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Obliviously, online, less cash transactions would help to increase tax base, curb 
corruption, release book keeping burden, supposed to decrease terror activities and 
decrease risks to carry cash. This paper elucidates the impact of such a move on the 
availability and government finances. Demonetization being very bold and 
revolutionary act on the part of Modi government announced on the evening of 8th 
November, 2016 whereby (HDN) high denomination currency notes of Rs. 500 and 
Rs. 1000 were scrapped i.e. ceased to be legal tender money. This move met with the 
mixed reactions from the general public. It had become the household name after 
Brexit. The era was characterized by lot of public discomfort, shortage of newly 
printed notes, shortages lower denomination notes, Failure to calibrate ATM 
Machines long winding bank queues etc.   
This initiative is taken to curb black money in the economy, cutting off funding for 
terrorism, and transition towards “Cashless Economy” but the opponents criticized 
Government move for havoc.  
KEYWORDS: Demonetization, Cashless transactions, less cash economy, Digital 
Banking, Digital Transaction, E-Payment, Black money. 
 
INTRODUCTION  

The French were the first to use the word Demonetize, in the years between 
1850 -1855. Since then many countries have used the word and the policy with 
immense restriction and discomfort, for it disrupts economics and population at large. 

India has demonetized before: First time on 12 Jan 1946 (Saturday), second 
time on 16 Jan 1978 (Monday), Third time on 8th November 2016 (Tuesday). In 
January 1946, banknotes of 1000 and 10000 rupee were withdrawn and new notes of 
1000, 5000 and 10000 rupee was introduced in 1954. The Janata Party coalition 
government had again demonetized banknotes of 1000, 5000 and 10000 rupee on 16 
January 1978 as a means to curb counterfeit money and black money. 

On 28 October 2016 the total banknotes in circulation in India was 17.77 lakh 
crore (US$260 billion). In terms of value, the annual report of Reserve Bank of India 
(RBI) of 31 March 2016 stated that total bank notes in circulation valued to 16.42 
lakh crore (US$240 billion) of which nearly 86% (around 14.18 lakh crore (US$210 
billion)) was 500 and 1000 banknotes. In terms of volume, the report stated that 24% 
(around 22.03 billion) of the total 90,266 million banknotes were in circulation. 

The proposal by the government involves the elimination of these existing 
notes from circulation and a gradual replacement with a new set of notes. 
Demonetization caused a cash crunch and forced the government to push for 
electronics payments and transfers. A cashless economy runs on credit or debit cards, 
electronic funds transfer, or online shopping instead of cash.  
OBJECTIVES  

1. To understand the meaning of demonetization. 
2. To throw light on history of demonetization in India. 
3. To study the Cash Economy to a Less-Cash Economy. 

Abstract 
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4. To understand Advantages of cash economy to a less- cash economy. 
5. To understand the Challenges of cash economy to a less-cash economy. 
6. To understand the impact of demonetization. 
7. To understand the suggestion of cash economy to a less- cash economy.  

RESEARCH METHODOLOGY 
         The present study is based on the secondary data which is collected from books, 
journals, articles, magazines newspaper and internet etc.      
MEASURES 

1. Vittiya Sankharta Abhiyan : The Vittiya Sakshata Abhiyan has been 
launched to    encourage people to adapt to a digital economy and cashless 
modes of transactions. 

2. BHIM (Bharat Interface for Money ) : On 30 December 2016, the Prime 
Minister      launched a new – wallet app, BHIM, to make it easier to transact 
online. 

3. RuPay : RuPay is an Indian version of a credit or debit Card and similar to 
international cards such as Visa or Master Card. The National Payment 
Corporation of India (NPCI ) launched RuPay under the Jan Dhan Scheme.  

4. Aadhaar Payment App: On 25 December 2016, government launched an       
Aadhaar Payment App; it links the Aadhar Card of an individual to her/ his 
bank account. One special feature is that this app can be used by a person to 
make payment without any phone. 

5. Lucky Grahak Yojana : On 25 December 2016, lunched digital lottery 
scheme–Lucky Grahak Yojana for consumer and Digi Dhan Vyapar Yojana 
for merchants. 

6. BHARAT fund: BHARAT stands for “Better Healthcare, Agriculture, 
Renewable and Technology” is major initiative taken by India in collaboration 
with the US to help disruptive Startups in India. The aim is to provide 
corporate contribution to growing industries along with the $150 mil monetary 
support in order to make them realize their full potential & help India make its 
economy self-sufficient. Further, both Indian and US-based organizations 
joined hands to promote entrepreneurship in key areas. IIM Ahmadabad’s 
CIIE announced collaborations with organizations like University of 
California Berkeley, Google and Los Angeles Cleantech Incubator to promote 
entrepreneurship in impact and technology areas. Moreover, TiE and 
NASSCOM announced their partnership to support entrepreneurs in the 
Valley and India. 

