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Editorial

Editorial

The 2016 episode of Demonetization of high end currency notes in India
has steered many discussions and debates in the public domain. Many research
papers have appeared in the reputed Journals as well as newspapers analyzing
its impact. It is already more than a year since announcement of demonetization
in November 2016 and this constitutes the most ideal time to analyze its short
term impacts, likely impact of it in the long run, cost and benefits of demonetization etc. which would have greater policy implications. The present issue of “Aarthika Charche’ specially concentrates on these aspects.
Following upon the success of third edition of “Aarthika Charche” which was a
special issue on GST, FPI steps in with another definitive collection of articles on
the issue of Demonetization. Well reputed academicians as well as bureaucrats have
contributed to the present issue. Each article has been included after a very careful
editorial process. All the reviewers and staff associated with different aspects of the
Journal deserve sincere appreciation for their time, patience and diligence in appraising
the contributors. We would like to thank Shri. I. S. N. Prasad, IAS, Chairperson, Governing
Council, FPI and Additional Chief Secretary to Government of Karnataka, Finance
Department for his encouragement and support during the entire process of publication.
										 P. Usha
Director (i/c), FPI

With the success of third edition of ‘Aarthika Charche’, which was topical by focusing on
GST, we chose to have ‘demonetization’ to be the theme of the present edition. Demonetization
is such a big-bang reform that nobody in this country remains unimpacted by it. Though
reams of newsprints, trig bites of digital space and scores of hours of electronic media have been
spent on demonetization, by its sheer magnitude and reach, it still begs to be looked at it in a
proper perspective. Seven out of eight well- researched articles, authored by eminent economists,
academicians and public servants, throw light on different aspects of demonetization. One article
is on the influence of interest groups on ever volatile sector of petroleum industry. We presume
that these articles will immensely contribute to the existing debate on demonetization and it would
really help in looking at demonetization in a perspective.
The present issue also provides a brief view of recent research works undertaken at Fiscal Policy
Institute. The domain of research work at FPI is vast, covering various aspects like ‘Prices of Agriculture
Commodities in Karnataka’, ‘Impact of Fiscal Rules on State Finances’, ‘Comparative Analysis of
BRICS’s Fiscal Indicators’, and ‘Analysis on Estimated vis-a-vis Declared Consumption of Iron and Steel
Commodity in Karnataka’ which may perhaps help many researchers and students of Economics and
Public Finance.
Subraya M Hegde
Editor- in- Chief
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Abstract

The experiment of demonetization of November 8, 2016 was
indeed unique in the economic history of the world. It has
changed the way India undertakes business. The government
needs to persist with its efforts in curbing unaccounted money
through digitization, financial literacy and encouraging higher
tax compliance.

I

n India, the recent and unique experiment with
demonetization of November 8, 2016 has established that
the Central Government is serious about tackling the menace
of corruption. But the amount of demonetized notes which
have subsequently returned to the RBI strongly demonstrate
that corruption is rampant in the economy. India was ranked 79
on Corruption Perception Index and 100 on the Ease of Doing
Business while countries like Cyprus, Greece and Rwanda are
ranked better than India. The eradication of corruption is not only
a social necessity but has strong economic rationale. To create an
environment of conducive growth and ensure ease of doing business,
corruption has to be specially addressed in the interest of our young
demographic population. Hence, there is need for a carefully crafted
strategy to address the scourge of corruption.

Initially, broadly, demonetization of high currency notes had a twofold objective – first, choking the funding channels of militancy and
terrorism from across the border and to fight corruption. Since then,
Mr. K K Sharma, IPoS is along with its continuing focus on corruption, government has placed
General Manager, Centre emphasis on digitizing India.
for Excellence in
Technology, Mysore.
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The exercise of demonetization was carefully
crafted as observed by the Prime Minister in his
televised talk on November 8, 2016 where he
mentioned about completion of festive season and
need for strong measures to defend India from
menace of counterfeit notes and corruption. The
government, given the constitutional provision
of right to life, permitted use of old notes in
government hospitals for medical treatment and
buying medicine with doctor’s prescription, and
making payments for milk and utility bills. To
ensure convenience and freedom of travel within
the country, tickets for railway, bus and air travel
were permitted with old notes, and toll on highways
was exempted. Similarly, grace period was offered
on purchase of petrol, diesel, and gas and LPG
gas cylinders for cooking. To ensure comfortable
international travel, use/exchange of old notes
at international airports was also permitted. In
view of sowing season, old notes were permitted
to be used for purchase of seeds. For general
convenience, payment of school fees as well as
provisions for marriage functions were also made.
The Post Offices which have a larger presence in
rural areas as compared to the commercial banks
were also permitted to exchange old notes.
This paper focuses on understanding the
economy since demonetization of 2016. The paper
tries to evaluate major fiscal and monetary variables
and their trends pre - and post-demonetization
along with an analysis of sectoral performance
of the economy during the period. The paper is
organized in following sections after Introduction.
Section 2 contains a brief review of literature in
the area. In Section 3, need for demonetization is
discussed followed by analysis of data in Section
4. Finally, conclusions and recommendations are
presented in Section 5.
Section 2: Review of Literature – Select Studies
In a short span of one year, several studies have
been conducted on policy related to demonetization.
Vaidyanathan (2017) focuses on historical analysis

6

and estimation of unaccounted economy in India.
The macroeconomic analysis and implication
of demonetization on sectoral performance has
been undertaken by Rai (2017), and Sijariya and
Sharma (2017). Reddy (2017) focuses on a multi
fold perspective of Demonetization in terms of
politics, gold, bank transactions, cash and liquidity,
and impact of the policy on RBI. A study by RBI
(2017) analyzed and concluded that impact of
demonetization on GVA growth was modest. On
basis of examining the policy objective-wise,
its implication on corruption and the impact of
corruption on common citizens is discussed in
Desai (2017); its implication on the cash economy
in terms of its success towards a less-cash economy
linking through the progress in formalization and
tax compliance have been dealt by Jain (2017)
while Maiti (2017) observes it in terms of progress
of electronic transactions. Singh and Roy (2017)
argue that demonetization increased bank deposits,
which if sustained, could have favorable impact
on financial savings and their channelization to
capital markets. Dhingra (2017) observes that
demonetization is a powerful instrument of state
policy that works like a divine ‘Brahmastra’ and
needs to be used with utmost care and caution. On
similar grounds, Singh (2017) also highlights the
seriousness of situation in India regarding black
economy and need for demonetization. Sijariya
and Sharma (2017) observe a mixed impact
of demonetization on textile industry focusing
primarily on the MSMEs where, on one hand
they had loss in production and income, while
on the other hand, the policy made them to open
bank accounts and switch to formal and digital
transaction modes.
Section 3: Need for Demonetization
The total currency in circulation as on end
March 31, 2016 was Rs. 16,415 billion of which
notes of Rs.1,000 denomination accounted for 38.6
per cent (Rs.6,326 billion) and Rs.500 accounted
for 47.8 per cent (Rs.7,854 billion). The share of
Rs.500 has been increasing over the years, from
4.1 per cent on March 31, 1990 to 47.8 per cent on
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March 31, 2016. Similarly, the share of Rs.1,000
note had increased from 1.7 per cent in 2001 to
38.6 per cent in 2016. Additionally, the size of
demonetized currency as a percentage of GDP
stood at 11.5 percent in 2016 increasing nearly
threefold from 2.8 percent in 2001.
India, a Tax Non-Compliant Society
In India, tax to GDP ratio at 18 percent, is
nearly half of that of advanced countries (Chart
1). The low tax to GDP ratio is mainly because
India remains a tax non-compliant society as

number of income tax payers have been generally
low (Tables 1a and b).2 In a population of 1.2
billion, there are just about 37 million people filing
individual tax returns. Still interestingly, of the
56 million informal sector individual enterprises,
only 18 million file returns. And, of the 1.4 million
registered companies only 0.6 million file returns
while companies showing profit of more than Rs.
1 crore are just about 36,448. All this in a country
which has large market for luxury villas and cars,
ever rising gold demand, booming stock market
and a large number of high net worth individuals.

Chart 1: All India-Tax Revenue (as percentage of GDP)

Source: RBI, Database on Indian Economy.
Section 4: Progress after Demonetization
Economic implications of demonetization
on macroeconomic variables are difficult to
predict and quantify in absence of qualitative and
quantitative data. However, a general trend can be
discussed. The agriculture sector generally works
on credit, and is mainly cash-rich during harvest,
when financial accounts are settled in rural areas.
Therefore, sowing was not impacted by a short-term
cash crunch. Similarly, large industry is dependent

on the banking sector so the benefits from progress
in digitalization hold greater value than the level
of transient disruptions caused from cash-crunch.
In terms of long run, the banks are now flushed
with funds and will be able to lend to market at
lower rates of interact, and create a credit cycle,
encouraging growth. The MSME sector which is
generally constrained due to financial resources
could benefit with increased funds with banking
sector.

2 It is now widely recognized that unaccounted money is a menace and strict measures are justified to address the issue.
In fact, there has been precedence of demonetization in 1946 and 1978. Similarly, Government has regularly been announcing amnesty
schemes for tax evaders, since 1951 - 8 of them had been announced until 2016.
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Table 1.a: India - A Tax Non-Compliant Society
Numbers
1.

Person Engaged in Organized Sector (million)

42

2.

Individuals filing return for Salary Income (million)

17

1.

Informal sector Individual Enterprises (million)

56

2.

Number of Returns Filed (million)

18

1.

Companies Registered (million)

1.4

2.

Companies filed Return (million)

0.6

3.

Companies declaring Zero Income or Losses (million)

0.3

4.

Companies declaring Profit < Rs. 1o million (million)

0.3

5.

Companies showing Profit between Rs. 10 < 100 million

28,667

6.

Companies showing profit of more than Rs. 100 million

7,781

Source: Union Budget speech – 2017-18.
Table 1.b: India- A Tax Non-Compliant Society
Numbers (million)
Individual Tax Return

37

Below Exemption Limit

9.9

Income between Rs.2.5 – 5 lakh

19

Income between Rs. 5 – 10 lakh

5.2

Above Rs. 10 lakh

2.4

Income above Rs. 5 lakh
of which Salaried class

7.6
5.6

Above Rs. 50 lakh

0.2

Source: Union Budget speech – 2017-18.
Total output of the country can also be
measured by understanding consumption,
investment, government expenditure and net
exports. As consumption is mainly dependent on
income, current and from existing wealth, and
income didn’t change much with demonetization,
consumption expenditure is not likely to change
though it got postponed temporarily. Similarly,
investment is mainly a function of interest rates

and since demonetization resulted in lower interest
rates, eventually there will be a boost in investment.
Government expenditure was expected to increase
with higher dividends from banks and the RBI.
The output in the country is a function of available
labor, capital and technology and it generally does
not fluctuate widely in short run. Further, with
larger amount of liquidity in the system, relative
to output, inflationary pressures could increase,
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leading to currency depreciation and higher exports
while discouraging imports. Thus, according to
economic logic, demonetization should not lead to
any significant deterioration in growth in medium
to long run, though, in the short run, there could be
some disruption.
In fact, after a stagnant growth for two
consecutive quarters since demonetization, the
GVA has started showing improvement at 6.1
percent for the second quarter of current year
(Tables 2 and 3).

The impact on surplus of the RBI transferred
to the Government declined from Rs. 658.76
billion in 2015-16 to Rs. 306.59 billion in
2016-17. The amount of excess liquidity resulting
from increased deposits in the banking system
prompted increased intervention/impounding
through MSS, implying higher costs. Further, with
increased deposits, burden of interest payment
increased for the commercial banks while there
was a slower increase in credit offtake. However,
amount of currency with the public has yet not
recovered to pre-November position (Chart 2).

Table 2: Trend Comparison of Macro Variable and Currency with the Public
2016

Macro Variables

2017

Q1

Q2

Q3

Q4

Q1

Q2

6.4

1.0

-32.3

-6.1

31.5

6.2

GVA at basic Price

7.6

6.8

6.7

5.6

5.6

6.1

Consumption (Private Final Consumption Expenditure)

53.6

53.8

58.6

57.3 54.0

53.9

Investment (Gross Fixed Capital Formation)

31.0

29.4

29.5

28.5 29.8

28.9

Government (Government Final Consumption
Expenditure)

11.3

12.8

10.6

9.4

12.6

12.5

Net Exports

-0.9

-0.8

-0.7

-0.3

-3.2

-2.1

Currency with the Public- Quarterly Growth Rate
Rates of GDP (%)

Percentage change over previous year
Agriculture

2.5

4.1

6.9

5.2

2.3

1.7

Manufacturing

10.7

7.7

8.2

5.3

1.2

7.0

Electricity, gas ,water supply& other utility services

10.3

5.1

7.4

6.1

7.0

7.6

Construction

3.1

4.3

3.4

-3.7

2.0

2.6

Trade, hotels, transport, communication and services
related to broadcasting

8.9

7.7

8.3

6.5

11.1

9.9

Financial, insurance, real estate & professional services

9.4

7.0

3.3

2.2

6.4

5.7

Public administration, defense and Other Services

8.6

9.5

10.3

17.0

9.5

6.0

Source: RBI Bulletin and MOSPI, GOI.

-46.3
5.1
-4.6
-7.0
-3.7
-1.8
4.7
-3.8
-8.9
-9.5
-1.3

Currency with Public

Mining

Manufacturing

Electricity

General

Primary goods

Capital goods

Intermediate
goods

Infrastructure/
construction
goods

Consumer
durables

Consumer nondurables
9.0

-1.3

10.6

3.6

-1.4

5.4

5.0

2.1

4.9

7.4

-14.1

Dec16

Source: RBI Bulletin and MOSPI, GOI.

IIP-Use
based

IIP
Sectoral

Nov-16

Trend Comparison

5.5

-0.1

2.3

1.6

1.5

-1.1

1.2

0.8

1.4

0.3

16.4

Jan17

-1.4

-1.1

-4.7

-2.6

3.1

-5.6

-3.2

-6.3

-2.8

-3.4

16.6

Feb17

-0.8

11.1

10.6

11.1

32.2

15.0

11.7

13.6

10.9

15.6

14.1

Mar17

-8.8

-6.6

-7.7

-10.8

-34.0

-12.1

-11.9

1.8

-11.6

-22.6

9.5

Apr17

14.1

4.5

4.5

3.1

12.1

4.7

6.4

5.0

7.1

2.9

6.3

May17

-9.0

-6.0

-0.5

-2.7

0.1

-4.6

-4.4

-6.8

-4.2

-3.1

2.8

Jun17

-0.4

-1.7

-5.0

0.9

-3.5

-0.6

-1.2

3.1

-1.0

-6.2

1.2

Jul17

3.1

9.9

3.7

1.3

3.5

1.8

3.2

2.3

3.9

0.1

1.4

Aug17

3.6

1.5

-2.3

0.7

6.6

-0.7

0.8

-3.2

1.1

2.3

0.5

Sep17

-3.7

-7.0

4.9

-1.1

-6.0

4.4

-0.1

-0.5

-1.0

7.1

3.5

Oct17

(Rate of change over previous month)

Table 3: Trend Comparison of Index of Industrial Production and Currency with the Public
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Chart 2: Currency with the Public since Demonetization

Source: RBI, Monthly Bulletin and Weekly Statistical Supplement.
The trend in use of E-Money is mixed. The
usage of prepaid instruments, and cards has
increased while transactions through mobile
banking has declined recently (Chart 3).
Section 5: Conclusion and Recommendations
Corruption is amongst major factors that
lead to increase in unaccounted money. To stem
unaccounted money, both stock and flow have to be
addressed. The recent demonetization has only hit
the stock of unaccounted wealth kept exclusively
in form of currency but that held in other assets,
difficult to identify, like gold, landed property, etc.
have yet to be addressed. However, the flow, to
curb regular accumulation of more unaccounted
money, also needs to be addressed. Amendments to
Benami Transactions Act is that one step but there
are several other areas where the governments
have to take initiative including careful assessment
of income from agriculture, property valuation for
stamp duty, health care pricing and business of
private education. That can be done in two ways –
First, instituting mechanisms that mandate record
keeping as GST would require, and implementing
digitization. Second, incentivizing tax compliance
in general but a strong punitive and demonstrative
deterrent for those caught while generating black
money.

Money serves the purpose of conducting
transactions and meeting emergency situations.
The main purpose of holding money is liquidity for
transaction purposes, and returns. In most cases,
banking products are designed for middle income
salaried class in the formal sector. In contrast,
the flow of income of people in informal sector
is different. In India, especially in rural areas and
informal sector, because of lack of appropriate
financial instruments, people prefer to keep savings
in cash. Therefore, the Government has to consider
devising suitable financial instruments to cater to
need of small investors. Otherwise, such money
would find outlet in gold, land, other property, chit
funds and even hoarding of cash.
To help people hold cash to meet emergency
requirements, banks could consider providing
option of instruments like traveler’s cheque with
high denomination values to individuals, with
provision of endorsement of transfer only once,
after which it comes back to issuing commercial
bank. There can be many other ways to consider
restraining creation and hoarding of unaccounted
money in cash. Illustratively, high denomination
notes could implicitly have automatic expiry date
after shelf life of, say two years, monitored by
RBI, or there should be regular purging of existing
notes.
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Chart 3: Digital Transaction since Demonetization

Source: RBI Bulletin
Though challenging, digitization can lead
to curbing corruption and leaving an electronic
trail but a number of factors need to be taken
into consideration. In India, only 75 per cent of
population is literate, with English language literacy
of less than 15 per cent. Similarly, with poverty
rate of nearly 30 per cent, elderly population of

nearly 9 per cent, and only 30 per cent of females
in formally paid labour force, digitization will
have to be carefully strategized. The Government,
in addition to various initiatives, could consider
making a beginning, by permitting discounts rather
than levying additional cost on transactions settled
through use of plastic money.
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Digital transactions can be made attractive
but successful transactions have to be guaranteed
at all times. This implies that better connectivity
for seamless transfer of funds is essential for every
transaction. With the increase in digitized payment
system, the incidence of frauds etc would go up
which require a strong preventive mechanism in
place to resolve and help innocent users losing
their money. This will increase even low value
transaction through digital channels leading to
mass adoption of technology like BHIM, UPI, etc.
Regarding ways to curb unaccounted money
and encourage digital transaction, following
suggestions can also be considered:3
•

Replacing higher denomination notes of Rs.
2000 and Rs. 500 with Rs. 100 and Rs. 50 done
in a phased manner. This would make storage
and carrying of cash uncomfortable, thereby
nudging people to adopt digital modes.

