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Abstract: Demonetization refers to change of currency by a government to curb illegal activities and 

transactions. India initiated its controversial plan of demonetization on 8th Nov 2016, by making the Rs 500 / 1000 

notes not as legal tender. Through this momentous move the Indian Government tried to tackle four key issues: 

undesirable upsurge of black money, corruption, fake currency circulation and funding of terrorist activities in the 

country. Demonetization is necessary whenever there is a change of national currency. This research paper aims to 

help in carrying out the survey of impact of demonetization in different sectors. In this paper, we are taking a look at 

how demonetization will impact the top sectors of nation’s economy. The impact of Demonetization can be said as a 

„Surgical Strike‟ on Black Money, Terrorism, Fake Currency, Unorganized trading, Real Estate, Share market etc. on 

the other hand if we talk about the Indian industry on a broader way it can be categories in three parts Manufacturing 

sector, Service sector and Agriculture sectoretization will be felt in different sectors with differing intensities and 

across varied time areas. It had a greater significant and immediate impact is effected on every citizen. 
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Objective of the Study:  

 To study the sector wise impact of demonetization
 To find out its impact on the economy as a whole



Research Methodology:
The data was collected from secondary source of information. The paper also took help of Secondary 

data like various newspapers, journals and online data base. The collected data was analyzed, was 

interpreted to draw conclusions keeping in mind the set objectives of the study.

 

INTRODUCTION 

 
In 2016, the Indian government decided to demonetize the 500 and 1000 rupee notes, the two biggest demonetization 

notes. These notes accounted for 86% of the country cash supply. The government goal was to eradicate counterfeit 

currency, fight tax evasion. Eliminate black money gotten from money laundering and terrorist financing activities, and 

promote a cashless economy. Demonetization is the process in which a particular currency or valuable mineral tender 

degraded as a legal tender. This happens when a certain currency of origin, or when a newer currency comes into 

circulation. There are multiple reasons why nations demonetize their local units of currency. Some reasons include 

combating inflation, to combat corruption, and to discourage a cash system. The process of demonetization involves either 

introducing new notes or coins of the same currency or completely replacing the old currency with new currency. India has 

witnessed demonetization at two earlier instances i.e. January 1946 and January 1978. During the first demonetization in 

Jan 1946, Rs. 1000 and Rs. 10000 notes were demonetized. Whereas in January 1978, an ordinance was promulgated in 

order to phase out the notes of denomination rupees thousand, two thousand and ten thousand notes. 
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The first demonetization related to conversion whereas the second was termed as cumulating. Hence, it can be 

said that the change of currency is not new in the economic history of India. It can be understood that all the 

three instances had a common goal - curb the circulation of black money and keep the illegal activities at bay. 

 

REASONS OF DEMONETIZATION 

 

• To promote a Cashless economy  
• To eradicate counterfeit currency  
• Eliminate black money  
• To combat corruption  
• To combat inflation  
• Crackdown on terrorism and Naxalism  
• To promote a cashless economy. 

 

What doesn’t it do?  
Demonetization does not cut corruption as has been touted. What it does is to make the stock of 

unaccounted money illegitimate. That stock could have been built up by anybody or any institution 

through money laundering, tax evasion or any other means. All the currency notes they hold which has 

been demonetized become useless piece of paper, since their value as promissory note is stripped away. 

So demonetization does not promise there will be no future corruption or other illegality. 

 

But that is not the whole story. By inflicting a cost on those who have committed illegality so far, 

demonetization cripples their ability to engage in future corruption or undertake generation of black 

money. (It is fairly probable that the greatest incentive for doing crime with currency is with those who 

were engaged in it at present). The costs for these people or organizations become much higher. 

 

So, demonetization has an indirect but powerful impact on future corrupt practices with respect to currency. 

 

Impact on Economy  
The immediate effect of demonetization of economy would probably be short-lived. However, the long term effect will drive 

the Indian economy to new areas of growth in the coming times with its impact not just only on black money, terrorism and 

corruption but also in improving tax compliance, better fiscal balance and lowering inflation. Though the contraction in GDP 

by 0.5% cannot be ruled out due to fall in economic activity, growth in demand will start gaining momentum once the 

economy moves out of the transition stage of demonetization to demonetization. To understand the effects of these 

dimensions, it is important to first understand what is it that cash does in the economy? There are broadly four kinds of 

transactions in the economy: accounted transactions, unaccounted transactions, those that belong to the informal sector 

and illegal transactions. The first two categories relate to whether transactions and the corresponding incomes are reported 

for tax purposes or not. The third category would consist largely of agents who earn incomes below the exemption 

threshold and therefore do not have any tax liabilities. The uses that cash is put to for these various segments of the 

economy can be summarized in the form of Table 1. Finally, there would be demand for cash for illegal purposes like bribes 

in elections, spending over sanctioned limits, dealings in crime and corruption. 