IMPACT OF DEMONETIZATION ON INDIAN ECONOMY 
1. Black Money and Corruption: Only a small portion of black money is 

actually stored in the form of cash. Usually, black income is kept in the form 
of physical assets like gold, land, buildings etc. Hence the amount of black 
money countered by demonetization depends upon the amount of black money 
held in the form of cash and it will be smaller than expected.  In order to tackle 
black money, it is important to prevent generation of black money totally. The 
use of black money has to be totally discouraged. Black money detection has 
become a priority task for investigation agencies recently. Yes, discouraging 
of higher denominations is a good step but other effective means like proper 
investigation of the source of black money is important. Corruption has to be 
checked at the immediate levels and should not be allowed to proceed further. 
Corruption will also be automatically reduced by removing black money from 
economy. 
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2. Funding: Funding for smuggling and terrorism will take a blow since all the 
money will get back to bank and from there it is easy to identify the fake 
currency. Demonetization thus affects the funding of terror networks in 
Jammu and Kashmir, North-eastern states and the other areas.  

3. Real estate: The real estate sector will definitely be affected by the 
demonetization exercise, as it has traditionally seen a very high involvement 
of black money and cash transactions. With black money suddenly being 
wiped out of the market, a lot of investors who have been investing in projects 
with unaccounted-for money - and raising prices to book profits - will be 
eliminated from the system, thereby aiding a much-needed correction. 

4. Elections: Demonetization has shocked political parties. Many states like 
Punjab and Uttar Pradesh, cash donations are a huge part of "election 
management". Political parties will find themselves helpless as cash hoards are 
often undeclared money. So upcoming elections will be transparent to the 
some extents. 

5. Gold/ Silver and Jewelry: Immediately after the demonetization 
announcement, prices of gold had shot up to Rs 52,000 per 10 grams, 
compared to the usual market rate of Rs 30,000 as many rushed to jewelry to 
convert their high denomination notes into a safe haven asset, according to 
reports. However, subsequent inquiries and raids by Income Tax officials 
instilled fear among jewelers, who chose to keep their shops shut for several 
days. After demonetization the demand for gold and other precious metals rise 
greatly. Because people are trying to invest their black money in gold to make 
it white in short period. But demand for gems and jewelry to decline in the 
next two to three quarters. 

6. Digital payments: If there is one thing that has been growing at a good pace 
after demonetization, it is online payments. Rather than being tied up in the 
cash crunch and standing in the never ending ATM queues, more people 
switched to online payments. There has been a rise in the number of debit and 
credit card transactions. Even smaller vendors have introduced cashless 
payment methods. There has been a significant growth in the mobile wallet 
sector. Transferring money as well as making payments for online orders is 
easy with mobile wallets. More people have begun to fill up their mobile 
wallets resulting in the growth of the mobile wallet providers like Paytm, 
Mobikwik and more. 

7. Effect on Banks: As directed by the Government, the 500 and 1000 Rupee 
notes which now cease to be legal tender are to be deposited or exchanged in 
banks (subject to certain limits). This will automatically lead to more amounts 
being deposited in Savings and Current Account of commercial banks. This in 
turn will enhance the liquidity position of the banks, which can be utilized 
further for lending purposes. However, to the extent that households have held 
on to these funds for emergency purposes, there would be withdrawals at the 
second stage.  

8. Fake Currency: The impact on the fake currency would be more significant. 
Many dealers with the existing counterfeit notes would be trapped as they 
would have to take the notes to the bank and have better chances of getting 
their racket exposed. Thus, they have only option to destroy their notes and 
incur losses. 

9. GDP: The GDP formation could be impacted by this measure, with reduction 
in the consumption demand. The sudden decline in money supply and increase 
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in bank deposits is going to adversely impact consumption demand in the 
economy in the short term. This coupled with the adverse impact on real estate 
and informal sectors may lead to lowering of GDP growth. 

10. Markets: There will be positive move in markets in long run that could bring 
confidence of overseas investors in Indian stock markets. Market goes a bit 
down in the short and medium term. India is still a very attractive destination 
on a long term basis. It is not the best market in the next three months. 