•

To prevent people from withdrawing cash and
encouraging them to prefer a digital transaction,
government could consider levying a service
charge on cash withdrawal.

•

Making digital transactions through banking
free for all.

Similarly, one alternative is to have smart
wallet which holds cash, and can be anonymously
used for transactions by the holder. It is an
electronic version of gift coupons or vouchers that
can be used in the market place through point of
sales machine.4
The government needs to consider on extensive
drive on financial literacy, discussing about
harmful impact of unaccounted money – ranging
from national loss to personal loss in terms of lack
of jobs and poor health facilities. In fact, agenda
for higher tax compliance should become part of
school and college curriculum.

Finally, there are still a few issues that need to
be considered by policy makers. First, is the Indian
population ready for corruption-free economic
and financial transactions? To illustrate, how
many Indians would be comfortable in transacting
cashless business with jewelers, especially during
wedding seasons and festivals. There is, therefore,
an important role for social media, entertainment
industry and religious institutions to help inculcate
habits for tax compliance.
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Book Review: An Alternative Philosophy of Development: From Economism to Human Well-being,
by B. P. Mathur, London: Routledge, 2017
The idea of development has widely been
experimented around the world since the ColdWar period. Its journey began with the hegemonic
Western capitalist idea to attain surplus through
economic growth, which was debated extensively
by the structuralist school of development across the
Third World nations. Capitalist idea of development
over time has brought in alarming challenges of
denial and deprivation; and the critical approaches
of this idea increasingly explore the importance of
various non-economic factors in the development
theory. ‘Humanistic approach’ and subsequently,
inclusive development became the need of the hour
since an alarming number of people were being
marginalized, uprooted and denied their basic
rights. This has provided the space to revisit and
broaden the idea of development with justice as
a result of which the right-based approach attains
significance.
Scholars like Stiglitz started inquiring about an
institutional mechanism and policy intervention by
giving right to the people to access the resources at
various levels. This has generated deeper awareness
of connecting human well-being with the idea of

development. Additionally, excessive dependence
on natural non-renewable resources for economic
development has threatened world’s environment
and ecology necessitating new search for
alternative developmentalism, which is sustainable
in nature. The book An Alternative Philosophy of
Development: From Economism to Human Wellbeing, is one such serious attempt in this direction.
It problematizes the current ‘economic ideology’
by unfolding its ugly consequences. The author
Dr. B. P. Mathur, a senior and experienced Indian
bureaucrat, provides an insider’s view of India’s
development policy during the last seventy years.
He blends both scholarly and policy perspectives
to narrate the consequences of existing economic
development model and its free market strategy,
and also proposes a sustainable alternative.
The book is structured in four broad
sections. The first section looks at the existing
socio-economic situation in India by focusing
on fundamental economic sectors as well as
parameters of education and health, which still
pose serious challenge to India’s prosperity.
Continued at page no. 38

Demonetization The Game Changer
- Dr. Govind Bhattacharjee
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Abstract
Demonetization was a bold and courageous step fraught with
huge political and economic risks, but its benefits are only now
beginning to show. It has beyond doubt increased tax compliance,
and its adverse impact on economic growth, if any, seem to be
over by now with economic parameters showing definite signs
of improvement. But most importantly, it has immense potential
to transform the economy into a highly digitised economy to
realise which determination and resolve of the government are as
important as the cooperation of citizens.

Dr. Govind Bhattacharjee, is a former
Director General, Office of the
Comptroller & Auditor General of
India, New Delhi. Dr. Bhattacharjee
is a prolific writer on a wide variety
of subjects on socio-economic and
A Purge Long Overdue
developmental issues as well as
popular science. He has authored
eams of newsprints, gigabytes of server space and
6 books and over 100 research
countless contentious hours of TV time have been spent
publications.

R

on the subject of Demonetization, with loud, heated, impassioned
arguments both for and against it. Naysayers said that the whole
cycle of consumption-production-employment-growth-tax revenue
will go into a continuous downward spin, spelling inevitable doom
for the economy. The optimists said that black money would be
almost completely wiped out, leading to more tax revenue and a
reverse bullish economic cycle. The jury is still out on the necessity
and effectiveness of the measure, and the contending positions are
irreconcilable. I have consistently maintained that it was a major
reform of our monetary system, and reforms are always necessarily
disruptive and painful, like the administration of shock therapy.The
pain is necessary to cleanse our body politic of the extremely harmful
viruses that were securely lodged in it since independence.

***

Indisputably, Demonetization was a bold and courageous step
that was fraught with immense risks – political, social and economic.
But its significance and benefits are beginning to show now. The move
1

The opinions expressed are strictly personal.
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was primarily aimed at the huge amount of black
money circulating in the economy, and there was
little doubt that growth ofthe informal sectorwhich
employs the majority of our workers would suffer
in the short term, bringing down the growth rate
of GDP as a whole at least during the current
fiscal.Given the almost total absenceof reliable
data on the informal sector of our country and the
general paucity of data on the private sector, any
attempt at a quantitative estimation of the impact
of Demonetization is likely to be an exercise in
futility. But its significance cannot be lost upon the
discerning mind.
The measure was not unexpected though,
being the logical culmination of a series of
relentless steps the Government had taken against
black money over the previous two years–JanDhan Yojana and opening of bank accounts
for everyone, renegotiating the tax treaties and
automatic information exchange agreements
with other countries and tax havens, the Black
Money Act, 2015 and Benami Property Act, 2016,
nudging people to declare their undisclosed income
through the Income Declaration Scheme, and other
measures. Demonetization was only to be expected
as the next logical step.
As is often misunderstood, black money is not
necessarily generated through corruption. Neither
does all the black income necessarily accrue in
terms of cash. Many normal business transactions
legitimately generate large volumes of cash – for
example, petrol pumps, textiles, jewelry, luxury
goods, household appliances, etc. Professionals
like doctors and lawyers also trade mostly in
cash. Demonetization obviously disruptedthese
businesses – there are plenty of anecdotal evidence
in support of this. While businesses and people
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dealing with legitimate cash had nothing to fear,
the ban on higher denomination notes hit those
who were hoarding large amounts of black money
in cash.
Pre-Demonetization, the total amount of black
money circulating in the economy was anybody’s
guess. But the size of India's black economy had
expanded rapidly over the 1970s and 1980s, and
since then was contracting. One study estimated it
at 20% of GDP or about Rs.30 lakh crore2 . Most of
this black money was locked up in physical assets
such as real estate and gold, hiking up their prices
much beyond their intrinsic real asset-values. The
withdrawal of higher denomination notes was
expected to impact these, especially the real estate
sector in the secondary market transactions where
60:40 ratio was the norm between legal and black
money.
Until recently, India’s economy has been
an overwhelmingly cash-driven economy and
probably remains so even now. In 2015, 78% of
all consumer payments in India were made in cash,
against 20% to 25% norm in developed economies.
The total value of currency in circulation in India
amounted to Rs.17 lakh crore, and 86% of that
cash, amounting to Rs.14.6 lakh crore, were only
in Rs 500 and Rs 1000 denomination notes. While
the total number of bank notes in circulation rose
by 40% between 2011 and 2016, the circulation of
Rs.500 notes rose by 76%, and that of Rs 1,000
notes by a whopping 109%, during this period.
The most corrupt ones had the largest stocks
of illegal cash, and they were the worst to suffer
because they couldn’t deposit all their money
and risk going to jail. So some moneys did not
surface at all, and since the notes are a liability on

“New study pegs black money in India at Rs 30 lakh crore”, June 6, 2016, http://www.businesstoday.in/current/economy-politics/newstudy-pegs-black-money-in-india-at-rs-30-lakh-crore/story/233395.html
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the account of RBI even though the liability may
be notional, it was expected that the RBI’s and
hence the Government’s liability on this account
would stand automatically reduced. However, as
per latest RBI estimates, nearly 99% of the total
cash in circulation had come back into the banking
system. Apart from testifying to the ingenuity of
the corrupt hoarders of black money, it also means
that most of the illegitimate cash has been sucked
out of the black money market to enter the normal
financial system, from where these will be easy to
track and hence will contribute to future tax and
growth if there is proper follow- up.
It also means that most of the black money
lying in the form of cash, has now entered the
banking system reeling under a progressively
worsening NPA crisis, especially for the public
sector banks which dominate our financial sector.
This excess liquidity is a godsend to them and is
likely to increase investment in income-generating
capital assets, and also in human capital, both
adding to future growth and setting off a cascade of
positive changes. However, it presupposes a spurt
in the demand for credit which has not been seen
so far, especially right after another disruptive but
path-breaking reform like the GST launch in July
2017.
Demonetization was based on the premise
that as black money gets sucked out of the market,
several sectors like real estate would be forced
to correct their current prices, leading to a fall in
inflation. All the moneys that entered into the formal
financial system will continue their contribution to
future taxes, as their tracking by tax departments
will become easier. As inflation falls and taxes
increase, government finances will improve. If
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the Government uses this increased liquidity
judiciously and does not squander it by indulging
in populism, the fundamentals of economy will get
stronger, and accelerated GDP growth will more
than make up for the temporary loss of growth we
are likely to witness in the short term. As inflation
falls and liquidity improves phenomenally, interest
rates will certainly drop giving a significant boost
to economy, and the RBI will be forced to reduce
its policy rates. There will, of course, be a transfer
of investment from physical assets like real estate
and gold to financial assets as people will shift
their investment preferences - to dollars or equity
where they can still save taxes. Coupled with lower
interest rates, this will, in turn, boost the corporate
sector, hopefully creating the badly-needed jobs.
The excess liquidity with the bank will also help
them manage their NPAs better.
Much of these have already occurred. The
inflation rate has come down to its lowest level
ever –six months after Demonetization, the retail
inflation stood at 1.54% in June 2017, while the
wholesale inflation had touched an all-time low of
0.9%. Of course, other factors like the setting up of
Monetary Policy Committee to determine monetary
policy, low food prices, subdued oil prices did
contribute to the low levels of inflation. However,
inflation went up to 2.36% in July, and to 3.28%
in September, but the rise was possibly due to GST
that was launched in July 2017, a normal outcome
witnessed in every country after the launch of
GST 3.
Real estate prices, however, have not yet
reflected the expectations of substantial drop after
going on a tumble in the immediate aftermath of
Demonetization; though real estate sector remains
stressed and loaded with huge unsold inventories,

Bhattacharjee, Govind, “GST at Home & the World”, The Statesman, Nov 09 & 10, 2017.
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the all-India House Price Index recorded a
marginal increase (i.e., Q4:2016-17 over Q3:201617) of 0.8 per cent in Q4:2016-17 with six of the
ten cities recording a rise in sequential terms, as
per RBI data released in July 2017. However,
anecdotal evidence suggests a 20-30% fall in
the real estate prices, in the metro cities at least.
Gold prices have also reduced a little - and the
suppressed markets in both real estate and gold
indicate that black money is not shifting into gold
or real estate so fast any longer. GDP growth in the
short term has decreased to 7.1% from projected
7.6% - presumably as a result of the move, but will
certainly surge after some time.
It also did not alienate the very people who
were hit by it. The suffering people went through
during the 50-days window for depositing high
denomination notes was fresh in the minds of
people and yet in elections held in February-March
2017, BJP won landslide victory in UP, a state where
informal sector was much more prominent than the
formal sector. It did not mean that the poorhad not
suffered, but only that the poor had thought – and
perhaps rightly – that the rich suffered much more.
In August 2017, the Central Statistical
Organisation released the GDP data which showed
the GDP growth at its lowest of 5.7% for the first
quarter of the current fiscal, April- June 2017.
Though many experts joined with the political
opposition parties to blame both demonetization
and GST for this fall in growth and predicted the
imminent collapse of the Indian economy, the fall
in GDP growth only confirmed a trend that had
set long before demonetization. Demonetization
would have contributed to the fall, by having dried
up consumer demands because of mopping up cash
temporarily from the market. Destocking by firms
before the launch of GST would also have led to
loss of production, even though consumer demand
would temporarily rise as a result of destocking.
Behind the economic downturn was a steady
deterioration in the external sector combined with
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weakened domestic demand as well as many other
factors. Export growth had declined from 10.3% in
the last quarter of 2016-17 to a paltry 1.2% in the
first quarter of 2017-18 while imports grew from
11.9% to 13.4% during the same period (Table
1). Consequently the share of net exports (exports
minus imports) in GDP had declined from (–)
0.02% to (–) 3.27% during this period; the higher
negative contribution of net exports undoubtedly
played a large part in the fall in growth. A strong
rupee surely contributed to the depressed exports
growth, but since about 60% of the exports
are finished goods, derived mostly from value
addition on imported raw materials and inputs,
devaluing the rupee would have hit the import
bills and would serve no purpose. Banking sector,
especially the Public Sector Banks (PSBs) reeling
under unmanageable NPAs and facing declining
credit growth, was underperforming and this also
contributed to the fall in GDP growth.
However, the growth forecasts negate the
impression that is being created that Demonetization
has spelled an unprecedented economic disaster for
the country. The core GVA has already improved,
signalling the revival of industrial activity. Services
sector is also looking up and in the second quarter
of 2017-18, the export sector had also shown
improvement. GST will certainly give a boost after
the initial hiccups with the GST Council already
taking several steps towards that.
In October 2017, RBI has reduced its growth
forecast for the fiscal year 2017-18 to 6.7% from its
earlier estimate of 7.3%; this is in line with IMF’s
growth forecast, which has also cut its growth
forecast for the Indian economy by 0.5% to 6.7%
for 2017-18. But RBI thinks the worst is over.
Government sources have cited RBI's estimates to
argue that growth would significantly accelerate in
the quarters ahead: to 6.4%, 7.1% and 7.7% during
the 2nd, 3rd and 4th quarters. The growth during
the entire year would be 7.3% as against 7.1%
during 2016-17 and 8.0% during 2014-15.
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Table 1: Movement of the growth rates of selected economic indicators: March 2016- June 2017
Growth (Y-o-Y %) for Quarter Ending
(At constant 2011-12 prices)
Mar
2016

June
2016

Sept
2016

Dec
2016

Mar
2017

June
2017

GDP

9.1

7.9

7.5

7.0

6.1

5.7

Gross Value Added (GVA)4

8.7

7.6

6.8

6.7

5.6

5.6

GVA: Agriculture

1.5

2.5

4.1

6.9

5.2

2.3

GVA: Industry

10.3

7.4

5.9

6.2

3.1

1.6

GVA: Services

10.0

9.0

7.8

6.9

7.2

8.7

Core GVA 5

10.7

8.4

6.7

5.9

3.8

5.5

Exports

-2.3

2.0

1.5

4.0

10.3

1.2

Imports

-4.3

-0.5

-3.8

2.1

11.9

13.4

0

-0.9

-0.8

-0.7

-0.3

-3.2

Index of Industrial Production (%)

5.5

8.9

5.7

2.6

2.7

-0.2

CPI Inflation

4.83

5.77

4.39

3.41

3.81

1.54

Indicators

Net Exports as % of GDP

Sources: National accounts data: Quarterly estimates of GDP at constant prices, 2011-12 series, MoSPI (http://
mospi.nic.in/data); FDI data: Department of Industrial Policy and Promotion (http://dipp.nic.in); IIP Data: http://
www.mospi.gov.in/sites/default/files/press_release/iip_PR_12may17.pdf; External balances data: https://rbi.org.in.
(Quarter ended Dec 2017 includes the Demonetization period.)

The black money market will, of course, spring
up again,and high denomination cash will continue
to be used as conduits for corruption and hoarding
of black money. But there are two aspects to it. The
first is psychological –having suffered loss due
to Demonetization, people now will think twice
before hoarding cash. This psychological aspect
can be a very important determinant of behaviour.
The second is based on pure economic logic. The

accumulation of black money can reach dangerous
levels only over a period of time, and is triggered
by retrograde economic relationships established
through political machinations – retrograde because
they hinder the normal operations of market forces.
Left to itself, the invisible hand of the market has a
way of wiping out anything that affects its normal
operation. The current buildup of black money can
perhaps be traced to the days when marginal tax

GDP is the sum of private consumption, gross investment in the economy, government investment, government spending and net foreign
trade (difference between exports and imports), and has traditionally been used to measure the output of an economy. However, economists
now prefer to use the concept of GVA, or the Gross Value Added, as a useful measure of output. It provides the rupee value for the amount
of goods and services produced in an economy after deducting the cost of inputs and raw materials that have gone into the production of
those goods and services. The two are related by GDP = GVA+ Taxes – Subsidies (on those goods and services).
4

Core GVA as defined here is the aggregate of mining, manufacturing, utilities, construction, domestic trade and transport, and finance, real
estate and related services.
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rates were as high as 97% and there were various
other distortions arising from the faulty command
and control economic model that we followed. The
Janata Party’s 1978 Demonetization of Rs 1000,
Rs 5000 and Rs 10000 notes did not help because
these notes constituted only a tiny fraction, about
1.6%, of the total value of currency in those days;
even in 2001, their value was only 25%, against
86% now. Besides, the tax system today is much
simpler, rational and taxpayer-friendly; it is poised
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to become even simpler in future, thus creating
an in-built disincentive against black money.
Governments today can also be expected to
display more maturity to not interfere in the market
unnecessarily. When the cost of tax compliance
becomes lower than the cost of tax evasion,
generation of black money becomes uneconomical.
Thus, it may take much longer in future to build up
the stock of black money to a level where it will
start distorting the normal economic processes.

