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ABSTRACT  

The Indian economy is one of the world’s fastest growing economies which is consistently 

maintaining a growth rate of around 7percent.  On the other hand tax to Gross Domestic Product 

ratio at around 18 percent is amongst the lowest in the world probably because India was 

mentioned as a tax non-compliant country in the Union Budget of 2017-18. Tax evasion, 

corruption, black money and fake notes are deterrent to economic growth. The government of 

India for that reason introduced an income declaration scheme whereby it gave tax evaders an 

opportunity to pay tax on their unaccounted wealth and fall in line with the honest tax payers. At 

the same time the Indian took a daring step of demonetizing currency notes of Rs.500 and Rs. 1000 

so as to pull the loop around the neckline of tax evaders. The present study is going to assess the 

policy assessment of demonetization with reference to Indian economy under the methodology of 

qualitative study.  
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  INTRODUCTION  

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

November 8, 2016, the Government of India stripped Rs.500 and Rs.1000 denomination currency 

notes of their legal tender status. According to Reserve Bank of India Report on 31st March 2016, 

Rs.500 and Rs.1000 banknotes consist around 86.40% of total cash circulation having value of 

Rs.15.44 lakh crore. In this process 97 percent of old notes around Rs. 14.98 lakh crore were 

deposited in bank before 31st December 2016. The primary goals were to rid the economy from 

corruption, black money, terror financing, fake currency, increase tax base income, boost cashless 

transactions and stop the operation of invisible parallel economies.  

 

History of Demonetization  

In India, there were many occasions when high denomination bank notes demonetized. 

Reserve Bank of India printed the highest denomination notes of Rs.10, 000 in 1938. later than 

that government demonetize Rs.10, 000 and higher denomination banknotes in 1946. Higher 

denomination banknotes (Rs. 1,000, Rs.5, 000 and Rs. 10,000) reintroduced in 1954 and all of 

them were introduced in 1987 in order to restrain over increasing banknotes, due to inflation and 

in Rs.2,000 again Rs. 1,000 banknotes came back in circulation in order to contain the volume of 

bank notes in circulation, due to inflation. However, Rs. 2,000 banknotes were first time introduced 

in November 2016.  

Along with India many countries in the world had done demonetization in the history. 

Almost countries that had done demonetization had some general objectives of demonetization 

which were to control corruption and black money and their government decided to demonetize 

their higher denomination currency notes to clear of these problems. At this point is the list of 

some countries that had done demonetization.  

International Journal of Scientific Research and Review

Volume 7, Issue 12, 2018

ISSN NO: 2279-543X

Page No: 138



 
 

 

Table: 1 Historical Evidences of Demonetization 

Country Name Year Motive Outcome 
Nigeria  1984 To fight black money. Move back to physical assets 

and foreign currency.  
Soviet Union  1991 Fight against unfair income, 

Smuggling and corruption  
The economic system of the 
USSR was essentially 
crushed 

Ghana  1982  To monitor money laundering and 
corruption. 

People turned to foreign 
currency  

Myanmar  1987  To curb black money  Led political dispute and died 
thousands of people  

North Korea  2010  To lower down the market of 
black money  

Economy breakdown 

Zimbabwe 2010  Sliding out from Hyper inflation Failed  
 

Source: Rakesh Jangid, Demonetization and Its Impact on Indian Economy, Technical Report · February 2017.  

 
  

OBJECTIVES OF THE STUDY  

To understand the comprehensive overview of the demonetization, to study the government 

motives behind the demonetization and to investigate the challenges of demonetization in Indian 

economy.   