11. Decrease in Interest Rates: We will see lowering interest rates for education 
loans, home loans and medical loans very soon. It will make higher education 
and medical facilities more accessible. This change is hard to undo because if 
any subsequent government increases loan it will suffer huge backlash. 

12. Lower Inflation: As the black money goes out of the system the money 
supply will shrink to some degree. This will reduce inflation rate in the 
absence of any open market interventions by the Reserve Bank of India. 

13. Effect on Money Supply: With the older 500 and 1000 Rupees notes being 
scrapped, until the new 500 and 2000 Rupees notes get widely circulated in the 
market, money supply is expected to reduce in the short run. To the extent that 
black money (which is not counterfeit) does not re-enter the system, reserve 
money and hence money supply will decrease permanently. However 
gradually as the new notes get circulated in the market and the mismatch gets 
corrected, money supply will pick up. 

14. Effect on Demand: The overall demand is expected to be affected to an 
extent. The demand in different areas is to be impacted particularly: Consumer 
goods, Real Estate and Property, Gold and luxury goods, Automobiles (only to 
a certain limit). All these mentioned sectors are expected to face certain 
moderation in demand from the consumer side, owing to the significant 
amount of cash transactions involved in these sectors. 

15. Effect on Prices: Price level is expected to be lowered due to moderation from 
demand side. This demand driven fall in prices could be understood as follows:   
Consumer goods: Prices are expected to fall only marginally due to 
moderation in demand as use of cards and cheques would compensate for some 
purchases.  
Real Estate and Property: Prices in this sector are largely expected to fall, 
especially for sales of properties where major part of the transaction is cash 
based, rather than based on banks transfer or cheque transactions. In the 
medium term, however the prices in this sector could regain some levels as 
developers rebalance their prices. 

16. Effect on Banks:  As directed by the Government, the 500 and 1000 Rupee 
notes which now cease to be legal tender are to be deposited or exchanged in 
banks (subject to certain limits). This will automatically lead to more amounts 
being deposited in Savings and Current Account of commercial banks. This in 
turn will enhance the liquidity position of the banks, which can be utilized 
further for lending purposes. However, to the extent that households have held 
on to these funds for emergency purposes, there would be withdrawals at the 
second stage. 

17. Effect on Online Transactions and alternative modes of payment: With 
cash transactions facing a reduction, alternative forms of payment will see a 
surge in demand. Digital transaction systems, E wallets and apps, online 
transactions using E banking, usage of Plastic money (Debit and Credit Cards), 
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etc. will definitely see substantial increase in demand. This should eventually 
lead to strengthening of such systems and the infrastructure required. 

SUGGESTIONS 
The following is a list of steps that can be taken, which will have a significant impact over time.  

1. Reducing discretion in both the Central and state governments and increasing 
transparency and accountability especially where the financial amounts 
involved are large. The biggest area of discretion relates to land and land use. 

2. Reforming the system of tax administration, including reorganizing, 
strengthening and modernizing the Central Board of Excise and 
Customs/Central Board of Direct Taxes. 

3. Lowering the corporate tax rate to 25% at one go with exemptions eliminated 
in the next budget. The present rate is much higher than in most other 
jurisdictions. Any negative effect on the fiscal deficit can be justified given the 
need for a fiscal stimulus. 

4. Persuading states to drastically lower the stamp duty for real estate sales as 
high rates of stamp duty are a major incentive to perpetuate real estate 
transactions in black money.  

5. Pursuing some high-profile corruption cases to a successful conclusion to send 
a message to both business and the bureaucracy that corruption will not be 
tolerated. A selective approach based on scientific probabilistic analysis is 
much better than broad-based action which only creates fear in the business 
community.  

6. Finally, it is absolutely essential to start making a serious effort at reforming 
the system of electoral funding, including introducing transparency in party 
finances. Businessmen routinely say that they are forced to generate black 
money to meet the demands of the political system and also the demands of the 
bureaucracy which has arbitrary powers which can bring business to a halt. 

CONCLUSION 
 Finally, we are at the transition stage of the technology. There can’t be 
substantial option for the same. On the other hand, 100% digitalization is not easy. 
However, we have to move towards cashless economy with considering existing facts 
like, technology, accessibility, security, inclusiveness etc. Meanwhile, some principles 
must this effort going forward. Digitalization is not a panacea nor is cash all bad. 
Public policy must balance benefits of both forms of payments. Second, the transition 
to digitalization must be gradually take full account of digitization, policy makers 
should respect rather than dictate choice and should be inclusive rather than 
controlled.  
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