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Postmath of demonetisation on banking weotoy

Selvanatehlyar, i’ and Feancin Merey N.M,
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Abstract
The biswest cleanliness drive againat the black money in the hintory of
v b Y 1

Indian Kconomy was announced by government of India in the fame of
demonetization on the eve of 8" November 2016, the date remembered py Elery
Indian. Demonetization s the act of diventing a currency unit of tn ntatun gy /“h’l;!
tender, and in some cases replacing it with new currency units, Oup Indign
Government took the bold step, on 8™ Novenitber 2016, of (natantly atripping he
500 and 1000 - Rupee currency notea of their atatun an legal tender (thee Nolen
constituted over 86 per cent of the currency in circulation), The reanonn give
included the curbing of the hoarding of ‘Wlack money', the elimination of
counterfeit currency, the reduction in crown-border terrorint incurntonn, the
enhancement of the digital economy; and the inducemaent of more of the population

in to the formal, taxable economic grid.

Koy words: Demonetization, Black Money, Indian Economy, Digital Eiconomy

l. Introduction

Demonotization is the act of divesting a curroncy unit of its status as logal
tender, and in somo casos roplacing it with now curroncy units, Our Indinn
Government took the bold step, on 8th Novomber 2016, of inatantly stripping the
500 and 1000 = Rupeo currency notos of their status as logal tender (theso notes
constituted over 86 per cont of the currency in circulation). The reasons frlven

included the curbing of the hoarding of *black money’, the olimination of counterfoit
ancement of

1 in to the
joclared

currency, the reduction in cross-bordor terrorist incursions, the enh
the digital economy, and the inducoment of more of the populatior
formal, taxable economic grid. The Primo Ministor, Mr, Narondra Modi ¢
demonetization with now currency units of 500 and 2000-Rupeo d(mumhmtiom. |
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ﬁmmcinl history. The effects on businesses and financial institutions have al
$ f also

peen pronounced.
e B population of over 1.3 billion people, has the potential to

pecome & leader among the innovative economies of the world-particularly in the

knowledge intensive fields of science and technology. Over 95 percent of all

transactions in India are conducted in the form of cash. Demonetization clearly
made an immediate impact on many areas of the economy. Businesses shut

down, farmers couldn’t buy seeds, taxi and rickshaw drivers didn’t have any way
to receive payments, employers had no way to pay their employees, fisherman
watched their catch wither up and rot, common people had difficulty in buying

food, and wedding throughout the country were cancelled. Farmers were unable

to sell recently-harvested crops, or purchase seeds for the upcoming winter

season. Thus prices crashed and wages fell

The effects have been felt in both the formal and informal economies.
sation, it quickly became apparent that the
tion, owing to the unavailability of the new
hat could be exchanged over the
s was increased to

After the announcement of Demoneti

banks were unprepared for the transi

notes. Initially the amount of defunct currency t

as set at 4000 Rupees; five days later thi

counter at banks w
e-counter exchanges ceased

4500 Rupees; in late November 2016 over-th
altogether. The situation was complicated by the fact that the Reserve Bank of

India introduced different rules for District Central Cooperative Banks and
Primary Agricultural Credit Societies, nstitution used by

the rural population.
One of the aims of demonetization was the acceleration of the digital
economy. It is interested to note that in November and December 2016, there

was, according to the Reserve Bank of India (RBI) a marked increase in digital
payments-particularly point-of-sale (POS) card transaction. This monumental
financial measure made a deep social impact. The present study portrayed the

effect of demonetization on banking sector.

two primary financial 1
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nonmbam.:% address many of the country’s figea] issues, gi

%E.a :.mammnao: are recorded, all payments will be moni tored msw. since all
eleC ime. Thus, reducing the risks of tax evasion and money laund .Eonmmwcm
0™ giminishing the costs of maintaining the infrastructures on MMMM“ not to
lies. Indeed switching to a digital payment ecosystem, Bgmavwwmn
aditional banking system, can , over time, not only reduce mum:n“
jon, but can increase tax revenue from a more diverse workforce. An
. ave.gun consideration for realising these goals and reaping the benefits is the
”_mm 4 for investment in a reliable telecoms network, and the provision of the
op slation with inexpensive, easy-to-use means of effecting digital payments.
Eyen though demonetisation move created adverse short term policy impact, the

real impact :
Emw&bgm juncture one cannot precisely conclude whether demonetization is a

failure O success.

of demonetization must be assured in the medium or long term. At
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