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Demonetization is a process by which a series of currency will not be legal tender. The 
8th November 2016 was a shocking day for the population of India when the government 
announced that the Rs.500 and Rs.1000 notes will not be a legal tender. The aim of the 
demonetization is to eradicate black money, putting an end to fake currency circulation, 
stop funding terrorism, transparency in dealings and a move towards cashless economy. It 
is true that the demonetization has paved way for digital banking trend in India. This 
paper aims at giving an overview of our currencies and move towards cashless economy. 
The volume of people who use digital banking services has shot up sharply post 
demonetization. 
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1.0 Introduction: 
The 8th November 2016 was a shocking day for the population of India when the 
government announced that the Rs.500 and Rs.1000 notes will not be a legal tender. 
What is demonetization? 
Demonetization is a process by which a series of currency will not be legal tender. This is 
not first time in history of India the currencies are being demonetized. It was in January 
1946 first time high denomination currencies Rs.1000, Rs.5,000 and Rs.10,000 were 
demonetized before the country won independence from the British. All three notes were 
reintroduced in 1954. Second time it was under the leadership of Morarji Desai these 
currencies was demonetized as a measure to eradicate black money on 16th January, 
1978.Why the currencies are demonetized? The aim of the demonetization is to eradicate 
black money, putting an end to fake currency circulation, stop funding terrorism, 
transparency in dealings and a move towards cashless economy. It is true that the 
demonetization has paved way for digital banking trend in India. The CEO of NCPI said 
that the volume of people who use digital banking services has shot up sharply post 
demonetization. 
 
1.1 Concept of Demonetization: Demonetization is the act of stripping a currency unit 
of its 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 to be 
replaced with new notes or coins. Sometimes, a country completely replaces the old 
currency with new currency. 
 
2.0 Objective of the study: 
The study aims at following objectives: 
a) To give an overview of our currencies and its administration. 

Abstract 
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b) To examine the real goal of Demonetization that is a step towards cashless economy 
 
3.0 Methodology: 
The study is based on the secondary data collected from journals, reports and websites. 
The paper is divided into two sections. The first section gives an insight into our 
currencies and its administration. The second section deals with the Real Goal of India's 
Demonetization Move Cashless Economy. 
 
4.0. An insight into our currencies and its administration: 
Government of India was conferred as the monopoly of note issue under the Paper 
Currency Act of 1861till the Reserve Bank of India (RBI) was established on 1st April, 
1935. Reserve Bank issued banknotes in January 1938 when the first Five Rupee 
banknote was issued bearing the portrait of George VI. This was followed by Rs.10 in 
February, Rs.100 in March and Rs.1,000 and Rs.10,000 in June 1938. The George VI 
series continued till 1947 and thereafter as a frozen series till 1950 when post-
independence banknotes were issued, with the Ashoka Pillar watermark. Our banknotes 
in the Mahatma Gandhi Series were introduced in 1996 and were issued in a phased 
manner in the denominations of Rs.5, Rs.10, Rs.20, Rs.50, Rs.100, Rs.500 and Rs.1000. 
The Rs.10,000 notes were the largest currency denomination ever printed by the Reserve 
Bank of India, introduced for the first time in 1938. First time Rs.2000 notes are 
introduced in Indiain November 2016. In India coins are minted by the Government of 
India while the notes are printed by the Reserve Bank of India (RBI) and Government of 
India presses. There are four minting press in India located at Kolkata, NOIDA, Mumbai 
and Hyderabad. The currency notes are printed by RBI at Bharatiya Reserve Bank Note 
Mudran Private Limited (BRBNMPL), Salboni in West Bengal, and Mysore in 
Karnataka. And government presses are located at Dewas in Madhya Pradesh and Nasik 
in Maharashtra. However, the high denomination notes are printed at RBI presses. The 
Department of Currency Management (DCM) in Reserve Bank of India has the 
responsibility of administering the functions of currency management relating to issue of 
currency notes and coins and retrieval of unfit notes from circulation. This work is 
performed through 18 issue offices of the Reserve Bank and a wide network of 4195 
currency chests, 488 repositories and 3562 small coin depots managed by banks and 
Government treasuries. 
 
5.0 Real Goal of India's Demonetization Move – Cashless Economy: 
India is an incredibly cash-centric economy but the sudden move of India by removing 
86% of currency in circulation without adequate supply of new notes has pushed many 
into circle of digital transactions. Cash accounted for upwards of 95% of all transactions, 
90% of vendors didn‘t have card readers or the means of accepting electronic payments, 
85% of workers were paid in cash, and almost half of the population didn‘t even have 
bank accounts. But shortage of cash has significantly increased the use of digital modes 
of payment, but the actual shift will only be visible after the cash crunch eases. It is 
possible that a section of people which has used electronic mode of payment for the first 
time due to the cash crunch will continue to transact through this medium. For those 
grappling with cash scarcity due to the recent demonetization move, debit and credit 
cards have come in handy. New bank accounts are being opened at a heightened rate, e-
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payment services are seeing rapid growth, cash-on-delivery in e-commerce has crashed, 
and digitally-focused sectors like the online business have started booming. 
  