 
The following are detailed sector – wise short to medium term analysis of demonetization on various 

sectors. Banking sector: Banks are the back bone of this entire process and also the biggest beneficiaries. Post 

complete exchange of currencies, banks should benefit from higher deposits and transaction volumes, lower cash 

handling costs and greater acceptance of digital channels. There are likely to be secondary benefits for the 

insurance, asset/wealth management companies through higher financial savings. While the Nifty closed 1.31% 

down, Bank Nifty closed higher by 0.09% giving a confirmation of the same. With demonization, more people are 

depositing money into the banks. This means the banks have more liquid funds and more money to lend. 
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Many banks have also slashed their deposit rates including SBI, ICICI Bank, HDFC Bank. Canara Bank, ICICI Bank 

and HDFC Bank have cut their fixed deposit rates by up to 1%. State Bank of India cut their fixed deposit interest 

rates by 0.15% on select maturities. HDFC Bank and ICICI Bank have cut their deposit by up to 0.25%. United Bank 

of India has slashed their rates by 1% only on the short-term deposits. In the banking world, when deposit rates are 

cut, it generally means the lending rates will also be slashed down. Since banks are paying lower deposit rates to 

customers, this allows them room to charge lesser on loans. Once interest rates come down, this would translate into 

a lower EMI. The timeframe for loan rates to come down could take anywhere between 3 months and 6 months. 

 
Construction – Construction sector is severely impacted as majority of the respondents (74%) responded that 

demonetization has led to lower collections in the form of customer advances as projects in early stages of 

construction are mostly dependent on these advances for construction progress and debt servicing. The 

demonetization drive has majorly impacted the fate of the unskilled workforce in the construction sector as the 

sector absorbs maximum of the unskilled workforce after the agriculture sector. And these workers are working 

majorly on the daily wages in many of the construction activities in the country. 

 
Consumer Durables: The market for white/brown goods operates 70-80% on cash, thereby affecting volumes due to cash 

shortage after demonetization. Consumer durables – White Goods, FMCG, etc. had a near-term negative outlook as 

consumers‟ cutback on discretionary spending. Significant number of sales that happened through cash in these sectors 

had a negative impact. The traditional trade wholesalers and kirana stores in the unorganized sector suffered losses and 

had to opt for cashless transactions through digital wallets or card swipe. However, in the organized sector customers 

shopped where cashless transactions could be made and purchased daily needs and essential products. Demonetization 

has pushed both companies and customers to the Digital India regime of switching to Cashless platforms. As the demand 

improves the effect of demonetization will become neutral. Makers of durable goods are also in the process of launching 

new schemes to tempt consumers to go cashless. Some of them are giving offers and promotions such as waiver of 

processing fees and installment schemes with delayed start of payments on buying of consumer durable products. 

 
Agriculture: The short term impact of demonetization was feared that sowed acreage would be reduced for want of 

enough seeds in time and could highly impact production in 2016-17.Cash is the primary transaction mode in the 

sector and in agricultural dependent states like Uttar Pradesh, Punjab, Madhya Pradesh, Maharashtra, Kerala, 

Odisha and Gujarat where cooperative banks extend finance to farmers during the sowing season, were debarred to 

take deposits or exchange the demonetized currency. Credit demand became high as sale, marketing, transport, and 

distribution of ready produce to wholesale centers or mandis, is dominantly cash dependent. The most affected were 

the marginalized farmers having negligible landholdings. These strata faced problems from sending the yield to the 

desired places, to buying seeds, tools, fertilizers with a reduction of circulation of cash in the rural areas. Moreover 

this is the segment of society that is not socially connected and is completely depend on credit system. Thus, they 

were the worried lot that their „kharif crop‟ would perish for want of buyers without any cash in hand. 

 

Gems & Jewellery – Majority of the respondents (65%) reported that the impact of demonetization on Gems & 

Jewellery sector is quiet high since cash payment is the significant mode of payment for purchasing jewellery 

by the substantial portion of the customers. The sector is impacted because people are not able to fulfill their 

daily needs It is estimated that the domestic demand for gems and jewellery is expected to be muted in the 

near to medium term with the smaller jewellery retailers in the unorganized sector being the most impacted. 