Impact on Tax Collection
It is time to reckon some hard facts: of the
52 crore strong workforce of India, 29 crore are
engaged in primary sector outside the tax net

(using 2011 census percentages). The remaining
23 crore employed in the secondary and tertiary
sectors constitute our potential direct taxpayers
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base. Of this 23 crore, as per the latest CAG report6,
in 2015-16, only 3.98 crore individuals had filed
returns. There were 6.9 lakh corporate assessees in
addition. To be sure, the number of those who filed
returns does not necessarily indicate the number
of actual taxpayers, since many of them would be
below the threshold. Only 24.69 lakh, or less than
4% of the assessees had reported taxable income
more than Rs 10 lakh, and paid taxes at highest
rate of 30%. 52.94 lakh paid taxes @20% while
2.64 crore paid taxes @ 10%. Of those who filed
the returns, 55.93 lakh paid no taxes, their income
being less than Rs 2 lakh. Of the 76 lakh individual
assessees who declared income above Rs 5 lakh,
56 lakh were in the salaried class. Only 172,000
people declared income exceeding Rs 50 lakh in
the entire country.
So, in a country of population exceeding 130
crore people, only 3.42 crore individuals (2.6% of
population) paid any taxes, and only 25 lakh paid
tax at the highest rate; about 90% of them from
the organised sector where taxes are deducted at
source. In comparison, in the last five years, more
than 12.5 million cars have been sold and, in 2015,
20 million Indians travelled overseas, either for
business or pleasure.
It is still an improvement compared to three
years ago, when less than 1% of people used to pay
any taxes. Compare these figures with that of USA
where 39% of people pay federal income taxes. It
is estimated that more than 85% of our net national
income lies outside the tax net and hence our tax-toGDP ratio remains among the lowest even among
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the emerging economies. The low taxpayer base
has been a perennial drag on our public finances.
India’s tax revenue, including indirect taxes, as a
percentage of its gross domestic product (GDP)
was 16.7% in 2016, compared with 25.4% in the
US and 30.3% in Japan. Add to this the substantial
evasion in indirect taxes – excise, service tax and
sales tax (VAT) – the evasion unearthed by the
Government only in the last two years amounted
to Rs. 50000 crore and the undetected evasion is
anybody’s guess. The evasion is enabled by the use
of cash – the anonymous, fluid unit of transaction
that leaves no trail and cannot be tracked. With
such endemic evasion of indirect taxes, GST which
subsumes most indirect taxes does not stand an iota
of chance to succeed, unless the informal sector
is brought into the tax net. Besides, GST being a
technology driven tax, the primary prerequisite
is substantial digitization of most transactions.
Demonetization was expected to push the country
towards such digitization, without which objectives
of GST cannot be achieved.
As the Finance Minister during the Budget
speech had correctly observed, India is a non-tax
compliant society7 . We love to evade taxes and
flaunt it as a sign of our intelligence and ingenuity
to our friends. The adverse impact of tax evasion
on the national growth does not enter our collective
conscience. Despite numerous attempts to expand
the tax net and increase the tax base, by taking
legal steps and by improving tax administration,
India’s tax collections as a share of GDP have
risen by only 10 percentage points over the past six
decades (1950-51 to 2013-14). Widening of the tax
base has been slow and it has not contributed to the

CAG Report No 2 of 2017 (Direct Taxes), http://www.saiindia.gov.in/sites/default/files/audit_report_files/Chapter_1_Direct_Taxes_
Administration.pdf
7
Finance Minister’s Budget Speech in Parliament, 1st February 2017, “Demonetization effect: 9.1 million new taxpayers”, May 12,
2017,http://www.livemint.com/Politics/WRTgYztM2cSiT0deLmMWjN/Demonetization-effect-91-million-new-taxpayers.html, accessed on
30/11/2017.
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augmentation of revenue to the desired extent. As
per the 3rd report of the Tax Administration Reform
Commission (TARC, 2014), direct tax collection
in the last 10 years has increased by more than 700
per cent, but the number of taxpayers has grown by
only about 35 per cent. TARC report estimates that
at least 7 per cent of the population should come
under the tax net. In India, 37 million out of the
220 million PAN holders currently file tax returns.
Consequently, the tax to GSDP ratio remains one
of the lowest in the world, at around 6%. In the
OECD countries it is as high as 34%. Imagine what
the country would be like if our tax compliance
could be improved to even half of that of the
OECD countries. We could possibly pave our rural
roads with gold and turn our primary schools into
magnificent edifices of learning.
What these figures imply is that the domestic tax
evasion is the biggest concern for usand it is clearly
linked with black money, money on which no tax
is paid. These data are testimony to our failure to
broaden the tax net even though two decades have
passed after the economic liberalization. Corporate
assessees paid Rs 4.5 lakh crore as income tax
while non-corporates paid only 2.8 lakh crore of
income tax. Unless we increase the number of the
latter, our Tax to GDP ratio cannot improve. Most
of the tax evasion is on account of the non-salaried
classes since salaried individuals have their taxes
deducted at source.
This was precisely what Demonetization
tried to address. And it has yielded some concrete
dividends, though falling far short of expectations.
As the Finance Minister said in his budget
speech for the current fiscal, “During the period 8
November to 30 December 2016, deposits between
Rs 2 lakh and Rs 80 lakh were made in about 10.9
million accounts with an average deposit size of Rs
5.03 lakh. Deposits of more than Rs 80 lakh were
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made in 1.48 lakh accounts with average deposit
size of Rs 3.31 crore.”
Revised Estimates figures for 2016-17 show an
increase of 23.3% over 2015-16 actual estimates,
the highest in this decade, suggesting significant
improvement in India’s income tax base. Union
Budget 2017-18 has predicted an annual increase
of 25.4% in income tax collections 2016-17 (RE).
Of course, the Income Disclosure Scheme 2016
with a disclosure of over Rs.65,250 crore has also
played a significant part in it, bringing a one-time
extra income tax of around Rs 30,000 crore. The
government added 9.1 million new taxpayers in
2016-17, an 80% increase over average annual
increase. This is what demonetization has achieved.
Annually, 60 lakh taxpayers enter the tax-net,
and 10 lakh move out of it on account of death,
retirement, etc. Thus about 41 lakh additional
taxpayers have been identified and brought into
the tax-net in 2016-17 because of Demonetization.
Post-Demonetization, the Income Tax Department
is already in the process of scrutinising cash
deposits and income profiles through a partial
rollout of the data analysis project named Project
Insight8.
However, the benefit of addition of new taxpayers
has not translated into any appreciable rise in tax
payments. As the second volume of the Economic
Survey released in August 2017 states, the growth
of taxpayers’ base post-Demonetization was
significantly greater, but the average income
reported of the new taxpayers — Rs 2.7 lakh —
was not far above the tax threshold of Rs. 2.5 lakh.
But this is only to be expected when a large number
of people who never used to pay tax are now being
forced to pay tax. The point is often missed that
the cost of Demonetization had to be paid upfront
while the benefits accrue over time.

“One year of Demonetization: Tax compliance better, more funds for banks”, Indian Express, Nov 07 2017.
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own positive impact on the creation of jobs in the
formal sector9. In other words, Demonetization
has given an irreversible push to the process of
formalisation of an inefficient informal economy
without which the country will always be counted
among the poor countries of the world.

Towards A Cashless Future
Demonetization was indeed a surgical
strike on black money that has the potential of
changing our economic landscape and correct
distortions significantly. An important impact
of Demonetization was nudging the economy
towards a less cash and more digitised economy.
As per the RBI bulletin, the total amount of cash
in circulation was Rs 14.96 lakh crore as on
September 29 2017, as compared to Rs 17 lakh
crore before Demonetization. As such, the current
Cash to GDP ratio has come down from 12% to
about 9%. Bank deposits have swelled as a result
adding new lending capacity to the banks. Bank
deposits have increased by somewhere between
Rs 2.8-4.3 lakh crore, which according to some
estimates amounted to Rs 18 lakh crore (using
the usual multiplier of 6). There are now 7.6 crore
new monthly digital transactions using BHIM,
UPI etc. Demonetization has exploded the number
of digital payments on UPI/Bhim from 1 lakh in
October 2016 to 7.7 crore in October 2017. It has
also generated Rs 3 lakh crore of new financial
savings by shifting investments away from gold imports are already down by 20 per cent over the
last year - and real estate into financial instruments,
insurance, equity and mutual fund markets. Greater
financialisation of savings will obviously create its
9

Bank notes were first introduced in Sweden
way back in 1661. Three and a half centuries
later, today most cities in Sweden don’t accept
cash anymore. Public transport, small businesses,
museums and even churches now accept only
electronic payments through card readers or digital
wallets. Even newspapers can be bought from
street vendors using a card. Three out of four of
Sweden's largest banks are phasing out the manual
handling of cash in their branches. As per the
statistics of the Bank for International Settlements,
an umbrella organization for the world’s central
banks, the cash-GDP ratio in Sweden is down
to only 3 percent, compared to an average of 9
percent in Eurozone, 7 percent in the US and 12
percent in India10. The number of bank robberies
in Sweden plunged from 110 in 2008 to only 5 in
2012, because most Swedish banks simply don’t
handle cash anymore.
Other Scandinavian countries are also not far
behind. Most stores in Denmark dumped their cash
registers from January this year; only essential
services, hospitals, pharmacies and post offices,
still accept cash until the time cashless transaction
becomes a law. Norway is also making a similar
transition. Scandinavians rely on cash for less than
6% of all their payments, as against an estimated
47% in US. They are discovering and benefiting
from the advantages of reduced handling and
transport costs, increased security and a drop in
cash-robbery cases. However, card frauds have
increased with the total card frauds in Europe
hitting a record value of $1.4 billion in 2013, 8%
more than in 201211.

Sabharwal, Manish, “Aiming High, Looking Far”, Indian Express, Nov 07 2017.
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Database of the Bank of International Settlements, https://www.bis.org/statistics/index.htm
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“Card fraud rises across Europe – ECB”,22 July, 2015, https://www.finextra.com/news/fullstory.aspx?newsitemid=27626

Demonetization - The Game Changer

Many other countries are also making a move
towards a cashless society across all continents.
Canada, where electronic payments constitute 70%
of total payments as against the world average of
40%, has stopped printing new currency notes12.
By introducing a preferential VAT treatment for
consumers who pay with cards, South Korea has
significantly reduced the share of cash from 40%
to only 20% in 10 years13. Their central bank, Bank
of Korea, is issuing less and less currency every
year, and is moving towards a planned ‘cashless
society’ by 2020. Australia, Singapore and even
Nigeria are thinking of a cashless future.
These are but a few examples of countries
across the world which are moving resolutely
towards cashless regimes and whose number
is increasing because of the potential benefits.
According to a McKinsey report, a cashless society
has the potential to cut costs equivalent up to 1.1
percent of GDP. The report further states that in
countries where total cash payments constitute
below 50 percent of total payments, the shadow
economy can grow only up to 12 percent of GDP,
but where cash component exceeds 80 percent of
total payments, the shadow economy can surge
up to 32 percent of GDP. Apart from restricting
the growth of underground economy, becoming
cashless may also help in the monetary policy
domain. To stimulate the economy by encouraging
spending, some countries may adopt minus interest
rates, but it will not work in a cash economy. When
cash becomes electronic, people will have to spend
it to avoid losses from minus interest rates.
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A recent joint report by Google and the Boston
Consulting Group highlighted that the rise in
smartphone penetration and adoption of mobile
wallets by small offline merchants will increase the
size of the digital payments market in India nearly
tenfold to $500 billion, or 15% of the country's
GDP by 2020, when India's internet user base will
reach 500 million14. JAM (Jan Dhan-AadhaarMobile) and United Payments Interface, Digital
India and mobile wallets have already laid the
foundations, and the demonetization can further
speed up the movement towards a cashless India.
With a little resolve, we can even become the first
cashless country in the world.
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Abstract
This paper focuses on economic analysis of the design,
implementation and implications of India’s demonetization,
announced on 8th November 2016, particularly with reference
to unearthing the black money in cash. A measure of economywide costs and benefits of demonetization is constructed and
cost-benefit ratio of demonetization is calculated. Results show
that the estimated costs far exceed the intended benefits and
the demonetization has become a costly failure. The calculated
benefits-costs ratio of the demonetization to unearthing the black
cash money is about 0.125 with the return of more than 98 percent
of Specified Bank Notes. These analyses and results imply a strong
limitation for future use of the demonetization as an instrument to
unearthing black cash money in the Indian economy.

Dr
M.R. Narayana is a former
professor of economics at the Institute
for Social and Economic Change
(Bengaluru. India). He earned his
1. INTRODUCTION
Ph.D from the University of Tsukuba
(Japan) and has over 35 years of
overnment of India’s decision to abolish the legal
research and teaching experience
tender character of the currency notes in specified
in
applied
economics
with
denominations, issued by the Reserve Bank of India (RBI) till
specialization in macroeconomics,
economic demography, public
a particular date, is called demonetization. The demonetized
economics
and
regional
currency notes are called Specified Bank Notes (SBNs).
economics. His current research
topics include
the economic
The second currency demonetization in India’s postanalysis of demonetization, fiscal
independent monetary history was announced on 16th January
sustainability of universal old age
1978, by withdrawing three higher value currency notes: Rs. 1000,
pensions and health care using the
Generational Accounting, and
Rs. 5000 and Rs. 10000. Share of these SBNs was less than 2 percent
impact of age structure transition
of total value of currency notes in circulation. In particular, the share
on economic growth and public
of Rs. 1000 was 0.64 percent. Certainly, these notes were not in hands
education expenditure using
of poor and middle class people as the per capita income of India
National Transfer Accounts and
National Income Accounting. in 1978-79 at current prices was Rs. 1406. In fact, many of the poor
He has published over and middle class people were unaware of the existence of such high
100 independent research
denomination currencies until their demonetization! Consequently, the
publications in national and
international journals and
1
Views expressed are personal. Early versions of this paper were presented for the symposium on
edited volumes.

G

***

(a) Demonetization and Indian Economy – Its Future at M.S. Ramaiah College of Arts, Science
& Commerce (Bengaluru: 03 February 2017) and (b) Demonetization and Ramifications at M.P.
Birla Institute of Management (Bengaluru: 16 December 2016). Grateful thanks are due to the
participants of these symposia for useful comments and suggestions. While revising the paper, the
author has benefited much from the constructive suggestions of the Editorial Review Panel of this
Journal. However, usual disclaimers apply.

Unearthing Black Money In Cash By Demonetization In India: An Estimate Of Economic Benefits And Costs

demonetization effects were felt less by people
in their ordinary business and other financial
transactions of life. To date, however, the outcome
of that demonetization on unearthing the black
money in cash has remained in obscurity.
The latest demonetization was announced
on 8th November, 2016 and the SBNs were
in denominations of Rs. 500 (circulated from
1987-88) and Rs. 1000 (circulated from
2000-01). This demonetization came into effect
from 9th November 2016 with the key objectives of
(a) unearthing the black money due to tax evasion,
corruption and fake notes and (b) prevention
of financing terrorism, anti-national and illegal
activities. Throughout this article, unless stated
otherwise, this latest demonetization is briefly
referred to as the demonetization.
Since 8th November 2016, the RBI (2017a) has
been providing with the up-to-date information on
all policy changes on the demonetization. Most
recent consolidation of these demonetization
related policy changes are documented by RBI
(2017b). Opinions in the English-language
newspapers, such as, Narayana (2016a) and
vernacular newspapers, such as, Narayana, (2016b)
in Kannada language, have highlighted the impact
of demonetization on different sectors of the
economy and groups of people in the society.2
Government of India (2017a) has discussedon
whether to deify or demonize the demonetization
in terms of economy-wide implications. RBI
(2017c) has made a preliminary assessment of
macroeconomic effects of the demonetization
on (a) national economic growth, (b) domestic
price stabilization with special reference to food
inflation; (c) financial sector comprising banking
and capital markets; (d) external sector with
special reference to import demand for gold; and
(e) digital modes of payments. These analyses
lead to the following overall conclusions by the
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RBI (2017c): “Demonetization has had some
negative macroeconomic impact, which, however,
has been transient as remonetisation has moved
at an accelerated pace in last twelve weeks.
More importantly, Demonetization is expected to
have a positive impact over the medium to longterm. In particular, there is expected to be greater
formalisation of the economy with increased use
of digital payments. The reduced use of cash will
also lead to greater intermediation by the formal
financial sector of the economy, which should,
inter alia, help improve monetary transmission”
(p.45-46). However, to our knowledge, there exists
a research gap on quantification of economic
benefits and costs of the demonetization with
particular reference to unearthing the black money
in cash.3 This paper is an attempt to fill this gap
with specific policy implications.
Rest of the paper is organized as follows.
Section 2 gives some basic numbers on the size
of the demonetization in terms of its effect on
supply of money in circulation and SBNs. Section
3 gives an estimate of black cash money targeted
to be unearthed by the demonetization. Section
4 explains the design and implementation of the
demonetization scheme. Analysis of impact of
the demonetization is focused in section 5. This
section includes an estimate of economic benefits
and costs of the demonetization and calculation of
benefit-cost ratio. Major conclusions and policy
implications are summarized in section 6.
2. SIZE OF THE DEMONETIZATION
The size of the demonetization is calculated by
the proportion of SBNs to currency in circulation
and to Gross Domestic Product (GDP). As a
measure of money supply, currency in circulation
is a major component of the Narrow Money (or
M1). Currency in circulation is equal to the sum
of the currency with the public and cash in banks.