 

METHODOLOGY OF THE STUDY  

The aim of this paper is to study the policy assessment of demonetization on Indian 

economy. The Present study is qualitative as well as Descriptive in nature. Research is based on 

secondary data. Secondary data was collected from various sources like journals, research articles, 

working papers, Government of India reports, Reserve Bank of India Annual reports and websites.      
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RESULTS AND DISCUSSION  

Demonetization was introduced to attempt three main issues which are fake currency, 

terrorist funding and black money. These are the major evils which hinders the nation economic 

growth.  With the help of demonetization of high denomination notes government had planned to 

control black money with that government will reduce economic inequalities and promote a 

sustainable growing economy. India is facing serious problem of poverty because of social evils 

like corruption, and invisible parallel economies, because of this reason the needy people will not 

get full benefits from the welfare activities continuing by the government. Hence, demonetization 

will prevent parallel economies, fake notes and also helps to maintain transparency with cash less 

transactions.  

 

The demonetization hits the terrorist’s actions by destroying fake currency and making 

them monetary weak. With demonetization the country can reach digital economy and reduce 

corruption. Through this government will also promote and extent financial inclusion to the 

unbanked rural economy and increase transparency in financial transactions. By the way of 

demonetization government expected more money will be deposited in the banks, so that the banks 

will extent financial support to the needy people with low interest rates and it helps for the 

upliftment of the economy.  

 

One of the main positive impact of demonetization was the brought more people on to the 

leading economic grid, where those were easily looked upon and taxed and generation of the more 

revenue was the result. The true tax payers will get reward in the form of lower price of real estate 

as most of the black money is in the form of assets like real estate and gold. Demonetization will 
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be an opportunity for financial innovations in the economy. Rural India need more support from 

financial innovations for providing cost effective financial services and implementation of 

financial inclusion in the Indian financial system.  

 

The huge amount deposited by the people in the financial institutions became a problem to 

the banks to make efficient investment decisions. In the year 2015-16 Reserve Bank of India spent 

Rs. 34.21 billion for printing of various denominated currencies and it has reached to Rs. 79.65 

billion in 2016-17. Deficiency of money in the hands of the public has mostly reduced the 

consumption which has badly affected the trading activities. Micro small and medium enterprises 

are mostly depending on cash based transactions; due to demonetization business transactions 

sharply affected the productivity due to lack of cash in hand.  

 

Agriculture is the primary sector of Indian economy. Indian agriculture sector accounts for 

18 percent of India’s Gross Domestic Product and provides employment to 50 percent of the 

country labor force. Cash is the main mode of transaction in agriculture and allied sectors which 

contributes 15 percent to India’s total yield, almost all the trade in agricultural based commodities 

was in cash and now the farmers are facing problems. The prices of their production have fallen 

due to lack of sales and they are likely to face losses and it will affect the country’s Gross Domestic 

Product.  

 

Industry is staring at temporary job losses due to demonetization, as production gets hit, 

especially in labor intensive sectors like agriculture and allied sectors, textiles, garments, leather 

and jewellery. The unorganized sector in India employs more workers and almost all of their 

dealings are in cash. Hence, demonetization disrupts the functioning of this segment and put them 
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in to this system could put them in trouble regarding employment and livelihood of weaker sections 

of the society.   

 

In India majority of the rural people do not have bank account and they are not accessing 

financial transactions with banks. So, it is very difficult to promote cashless economy in the 

essence of demonetization. Cyber security, online fraud, hacking and lack of financial literacy are 

the other major problem for cashless digital economy.  

 

CONCLUSION 

 

Demonetization of highly denominated old currency notes has had some positive impact 

like reducing the cash flow to terror organizations, dismantling of counterfeit currency 

infrastructure to some extent, better income and indirect taxation, boost to digital economy 

however, it has come at some social and economic cost like agriculture and allied sectors affected 

in a large extent in terms of production and employment. Most of the firms in unorganized sector 

touched sickness due to non-availability of cash to meet day to day financial obligations. It is very 

difficult to trace the black money held and hidden in the form of foreign currency, god, real estate 

investment and other illegal transactions. Lack of financial literacy in India made the system 

somewhat difficult to promote cashless economy. By using the accumulated funds after 

demonetization for the overall economic growth and development, demonetization surely will 

have a positive impact in the long run.  
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