 
Political Impact BJP will gain tremendously, Midi’s portrait could replace Gandhi’s portrait in coming time on the walls of 

the government offices. All parties will join hands to paint the demonetization scheme as a big scam. Normal life may be 

impacted because of demonetizations. BJP may do reasonably well in U.P.elections. No cash doles out in election. 
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Automobile: After Demonetization, there was dip in BSE auto index of 2.5 percent on December 10, 2016. It is 

because, the potential buyer make their down payment in cash component in small cars segment, whereas if we see 

the two wheeler industry majority of buyers make payment in cash as there is a limited scope of loan/financial need 

the demand of 2 wheeler has decreases by 40% to 50% because of non availability of cash into the market. If we 

look into the tier 2 cities buyers generally prefer cash to buy the vehicles, so there is hit into the sale of 2 wheeler and 

4 wheeler industry. If we see the used car industry it is badly hit by this decision in short term as this industry is 

dependent on cash component and limited cash supply has given negative impact on this industry. 

 
Real Estate: The real estate sector since long considered a safe haven for black money showed poor performance with 

developers reporting 50% drop in sales in the last three months. Genuine buyers are pinning their hopes on property prices 

falling and interest rates further being reduced post demonetization. Since buying or selling a property in the secondary 

market is dependent on liquid cash, it is the hardest hit where sales have virtually dried up. Although agents are optimistic, 

they say in future the property rates will become more affordable and more customers will be seen in the market as 

demonetization, along with the new Real Estate Regulatory Act and the Benami Properties Act, would help in eradicating 

the practice of parking black money in real estate to a great extent and improve the industry's image. The real estate 

market in long term may see decrease in speculative buying and selling, an increase in transparency, payments through 

banking systems and price corrections will lead to genuine buyers entering the market. The market will witness an 

expansion in demand of affordable real estate driving growth in the sector. 

 

Impact of demonetization on FMCG industry (Economictimes 24 dec. 2016) FMCC industry had gone down 

by 1-1.5% or Rs 3,840 crore in November, compared to October. The purchase in November had gone down 

by 6.4% compared to October. Purchase of personal care items such as toilet soaps, toothpaste and shampoo 

had seen the greatest fall by retailers. According to consumer point of view, one out of five housewives had 

reduced spending by 50% or more. They had cut spends across categories for impulse categories such as 

biscuits, salty snacks compared to everyday essentials like atta, rice, pulse, sugar. 

 
Impact on Online Transactions and Option Methods of Installment With money exchanges confronting a 

decrease, elective types of installment will see a surge sought after. Advanced exchange frameworks, E wallets and 

applications, online exchanges utilizing E saving money, use of Plastic cash (Debit and Credit Cards), and so forth 

will see considerable increments popular. This ought to in the long run prompt to fortifying of such frameworks and 

the foundations required. Bank Deposit Rates to Soften: We can expect a lot of trade out dissemination to be brought 

inside the domain of the formal keeping money framework by method for stores. This is basically positive for banks, 

as a component of this money gets kept as present record and investment account (CASA) stores, diminishing banks 

reliance on higher cost acquiring. Store organization remains a test in the short to medium term because of the 

current lukewarm interest for credit, in this way pushing store rates lower. 

 
Travel and Hospitality Industry: Travel and Hospitality industry faced a tough time since most of the pay-in-cash-only 

clientele either changed their travel destinations from International to domestic tourism or cancelled their bookings 

altogether. Most of the hotels showed a drop of 60% in hotel bookings. The wealthy and luxury travelers trimmed their 

budgets due to cash crunch. Weddings were called off or post phoned, sometimes destinations were changed so leisure 

segments like hotel banquets and high-end restaurants felt the pinch on cancellations. Consumers often shifted 

preferences from fine dining restaurants to fast food eateries. Associated Chambers of Commerce & Industry of India 

[ASSOCHAM] has reported a 65 percent drop in Christmas and New Year vacation bookings in 2016. International tourism 

also dropped by 45%. Hence the travel and tourism industry was adversely affected by this initiative. 
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CONCLUSION 

 

Demonetization is a deep psychological strike on Black Money. The move was also described as an effort to reduce 

corruption, the use of drugs and smuggling. This decision was considered as biggest cleanliness drive against the black 

money in the history of Indian Economy and we might move towards digital economy. Demonetization seeks to bring in a 

sharp, sudden but long lasting behavior change that encourages electronic payments. Demonetization is advantageous in 

short, medium and long term. Moreover, there has been an immediate slump in growth rate among the various sectors, but 

in the long term, demonetization will bear fruitful benefits in context to the growth of the Indian economy. 
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