2
Available information and analyses of India’s demonetization is very vast. A simple Google Search hit on 30th December 2017 shows
5.28 lakh records of information on India’s demonetization! Hence, no attempt is made here to present a general review of literature on the
demonetization.
3
This gap is relevant in the theoretical approaches to the demonetization. This is evident, for instance, in Betz et.al. (2017).
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Table 1 shows the annual size and growth
of currency in circulation (in value terms) before
the demonetization from 2005-06 to 2015-16
and during the demonetization year (2016-17).
Throughout the pre-demonetization years, the
share of currency with public was above 95 percent
of the total currency in circulation. Annual growth
rate of the currency with public was positive and

above 10 percent except in 2013-14. During the
demonetization year, a remarkable decline in the
size of total currency in circulation is evident due
to a decline in currency with the public from Rs.
15981 billion in 2015-16 to Rs. 12637 billion in
2016-17. This decline has resulted in a negative
annual growth rate of currency with the public
(-21.24 percent) in 2016-17.

Table 1: Annual size and growth of currency in circulationin India: 2005-06 to 2015-16
Share of
currency with
Annual growth
public in total
(%) of (1)
currency in
circulation (%)

Currency with
the Public
(Rs in Billion)

Cash with
Banks
(Rs in Billion)

Currency in
Circulation
(1+2): (Rs in
Billion)

1

2

3

4

2005-06

4121

175

4296

95.94

16.52

2006-07

4829

212

5041

95.79

17.35

2007-08

5684

224

5908

96.21

17.20

2008-09

6655

257

6912

96.28

16.99

2009-10

7675

321

7995

95.99

15.68

2010-11

9118

378

9497

96.02

18.77

2011-12

10237

436

10672

95.92

12.38

2012-13

11411

499

11910

95.81

11.59

2013-14

12458

553

13011

95.75

9.24

2014-15

13862

621

14483

95.71

11.32

2015-16

15981

654

16635

96.07

14.86

2016-17

12637

716

13353

94.64

-21.24

Year

Source: Author’s calculations based on basic data in RBI (2016, 2017c).

Further, the currency in circulation and
its components have grown along with India’s
economic growth. This is shown in Table 2. Share
of the currency in circulation to the GDP (at current
market prices) has increased from about 8 percent
in 2011-12 to 12 percent in 2015-16.4 A remarkable
decline in this share to about 9 percent is evident
4

in 2016-17 due to demonetization. Annual decline
in the share of the currency in circulation or the
currency with the public in the GDP is about 3.36
percentage points in 2016-17. This decline is due
to the combined effects of reduced size of currency
in circulation or currency with the public and
increase in size of the GDP.

Way back 2013-14, as reported in Goswami (2017), India’s currency in circulation as a percentage of GDP (12 percent) was lower than
in many advanced, such as, USA (20 percent) and Japan (19 percent). Thus, the demonetization is not strictly justifiable to reduce the
share of currency in circulation to GDP based on the experience of these developed countries.

Unearthing Black Money In Cash By Demonetization In India: An Estimate Of Economic Benefits And Costs

28

Table 2: Currency in circulation and economic growth in India: 2011-12 to 2015-16
Year

As percent of GDP (at current market prices)
Currency with the Public

Cash with Banks

Currency in Circulation

2011-12

7.49

0.32

7.80

2012-13

9.18

0.40

9.58

2013-14

11.09

0.49

11.58

2014-15

11.14

0.50

11.64

2015-16

11.68

0.48

12.16

2016-17

8.32

0.47

8.79

Source: Author’s calculations based on basic data in RBI (2016).

Table 3 shows the effect of the demonetization
on the size, growth and share indicators of the
total currency in circulation and currency with
the public by every month from 11th November
2016 through 21st July 2017. As compared to
the total currency in circulation on 11th November
2016 (Rs. 15265 billion), about 50 percent decline
in total currency in circulation was evident on
6th January 2017. Subsequently, this share has
increased from about 58 percent on 3rd February
2017 to about 85 percent on 21st July 2017 due
to remonetization including the issue of new
Rs. 500 and Rs. 2000 notes.5 Thus, the total
currency in circulation (or currency with the
public) on 21st July 2017 has improved to 9.68 (or
10.03) percent of the GDP in 2016-17.6
Figure 1 shows the share of SBNs (Rs. 500 and
Rs.1000) in the total currency notes in circulation
from 2001-01 to 2016-17. The total currency notes
in circulation refer to the 8 denominations (2, 5,
10, 20, 50, 100, 500, 1000 and 2000). Over the

5

years, the combined share of Rs. 500 and Rs. 1000
has increased from about 27 percent in 2000-01
to 58 percent in 2005-06, 80 percent in 2010-11
to 86 percent in 2015-16. Further, a comparison
of relative share of all currencies in circulation
in 2015-16 and 2016-17 is given in Table 4. The
dominants hare of the two SBNs is evident in 201516. However, the effects of the demonetization
and a partial remonetization (i.e. issue of new
version of Rs. 500 note and new currency of Rs.
2000 denomination) are shown in 2016-17. In
particular, the relative share of every denomination
has increased except Rs. 500 note. The dominant
share of Rs. 2000 note is equally noteworthy in the
post-demonetization period.
On the whole, the size of the demonetization
was remarkable in terms of its effects on reduction
in the value of currency in circulation in general
and currency with the public in particular.

In addition, two new currency notes have been issued by the RBI in August 2017. They are (a) new Rs.200 note issued on 24th August
2017 and (b) new series of Rs.50 note issued on 18th August 2017.

6

The GDP figure here refers to the second advance estimate of GDP released by the Central Statistical Office (2017) on 28th May 2017.
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Table 3: Growth of currency in circulation in India: 11th November 2016 to 3rd February 2017

As on the day of the week

Currency with
the public (INR
Billion)

Currency in
circulation
(INR Billion)

Share of currency
with public in
total currency in
circulation (%)

As a % of
currency in
circulation on 4
Nov 2016

1

2

3

4

5

21-Jul-2017

14,691.80

15,226.70

96.49

84.61

7-Jul-2017

14,660.50

15,175.10

96.61

84.32

23-Jun-2017

14,521.50

15,074.40

96.33

83.76

9-Jun-2017

14,463.50

14,929.10

96.88

82.95

26-May-2017

14,128.60

14,627.60

96.59

81.28

12-May-2017

14,035.30

14,491.80

96.85

80.52

28-Apr-2017

13,523.70

14,069.50

96.12

78.18

14-Apr-2017

13,286.60

13,646.20

97.36

75.82

31-Mar-2017

12,637.10

13,101.80

96.45

72.80

13-Mar-2017

12,138.30

12,556.60

96.67

69.77

17-Feb-2017

10,635.30

11,067.90

96.09

61.50

3-Feb-2017

9,802.99

10,491.25

93.44

58.29

20-Jan-2017

9,126.79

9,874.84

92.42

54.87

6-Jan-2017

8,112.31

8,980.17

90.34

49.90

23-Dec-2016

7,843.12

9,432.09

83.15

52.41

9-Dec-2016

7,819.18

9,818.56

79.64

54.56

25-Nov-2016

9,128.78

9,818.56

92.97

54.56

11-Nov-2016

15,265.26

17,879.64

85.38

99.35

Source: Author’s calculations based on basic data in RBI’s monthly Bulletin– various issues.
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Source: Author’s calculations based on basic data in RBI (2016, 2017c).

Table 4: Share of notes in total circulation: 2015-16 and 2016-17
Denomination of notes
(Rs)

Share in total currency notes in circulation (%)
2015-16

2016-17

2-5

0.27

0.34

10

1.95

2.82

20

0.60

1.55

50

1.18

2.72

100

9.61

19.29

500

47.85

22.45

1000

38.54

0.68

2000

NA

50.15

Total
(Rs billions)

100.00
(16415)

100.00
(13102)

Source: Author’s calculations based on basic data in RBI (2016).

3. AN ESTIMATE OF BLACK MONEY IN CASH
On the eve of the demonetization, Government
of India’s estimate of the black money in cash (or,
throughout, black cash money) was in the range of
Rs.4 000 billion to Rs. 5000 billion (CMIE, 2016)7.
We consider an average of these lower and upper

bounds as an estimate of the black cash money.
This average value is equal to Rs.4 500 billion or
about 31.74 percent of total value of demonetized
currencies or SBNs.8 Unearthing this black cash
moneywas the intended/expected benefit of the
demonetization.

7

Other estimates, as reported in CMIE (2016), ranged from Rs.2500 billion to Rs.5000 billion. However, most estimates were reported to
have gravitated towards Rs.3000 billion initially.

8

In addition to cash, black money may have other forms, such as, gold and jewellery, bonds/stocks and real estate. This paper does not
analyze the impact of the demonetization on these non-cash forms of black money
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4. DESIGN AND IMPLEMENTATION OF
THE DEMONETIZATON
The demonetization was designed with six
instruments and implemented by different or
overlapping time periods.(a) Direct exchange
of SBNs (9-24 November 2016); (b) Extended
permit to use of SBNs (25 November to 15
December 2016); (c) Depositing of SBNs
(9th November to 30th December 2016); (d)
Limits on cash withdrawal from the ATM and
bank counters (9 November to 30 December
2016); (e) Exceptions for direct exchange of
SBNs (2 January to 30 June 2017) ; and (f)
Relaxation of limits on cash withdrawals from
ATM and bank counters (31 December 2016
to 13 March 2017). The key elements of these
policy instruments are given below as they are
available in RBI (2017b).
4.1. Direct exchange of SBNs (9-24 November
2016)
•

•

Only through banks and post offices.
Banks included the cooperative banks and
Regional Rural Banks with no exchange
facility at District Central Cooperative
Banks
Number of direct exchanges reduced
to one time per person and total amount
of exchange reduced from Rs.4500 to
Rs.2000 per person

health services, and any fee/charges/tax
to the General Government (comprising
Union, State, Union Territory and Local
governments).
4.3. Depositing of SBNs (9th November to
30th December 2016)
•

Loss of Below-Poverty-Line (BPL) status
if annual direct exchange or deposit of
SBNs, through banking channels, exceed
Rs.50000

•

Permanent Account Number (PAN),
issued by the Income Tax Department,
made mandatory for the bank deposits
exceeding Rs.50000

•

Notice from Income Tax Department, if
the deposits exceed Rs. 250000 or if big
deposits were kept in low or zero balance
accounts under the Jan Dhan Yojana (JDY).9

4.4. Withdrawals of cash (9th November to 30th
December 2016)
•

Limit of Rs. 24000 per week per Saving
Bank account and Rs. 50000 per current
account at counters and Rs. 2500 per
withdrawal at ATM

•

Limit of Rs. 23000 per week from the
farmers’ loan or deposit accounts

•

Ceiling on Rs. 250000 on withdrawal
from bank accounts for marriage and other
social functions with documentary proof
for expenditure.

4.2. Extended permit to use the SBNs
(25 November to 15 December 2016)
•

8

For 18 specified Government-based
transactions, such as, payment for
purchase of prescribed medicine, LPG
gas cylinders, school fee up to Rs.2000
in the Government colleges, crematoria
and funeral ground, hospital-based

4.5. Exceptions for direct exchange of SBNs
(2 January to 30 June 2017)
•

For the resident Indians(2nd January to
31st March 2017) and non-resident Indian

At the start of the demonetization, total JDY accounts were 260 million with60 million accounts of zero balances. Since the demonetization,
Rs.210 billion has been deposited in JDY accounts or 33 percent of total deposits in JDY accounts, up to 18 November, 2016.
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citizens (2nd January to 30th June 2017),
who could not avail the direct exchange of
the SBNs from November 9 to December
30, 2016 on account of their absence from
India during the aforementioned period,
at five RBI offices (Mumbai, New Delhi,
Chennai, Kolkata, and Nagpur).
4.6. Relaxation on cash withdrawals from
ATMs and bank counters(31 December
2016 to 13 March 2017)
•

Limits on withdrawals from ATMs
enhanced from Rs. 4500 to Rs. 10000
per day per card with the existing overall
weekly limit from 16th January 2017.

•

Limit on withdrawal from current accounts
enhanced from Rs. 50000 per week to Rs.
100000 per week and extended to overdraft
and cash credit accounts from 16th January
2017.

•

Cash withdrawal limits for Current
accounts/Cash credit accounts/Overdraft
accounts withdrawn with effect from 30th
January 2017.

•

Limits on cash withdrawals from ATMs
removed with effect from 1st February
2017

•

Limits on cash withdrawals from the
Savings Bank accounts enhanced to
Rs. 50000 per week (including for farmers)
with effect from 20th February 2017

•

No limits on cash withdrawals from
Savings Bank accounts with effect from
13th March 2017

5. IMPACT OF THE DEMONETIZATION
The size of the demonetization has been
unprecedented in India’s monetary history
and resulted in a big and serious impact
on the cash based transactions in the entire
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economy. We focus the impact analysis on the
(a) rationing of money by uses and limits, (b)
costs and benefits of demonetization, and (c)
speculations on return of SBNs.
5.1. Rationing of money by uses and limits
Unintentionally, the design and implementation
of the demonetization included many elements
of rationing money by uses and limits. This
rationing had resulted in both resource and
non-resource costs to people and activities
from 9th November to 30th December 2016. For
instance, demonetized notes were officially
permitted for specified transactions, such
as, purchase of medicine, petrol and diesel,
agricultural seeds and hospital-based health
services. Surprisingly, essential items of
daily food consumption (e.g. milk) were not
qualified for this declaration although official
poverty line has been estimated by using the
consumption expenditure on many food items.
In fact, limited prioritization by importance
and urgency for the common man was apparent
by these official declarations.
In addition, limiting the direct exchange of
SBNs for one time and reducing the limit
from Rs.4500 to Rs.2000 were the hallmarks
of rationing. In spite of the official guidelines,
nowhere in the country, a separate rationing of
money for the senior citizens and physically
challenged was arranged by the banks.
Undisputedly, most of the persons who went to
the banks and post offices for direct exchange
of the SBNs were poor, middle class and cashdependent people. All had one common and
unforgettable experience: Standing in long
queues to exchange their own hard earned
money for the rationed amounts.
Rationing did seriously affect the demand
for money, mainly for cash-based current
transactions and precautionary motives in
trade, business and industry. This experience
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was expected to be transitory until the new
supply of currencies would replace the entire
demonetized currencies. Experience showed
this transition was not smooth because the
new supply of currencies was not of equal
denominations of the demonetized currencies.
For instance, with inadequate supply of
Rs 100 and Rs. 50 notes, exchange of new
Rs. 2000 note was a big problem in small
value transactions. There was a second queue
in the banks to exchange Rs. 2000 note for
Rs. 100 or Rs. 50 notes! Thus, slow process of
remonetization added new problems for dayto-day cash based transactions for millions of
people and activities.
The above rationing had perceptible impact
on the purchase of inputs and selling of output
on cash payment basis by the small scale and
sized producers and retailers in agriculture,
manufacturing and services. They belonged
to the unorganized and informal sectors. Loss
of their daily business due to unsold stocks of
perishables (e.g. vegetables, fruits and flowers)
and non-perishable items had threatened their
retail business and consequent loss of both
self and wage employment in these vulnerable
sectors. This had a serious livelihood impact
because most of producers, traders and casual
workers were illiterate, poor, cashless and
helpless. In terms of size, about 90 percent of
India’s total workforce (476 millions) belongs
to the unorganized sectors with heterogeneity
of works and socio - economic status. For
instance, as per India’s National Sample
Survey 68th Round (2011-12) on Employment
and Unemployment Situation in India, about 40
million unorganized workers (9 percent of total
unorganized labourers) were in building and
other construction activities with 30 percent
illiteracy and 68 percent rural residency. About
14 percent of them belong to Scheduled Caste
and 28 percent belong to Scheduled Tribe.
Nearly 82 percent of them had no written

contract on job or no social security benefits.
About 93 percent depended on receipt of daily
and weekly wages in cash for livelihood.
Monthly per capita consumption expenditure
of bottom 10 percent of these workers was less
than Rs.400. Partial or deferred payment of
wages due to cash problems had directly hit the
livelihood of these workers and their families.
Several notified ceilings on depositing the
demonetized currencies and total withdrawal
from the bank accounts had their own impact.
Withdrawal limits were a case for rationing
and regulations on deposits were aimed at
discouraging individuals to be a source and
parking method of black cash money in the
demonetized currencies. The first month
of demonetization had witnessed a painful
situation of varying withdrawal limits imposed
by very frequent policy changes. The situation
got worse by non-operative ATMs due to no
cash or technical problems even in central
parts of Bengaluru, India’s IT Capital and
Silicon Valley.
Since the start of the demonetization, schemes
for voluntary disclosures of black money
at varying tax rates have been announced.
The Pradhan Mantri Garib Kalyan Deposit
Scheme, 2016 is the latest in the list. Income
tax raids have been conducted on tax dodgers,
corrupt people and black money hoarders.
Inquiries on sources of income of high amount
deposits by BPL cardholders, Jan Dhan
Account holders and general public have been
on-going. Linking of the Aadhaar card to the
bank accounts and PAN is made mandatory to
all customers and tax payers respectively in
the country. All success of these measures may
help the Government to defend its efforts to
drive out black money, but cannot attribute the
success of those efforts solely to unearthing
black cash money by the demonetization.

