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IMPACTS OF DEMONETISATION ON IND
ECONOMY ’

Dr. Dayanand V. Shinde
Dept. of Economics,
Shankarrao Patil Mahavidyalaya,
Bhoom, Dist. Osmanabad

——TTITE A

Introduction
Demonetizationis  gencrations? memorable experience and is going t0 beone
of the economic events of our time. Its impactis felt byevery Indian citizen. Demonetization
affects the economy through the liquidity side. Its effect will be a telling one because
nearly 86% of currency value in circulation was withdrawn without replacing bulk of it.

As a result of the withdrawal of Rs 500 and Rs 1000 notes, there occurred huge gap in
00; Rs 2000 is the only denomination.Absence of

lheam-mcymmpositionasaﬁzrks 1
500and Rs 1000 will reduce the utility of Rs 2000.

intermediate denominations like Rs

Effectively, this will make Rs 2000 less useful as a transaction currency though it canbe

a store value denomination. ; . -

ObjectiVu of paper:

1§) Tosnxiyﬂwupaimoﬁmpadofdenwne&mﬁoninwdgmwmuiminpast
years; i

2) To analyze the current dwinmediateinmadofdumneﬁzaﬁonanlndim

economy; Eo
3 To workout the probable consequences of the demonetization.

o AL uansuLsasstasrsassss [RITREEERY -
Socw_;Gnom __,,__,_h_,,m‘u_”'” ©=

Rmeamiuodow
Dmuﬁzﬁmdﬂﬂﬂyhnﬂqd&ydlﬂ;ndhnhhﬂdm
avﬂnbﬂilyhaﬁuaﬁhﬁmﬁmh&dmuﬂaj-mmw

Mmmbmmmmmwmmmmm

term/long temy/, consumption/investment, welfare/growth impacts on Indian econony.

The ntensityof demenetization efects clearty depends upa the duration of the liquidity

shocks. Following are the main impacts. , -

L Whm.ﬁgﬁm&e#ﬂhﬁgmuﬁ:mm
- n&emﬁmilwmwulﬁqd&yﬁﬂﬂmﬁmhemﬁcm

7 Uqlﬁdityaundl(ﬂimtmneﬂed):ﬁqtﬂdﬂymockmpaﬁenudkh
gumfﬁdanvohmwofpowhdumnﬁnﬁonapechﬂyassw.mm
mﬁtisﬂ:efummnbledmomhnﬁoninda‘ly&ﬁzkcumﬁﬂdbmdy%ofﬂt
previous currency supply in terms of value.

3 Welfare loss for the currency using population: Most active segments of the
popﬂaﬁmwbownsﬁmﬂm"bmofﬂnpwmid?mybmtﬁ
transactions. The daily wage earners, other labourers, small traders etc. who
xmideomoftbefonnﬂewnomyusamdaﬁequmﬂywmwﬂlm
income in the absence of liquid cash. Cash stringency will compel firms to reduce
hbowpostaadthusreducainmbthcpomwudﬁngdm
Consnnpﬁonwﬂibelﬁtmﬂqdditymsﬁhﬂ.ihmmpﬁmﬂnb
going to be adversely affected first
Consumption
Production "

.  Employment
Growth
Tax revenue
Loss of Growth momentum- India risks its position of being the fastest growing
mmmmmmmmm
Mh'scbrgumuuqmmmwwlﬂm-ﬁ'm
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Impact on bank deposits and interest rate: Depositinﬂ:eshohtemmnynse,hn

in the long term, its effect will come down. The savings with thebanks are actually

liquid cash people stored. It is difficult to assume that such ready cash once
stored in their hands will be put into savings for a long term.
Impect on black money: Only a small portion ofblack money s actually stored in
the form of cash. Usually, black income is kept in the form of; phwcainssetshke
gold, land, buildings etc. Hence the amount of black nmcyoo\mteredby
dunnnenmdepmdupouﬂxmoumofbhdcmmcyhddmtheformofcash
and it will be smaller than expected.

8. mmmﬁtmﬂww&npadwﬂbeonmm{téféﬂfakemwy

as its circulation will be checked after this exercise.
Positive Effects Of Demonetization? ‘
In what could be termed as the mother of all reforms, Prime Minister Modi’s
demonetisation move will have far reaching implications. This is not to dispute that the
transformative step has brought some hardship for the citizens, but those dre temporary
and will biow over soon. For the larger benefit of the nation, we the citizens can bear such
hiccups with & smile. After all, this is how we as citizens can contribute in policy making
and naion building While bank employees are working overtime tomake Modi’s ambitious
demonetisation drive a success, let?s discuss its many-fold impacts.
1. Black money:
Almemnbﬂ:eaneMinmahasdmkedﬂzesupp]yofblackmoncysmd:ed
inside the country. OﬂheRsnlakhamofmulaumcymmm:onmtheoounn-y
uﬁmyumdﬂmnd-bogymgkﬂhkhm Blmkmoney:smﬂungbut
phnderaﬁ:mBladcmmeyop:mmnmapmﬂd economywluchslmkesthe
very foundation of the Indian economy. With Modi?sdemonetisation move, all domestic
black money will either be deposited into the banks with heavy penalty or be simply
destroyed. |
2. Economy:
Dmﬂ:mmllhavealmgemﬂumdfeaonﬂwhﬂlmmmmyﬂw
clean-up of illegal cash will help turn around the econony. First, it will bring more

snsumrros (TTRONEE] 22001
SociaL GROWiW [— nut?:“-wnm:m
bmvwmgmﬂnudnqw. mmmmwkaﬂhmhﬂsm
product (GDP). Second, it will revive investment opportunities and give a filfip to
infrastructure and the manufacturing sector. Third, it will help reduce inferest rates and
lower income tax rate.
3. Note, Iunkpollﬂu
hhmwmhmﬂmﬁ*ﬁmmmmm&l-ﬂ
Uttarakhand, aneMmisla‘Modl?sdamnﬂSﬂhlmbmsaM
andawefurtbepohhcalpmtesmdpolmmfuwhmnblqunaiﬂmTh
pulling out of the old Rs 500 and Rs 1, Mmmcymmwﬁlhdpnuhum
process clean and transparent. But it has brought tough times for the political parties and
politicians who believe in the idea of purchasing votes in exchange fornotes.
4. Real estate cleansing:

Itis said that real estate is an industry built on black money. The extent of black
money floating around in the sector is huge. According to an estimate at least 40 per cent
of real estate transactions in Delhi-NCR are in black. Modi?sdemonetisation move will
curtail the flow of black money into the real estate sector. This will help in making the
much needed correction in the sector. The impact: An unexpected dip in land and property
prices.

5. Hawala transactions:

Demonetisation has crippled the hawala rackets. Hawala is a method of

transferring money without any actual money movement. Hawala route is used 85 ameans

« to facilitate money laundering and terror financing. Hawala rackets run again on black

money. With black money suddenly being wiped out of the market, thanks to
demonetisation, hawala operations have come to a grinding half. According to an India
Today report, one of the hawala operators in Mumbai has destroyed currency notes
waorth about Rs 500 crores.
6. Counterfeit currency:
Dmmmm.mumnmmﬂmmm-
operating both inside and outside the country. Counterfeit currency seriously devalues
the real worthof Indian currency. A study conducted by Indian Statistical Insttue, Kolkata
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ulﬂd\nwmwm“lnm Indian currency
mmmnh@mnh%hhm{m:mym
pﬁ:d&uﬂmmmm&omnmﬁmhﬁmm

nmmuhnumwummwmmmm
wotual figure could be much larger. !

7. Terrer fimancing:

Mhbwmm‘whhhmymnmﬂmgmh

“‘mmmmﬁd\nmmbm@nblm
-ﬂnnhpfmqﬁmmmw;mmumﬁmmmh
ﬂmummmm-ﬂmmmumm&ymmm
m‘%hmdmhﬁmmmﬂuﬁysﬂldm
Mmmdiw-shmﬁmdmmdm

8. Maoism :

MW@M'mmwm “undeclared financial
emergency”. There are reasons to it. Demonetisation has hut the Maoists and their
movemen: hard

Mnm-ist:ammeais;Amdmgnmaﬁanﬂmnnmge
' rmse Rs 300 10 Rs 400 crore annually through donations, levy and extortions. The
ihcit moncy 1s 2sed 1o purchase arms and ammunition, food and medicine and daily
esseatials, apart from distributing it among the ranks and the cadre. Police sources in
qummmumuumuwmddmg
mcam\n:h:mofovamm,owmumdrdmpsinthedm
Jangies of Odishs- Chattisgarh boarder ) !

§. Kashmir anrest:
mwm—mmmmm\-mqumammmm
mmmwmsmmmlmbmmhMumrm
mhdmmmmwmummmh
hﬂhlﬂnmmﬂybhmhwmmm
mmnwwmmmwmhwmmmuy
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According to intelligence estimate the
hwlmofhmm-l;‘lhw
leaders of North- East millitant outfits do not ive in the jungle. Thelr Bnglish spesking bigh
ranking leaders run operations from their dens in Myanmar, Bangiagesh s Nepal From
theye hydnmﬁh'mﬂm*hﬂ“bﬁ*w
militancy. With the extortion money stopped completely m the sbsence of casb mflow md

hawala operations coming to a complete halt, all activities of North-East militanss have
shuttered down.

The Short-Term Vs. The Longer-Term Implications
The&)ut&mhpc&hﬂhtﬁ“hm
nlmmeboldsmh‘kelyuﬂ:ﬁmdbyﬂlﬂﬁh.-ﬂh“_
’I'houghclarityisunbldhguntﬁc.mmdﬁm
umcﬁommﬁkdym&dmmmwm
including small trade market activities, will remain volatile in the shor-mem. Roadside
mmﬁmhmmhommwnﬂh
1,000 notes. Itis immmmmunﬁnmunmdhunm
iscmployedimti_tism\vt:khisﬁhdym be affected by immediate liqudity wses.
MWM@Mth“ﬂWh
the consumption pattems of the general populace. It is sstimaled that there will bea
mg&m@?hwhhmmam”a“hhm
term. However, quantum and degree of this impact cannot be ascertained at this tme.
The Langer-term mplications: This essentially represents a change i regimo for the real
mwmwmmumm.um-mu
disproportionately felt by the lower and upper income classes. 'nternationally the



e [IETRETINEY ISSN 22296190

Socw. ROWTH
G s © !v.uv.u-lmv-mnn@

m:::‘mwmwhummmmmmm»w
mmmunmymmﬂhp!ﬁmdmty Last,
though this move by the government may not be a first, having being tried by earlier
govemments as & tool to fight corruption. Such an action achieves larger significance for
& globally connected India as it shows boldness in tackling an issue which has remained a
thom in the growth sucoess story of this generation. £
, &

Ifﬂ:emydmppe-s.-mehoudmwuldwﬁkembemmﬂ:m
uhp‘h.hemmywiﬂnubu&&ahoﬂnhmd:ﬁnmyﬁnkﬂsmmlm
econamy it could have a meaningful impact. However experiences from different countries
shows that the move was one of the series that failed to fix a debt-burdened and
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