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ABSTRACT

On 8 November 2016 midnight, the
Gover nment of India announced the demonetisation
of all 500 and 1,000 bank notes of the Mahatma
Gandhi Series. The Government claimed that the
action would curtail the shadow economy and
crack down on the use of illicit and counterfeit
cash to fund illegal activity and terrorism. This
scheme has a great impact onthe businesses,
common people, and financial institutions along
with multi-diverseindustrial background of India.

Author Even though those who supported demonetisation
K usum Chandrakar, Ph.D. may have had the best of intentions, millions of
Indians have suffered needlessly as a result of it.
Given that 86% of all currency in circulation in
India, particularly in the country’s vast rural areas,
ismade up of Rs. 500 and Rs. 1000 notes, imagine
the suffering people would go through if 86% of
their blood were removed from their bodies. The
lack of banking facilitiesin the countryside caught
the impoverished completely off guard. Critical
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) INTRODUCTION

‘ Only haf of Indian adultshave bank accounts,
so after it wasannounced that the 500 and 1,000 rupee
noteswereno longer lega tender, consumershad 50
daysto deposit them in bank accounts or exchange
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economic foundationin an attempt tofight corruption,
even though 70to 80 percent of transactionsare cash-
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based. Therewas an ingtant panicto get rid of the expired bank notes after the announcement. Although there
was still timefor consumersto deposit the notesin bank accounts before the end of theyear, doingsoin
significant quantitiescould result in steep feesand fines. They therefore made abedinefor ATMss, banks,
jewellery stores, foreign exchange counters, petrol pumps and creditorsin order to pay back loans. The
ensuing chaos at these | ocations resulted in multiplefatalities. Demonetised notes, or expired notes, were
increasi ngly being donated to templ es. Individual s began doing many transactionsat various bank branches.
They dso began sending groups of followers, employees, and paidindividua sto exchange s gnificant sumsof
illega currency at banks. To get rid of undeclared cash, severa peoplewerereserving tickets, especiadlyin
classes 1A and 2A, for thelargest distances. Thiswasdiscovered by the Indian Raillways authorities.

Large sums of unpaid taxes and advance paymentswere made by individua s us ng the demonetised
500 and 1,000 notes. The local civic entities’ revenue collections increased as a result.

Demonetization’s Impact on the Indian Economic

India’s economy, which was once thriving, has suddenly stopped growing. Sales, trader earnings, output,
and employment areall declining. Dueto ashortage of funding, smal producersaredready closng. Thevast
majority of daily wage workersin Indiaare unableto locate employerswho can afford to pay them. For
financid reasons, local industries have hdted operations. Tight financeswill force businessesto lower [abour
costs, which will lower the working class’s income. The informal financial sector, which handles 40% of all
lendinginIndiaandismostly concentrated in rural regions, hasvirtualy collapsed.

Demonetisation will causeadisruption in economic activity by acting asashock to liquidity. People
experiencing liquidity shock are unableto obtainasufficient quantity of popular denominations, particularly Rs
500. It produces an environment in which currency scarcity impedesinvestment, consumption, output,
employment, etc. The length of the liquidity shocks obviously affects how strong the demonetisation
consequencesare. Theliquidity congtraint isatransent phenomenon. Thelength of theliquidity constraint
would increase with the amount of time needed to replenish the supply of Rs500 notes. When thereisa
scarcity of liquidity, consumption suffers.

Demonetization’s Impact on the Global Economy

Theglobal economy would undoubtedly beimpacted by demonetisation. However, only the nations
that engagein direct commercewith Indiawill beaffected. Thefirst effect of demonetisationin Indiawasa
reduction inthe purchasing power of the majority of the popul ation. Consequently, therewasadeclinein
national tradeasawhole. ItsM g or Impact on:

1. Household and Domestic Sector: Thegoal of thisdemonetisation isto reduce the amount of high-
value notesthat are being used in the underground economy. Since nearly everyone now possessesa
Rs. 1000 or Rs. 500 note, it will now be more challenging for the average person to do business or
take care of their home.

2. Diminish PublicLiability: Because soft money is safer than hard money, handling cash will beless
risky and expensive. Additiondly, it will lessen Governmentd liability. For individuaswho prefer not to
reved theirincome, the old money will losedl of itsval ue because each noterepresentsaliability tothe
Government. Asaresult, the Government will nolonger beliablein that amount. It isanticipated that
the Government will get about Rs51akh croreinthe shape of waived taxes, pendties, and RBI liahilities.
It will reducetax avoidance. Whatever money will bedeposited or exchanged, authoritieswill keepa
track of it and they will beextracautiousinthis period.

3. Agricultureand FisheriesSectors: Typicaly, farmerstransact in cash. Theimpoverished swap their
currency for Rs. 300 or Rs. 400 through middlemen. Farmersface challengesin selling cropsand
perishablegoods, aswdl | asin purchas ng seedsand fertiliser. Thedemoneti sation resulted inashortage
of cashto purchasefood items. Crop prices crashed asaresult of the resulting decreasein demand.
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Farmerswereunableto recover even the costsof trangportation from their fieldsto the market from
thelow pricesoffered.

4. Busness Cashonddivery (COD) ordersdeclined by up to 30% for bus nesse-commerceenterprises.
Numerous onlineretailers celebrated the demonetisation ruling asacatalyst for arisein el ectronic
payments. They think it would result in adrop in COD returns, which should lower their expenses.
Card swipeor point of sdle(POS) machinesarein higher demand. Thegoa of thegoodsand services
tax (GST) isto createasingle central tax toreplaceal stateand federd levies.

5. Effectsonthel T Sector: Thisaction can help handleotherwiseunmanagesbl eissuesincluding unlawful
money lending, money laundering, and grey market commodities. Thel T sectorswant to use banking
systems only for sales and purchases. It won’t stop the grey channel business, but it will undoubtedly
hurt the goodsthat the channel promotes. Thisaction will support brand expans onwhilereducing cash
salesof Chineseimportsand counterfeit goodsonthe grey market.

CONCLUSION

Onewd I-known monetary policy tactic to combat black money isdemonetisation. Demonetisationisa
fantastic idea, however it should be remembered that the majority of black money isheld overseasor inthe
form of red estate, structures, or gold. Just 4% of theentireamount of black money that isnot subject to taxes
isheldincash.

Not all cashishlack money, nor isal black money in cash. Large-scale black money holders appear to
have discovered inventivewaysto conced their wedth, asopposed to disposing of it to evadetax authorities,
aswasfirg anticipated by the Government. Smal farmers, vendors, retail ers, daily wageworkers, and dedlers
ared| suffering asaresult of inadequate preparation, intelligence, and foresight, such asthefaluretorecaibrate
ATMs. Before acting, there was arequirement to accumul ate enough 100 Rupee notes and other lower
denomination notes onthemarket. People are having issues asaresult of thewithdrawal restriction not being
maintained at anincreased level. Additiondly, it isreported that attempts are being made to replace currency
rather than demonetise, which was needless. This is a catastrophic blow to India’s economy’s reputation
abroad. Theeconomy iscurrently experiencingad owdown. Thefactis, therewere seriousflawsinitsdesign.
There was no cost-benefit analysis, no “policy skeleton,” and no proof that other policy possibilities were
taken into account. Based on the deluge of policy changesthat have occurred since the announcement, it
appearsthat no impact research was completed.making awvay from the stateto firmsand consumers; smplify,
rationalize and reduce taxes; cut regulations and curtail officials’ discretionary powers; eliminate loopholes;
and widenthetax net.
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