Unearthing Black Money In Cash By Demonetization In India: An Estimate Of Economic Benefits And Costs

5.2. Estimate of benefit-cost ratio
Unearthing the total black cash money from 8th
November to 30th December is determined by
the difference between the total value of SBNs
in circulation as on 8th November 2016 and
sum of total exchange of the SBNs up to 24th
November 2016, total deposits in the SBNs
up to 30th December 2016 and amount of cash
in the SBNs with the financial institutions on
8th November 2016. In addition, as mentioned
earlier, the SBNs were officially declared
acceptable for 18 specified Government-based
transactions up to 15 December 2016. Their
value should be added to the total deposits in
the SBNs.
Cumulative total exchange and deposits of
the SBNs had increased from Rs.8450 billion
(or 64 percent of the demonetized currencies)
on 27th November 2016 to Rs.12440 billion (or
92 percent of demonetized currencies) on 10th
December 2016.10 Of this amount, the share of
deposited amount was 97 percent. Assuming
that 86 percent of cash with the banks was in
the SBNs (Rs.575 billion), total black cash
money yet to be unearthed as on 10 December
2016 was equal to Rs.1164 billion or about
8.21 percent of total value of the SBNs.
CMIE’s (2016) preliminary estimate of the
economy-wide costs of the demonetization
from 8th November to 30th December 2016
was Rs.1284 billion. Of this total cost, the
largest share was accounted for the industry
(48 percent) due to liquidity crisis that had
hit supply chain of goods and services. This
was followed by the share of the (a) Banks and
other financial institutions (27 percent) due to

10

additional cost of staff time, overheads and
ATM recaliberation; (b) Government and RBI
(13 percent) due to printing and transporting
new notes and highway toll losses; and (c)
households (12 percent) for work loss due to
standing in queue for exchange of the SBNs.
The above estimated cost was about 29 percent
of original targeted black cash money (Rs.4500
billion) to be unearthed by the demonetization
at benefit-cost ratio of 3.50. However, as on 10
December 2016, the cost was 110 percent of
the expected benefit (INR 1164 billion), or the
cost of unearthing every rupee of unaccounted
money was more than one rupee. Apparently,
this resulted in the benefit-cost ratio of the
demonetization being less than one (0.91).
5.3. Speculations on total return of SBNs since
1st January 2017
In the first week of January 2017, media
reports suggested that total return of the SBNs
was about INR 14500 billion to INR 15000
billion.11 The Budget Speech 2017-18 [Para
143 in Government of India (2017b)] had noted
that the average deposits made by people in the
SBNs up to 30th December 2016 was Rs.0.503
million in about 10.9 million accounts and
Rs.33.1 million in 0.148 million accounts.
This implied that the total deposits in the SBNs
were equal to Rs.10382 billion. Given the total
cost of demonetization at Rs.1284 billion, these
estimates of deposits in the SBNs resulted in
different benefit-cost ratios of unearthing cash
black money by the demonetization. However,
the calculation of final benefits and costs has
been constrained for lack of reporting of up-todate and complete official data by the Reserve

The figure is based on press release of “Shri R. Gandhi and Shri S. S. Mundra, RBI Deputy Governors brief Agencies on Currency Issues:
Edited Transcript”, published by the RBI on 13th December 2016 and available at:
https://rbi.org.in/Scripts/BS_PressReleaseDisplay.aspx?prid=38886 (accessed on 3rd March 2017).
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This was reported, for instance, by the English-language newspaper, Business Standard, on 6th January 2017.
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Bank of India and/or Government of India on
return of the SBNs by ways of direct exchange
and deposits.
Surprisingly, the above speculations have
been continued as on 30th August 2017 by
the release of the RBI’s Annual Report 201617 (RBI, 2017). For instance, this Annual
Report noted the following: Till such time
these notes are processed by the Reserve Bank
for their numerical accuracy and authenticity,
only an estimation of SBNs received back is
possible. Subject to future corrections based
on verification process when completed, the
estimated value of SBNs received as on June
30, 2017 is Rs.15.28 trillion. [Para IX.6.2(ii)].
This estimated return of the SBNs is about
98.96 percent of the SBNs (in value terms).
Consequently, an estimated Rs.16000 crore of
SBNs is yet to come back to the RBI. Using
the RBI’s estimated value of returned SBNs
(Rs.15280 billion), the ratio of costs of the
demonetization to benefits of unearthing the
black cash money is approximately equal to
8.03 as on 30 June 2017. This implies that
for every rupee of cash black money yet to be
unearthed, the cost to the nation is exorbitant at
about Rs.803. Thus, the economic benefits of
the demonetization in terms of unearthing the
black cash money are not justifiable in terms of
its economic costs.
Most recently, Government of India (2017c)
has come with an open defense of its
successful battle or fight against black money
through identification of mismatch between
the cash deposits and tax profiles of individual
and institutional depositors in the post
demonetization period. This includes 17.73
lakh suspicious cases identified including 4.7

lakh cases identified by banks and financial
institutions or Rs.3.68 lakh crore in 23.22 lakh
bank accounts, However, these identifications
as such may not imply any success of the
demonetization to unearthing the black cash
money in the economy.
6. CONCLUSIONS AND IMPLICATIONS
The Government of India knew the (a) big share
of the SBNs in total circulation of currency
notes, (b) negligible share of non-SBNs in total
currency in circulation, (c) capacity-constraints
on the remonetization in a short time and (d)
unpreparedness of the banking system to meet
the post-demonetization demand for cash by
all sectors of economy and sections of society.
Nevertheless, the Government went ahead
with the demonetization with its ambitious
objective of unearthing the black cash money
by about Rs.4500 billion (or Rs.4.5 lakh crore).
This money was the expected or intended
economic benefit of the demonetization as it
was related to unearthing the cash black money
in the economy. Using the available economywide estimates of costs of demonetization and
the recent estimates on the return of SBNs
by the RBI’s Annual Report 2016-17, the
benefits of demonetization to unearthing the
black cash money are negligible but costs are
exorbitant to the Indian economy. However,
these benefits and costs estimates are open to
refinements with the availability of up-to-date
and complete data in future and correctness
of estimated black cash money in the form
of SBNs. Meanwhile, demonetization has
become a very costly failure to unearthing the
black cash money in the Indian economy.
The design and implementation of the
demonetization has impacted all cash-based
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transactions for people and activities, mainly
due to the rationing of money by specifying
the uses and imposing limits. The rationing
implied a transitory adjustment between the
supply of and demand for money in cash and,
hence, its costs were considered short term.
However, subsequent relaxations, if not total
removal of rationing conditions, imply the
Government’s intentions to discourage cashbased transactions or move India towards a
cashless society. Such a move may have a long
term impact on transparency in all financial
transactions for reducing black cash money by
ways of tax evasion, corruption and fake notes.
Black cash money, regardless of its sources,
cannot be removed permanently by one-time
currency demonetization. In fact, regulatory
institutions created to tackle tax evasion, fake
notes, and corruption must be strengthened
to work efficiently because they can target
relevant persons and institutions with black
money. This is and should be the need of the
hour for action by the Government on black
cash money in the short and long term.
The fortunate or least affected groups during
the demonetization have been those with debit
and credit cards, those familiar and accustomed
to use online banking and other financial
transactions and had liquid cash to meet with
their transaction and precautionary needs.
Perhaps, the Government wishes everyone in
the society to be a member of this fortunate
group, now and in future. Unfortunately, such
a transformation to a cashless society cannot
happen over few months and cannot be cost
less. More importantly, the cost of transition
to a cashless society is not uniform across
people and activities. However, the long agony
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of the demonetization for people outside the
fortunate groups must be reduced and overall
economic costs and benefits of moving towards
a cashless society (including implications for
financial inclusion objectives) for India should
be assessed at the earliest.
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Developmentalism: Towards a Philosophical Frame
The second section of the book raises the
debates on ideological issues of development and
role of market. It argues that in the absence of
‘ethical and human dimension’, the consequences
of economic development lead to excessive
‘commodification of life’. It is pointed that
such over-emphasis on ‘economism’ and profit
generation over time has made not only made
the existing development model unsustainable
but has also put the environment in danger (OK).
From section three onwards, the book attempts to
‘rethink development’ in an alternative frame. The
author suggests three specific alternative models.
Firstly, he gives a fresh perspective to
Gandhi’s philosophical foundation towards
economic sustain ability, and emphasizes on
village self-reliant model. Secondly, the author
emphasizes the relevance of socialism in today’s
context to deal with the consequences of capitalist
economy like inequality, concentration of wealth
and unregulated market. Thirdly, he talks about
good governance as ‘prerequisite for development’
and proposes reforms in public services to bring
accountability. A highly centralized system,
according to him, is harmful and has all potentials
for corruption and politicization; and therefore an
ethical performance-based system is important.
In the fourth section, the book makes a departure
from the economic issues, and attempts to connect
development with India’s traditional, cultural,
spiritual and humanistic approach to life. The
author contends that India’s culture challenges the
unsustainable idea of a materialistic world, and
shows a robust way to progress with humanistic
approach and self-regulation. Thus, it is asserted
that tolerance, accommodation, solidarity,
community are the essence of progress with
peace,where money cannot be an indicator of
satisfaction in life. This normative frame directly

contradicts Western theoretical understanding
of economic development, which rationalizes
human choice to maximize gain, utility and
satisfaction thereby underscoring the superiority
of Indian cultural values over Western model of
development. This alternative dimension proposes
holistic development, universal justice, prosperous
society and peaceful co-existence.
This perspective is unique and very relevant
in today’s world view, and forces the readers to
think differently. It moves beyond the traditional
academic frame and gives an administrator’s
perspective first and then a philosophical frame to
search for an alternative to existing development
model. However, there exists a vacuum in terms of
policy reformulation towards such alternative. The
book does not address how the existing ‘economism’
can converge into a philosophical frame through
a democratic, informed and consensual process,
especially since India is a land of diverse culture
and multiple philosophies.Further, in the context
of rising exploitation, joblessness and livelihood
threats among the aspirational youth, it is to be
seen if the spirit of humanism and philosophical
approach can be an effective political instrument
to restore balance? Intolerance and sectarianism
are on rise in the everyday life of Indian landscape
today. The basic livelihoods and individual rights
are being snatched away in the name of protecting
Indian culture! Can such alternative normative
‘priceless heritage’ be realistic enough to resist
the rising and barbaric phenomena of lynching,
communalism and polarization, leaving aside
sustainable development? The book possibly opens
a further debate towards achieving a harmonious
co-existence by accommodating the voices, rights
and autonomy of every individual across the
communities. This is certainly the biggest challenge
of the current maverick State in India today.

Demonetization
2016: A Villager’s
Experience
- Hrusikesh Panda

Abstract
1

This paper elucidates the impact of Demonetization on
villagers. The paper provides historical perspective on terrible
demonetization episodes during the British period in Odisha.
It was noted that in the villages, dairy program had the biggest
ameliorating impact on Demonetization. The paper critically
raises the concern on poor internet connectivity, problem with
ATMs and taxing even the card transactions. It further offers
suggestive measures to improve the situation as well as places
a plea on behalf of villagers to increase the circulation of small
denomination notes.

Hrusikesh Panda was the topper of
1979 batch IAS and joined his home
cadre Odisha. He retired as Secretary
to Government of India, Ministry of
Tribal Affairs on April 30, 2015 and
next day returned to his ancestral
(1)
village. He is a well-known writer
of fiction and plays and has been
ne morning, a couple of my neighbours dropped in and
translated into several languages. The
said: “500 and 1000 rupee notes have been withdrawn
telephone and internet connectivity
since last night.” I did not believe this. They said that the Prime
in his village is poor. He can be
Minister himself announced this over TV the previous evening
contacted by post at Village:
well after banking hours. I believed this even less. Demonetization
Kalidaspur, PO: Narasinghapur,
Via: Betada, District: Bhadrak,
has to be announced by the Reserve Bank of India and not the
Odisha, PIN: 756168
PM. I do not watch TV and do not own a TV set or have a TV

O
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connection. My mobile phone has indifferent connectivity. I had
tried every dongle of every mobile service provider in the area and
could not get internet connection, though it is only three kilometres
from the Block Headquarters and ten kilometres (aerial distance) from
Kolkata-Chennai highway. A newspaper was brought from the Block
headquarters which took about an hour. Meanwhile, more people had
gathered outside my house, to find out the next course of action, from
me.
The headline in large fonts of the Odia newspaper was unambiguous.
So, Demonetization was a fact. Then I went through the news carefully. I
thought over this massive exercise and the stated objectives. Elimination
1
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of counterfeit currency will be a short time
achievement, given the fact that such currency
has been found in the ATMs of public sector and
private banks. Under pressure, owing to ignorance
and some complicity in some parts of the country,
counterfeit currency will also enter the banks to
some extent. There are banks which are not online,
cannot be online and there the deadline will not
be adhered to. Increase in digital transactions and
reduction in cash will not happen because I know
the spread of digital connectivity. What will work
is that the amount of money spent in elections in
the coming months will go down. That day, I was
due to go to Bhubaneswar and then Delhi. The
journey to Bhubaneswar was taken care of because
petrol pumps accepted the demonetised currency
(DC) notes and toll gates were made free. Then I
attended to the villagers.

account as the queue there will be shorter. The
person who had harvested fish had a loan account
with his Bank and it will happily take the DC of
30000 rupees. As far as I am concerned, I keep
about 5000 rupees which I will deposit in my
account I have since 1974.

Most of them had one to five DC. Some people
who had received payment against paddy sold for
government procurement had more DC, running
into ten to twenty thousand rupees. Most of the
small DC came from the milk cooperative. People
who worked for wages, grew or sold vegetables or
had small shops had low denomination notes and
were not affected. One person who had harvested
fish and sold on the day of Demonetization
had about thirty thousand rupees. There were a
couple of Panchayat level politicians who were
also intermediaries in government contracts and
business who sat wisely. One of them said: ‘Sir
(that is I) will lose a few lakh rupees.’ I smiled.
There was some fear, but when I smiled they were
reassured.

In Delhi, I found one change. Earlier in several
meetings with government research organizations,
the PM had criticised them for not taking any
interest in control of sickle cell anaemia, which
affects a huge proportion of tribal population,
and about 10% of them suffering from fatal form
of sickle cell disease. As a consequence, some
departments looked for someone who had worked
in this sector and traced me to my village. One
department had constituted a Technical Committee
with me as the Chairman. I had gone to Delhi to
attend this meeting which was also attended by
the Secretary of the Department. However, there
was no sense of urgency which I had noticed in the
previous meeting. This was the last meeting of the
Committee.

I advised them in the following manner. As
they know, they can go to a Bank, and exchange
the DC notes with an I-card. The queue there will
be long and they should wait for a couple of days,
if they can. No one should panic. Those who have
Bank accounts should preferably deposit it in their

A former colleague of mine lives in a posh
area of Vasant Kunj in Delhi. She narrated the
following anecdote. After the announcement by
the PM on demonetization, some residents of the
colony, all educated and rich, rushed to ATMs,
and drew cash with their cards until the ATMs ran

