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ABSTRACT  

“THE SECRET OF CHANGE IS TO FOCUS ALL OF YOUR ENERGY, NOT ON FIGHTING THE OLD 

BUT ON BUILDING THE NEW”- DEMONETIZATION EFFECT 

 

The economy of a country plays a significant role in accelerating the pace of development of 

production and consumption activities. An economy is rightly defined a state of country or 

region in terms of production, consumption of goods and services and supply of money. In 

order that these activities are carried out smoothly one must ensure that the money flows 

freely in the market. To ensure improvement in productivity and consumption a master stroke 

decision was taken by our Prime Minister Sri. Narender Modi by tackling the issues of economy 

relating to destroying base of corruption in India, counterfeit currency in circulation and terror 

financing. Demonetization refers to an established practice in monetary policy to tackle black 

money circulation. It also includes the act of removing a currency unit of its status as legal 

tender where old currency is replaced with a new currency unit. It is rightly quoted by 

Raghuram Rajan that “We are neither Hawks, nor Doves. The Owl is traditionally a symbol of 

wisdom.We are doing what is necessary for the economy. “which means that demonetization will 

definitely bring out a turbulent change in working on economy where it might create initial 

problems but will lead to  success in the coming years. Keeping the above points in mind the 

paper focuses on studying  the reasons behind demonetization, factors leading to generation 

of black money, impact on key sectors, positive and negative effects of demonetization ,impact 

on start up and small businesses. It concludes by giving suggestive measure for building a 

stable business. 
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    A well defined and a developed monetary system is predominantly essential for smooth flow 

of money in the economy. Monetary system is a set of mechanism by which the Government 

provides money or cash in a country’s economy. Currency is accepted as a medium of exchange 

where the central bank plays a vital role providing and controlling money supply in an 

economy. The need for money was very much felt and its value was realized at the time of 

demonetization. Demonetization was an attempt to reduce bribery and black money in the 

economy so that India may shift towards a digitized money transfers which are more traceable 

and taxable. Government primarily targeted wealthy tax evaders . Currency notes of  500 

and 1000 have been stripped as legal tender which made up to about 86% of the currency 
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in circulation by value in India and represents maximum and most popular currency 

demonetization. 

 
 500 and 1000 note no longer                        

 

as a legal tender                                                 Struggle during Demonetization  

 

   Demonetization is a radical monetary step in which a currency units status as a legal tender 

is declared invalid which is done in order to  change national currency replacing old unit with 

a new one with no change in any form of currency exchange be it cheque,demand draft, 

payment via debit or credit cards. Demonetization drive initiated by Indian Government is one 

of the most significant step in tackling black money that has gripped our country. Black money 

refers to the money on which taxes imposed by Government or public authorities have not 

been paid where such income might be generated from legitimate activities or activities which 

are illegitimate like smuggling, illicit trade, terrorism and corruption. 

 

Reasons for Demonetization 

 To tackle black money in the economy 

 To lower cash circulation in the country which is directly related to the corruption in 

our country 

 To eliminate fake currency and dodgy funds which have been used by terror groups to 

fund terrorism in India 
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Main Causes/Factors that have led to the generation of   Black Money in India are:  

1. Unrealistic Tax Laws and Tax Frauds 

2. Different Rates of Excise Duty 

3. Control Policy 

4. Quota System 

5. Scarcity  

6. Inflation 

7. Elections in a Democratic System and Political Funding 

8. Real Estate Transaction 

9. Privatization  

10. Agricultural Income 

 

After the demonetisation initiative which encourages the use of plastic and electronic money, 

cash transactions have become less and less common. The transition to a cashless economy 

will improve savings in financial assets which will benefit intermediaries such as banks, NBFCs, 

microfinance and digital money operators. 

 

DEMONETIZATION HAD AN EFFECT ON THE SECTORS OF THE ECONOMY: 

CONSTRUCTION AND REAL ESTATE SECTOR  

Cash transactions are most common where significant amount of cash is used for making 

payments to workers ,agents and for variety of purchases. Agents who are backed by savings 

from unaccounted income in form of cash has extinguished Compression in investment in 

construction sector which has an adverse effect on income and employment consequences for 

the economy. Building material stocks would come under pressure due to a sudden slowdown. 

Renovation work, which drives this sector, would get impacted as most of the demand is 

serviced though cash. Dealer sales in certain projects too would take a hit. 
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AUTOMOBILE SECTOR 

Cash transactions are very common in sale and resale of vehicles where there was difficulty to 

sell orders which was challenging as a result of reduced liquidity. A greater affect was in rural 

and semi urban regions that cater largely to two wheeler and used vehicle market primarily 

by cash transactions. In the two-wheeler industry, around 35 - 45% purchases are made via 

financing, while the rest are though banked cash, or are simply “unaccounted“. 

