPACT OF DEMONETIZATION ON BUSINESSES: 

 Since businesses are the backbone and lifeblood of an economy, Phd chamber of commerce has 

conducted a survey to analyze the impact of demonetization on the business firms and to judge 

the impact on various sectors and segments of the economy. It has been observed and noticed 

that small and medium sized firms are impacted severely across all the sectors industries as these 

are heavily driven by cash transactions. Their survey disclosed that majority of the business 

firms (73%) were facing huge cash crunch and cash crisis due to demonetization. They found 

that in the shorter period, some cash driven factories were unable to fulfill their day to day 

requirements such as payments for daily wage workers, procurement of raw materials since they 

were unable to withdraw cash from the banks because of many regulatory causes and reasons. 

Their survey also revealed that some of the challenges faced by the factories were fall in 

attendance rates in the factories and raised cost of production. 

The sectors which are majorly affected by demonetization includes retail sector followed by 

agriculture sector, real estate, construction, media & entertainment, gems & jewellery, tourism & 

hospitality, labour intensive sectors and automobiles sector. 

1. Retail – The impact of demonetization is adversely seen on the retail sector as most of the 

retailers said that cash crisis is leading to low consumer demand of their products and 

ultimately causing fall in their sales. The negative effect is comparatively higher on the 

small traders and the unorganized retailing segment. 

 



2. Agriculture – Majority of the farmers and agriculturalists unanimously responded that 

agriculture is impacted majorly since sale, transport, marketing and distribution of ready 

produce to wholesale centres or mandis, is dominantly cash-based. Further, it has been 

reported by the farmers that disruptions, breaks in the supply chains, increased wastage of 

perishables have severely impacted the sector. The farmers whose livelihood depends on 

day-to- day selling has severely affected by the cash crunch. 

 

 

3. Real Estate-   Real Estate was one of the most affected sectors. Everyone believes the 

same and hence the Nifty Realty Index closed at 175.2, down 11.60% at the time of 

demonetization phase. It was the popular bet in the fresh and resale market dominated by 

black money holders. The number of buyers came down and low demand lowers prices in 

the short term. However, it will subsequently help in improving the sector’s prospects.  

 

4. Construction – Construction sector is severely impacted as majority of the respondents 

reported that demonetization has led to lower collections in the form of customer 

advances as projects in early stages of construction are mostly dependent on these 

advances for construction progress and debt servicing. The demonetization drive has 

severely impacted the destiny of the unskilled workers in the construction sector as the 

sector consists of maximum of the unskilled workforce after the agriculture one. And 

these workers are working mainly on the daily wages in many of the construction 

activities in the country. 

 

5. Media and Entertainment – Due to slow down in consumer spending in the wake of the 
demonetization drive, most of the persons said that media and entertainment industry 
is impacted majorly as viewership has dropped to a very low number. The drop in 
demand is comparatively higher from the segment of lower middle class. The 
respondents to various researchers reported that the businesses in cinema halls and the 
production of few films have come to a halt with the sudden decision from the central 
government on demonetization.  
 

6. Tourism- Favorite foreign and hot tourist destinations of Indians like Thailand, 

Singapore, Malaysia, Maldives, Hawaii, Vietnam, Sri Lanka, Nepal, China, Indonesia 

and Dubai severely impact as tourism revenues all black money sponsored trips came to a 

halt. Indian Local Tourism also gets affected as they lose large amount of revenue of the 

pay-in-cash-only clientele.  

 

IMPACT ON PEOPLE: 

Demonetization has affected the daily and routine consumption needs of the common people 

specially belonging to the lower and middle class families for whom cash is the main and only 



mode of transaction and payment for their daily activities. Other than this, the direct impact of 

demonetization drive is negatively seen on those people who live in far and remote areas of 

country, having no bank accounts and no identification proofs. 

A study has been conducted in this regard by the Phd Chamber of Commerce and they adopted a 

survey method to measure the effect of demonetization on people. The results of their study are 

summarized below: 

1) 58% Respondents are facing high level of difficulty in fulfilling their day to day activities 

2) 92% Respondents said that the major impact of currency crunch is seen on daily needs of 

the people such as purchase of eatables, dairy products and other necessities. 

3) 89% Respondents reported unavailability of cash at banks and ATMs as a major hurdle in 

Withdrawing/depositing cash from the bank/ATMs. 

 

SUGGESTIVE MEASURES: 

Government has taken several measures to ease this transformation process of demonetization, 

but still there are many challenges faced by the people and the businesses and it requires 

immediate attention and solution. So few suggestions to deal with this is as: 

1. Setting up of digital literacy booths outside banks especially in rural areas. 

2. More and more printing of smaller currency notes. 

3. Proper cash management in banks & ATMs. 

4. Subsidy scheme for smart phones so that mobile and phone banking can be promoted. 

5. Increasing branch expansion of banks in rural areas. 

6. Facility of mobile ATMs in rural areas. 

7. Increasing cash limits for Cash driven sectors. 

8. Incentives for using RTGS and NEFT. 

9. Increase the limit for service tax exemption to Rs. 10,000. 

10. Expansion in daily cash withdrawal limits from ATMs. 

 

CONCLUSION: 

 

Demonetization is a deep psychological surgical strike on Black Money. The move was also 

described and explained as an effort and most important tool to attack corruption, the use of 

drugs, smuggling and terror funding. This decision was considered as one of the biggest 

cleanliness drive and revolutionary reform of Independent India against the deep routed black 

money and because of this we might move towards digital economy. Demonetization attempts to 

bring in a sharp, sudden but long lasting behaviour change that encourages digital payments and 

use of e-wallets.  So, overall, Demonetization is said to be advantageous in short, medium and 

long term. 
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