I went to Bhubaneswar and found that I had
7000 rupees in DC. This was deposited in the Bank.
There was hardly any queue. Next day I went to
Delhi. Getting along there was not a problem as
most establishments accepted debit cards. But
in the next few days the newspapers were full of
criticism of demonetization, of people dying while
waiting in the queues, how small farmers, poor and
small traders were affected severely and how Bank
employees were dying under stress.
(2)
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out of cash. Then someone checked the currency
notes, and found that these were old DC. So now
they were saddled with extra DC to be regularized.
I returned to my village after a week. There was
no tension. Most of the people had deposited the
cash in their accounts or had exchanged it. There
had been long queues, but the cash was small. No
one had died waiting in the queue. People who had a
few currency notes pooled together and one of them
went to the Bank. The volunteer was sometimes
paid small cash; but worked as a good neighbour
most of the time. Some amount of DC continued as
valid currency in trading of moderately high value
goods like marine fish, poultry and use of farm
machinery. However, milk sector did not need DC,
and this is explained later.
People were happy for another reason. In
2016, paddy was procured through Service
Cooperative Societies (SCS), also called Primary
Agricultural Cooperative Society (PACS). The
paddy procurement for kharif 2015 should have
been over by February 2016. I have not worked
in the sector for decades, and the paddy grown in
my land is not sold to the government. Therefore,
I could not understand the procedure when some
villagers came to me with papers saying that the
SCS is not buying the paddy, or is asking for
unheard documents including Aadhar cards, and in
any case is not releasing payment. The procedure
had become hopelessly complicated. I do not
know how much of this procedure was dictated by
the Union government and how much by Odisha
government. A facile reading of the procedure
showed that this had been done to prevent
‘middlemen’. To a person had to have proof that
the paddy was grown on his land, a sharecropper
had to prove with documents that he was a bona
fide legal sharecropper, and the quantity of output
was decided according to the quantity and nature
of land.
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Many of my ex-colleagues who rose to policy
making levels came from similar backgrounds
as mine, but ignored the background when
they came to a decision making level. Because
another condition was that the purchase has to be
reported online, the seller has to have some kind
of identity number and so on. In the SCS, there
is no working computer, there is no worthwhile
internet connection, there is no one to operate the
software and the sellers did not get any identity
number because some paper or other was missing.
So the farmers (including sharecroppers) had to
go to middlemen who did not pay on the spot at a
lower price as happened in case of traders whom
the new digital system wanted to eliminate. I had
succeeded in getting the payment released in a
couple of cases; but these were only a few cases.
Demonetization took care of this problem. During
the week following this, the middlemen came and
voluntarily, almost forcefully, paid the price of
paddy in DC. They did not want to be caught with
large sums of DC. This was accepted by Banks from
individual farmers. Owing to Demonetization, the
farmers had got a better rate, though almost a year
later. (In 2016 kharif, the farmers refused to wait
for the digital procurement and sold to the traders
who paid cash, though at a lower price.)
Another set of events made the people happy.
Reports of local people as well as those living
in various parts of the country with unaccounted
money throwing away lakhs of DC in rivers and
forests gave them great pleasure. On the other
hand, the long queues in the banks for drawing
money, forced the people to cut down expenditure
on weddings and other functions. This money was
later spent for building better houses, technical
education, purchase of vehicles and better health
care.
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(3)
Odisha had faced a terrible demonetization
during British Rule. Cowrie was the most common
currency. Traders from Odisha could take cowrie to
China up to 14th century and get brass and bronze
cowrie; in this trade natural cowrie was priced
higher.(From 15th century, China discouraged
marine trade as they were disadvantaged and
encouraged land trade.) The gold and silver coins
minted in India from time to time were good for
maritime trade, but were of too high denomination
for ordinary citizens. The prices of goods required
by the majority of people were extremely low;
for example one rupee would buy a few tons of
rice. My district was a major exporter of rice for
centuries. The colonial government monopolized
rice export (in fact, it killed maritime trade by Odia
people). The traders and estate holders (zamindars)
were paid for the rice they sold, often forcibly, in
cowries. The earnings made from export in gold and
silver went to Kolkata and eventually to England.
The estate holders had to pay tax in gold and silver.
If he had access to cash from trade in Kolkata or
maritime trade, he could pay the tax. Otherwise, he
had to go to a money changer or saraf to get silver
and gold currency in exchange of cowries. Here the
money changer gave an unfavourable rate to the
person who had come to sell cowries. The tax rate
was very high. The estate holder without sufficient
cash was unable to deposit the tax and the estate
was auctioned. It was purchased at a higher rate
by an employee of the colonial government who
had made enough black money to deposit the tax in
cash within 12 hours. He was a non-resident estate
holder, made no investment in agriculture, provided
no security to the farmers, was often ruthless, and
sold off the estate to another non-resident who
gave a better price. The colonial government’s
reports treated estates as commodities and proudly
stated that they had been undervalued earlier and
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had now found their market price. This was also
the reason for high tax rates. A combination of
these circumstances led to the notorious famine
of 1866. The Commissioner of the day refused to
import rice boasting of his education in an elite
University of England, that he is a great believer
in free economy and would not permit import of
rice. It was the colonial government which had
forced export of rice, made resident estate holders
unviable through demonetization and monopoly,
and the highly educated Commissioner did not
see that monopoly was not part of free economy.
In this government-made famine, two-third of the
population of my district died. And this district has
been exporting rice for centuries and by 1899, 33
years after the government-made famine, it was
exporting rice.
My forefathers were among the few resident
estate holders who did not have to default on tax
largely because of maritime trade. But the removal
of resources under multiple colonialism eventually
impoverished the estate. Since 1950s, the laws
relating to estate abolition, tenancy, settlement
and land reforms led to interminable litigations,
payment of bribesand sucked away whatever
little cash the people had. Every family had a few
litigations. Absence of cash leads to frustration,
petty disputes and litigations which need cash –
thus becoming a vicious cycle. The men worked
in cities, many in Kolkata, came with some cash
which was wasted in petty and pointless litigation
matters. The only crop was paddy and all other
crops which could have earned cash had been
discontinued. Cotton cultivation and production
of cloth on hand-operated looms had been killed
during colonial rule to enable import of machine
made cloth from England.
When irrigation came from a medium irrigation
project, it gave two crops of paddy in a year. Most of
the farmers sold the second crop for cash, but since
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the cash came in a single tranche, it was spent on
rituals and did not last through the year. The village
is situated at the tail-end of the canal system and
therefore nothing except paddy could be grown.
The agricultural program of the government in
the state was exclusively focused on paddy.
Dairy, a major economic activity of the district
had come to an end in the absence of supporting
systems and structures like cooperatives, chilling,
processing and marketing. The only activity in
animal husbandry was supply of exotic animals
under anti-poverty programs. This was to benefit
people who had little or no land, no expertise for
managing exotic animals and in scattered pockets
which did not allow aggregation to achieve scale
of economy. This is a well-known phase of India’s
wasteful anti-poverty program.
Then,from 1990s onwards, the winter irrigation
became irregular and people did not know
whether there would be water for Rabi crop. With
support from some friends, I encouraged pulses
and oilseeds in winter which grew on residual
moisture and people had good cash income. For
about seven years, people earned good money, and
these winter crops extended to about 100 villages.
Then one winter, the irrigation project released
huge quantity of water which destroyed the crops
in my village entirely. This destroyed the attitude
of the people. Children stopped going to school,
electricity became irregular and young people
went as unskilled workers to Gujarat, Andhra
Pradesh and Karnataka. Trafficking of women did
not happen in my village; but it happened in other
similar villages in the district.
(4)
From 2003, dairy cooperatives were started in
my district. It was a systemic effort. Farmers were
trained. Cooperatives were organized in villages,
called Milk Producers’ Cooperative Societies

(MPCS). The district milk Union covering two
districts was strengthened. Supply of cows was
stopped. The productivity of existing cows was
raised through hygiene, health care, immunization
against
common
diseases,
deworming,
supplementary feed and grass cultivation. The
cattle breed was upgraded through artificial
insemination (AI), at village level by a woman who
was trained after the project came up. The milk
was tested in automatic machines; it was chilled
and sent by insulated milk tanker to the dairy
plant. The farmers were paid regularly once every
ten days without exception. All the societies were
women societies. This meant that the payment was
received by women and it was spent on health,
food, education, houses, toilets and repayment of
debt. Private moneylenders disappeared. Young
people who went out to work after finishing
college or ITI had to leave because there were no
jobs here, though the sector has employed many
technicians in the district. Those who go out, work
in industries, hotels, hospitals and not only as
construction workers.
The payment to MPCS has always been through
Banks right from beginning. Initially, the payment
was through cheque because the banks did not have
internet connectivity or NEFT facility. Some banks
were reluctant because of ‘low’ volume of business.
Soon, they learnt that these are permanently active
accounts and the attitude changed. The transfer
to MPCS was made through NEFT, whenever a
Bank agreed. However, the Secretary of MPCS
had to go and collect the cash from the Bank, and
invariably had to walk some distance. There were
incidents of snatching of money which became
recoverable from the Secretary or the farmers.
Therefore, transfer of money from the Union to
the accounts of farmers would prevent such loss; it
would also prevent rent-seeking at MPCS level. In
the MPCS which were opened in the period from
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2003 to 2008, all farmers had bank accounts and
payments were made through Bank. However, the
transfer of money to the farmers’ accounts faced
difficulties because of many factors like change in
management, people not understanding, there was
a comfort level in having cash, reluctance in some
banks for opening accounts, shortage of staff,
etc. But by 2015, this had been resumed. People
had been familiar with bank operations. This
helped the people to get over the difficulties of
demonetization. The dairy program had the biggest
ameliorating impact on the demonetization.
(5)
Do not take away the cash.
Demonetization had a positive effect on the
people in my village and most parts of the district.
Meanwhile, as more and more Union government
schemes are sending money to people through
Banks, the queues are getting longer. The poor
quality of internet does not help. There is not a
single unit of the Gram Panchayat which accepts
a credit or debit card. I have not heard of any shop
or establishment in the major markets in the Block
which accept digital payment. Even electrical
utilities in the district and in Bhubaneswar do not
accept personal cheques, let alone payment through
cards. The ATMs are located around a few markets
and are at least three kilometres away, and there
is no money in the ATMs on Sundays, Mondays,
holidays and the day after a holiday. Everyone
needs cash not only for purchases and services;
everyone needs to keep some cash in the house.
In my long years of working in forest areas, I
have found that poverty in these areas is because
of lack of cash in the changed economy. As long
as they had access to forest for food and nutrition
and some goods, they could sell or barter, their
dependence on cash was low. The mono-crop
plantation policy started by colonial government
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and pursued more avidly in independent India took
away these resources from the people. The large
scale displacement due to government projects
took away whatever access such people had to
forests and wasteland. The most urgent need for
cash is when there is a death in the family, because
cremation and death-related rituals cannot wait.
(Others like wedding, health, education, food
can wait.) In most families in the forests, this is
the first journey to a moneylender. The borrower
cannot repay such usurious loan. He mortgages
his land and crops. If there is a restriction on
transfer of land belonging to a person belonging to
a scheduled tribe, then it is transferred on benami
basis; otherwise it is transferred straight away. Then
the family of the borrower goes away as a migrant
labourer, sometimes carrying a burden of the loan.
The solution to this problem is that forest dwellers,
like all farmers, should be given occupations which
give regular cash income. Instead, cashew, coffee,
rubber and even teak are planted by government
agencies in farmers’ lands under welfare programs.
Some young colleagues did not understand the fact
that they are taking away the cereal crops which
would have been grown here and are taking away
the food security. Moreover, since these cereals
would have been minor millets, they are taking
away the nutritional security. In my younger days,
I used to encourage the farmers to remove these
plantations and cultivate millets, pulses, oilseeds,
and vegetables where there was market. In later
years, activities like dairy, poultry and fishery were
encouraged, where aggregation was possible and
linkages were established.
In 2013, I had been to Dima Hasao district
of Assam, a Sixth Schedule district (a Tribal
Area), which had no Panchayats, and most of the
developmental functions were with the District
Council (DC). My job was to convince the people
to deepen the process of decentralized governance,
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democratize the village and district level
institutions, including representation of women in
those parts of North-east where Panchayats did not
exist. I met people like Gaon Burhas or village elders
(some of them quite young) and villagers. What I
learnt was that some time back, Union government
had decided to make payment under MGNREGA
mandatory through Banks. The people had to walk
30-100 kilometers to reach a Bank. The people had
stopped going for MGNREGA work.
As the workload from schemes of Union
government increase, the Bank employees are
under pressure. Farmers from dairy sector in my
village wish to go over to smaller Banks, including
rural and cooperative Banks after being with a big
Bank for 14 years. The big Bank recently made
some announcements regarding charging fees
for withdrawal of cash. At least that is what the
villagers read in the papers. This is something of
a shock for the people. In the mid 1990s, I was
in Australia for a year. When we went to open an
account in a Bank, they charged a fee. When some
friends had come with a few more US dollars,
and opened fixed deposits, they had to pay larger
fees. Withdrawal from ATM was free, but cheque
transfer had a fee. There was hardly any interest on
deposits. Australian dollar had negative inflation.
It was worth about half of US $, and is now almost
at par. So, the charging of fees did not shock me.
But how can you charge a fee when your real
interest rate is negative? The actual inflation is
above 7.5%, which is the interest paid on most
fixed deposit accounts. Now 7.5% is not even the
actual interest because 10 to 30% of this is knocked
out as income tax. I did not feel these things much
when I was working because I never knew what
my salary was or what was written in my income
tax return (ITR); I trusted my staff and signed the
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ITR. Now, when tax is deducted from the Bank
interest on my salary savings and pension, I cannot
help but wonder that when I had paid tax on my
salary income, why should I pay tax on the interest
earned on this deposit in a Bank, when the interest
at some 4% is well below inflation? When I was
getting my salary from the government, and some
friends offered suggestions on how I can save
on my tax, I used to say that since government
is paying the salary, let them keep whatever they
want as tax. Basically, I was busy as a public
servant and in a few interests as a human being; I
did not want to bother myself with these tax dues.
But now when tax is deducted on interest, which is
negative real interest to begin with, I wonder how
the government can be so unjust. If the government
really wants a ‘less cash’ economy, should it tax an
‘earning’ which is actually a loss? On top of that,
there are fees when you use cards, which are paid
by you. Well-meaning shop keepers, who know
that I have been an honest fool throughout my
career, advise me to go to an ATM and draw cash
and pay; this made the prices lower. I read some
news about who should bear the transaction cost of
payment through cards. This news has disappeared
after a brief appearance. I thought that if the use of
currencies goes down, RBI will gain and it will be
fair that RBI bears the cost of transaction through
cards.
I had gone to Austria in March 2017. For
the visa, I had given my finger prints. At the
immigration in Vienna, the officer asked me to
keep a thumb on the reader. He did not look at me.
He looked at the computer screen. He did not ask
me silly questions like where I would stay or where
I would go. He stamped my passport and let me
pass. I have been wondering why Aadhar cards are
being made compulsory for everything when the
implementing agency does not have a biometric
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equipment! The second thing was this is a country
based on trust; for example in public transport
buses, people showed their pre-paid cards to the
driver and did not have to swipe it in a machine
in the bus which is common in Europe. The third
thing was that I was almost the only person who
paid usually through a card, while everyone else
was using Euro. According to one newspaper
report, in USA over 60% transactions are through
cash and not digital. If you want people’s trust in
a ‘less cash’ economy, then you should have more
cash and not less.
If digital transaction has to increase, internet
connection has to be faster and more spread-out.
This can happen only through optical fibre cable
network (OFC) and not wireless. Every time a new
government has come to power, they speak of OFC
for a few days and then get busy with spectrum
auction. There is no shortage of funds for this, and
the reason why the funds are not spent is not clear.
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I will end with a plea on behalf of the villagers
about small denomination currency that is less
than 100 rupees. These are the most used ones
here. After ATMs came into use, these smaller
currencies were not in fresh supply. Any officer
of RBI anywhere in the country could have gone
to buy vegetables or chocolates and returned
with filthy currency notes. Yet, if someone made
efforts to improve the situation, it has not shown
till now. As I have said, you need to have more
cash to have ‘less cash’ economy. RBI has to find
a way to reprint low denomination currency notes.
Someone who thought of ten rupee coins has never
been to a village markets; imagine a vegetable
seller who returns on a bicycle through unlit bad
roads in late evening with a hundred jingling heavy
coins. Cash of thousand rupees is not so surprising
when innocent onions and tomatoes selling at five
rupees a kilogram decide to become pricey and sell
themselves at hundred rupees a kilogram.

Recent Research Work from FPI
Fiscal Policy Institute undertakes a number of original research studies through its faculty,
research consultants etc. A few of the recently completed studies are introduced below while a
complete listing along with the report is available on our website.
Report on Selected Agricultural Commodities for Karnataka
Since 2014-15, the Fiscal Policy Institute, Bangalore has been bringing out the monthly ‘Report
on Selected Agricultural Commodities for Karnataka’. The report mainly focuses on examining
the price trends and arrivals from the APMC markets of Karnataka for twenty major agricultural
commodities based on the data available from various published government sources. The report is
made available on our website at the
URL: http://www.fpibangalore.gov.in/english/agricultural_year.asp.

Demonetization
and Black Economy:
Some Crucial Facts
- BarnaGanguli 1

Abstract
The paper is an attempt to evaluate how the implementation
of demonetization, the act of stripping a currency unit of its
status as legal tender can be used to cut the tentacles of parallel
economy. Demonetization is one of the big steps initiated by
the Government of India in addressing various issues like black
money, counterfeit currency and digitization which will lead to
an end of terrorism and corruption. Demonetization causes much
inconvenience to common people in short term but the long term
benefits supersede the short term challenges.

Dr. Barna Ganguli is a faculty member
in the Centre for Economic Policy
and Public Finance (CEPPF) at the
Asian Development Research Institute
(ADRI), Patna. She has been engaged
in social science research for nearly a
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human development, environment,
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Demonetization is a process of retiring old unit of currency
regional economics. She has the
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of its legal tender and replacing them with a new unit. It includes
evaluation and research projects in
either introducing new notes or coins of the same denomination or
Bihar.

completely replacing the old denomination with new denomination
which is often carried out as a surprise attack on the black money
market. On November 8, 2016 in an address to the nation the Prime
Minister declared that, from midnight, all Rs.500 and Rs.1000
currency notes (called specified bank notes (SBN)) will cease to be
legal tender. This announcement invalidated Rs. 15.4 trillion, which
accounts to around 86.9 percent of the total currency in circulation2.
This decision was a continuation of a series of measures taken by
the Government of India during last two years aimed at eliminating
corruption, black money, counterfeit currency and terror funding. The
decision was guided by the aim of obtaining enormous medium-term
benefits in the form of reduced corruption, greater digitization, increased
flow of financial savings and greater formalisation of the economy. All
of these would lead to higher Gross Domestic Product (GDP) growth
and tax revenues that could be used by the Government for inclusive and
stronger economic growth within the norms of fiscal prudence, besides
contributing to overall improvement in business environment3 .

***

1

Views expressed are personal.
Reserve Bank of India, March 2017
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About Demonetization
The concept of demonetization is not new. In
the past, it has been utilized by various countries
as well as India to control currency but some failed
very badly. Present demonetization in India is
unprecedented in international economic history,
as it combined secrecy and suddenness amidst
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normal economic and political conditions. All other
instances of sudden demonetization have occurred
in the context of hyperinflation, wars, political
upheavals, or other extreme circumstances. But the
Indian economy had been growing at a faster rate
in the world on the basis of stable macroeconomics
and an impressive set of reforms4. Table 1 shows the
cross country instances of sudden demonetization.