 

CAPITAL GOODS 

The impact won't be big largely due to the B2B nature of business. However, payment to sub-

vendors may face some liquidity issue 

BANKING SECTOR  

The move towards a cashless economy will boost savings in financial assets with sharp 

infusion of deposits and relatively limited avenues to lend, the credit deposit ratio for banks 

would become unfavorable, and thus impact margins. 

TELECOM SECTOR  

There's no material impact as average transaction size is very small. However, slowdown in 

Smartphone sales could potentially slower adoption of mobile broadband subscriber 

penetration. 

9/12 

PHARMA SECTOR  

Demonetization is not expected to have any major impact on the Indian pharma market and 

demand is not expected to get impacted in a big way. However, luxury hospitals may see some 

impact due to spending cuts. 

11/12 

 

1/6 
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Positive and Negative impact of Demonetization on Economy 

Positive: 

 Major proportion of unaccounted currency would reduce from the liabilities of the 

Government 

 Change in habit of population and increased belief of keeping cash in bank rather than 

stashed at home along with usage of formal banking channels for spending needs. 

 100% elimination of fake currency out of circulation 

 Hawala sources to fund terrorist, maoist , naxalites have completely dried up. 

 Small vendors started going digital using digital form of transactions and wallets 

 It is going to have a habit change effect on citizen where they will keep their money in 

bank than at home which will boost banks cash ratio, reduce the cost not funds helps 

back net income margin. 

 Encouraged cashless payments and ease in doing business 

Negative: 

 Money is coming back to banking channels will result in lowering of interest rates for 

loans and downside would be for elders or senior citizens who are dependent on 

interest income to run their houses they are going to be impacted the most. 

 Cash carrying of the poor are small and they lack cash saving as they are seldom not 

backed by banks which are not convenient 

 Bad impact on SME,small traders, transport sector and consumer durable goods 

Industry. 

 Infrastructure issues for upgrading banking sector as well as telecom sector to provide 

backbone for digital transaction  

 Change to be expected people using cash as a medium of exchange to using cash 

substitutes for making and receiving payments. 

 Major population who constitutes “Base of the Pyramid “ uses currency to meet their 

transaction eg: Daily Wage Earners, labourers and small traders. 

 Black money is actually stored in form of cash in small portion but usually it is kept 

inform of physical assets like gold, land and building. 

 Clean up of illegal cash will help turn around the economy where it wil bring more 

borrowing to exchequer, improve inflation and increase GDP. 

 Hawala is a method of transferring money without actual money movement and is a 

route as a mean  to facilitate money laundering and terror financing.  

 

Impact on Businesses: 

  

 Removing 86% currency in circulation has resulted in severe contraction in money 

supply in the economy 

 High % of start ups are experiencing slowdown in receivables and transaction flow 

where 28%  start up businesses were effected and 34 % reduction in customer 

transaction  

 SME is a big chunk of economy contributing 8% of GDP,employing more than 80 

million people year on year .SME are family oriented and traditionally operated 

businesses.SME should invest in self development and improvement in technology and 

infrastructure. 
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 80% of small units are highly dependent on private financers for bridging the gap 

between bank fund and actual expense and post demonetization private financers have 

disappeared. 

 Online retail store in India like FlipKart ,Amazon and Snap Deal have stopped offering 

cash on delivery services. 

 Micro finance institutions which provide financial assistance  to micro business have 

seen disbursement rate slowing down and delay in collection of installment from client 

in near future. 

  

 
 

 
 

IMPACT OF DEMONTIZATION ON SME 
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Conclusion  

Demonetisation has caused a chaos in India where people collapsed of exhaustion after waiting 

in the queues for the bank, a child dying in hospital as the parents only had old currency notes,  

committing suicide as they were unable to feed their family. Outside of these extreme cases, 

the rest of the country faced hours of queuing outside banks and ATMs and huge income losses, 

as customers and employers had no cash to pay the workers . The huge cash shortages haven’t 

been helped by the government’s failure to introduce the new 500 and 2,000 rupee notes. It 

caused a sudden breakdown in India’s commercial ecosystem. Trade across all facets of the 

economy was disrupted, and cash-centric sectors like agriculture, fishing, and the voluminous 

informal market were virtually shutdown, with many businesses and livelihoods going under 

completely  not to mention the economic impact of millions of people standing in line for hours 

to exchange with new notes with ceiling on withdrawal depending on the available cash. 

 

Suggestive Measures  

 Cash withdrawal was limited to ensure adequate supply of new currency notes 

 Alternate payment methods such as E- Wallets, online transactions using E –Banking, 

debit and credit card usage have increased significantly  

 Increased systematic liquidity leading to higher demand for funds 

 Digital banking companies have also risen  to challenge setting up in more convenient 

places to allow people to sign up and use their money using PAYTM and E- Wallet 

 RBI is encouraging citizens to make use of internet and mobile banking at least in short 

term as it works to alleviate the pressure on physical currency. 

 

People who will change after change will survive 

People who change with the change will succeed 

People who cause the change will lead 
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