Modi‘s demonetization initiative has been a boon for India‘s e-payment providers. Paytm 
reported a three-time surge in new users- tacking on over 14 million new accounts in 
November alone. According to the government data, the number of daily transactions 
through e-wallet services such as Oxigen, Paytm and MobiKwik has shot up from 17 lakh 
— recorded on November 8 when demonetization was announced — to 63 lakh as on 
December 7 (a growth of 271%). In terms of value, the surge has been 267%, from Rs.52 
crores daily to Rs.191 crores now. Transactions through RuPay Cards (e-commerce and 
point-of-sale) were up 316% at 16 lakh daily (3.85 lakh on November 8), while in terms 
of value the growth has been 503% at Rs.236 crores (Rs.39 crores). RBI has also recently 
unveiled a document — ―Payments and Settlement Systems in India: Vision 2018 
setting out a plan to encourage electronic payments and to enable India to move towards 
a cashless society or economy in the medium and long term 
 
5.1 What is cashless economy? 
A cashless economy is one in which all the transactions are done using cards or digital 
means. The circulation of physical currency will become minimal and there by reduced 
instances of tax avoidance because it is financial institutions based economy where 
transaction trails are left. It will also curb generation of black money and will reduce real 
estate prices because of curbs on black money as most of black money is invested in Real 
estate prices which inflates the prices of Real estate markets. It will pave way for 
universal availability of banking services to all as no physical infrastructure is needed 
other than digital. Payments can be easily traced and collected, and corruption will 
automatically drop, so people will no longer have to pay to collect what is rightfully 
theirs. Government on its part is working at various levels to reduce the dependence on 
cash. National Payments Corporation of India (NPCI) was set up by Indian banks under 
the aegis of the Indian Banks‘ Association and the guidance of the RBI to provide 
centralised infrastructure for various retail payment systems in the country, including 
card payments. NPCI is expected to bring greater efficiency by way of uniformity and 
standardization in retail payments and expanding and extending the reach of both existing 
and innovative payment products for greater customer convenience. Though it will take 
time for moving towards a complete cashless economy, efforts should be made to convert 
urban areas as cashless areas. As 70% of India‘s GDP comes from urban areas if 
government can convert that into cashless it will be a huge gain. The recently launched 
Unified Payments Interface by National Payments Corporation of India makes digital 
transactions as simple as sending a text message. The government has announced 
incentives including waiving service taxes on digital payments, discounts on purchases 
(petrol, railway tickets, highway tolls), and more. A high level committee of chief 
ministers has been formed to develop a roadmap for increased use of digital payments in 
the economy.  
5.1.1 Methods of digital payments:  
a. Immediate Payment Service (IMPS) is an instant interbank electronic fund transfer 
service through mobile phones. It is also being extended through other channels such as 
ATM, Internet Banking, etc.  
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b. A Unified Payment Interface (UPI) is a single window mobile payment system 
launched by the National Payments Corporation of India (NPCI).  
c. Any card issued against a depositary account, such as an ATM card or a debit card. 
Sometimes the phrase is also used to refer to Visa and Mastercard, since these are also 
issued by banks, but they are credit cards and not linked directly to a depositary account.  
d. Mobile banking refers to the use of a smartphone or other cellular device to perform 
online banking tasks while away from your home computer, such as monitoring account 
balances, transferring funds between accounts, bill payment and locating an ATM. 
5.1.2 Payment Systems: 
India supports a variety of electronic payments and settlement system, both Gross as well 
as Net settlement systems. The different types of payment systems are as: 
I. Use of Paper-based Payments like cheques, drafts, accounts for nearly 60% of the 
volume of total non-cash transactions in the country. In value terms, the share is presently 
around 11%. This share has been steadily decreasing over a period of time and electronic 
mode gained popularity due to the concerted efforts of Reserve Bank of India to 
popularize the electronic payment products in preference to cash and cheque. 
II. Electronic Payments: 
1. Electronic Clearing Service (ECS) Credit: Bank introduced the ECS (Credit) 
scheme during the 1990s to handle bulk and repetitive payment requirements (like salary, 
interest, dividend payments) of corporates and other institutions. During September 2008, 
the Bank launched a new service known as National Electronic Clearing Service (NECS), 
at National Clearing Cell (NCC), Mumbai. NECS (Credit) facilitates multiple credits to 
beneficiary accounts with destination branches across the country against a single debit of 
the account of the sponsor bank. 
2. Regional ECS (RECS): has been launched during the year 2009. RECS, a miniature 
of the NECS is confined to the bank branches within the jurisdiction of a Regional office 
of RBI. Under the system, the sponsor bank will upload the validated data through the 
Secured Web Server of RBI containing credit/debit instructions to the customers of CBS 
enabled bank branches spread across the Jurisdiction of the Regional office of RBI. 
3. Electronic Clearing Service (ECS) Debit Scheme: was introduced by RBI to provide 
a faster method of effecting periodic and repetitive collections of utility companies. ECS 