Table 1 : Cross-Country Instances of Sudden Demonetization since 1982
Country

Year Measures

Rationale

Effects

Ghana

1982 Demonetization of 50 cedi notes in
1982;no exchange facility for long;
freeze on bank deposits

Excess liquidity
and inflation

Loss of confidence in
the banking system

Myanmar 1987 25, 35, and 75-kyat notes demonetized
with hardly any exchange facility; new
denominations were introduced

Hurry to buy and
stock goods pushed
inflation up

Brazil

1993 New currency introduced, the cruzeiro
Fight
real, worth 1000 cruzeiros, both old and hyperinflation
new currencies circulating

Economy stabilized
gradually

Russia

1993 Similar to the 1991 step; Russia also
negotiated with neighbors to establish a
new ruble zone, but only Belarus signed
agreement

Need to complete
exchange of old
bank notes and
control inflation

Did not strengthen
ruble; problems
for neighboring
currencies

North
Korea

2009 Old notes demonetized/revalued with
strict limits on exchange, which was
raised later;In February 2010, some
curbs on the free market were eased

To crack down
black currency
market and
fight inflation

Activities halted for
a week; public panic;
won depreciated in
black market; protests

Cyprus

2013 On acceptance of the European-IMF
bailout package, Cyprus imposed a one
- time bank deposit levy on uninsured
deposits

Weakened banking Banking system
system after
gradually regained
Greece defaulted its footing
on its debts

Greece

2015 In June 2015, it was announced that
banks would remain closed for a while;
and capital controls were imposed

Fiscal and
banking crisis

Venezuela 2016 Announced in December 2016 that 100
bolivar notes would be recalled
Source: Economic Survey of India, 2016-17

4

Economic Survey of India,2016-17

Banks reopened in
July 2015 but capital
controls remained

To fight inflation Public unrest
and profiteering
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Before 2016, India had seen demonetization
twice, first in 1946 and then in 1978. In January
1946, Rs1000 and Rs10,000 bank notes were
withdrawn and new notes of denominations 1000,
5000 and 10000 rupees were reintroduced in 1954,
and were again demonetized in January 1978 in
the period of Janata Party coalition government.
The government decided to withdraw Rs1000, Rs
5000 and Rs10000 notes by issuing an ordinance
on the morning of 16 January, 1978. The objective
behind these demonetization was removal of fake
currency and ending corruption.
India has traditionally been a cash intensive
economy. According to an estimate, about 78
percent of all consumer payments in India are
in cash5. It was, therefore, obvious that currency
constriction during the demonetization period
would have some adverse impact on economic
activity, although such impact was expected to be
transient.
Impact of Demonetization on Black Money:
It is important to note that the term ‘black
money’, in popular parlance, is used to refer to three
distinct categories – black wealth, black income
and black currency – the term ‘black’ connoting
its ‘illegal’ or unaccounted nature. Clearly, ‘black
wealth’ is several times more than black income - it
is what has been accumulated from black income
over several years. And black income is several
times more than black currency. Black income can
be earned even without the use of currency, for
example with gold or diamonds. Is demonetization
going to eliminate all three from India? The answer
is ‘No.’ At best it will, on its own, confiscate a part
of the high denomination currency that has been
5

used for generating black income and are still with
the perpetrator. So, with proper enforcement, what
can demonetization achieve(Lahiri 2016)?
The success of demonetization in stopping
conversion of ‘black’ cash into ‘white’ cash may
be evaluated by how much of Rs 500 and Rs 1000
do not get deposited or converted by December
30, 2016. But, it will depend on proper digitization
of tax returns and bank records together with
PAN, Aadhar and know your customer (KYC)
regulations. The recent step of declaring the
existing stock of Rs1000 and Rs500 notes as
illegal tender has addressed multiple issues with
one stroke. Most importantly, it has straight away
wiped out most of the illegal cash accumulated
over a number of years from the system.
At end-March 2016, the value of bank notes
in circulation was Rs 16,415 billion. In value
terms, Rs. 500 and Rs. 1,000 bank notes together
accounted for 86.4 percent of the total value of
bank notes in circulation; by volume, Rs. 10 and
Rs. 100 bank notes constituted 53.0 percent of the
total bank notes in circulation6 . It was estimated
that as on 28 October 2016 the total currency notes
in circulation in India was about Rs. 17.77 trillion.
It was 24% (around 22.03 billion) in terms of the
total volume. In addition, RBI estimates that fake
0.2 million notes of Rs 500 and0.15 million notes
of Rs 1000 were discovered. The actual number of
fake notesin circulation will be higher.
Defining Black Money:
There is no uniform definition on black
money. Generally ‘black money’ can be defined
as resources that have neither been reported to the
public authorities at the time of their generation

Government of India (2016), “Medium Term Recommendations to Strengthen Payments Ecosystem”, Report of the Committee on Digital
Payments (Chairman: Shri Ratan Watal), New Delhi, December

6
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nor disclosed at any point of time during their
possession. According to report on Aspects of Black
Economy 1985, the National Institute of Public
Finance and Policy (NIPFP) defined ‘black income’
as ‘the aggregates of incomes which are taxable but
not reported to the tax authorities’. Further, black
incomes or unaccounted incomes are ‘the extent
to which estimates of national income and output
are biased downwards because of deliberate, false
reporting of incomes, output and transactions for
reasons of tax evasion, flouting of other economic
controls and relative motives’. Thus, in addition
to wealth earned through illegal means, the term
black money would also include legal income that
is concealed from public authorities.
Estimation of Black Economy:
The first attempt to measure India’s black
money was undertaken by the British economist
Nicholas Kaldor in 1956. In post-Independent India
in 1971, the first official estimate of black money
was made by the Wanchoo Direct Taxes Enquiry
Committee. The committee estimated that in 196162, Rs 700 crore and in 1965-66, Rs. 1000 crore
tax were evaded which works out to be 3.7 percent
and 3.4 percent of GDP. Subsequently, Dr. D.K.
Ragnekar, a member of the Wanchoo Committee,
gave his dissenting estimate which was 40-50
percent higher than the previous one. Later on,
another renowned economist O.P. Chopra prepared
estimates for 17 years (1960-61 and 1976-77).
According to him, during this period, there was a
quantum increase in the unaccounted money from
6.5 percent of gross national product (GNP) to 11.4
percent of GNP. In 1985, the NIPFP conducted a
study under the guidance of Dr S. Acharya. The

7
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study defined ‘black money’ as the aggregate of
incomes which were taxable but which were not
reported to tax authorities. The study, however,
gave a broader definition of ‘black’ income and
called it ‘unaccounted income’ for purposes
of clarity. The study estimated black money at
15-18 percent of GDP in 1975-76, 18-21 percent in
1980-81 and 19-21 percent in 1983-84. The study
excluded illegal income generated from criminal
activities like smuggling,extortion,corruption,
etc. which are generally included in black money.
The government commissioned three studies from
three independent organizations for the preparation
of the White paper 2012 but the results of those
studies have not been made public. Recent study
by Professor Arun Kumar on the same shows a
rise of 62 percent of GDP in 2012 from 21 percent
of GDP in 1980. Thus, with such widely varying
numbers, it seems that the only agreement across
various studies is that the size of black economy in
India is large and continuously increasing.
As already pointed out, black incomes are
listed as surplus income - profit, interest, rent, and
dividend. The black economy, surplus income, and
the services sector in India are mutually interlinked
(Kumar 1988). Unlike monetary approach, the
study has used fiscal approach7 to estimate the size
of black economy. As clear from the Table 2, the
black economy is also growing in parallel trend
with the GDP at market price.

The fiscal approach recognises that black incomes are generated through many different ways in different sectors of the economy. Hence,
the size of the black economy in India is projected on the basis of data on the share of the services sector and trade in GDP and the crime
rate representing the extent of illegality.
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Table 2: Estimation of Black Economy
Year

Service
Sector Share

Trade
Share

Black Economy
Share ( % )

GDP at
Market Price
(Rs. crore)

Black GDP
( Rs. crore)

Rate of
Growth of
Black GDP
(%)

2001

51.99

0.35

42.69

2355845

1005697

11.05

2005

53.06

0.52

46.79

3693369

1728110

14.48

2010

54.64

0.59

55.72

7784115

4337475

24.59

2011

54.91

0.65

58.45

9009722

5266215

21.41

2012

56.27

0.67

62.02

10113281

6272061

19.10

Source: Kumar, Arun, “Estimation of the Size of the Black Money in India, 1996-2012”, 2016

Estimate of counterfeit currency notes in the
economy
Assessing the extent of counterfeit currency is
difficult because of the limited nature of information
available in the public domain. The data available
is the number of counterfeits detected/recovered

in the banking system. According to Table 3A,
the y-o-y growth rate of counterfeit notes shows
fluctuating trend in these 8 years. However, in 201415, the detection of fake notes more than doubled.
The detection of counterfeit notes per million NIC
shows moderate growth over the period (Figure 1).

Table 3A: Number of Counterfeit Notes Detected
Year

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15 2015-16

Notes in Circulation
(NIC)
(million pieces)

48963

56549
(15.5)

64577
(14.2)

69382
(7.4)

73517
(6.0)

77330
(5.2)

83579
(8.1)

90266
(8.0)

Counterfeit Notes
detected
( No. of pieces)

398111

401476
(0.8)

435607
(8.5)

521155
(19.6)

498252
(-4.4)

488273
(-2.0)

594446
(21.7)

632926
(6.5)

Source: Annual Report, RBI; Note: Figures in the parenthesis denote y-o-y growth- rate.
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During 2014-15 and 2015-16, the detection of
counterfeit notes of Rs 1000 and Rs 100 increased
by 9.1 percent and 21.8 percent respectively,
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whereas that of Rs 500 denomination decreased by
4.5 percent (Table 3B).

Table 3B: Denomination-wise Counterfeit Notes detected in the Banking System
(No. of Pieces)
Denomination
(Rs)

2014-15

2015-16

Notes in
No. of
Counterfeit
Circulation
Counterfeit Notes per
( in million
Notes
million NIC
pieces)

Notes in
Circulation
( in million
pieces)

No. of
Counterfeit
Notes

Counterfeit
Notes per
million NIC

2&5

11672

0

0.0

11626

2

0.0

10

30,304

268

0.0

32015

134

0.0

20

4350

106

0.0

4924

96

0.0

50

3487

7160

2.1

3890

6453

1.7

100

15026

181799

12.1

15778

221447

14.0

500

13128

273923

20.9

15707

261695

16.7

1000

5612

131190

23.4

6326

143099

22.6

Total

83579

594446

7.1

90266

632926

7.0

Source: Annual Report, RBI

Moving towards a less cash economy:
Digitalization of financial transactions at all
levels and among all economic agents has been
one of the initiatives of the GoI and RBI for over
a decade. From 2015 onwards, government has
been pushing the use of the Jan Dhan-AadharMobile (JAM) route to transfer benefits to the
beneficiaries. The guidelines given by Ministry of
Economic Affairs and Finance for ‘Promotion of
Payments through Cards and Digital Means’ was
another step in this direction.
Digital mode of Payment:
An outcome of demonetization was that the
digital modes of payments picked up sharply.
After demonetization, there has been a significant
emphasis on digital modes of payment. The
Government of India and the Reserve Bank have

initiated a series of measures, some of which
are temporary like reduction in the merchant
discount rate (MDR) and point of sale (PoS) fees,
waiver of charges for small value transactions
under Immediate Payment Service (IMPS),
Unified Payment Interface (UPI), etc. After the
announcement of demonetization, digital activity
levels were low in the initial weeks as people were
busy depositing/exchanging SBNs. However,
in December 2016, digital payment activity
increased alongside progressive remonetisation.
The usage statistics show that the y-o-y growth for
major modes of electronic payments was good in
October 2016, mainly on account of festive season.
The continuance of that high growth with further
pick up in some components from November to
January 2017 (Figure 2) is a positive fallout of
demonetization.
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Source: Payment System Indicators, RBI Bulletin

Preparedness for Adoption of Digital Practices:
While economy has been moving towards the
greater use of digital transactions, for accelerating
the pace, especially among individuals and
micro-enterprises, a number of issues need to be
addressed:
Banking Infrastructure: A drive to bring much
greater spread and depth of digital transactions
and much less use of cash for universal coverage
of banking/financial inclusion would require far
greater access to banking services among poor than
at present. The growth of the no frills accounts and
Jan Dhan Accounts had led to the improvement
in financial inclusion. As of December 7, 2016,
there were 25.82 crore Jan Dhan accounts with Rs
74,609 crores. But of these accounts, 23 percent
were with zero balance.
Route to Universal Banking: The spread
of mobile phone can help in universal banking.
The JAM initiative of linking one billion savings
accounts with one billion phones and Aadhar
numbers is seen as a golden opportunity to achieve
last mile financial inclusion. Aadhar can be used

7

Telecom Regulatory Authority India Report, 2017

to open bank account with its e-KYC facility. The
mobile phone can be used to carry on range of
financial services if there is inter-operability like
e-wallets, etc.
Mobile Phone and Internet Connection: At
the end of March 2017, India had 1194.58 million
mobile connections. There was high tele-density
of 93 percent but rural tele-density was still 56.9
percent during the same period. Among states,
Himachal Pradesh had the highest Rural Teledensity of 111.63 followed by Tamil Nadu (93.91),
whereas Bihar continues to have the lowest Rural
Tele-density of 40.72.7 Thus, considerable increase
in tele-density is needed especially for large and
poor states to have uniform connectivity.
For digital financial transactions, internet
connections with large bandwidth are needed.
According to TRAI Report, total number of Internet
subscribers has increased to 422.19 million by
March 2017, out of which urban internet subscribers
per 100 population were 70.83 and rural internet
subscribers were only 15.49. Thus, proper reliable
internet connections are needed outside the cities
to connect the villages of the country.
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Credit/ debit Cards: As of August 2016
RBI figures, there were 26.4 million credit cards
which increased to 29.8 million by March, 2017
and similarly, 712.5 million debit cards rose to
854.9 million during the same period. This figure
is very shocking for a country with 1214 million
(2011 Census) population and indicated that only 2
percent of population used credit cards.
PoS Terminals: As of March 2017, India had
only 2.52 million point of sale machines. This
would be a small fraction of 50-60 million retail
enterprises located in urban centres. Thus, for
digitization of the economy, multiple increase in
PoS in rural areas are required.
Digital Literacy: For digital transactions
minimum awareness of technology is required.
The users need to be able to read, understand and
carry out transactions on the phone/PoS. These are
challenges in a society where basic literacy is only
72.9 percent.
Language Compatibility: Most of the financial
applications are in English. There is a need to make
these applications available in all 22 constitutional
languages so that it can benefit every citizen across
the country.
Privacy and Security: Security and privacy
are the two most important concerns for digital
users. As digitization expands, users of digital
instruments for transactions will look for assurance
of privacy.
Demonetization: Advantages and Disadvantages:
The assessment of demonetization shows
that the immediate objective was to flush out a
large amount of black money hoarded in cash,
and the long-term objective was to convert our
cash-based economy into a digital one which will
turn India into an efficient economy with higher
tax revenues. Another objective was to achieve a
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cleaner society with a low crime rate because it will
become difficult for terrorists, smugglers and other
racketeers to operate through banking channels.
If we are to believe the supporters of
demonetization, the government has successfully
completed its demonetization drive and the Indian
economy has made some major gains. Here is what
the supporters of demonetization say about the
benefits of demonetization:
•

It has helped the government in tracking
black money. According to RBI estimates
during the demonetization drive, people
had deposited more than Rs. 3 lakh crores
of black money in the bank accounts.

•

As black money was being used for
funding terrorism, gambling, in inflating
the price of major assets classes like
real estate, gold and other social evils,
demonetization is acting as an effective
counter-measure against such activities.

•

Another expected benefit was that due
to people disclosing their income by
depositing money in their bank accounts,
the government will get a good amount
of tax revenue which can be used by it
towards the betterment of society.

•

This move will encourage people to use
digital means for making transactions.

•

Economy has witnessed close to 20 percent
decline in currency in circulation, number
of taxpayers has considerably increased
and a large number of shell companies
have been identified.

According to the information released by
Ministry of Finance, the outcome of Demonetization
on black money and tax base were:
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•

Increase in the number of survey resulted
in 44% increase in the detection of
undisclosed income (from Rs. 9,654 crore
to Rs. 13,920 crore)

•

Another disadvantage is that destruction
of old currency units and printing of new
currency units involve costs which has to
be borne by the government.

•

The number of e-returns of Individual
taxpayers filed till 5th August, 2017 ,the
last date of filing, increased to 2.79 crore
from 2.22 crore returns, registering an
increase of about 57 lakh returns (25.3%).

•

•

The total number of all returns (electronic
+ paper) filed during the entire 2016-17
was 5.43 crore which is 17.3% more than
the returns filed during 2015-16.

Another dilemma was that this move
targeted the black money, but many people
who had not kept cash as their black money
and rotated or used that money in other
asset classes like real estate, gold and so
on were not affected.

•

For 2016-17, 1.26 crore new taxpayers
were added to the tax base till June, 2017.

•

Collection of Advance Tax under Personal
Income Tax (i.e. other than Corporate Tax)
as on 5th August, 2017 showed a growth
of about 41.8% over the corresponding
period in 2016-2017.

•

Collection of Self Assessment Tax under
Personal Income Tax showed a growth of
34.25% over the corresponding period in
2016-2017.

The drawbacks of demonetization were:
•

The demonetization created chaos and
frenzy among common people initially
due to inadequate supply of new notes.
Banks and ATMs witnessed long queues
while small businesses suffered temporary
financial losses. The situation was even
worse in rural India where people struggled
to exchange and withdraw cash due to lack
of enough number of banks and ATMs in
their vicinity.

As a result, we can conclude that
demonetization has both advantages and
disadvantages. Demonetization alone cannot fight
parallel economy and eliminate black money.
Several other supportive measures are required
by the government to change the economy for
good. Moreover, it is critical to emphasise that
demonetization was a unique event, and hence,
drawing inferences based on theory, armchair
analysis or even short-term data, could lead to
misleading conclusions. Serious research needs to
be done extremely carefully and reasonably longterm data must be considered before reaching any
conclusion about unprecedented policy events
such as demonetization.
Conclusion
In an economy, where 69 percent of its
population is rural and 85 percent of its workers
are engaged in the low informal sector in
agriculture, industry and services contributing 45
percent of GDP, cash usage is the necessity and is
seen as more convenient. It is, therefore, expected
that demonetization of 86 percent of currency in
circulation will disrupt economic activity, leading
to loss of output. The organised sector, however,
remained resilient but the impact of demonetization
on growth of gross value added (GVA) was
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felt mostly in real estate and construction.
Overall, demonetization has had some negative
macroeconomic impact, which, however, has
been transient as remonetisation has moved at
an accelerated pace in the last few months. The
Government has already introduced new notes of
Rs.2000 and Rs.500 and likely to introduce notes
of Rs. 1000. So, our efforts should be focused in
a big way towards popularising e-banking and
e-commerce. However, no stone should be left
unturned in making e-banking fool-proof as the
security complacence in electronic transactions
may be much more disastrous than the limitations
of hard currency. It is high-time to evaluate options
and implement all such relevant measures which
may be of help in availing and sustaining the
dividends of Demonetization for a long period to
come and in keeping the black money threat at bay.
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Abstract
India is a cash intensive economy and about 78 percent of
transactions are in cash compared with 20–25 percent in
industrialized countries. This paper analyses the impact of
demonetization on different dimensions of Indian economy on
the basis of data of the last six months. These dimensions include
– preparedness before demonetization, trend and pattern of
consumption, production, capital formation, inflation, economic
growth and formalization of Indian economy. The study reveals
that the currency squeeze during demonetization has had some
adverse impact on Indian economy.
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a bold and decisive measure. For several decades, tax evasion for
many has become a way of life. This compromises the larger public
interest and creates unjust enrichment in favour of the tax evader, to the
detriment of the poor and deprived. This has bred a parallel economy
which is unacceptable for an inclusive society. Demonetization seeks
to create a new ‘normal’ wherein the GDP would be bigger, cleaner
and real. This exercise is part of our Government’s resolve to eliminate
corruption, black money, counterfeit currency and terror funding. Like
all reforms, this measure is obviously disruptive, as it seeks to change the
retrograde status quo. Drop in economic activity, if any, on account of the
1

Views expressed are personal.