(Debit) facilitates consumers / subscribers of utility companies to make routine and 
repetitive payments by mandating bank branches to debit their accounts and pass on the 
money to the companies. There is no limit as to the minimum or maximum amount of 
payment. 
4. National Electronic Funds Transfer (NEFT) System: introduced in November 2005, 
was set up to facilitate one-to-one funds transfer requirements of individuals / corporates. 
Available across a longer time window, the NEFT system provides for batch settlements 
at hourly intervals, thus enabling near real-time transfer of funds. 
5. Real Time Gross Settlement (RTGS)System: is a funds transfer systems where 
transfer of money takes place from one bank to another on a "real time" and on "gross" 
basis. Settlement in "real time" means payment transaction is not subjected to any waiting 
period. "Gross settlement" means the transaction is settled on one to one basis without 
bunching or netting with any other transaction. Once processed, payments are final and 
irrevocable. This was introduced in in 2004 and settles all interbank payments and 
customer transactions above Rs.2 lakh. 
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6. Clearing Corporation of India Limited (CCIL): was set up in April 2001 by banks, 
financial institutions and primary dealers, to function as an industry service organisation 
for clearing and settlement of trades in money market, government securities and foreign 
exchange markets. CCIL is also providing a reporting platform and acts as a repository 
for Over the Counter (OTC) products.  
7. Pre-paid Payment Systems: are payment instruments that facilitate purchase of goods 
and services against the value stored on these instruments. The value stored on such 
instruments represents the value paid for by the holders by cash, by debit to a bank 
account, or by credit card. The pre-paid payment instruments can be issued in the form of 
smart cards, magnetic stripe cards, internet accounts, internet wallets, mobile accounts, 
mobile wallets, paper vouchers, etc. The use of pre-paid payment instruments for cross 
border transactions has not been permitted, except for the payment instruments approved 
under Foreign Exchange Management Act,1999 (FEMA). 
8. Mobile Banking System: Mobile phones as a medium for providing banking services 
have been attaining increased importance. Reserve Bank brought out a set of operating 
guidelines on mobile banking for banks in October 2008, according to which only banks 
which are licensed and supervised in India and have a physical presence in India are 
permitted to offer mobile banking after obtaining necessary permission from Reserve 
Bank. The guidelines focus on systems for security and inter-bank transfer arrangements 
through Reserve Bank's authorized systems. On the technology front the objective is to 
enable the development of inter-operable standards so as to facilitate funds transfer from 
one account to any other account in the same or any other bank on a real time basis 
irrespective of the mobile network a customer has subscribed to. 
9. Point of Sale (POS) Terminals / Online Transactions: There are over five lakh POS 
terminals in the country, which enable customers to make payments for purchases of 
goods and services by means of credit/debit cards. To facilitate customer convenience the 
Bank has also permitted cash withdrawal using debit cards issued by the banks at PoS 
terminals. The PoS for accepting card payments also include online payment gateways. 
This facility is used for enabling online payments for goods and services. The online 
payment are enabled through own payment gateways or third party service providers 
called intermediaries. In payment transactions involving intermediaries, these 
intermediaries act as the initial recipient of payments and distribute the payment to 
merchants. In such transactions, the customers are exposed to the uncertainty of payment 
as most merchants treat the payments as final on receipt from the intermediaries. In this 
regard safeguard the interests of customers and to ensure that the payments made by them 
using Electronic/Online Payment modes are duly accounted for by intermediaries 
receiving such payments, directions were issued in November 2009. Directions require 
that the funds received from customers for such transactions need to be maintained in an 
internal account of a bank and the intermediary should not have access to the same. 
 
6.0 Conclusion: 
The demonetization a step towards cashless economy leads to improvement in credit 
access, financial inclusion, reduces tax avoidance and money laundering. There will be 
increased use of credit cards which will definitely reduce the amount of cash that people 
will carry and as a consequence, reduce the risk and the cost associated with that. At the 
same time some challenges in making India cashless economy are poor availability of 
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internet connection and financial literacy. Though bank accounts have been opened 
through Jan DhanYojana, most of them are not operational. Unless people start operating 
bank accounts cashless economy is not possible. Also India is dominated by small 
retailers. They don‘t have enough resources to invest in electronic payment infrastructure. 
Most card and cash users fear that they will be charged more if they use cards. Further, 
non-users of credit cards are not aware of the benefits of credit cards. Indian banks are 
making it difficult for digital wallets issued by private sector companies to be used on the 
respective bank websites. It could be restrictions on using bank accounts to refill digital 
wallets or a lack of access to payment gateways. Regulators will have to take a tough 
stand against such rent-seeking behaviour by the banks. 
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