Impact of Demonetization on Indian Economy: A Preliminary Analysis

currency squeeze during the remonetisation period
is expected to have only a transient impact on the
economy.”
The impact of demonetization on Indian
economy can be seen in three frames– (a) shortterm, impact like the shortage of cash, inflation
(especially in farm sector), daily wage employment,
instant opening of accounts and huge deposit in
the banks; (b) medium term effect as financial
inclusion, opening new business models and
markets, digital payments, high deposits in banks
leading to reduced interest rates, elimination of
fake currency, economic growth and terror funding;
and (c) long-run effect as move towards digital
economy, reduced corruption, increased flow of
financial savings and greater formalisation of the
economy, higher growth of GDP and tax revenues,
and prudent financial management. This paper
deals with different aspects of demonetization
including preparedness, cash flow and business
of banking, pattern of consumption and capital
formation, trends of industrial production and
economic growth, inflation and formalization of
economy.
Preparedness: infrastructure and outreach
Two years prior to demonetization,on 28th
August, 2014, the government of India started
Jan-Dhan Yojana, the biggest financial inclusion
initiative in the world. The Reserve Bank of India
(RBI) further clarified that those persons who do
not have any of the ‘officially valid documents’ can
open “Small Accounts” with banks. The coverage
of banking in all villages with a population of
1600 or more under financial inclusion was
sought to be increased through opening new
branches and through any of the available ICTbased models, including Business Correspondents.
These initiatives show the preparedness before the
demonetization.
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During demonetization, banking and other
institution worked hard to deliver smooth cash
replacements and transaction to the common man
of the country. Table 1 shows the scenario of JanDhan Accounts (JDA). A total of 5.4 crore accounts
had been opened till September 2014 in which
Rs 4273 crore were deposited. This scheme was
very successful and 9.3 crore additional accounts
were opened during the six month period and
balance of deposit increased 3.5 times over. Before
demonetization, the total number of JDA reached
to 17.8 crore with a balance of Rs 35,672 crore and
thereafter, it crossed 20 crore with a substantial
Rs 71,037 crore of savings of the common man.
Interestingly, the number of accounts in rural area
is almost 1.5 times more than the urban. There
is enormous debate on the deposits of huge cash
in these JDA. As shown in Table 1, the available
balance per account was Rs 3428 in 2014, Rs 2530
in 2015 and Rs 2293 in 2016 which has reached
to maximum level of Rs 3573 in December, 2016
and again slashed to Rs 2236 in March 2017. The
cash transactions during the demonetization period
reflected an increase of 55 percent in the JDA. The
banking infrastructure has also been improving and
reached from 9872 people per branch in 2014 to
9030 people per branch in 2017. The preparedness
of the government for demonetization is a huge
challenge; however, it was managed with a
combined effort of bankers and common mass,
although, the banking infrastructure and outreach
of institutional finance to the people is still not
adequate.
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Table 1: Summary of Jan-Dhan Accounts in India and Bank Branch Network
(No. in crore)
Jan-Dhan Details

Sep-14

Mar-15

Mar-16

Dec-16

Mar-17

No of Jan Dhan Account (Rural)

3.2

8.8

13.2

16.0

16.9

No of Jan Dhan Account (Urban)

2.2

5.9

8.3

10.2

11.3

No of Jan Dhan Account (Total)

5.4

14.7

21.4

26.2

28.2

No of Rupay Card

1.9

13.1

17.8

20.7

22.0

No of Accounts with Zero Balance

4.1

8.5

5.9

6.3

-

Balance In Accounts(In Rs crore)

4273.2

15670.3

35672.0

71036.6

62972.4

Balance per Account

3427.8

2529.5

2292.9

3573.2

2235.6

9872

9616

9250

9038

9030

Branch per lakh Population

Source: RBI and Pradhan Mantri Jan Dhan Yojana, Ministry of Finance, GoI

Cash Flow and Business of Banking
The unorganised sector accounts for about
45 percent of Gross Value Added (GVA) and 82
percent of total employment (CSO and NSS 68th
Round). Therefore, India has traditionally been a
cash intensive economy. According to an estimate,
about 78 percent of all consumer payments in India
are affected in cash2. It was, therefore, obvious that
currency squeeze during the demonetization period
would have had some adverse impact on economic
activity, although such impact was expected to be
transient (RBI 2017). Table 2 gives the summary
of business of Scheduled Commercial Banks
(SCB) during all four quarters of 2016-17. The
deposit during the demonetization period of Q3
(October-December) increased by 15.5 percent
in rural, 13.4 percent in semi-urban and 8.2
percent in urban while there was no increase in
metropolitan compared to Q2 (July-September).

However, the credit did not increase at all during
Q3. Due to demonetization, the CDR in all areas
declined between Q1 to Q3. This reveals that the
credit was mostly affected during Q3. Thereafter,
it can be seen as normal growth of 5.8 percent in
lending of SCB during Q4 (January-March). The
transaction also shows that the metropolitan and
urban area has a more formalised and digitized
economy compared to rural and semi-urban area.
A total surplus of Rs. 5.3 lakh crore was deposited
during Q3 and partly withdrawn, and this money
was available for lending. In this backdrop, RBI
has reduced different rates like – bank rate (from
8.25 to 6.75), repo rate (from 6.50 to 6.25) base
rate (10.00 to 9.65) and call money rate (from
6.98 to 6.40) in Q1 of 2015-16 to Q3 of 201617 respectively. This may lead the investment
opportunity in the country.

Government of India (2016), “Medium Term Recommendations to Strengthen Payments Ecosystem”, Report of the Committee on Digital
Payments (Chairman: ShriRatanWatal), New Delhi.
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Table 2: Summary of Business of All Scheduled Commercial Banks in India
(Offices in thousand and deposit & credit in Rs crore)

2016-17:Q1

2016-17:Q2

2016-17:Q3

2016-17:Q4

Indicators

Rural

Semi-urban

Urban

Metropolitan

All-India

No. of Offices

48.2

37.9

24.9

26.8

137.8

Deposit

1129011

1737719

2266756

5617953

10751439

Credit

641319

929280

1146263

5210141

7927003

CDR

56.8

53.5

50.6

92.7

73.7

Deposit per Branch 23407.9

45874.3

91118.5

209773.8

78039.0

No. of Offices

47.8

37.5

24.6

26.5

136.4

Deposit

1146091

1745581

2246691

5481527

10619890

Credit

631731

870522

1073213

4920507

7495973

CDR

55.1

49.9

47.8

89.8

70.6

Deposit per Branch 23970.3

46547.6

91280.7

206967.2

77851.6

No. of Offices

47.4

37.2

24.4

26.3

135.3

Deposit

992068

1538639

2077161

5488672

10096540

Credit

625939

873491

1079866

4938590

7517886

CDR

63.1

56.8

52.0

90.0

74.5

Deposit per Branch 20909.9

41396.9

85174.9

208988.8

74643.8

No. of Offices

47.1

36.8

24.1

26.0

134.0

Deposit

933094

1456714

1955461

5203613

9548882

Credit

604576

834048

1035550

4772648

7246822

CDR

64.8

57.3

53.0

91.7

75.9

39540.6

81075.5

200123.6

71252.9

Deposit per Branch 19831.1
Source: Reserve Bank of India, 2017

Consumption Pattern and Capital Formation
Demonetization is expected to affect the
consumption expenditure mostly because of cash
crunch. People engaged in farm sector, either in
production or in trade,get their income in the month
of October as Kharif food grains are produced in
this month. Further, the centre along with some
states i.e. Maharashtra etc. had given salaries and
pensions as per 7th pay to their employees since
July-August 2016 and arrears (January to July
3

2016) in three consecutive months. Most of the
people of India spend their money for purchasing
of consumables and durables during Dushehra
and Diwali which was also celebrated in October
2016 prior to demonetization. These three factors
raise the sales of consumables and durables during
the month of October which falls in Q33.The data
shows that the share of Private Final Consumption
Expenditure (PFCE) has marginally increased
from 53.8 percent in Q2 to 58.6 percent of the GDP

Monthly data are not available for PFCE, GFCE, GFCF, Export and GDP.
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in Q3 of 2016-17. This marginal increase during
the Q3 was due to hike in PFCE during the month
of October. But, thereafter, there was decline in
demand for goods which is evident by decline in
Index of Industrial Production (IIP). This shows
that PFCE has declined after demonetization.
The share of Government Final Consumption
Expenditure (GFCE) has gone down from 12.8
percent to 10.6 percent during the same period.
Apart from demonetization, rainy season is one

the main reasons for slash in the share of GFCE in
GDP. The Gross Fixed Capital Formation (GFCF)
increased by 6.5 percent during the Q3 of 2015-16
whereas during Q3 of 2016-17 it increased by 2.4
percent after a negative growth of (-) 4.2 percent
in Q2. The exports registered (-) 0.6 percent
growth during Q3 of 2016-17 compared to 5.8
percent during Q3 of 2015-16. So, the impact of
demonetization is mixed in consumer expenditure
and negative on GFCF and exports.

Table 3: Quarterly Estimates of Expenditures of GDP for 2016-17 (at 2011-12 prices)
Indicators
Private Final
Consumption
Expenditure (PFCE)

2015-16
Q1

Q2

2016-17
Q3

Q4

1,453,347 1,484,050 1,602,945 1,722,032

Q1

Q2

1,575,613

1,601,797

Q3

Q4

1,780,914 1,848,300

Government Final
Consumption
Expenditure

286,327

326,759

267,516

229,123

333,761

380,561

323,603

302,161

Gross Fixed Capital
Formation (GFCF)

849,973

848,892

881,093

938,488

912,768

874,494

895,740

919,040

Exports

583,423

599,072

581,297

614,896

594,947

608,293

604,510

678,256

2,725,873 2,770,097 2,842,737 3,042,294

2,941,846

2,978,817

GDP

3,040,763 3,228,427

Share in GDP
Private Final
Consumption
Expenditure (PFCE)

53.3

53.6

56.4

56.6

53.6

53.8

58.6

57.3

Government Final
Consumption
Expenditure

10.5

11.8

9.4

7.5

11.3

12.8

10.6

9.4

Gross Fixed Capital
Formation (GFCF)

31.2

30.6

31.0

30.8

31.0

29.4

29.5

28.5

Exports

21.4

21.6

20.4

20.2

20.2

20.4

19.9

21.0

100.0

100.0

100.0

100.0

100.0

100.0

100.0

100.0

GDP

Source:Central Statistics Office,GoI
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Economic Growth: A quarterly sectoral trend
As already discussed, the major share of the
Indian economy is informal and cash operated.
Therefore,demonetization is expected to have
been affected primarily by the liquidity shock.
The aggregate demand declined due to shortage
of cash to make payments mostly on discretionary
spending. Further, production was also affected
due to man hours lost as some workers, especially
those in the unorganised sector who get their wages
paid in cash, experienced temporary loss of work.
The construction sector and some of the labourintensive manufacturing sectors such as textiles,
leather, gems and jewelry and the transportation
sector engage casual/migrant labourers extensively.
The loss of wage income for workers is also
expected to have caused a drag on consumption
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demand. This leads to decline in the growth of
whole economy. In this regard, Figure 1 portrays
the quarterly economic growth during 2015-16 and
2016-17. The Q3 (demonetization period) is season
of output of Kharif which has grown by almost 9
percent in 2016-17, and therefore, agriculture and
allied sectors has registered a higher growth. This
trend may be observed in this graph as agriculture
and allied segment has grown by 6.9 percent
during Q3 of 2016-17. The financial, real estate
and professional services is declining during Q3
in 2016-17 as compared to the year before. Apart
from these two sectors, all other sectors do not
have much variation in Q3 of 2016-17. As a result,
the overall impact of different factors including
demonetization resulted in the decline of growth
of whole economy by 1.3 percentage point.

Figure 1: Quarterly Economic Growth at 2011-12 Prices in Different Sectors in India
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As Table 4 shows, the annual growth of mining
and quarrying decreased from 10.5 percent in
2015-16 to 1.8 percent in 2016-17. Some other
sectors also registered declining trends of growth
like manufacturing (5.0 to 1.7 percent), trade,
hotel, transport and communication (10.5 to 7.8

percent), financial, real estate and professional
services (10.8 to 5.7 percent)during 2016-17 as
compared to 2015-16. Thus, the whole economy
grew by 6.6 percent during 2017-18 as against 7.9
percent during 2015-16.

Table 4: Annual Growth of Indian Economy in Different Sectors
(In Rs crore)
Sector

2014-15

2015-16

2016-17
Growth (in percent)
(Provisional)
2015-16

1. Agriculture, Forestry & Fishing

2016-17

1,606,140

1,617,208

1,696,175

0.7

4.9

293821

324740

330485

10.5

1.8

3. Manufacturing

1689504

1872115

2019927

10.8

7.9

4. Electricity, Gas, Water Supply &
Other Utility Services

213,744

224,447

240,590

5.0

7.2

5. Construction

838,203

879,782

894,668

5.0

1.7

1,800,919

1,989,161

2,143,956

10.5

7.8

2075549

2298798

2429638

10.8

5.7

8. Public Administration, Defense
and Other Services

1,201,143

1,284,263

1,430,002

6.9

11.3

GVA at (2011-12) Price

9,719,023 10,490,514

11,185,440

7.9

6.6

2. Mining & Quarrying

6. Trade, Hotels,
Transport,Communication and
Services Related to Broadcasting
7. Financial, Real Estate &
Professional Services

Source: Central Statistics Office, GoI

Industrial Production
The effect of demonetization is also seen on
the industrial production. India’s factory output
is measured by the Index of Industrial Production
(IIP). Figure 2 shows that the general IIP rose by
5.0 percent during 2016-17 as compared to 3.4
percent in the previous year. But the effect of
demonetization can be seen through the monthly
IIP. In the month of November 2016,due to
festive season the general IIP was 5.7 percent and
thereafter it declined and reached to (-) 0.4 percent

in Dec-2016 and again it recovered from Mar-2017
onwards and reached at maximum of 3.1 percent in
April. The impact of demonetization can be clearly
seen through sharp decline in IIP of durables by
20 percent, capital goods by 18 percent, consumer
goods by 12 percent and non-durables by 8 percent.
Manufacturers also cut production due to rising
inventories.
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Figure 2: Monthly Progress of IIP (Base=2012) ofDifferent Goods in India

Source: Department of Economic Affairs, GoI
Inflation and Wage Trends
In recent years, the inflation was around
5 percent. As shown in Figure-3, the impact
of demonetization on inflation mainly in food,
especially perishables, as inflation excluding
food and fuel remained broadly unaffected.
Food inflation declined from 3.32 percent in
October-2016 to 0.6 percent in January-2017
and further to (-) 2.12 percent in June-2017. This
was mainly on account of vegetables and pulses.
Vegetable prices declined by (-) 5.74 percent in
October-2016 to (-) 15.62 percent in January-2017
and further to (-) 16.53 percent in June-2017.
Pulses prices declined gradually from 4.11 percent
in October-2016 to (-) 21.92 percent in June-2017.
Figure 3: Monthly Inflation of Different Goods

Source: RBI and Labour Bureau, GoI

The sharp decline in prices of pulses and vegetables
was due to a number of factors including good
production. Due to demonetization, farmer’s
income and price of farm products got reduced. The
6-8 months’ data shows that the cash crunch has
impacted farm produces. The inflation in different
sectors of workers has been showing declining
trends (Figure-4) after demonetization. After July2016, price of all three types of workers has been
continuously falling from 6.1 to 2.2 in May-2017.
The inflation of industrial workers has declined
from 6.7 in July-2016 to 1.4 in May-2017 and the
same trend can be seen in the rural labourers and
agricultural labourers. So, the analysis shows that
demonetization, including other factors have had a
significant impact on inflation especially on rural
economy and farm sector.
Figure 4: Monthly Inflation of Different Workers
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Digital Economy
Demonetization is expected to formalise India’s
economy by creating a ‘less-cash economy’. A
number of incentives have been offered to induce
people to go for digital transactions. In a large
country like India, barely 3 million people file
income tax returns and two million pay tax. India
has one of the highest cash to GDP ratios in the
world, 12 percent compared to a world average of
4 percent. An estimated 78 percent of transactions
in India are in cash compared with 20–25 percent
in industrialised countries (Ghandy 2016).A recent
report estimates that for a total investment of about
INR 60,000 crores over 5 years towards creating a
digital payments ecosystem, India could reduce its
cost of cash from the present levels of 1.7 to 1.3
percent of GDP4 . The Ratan P. Watal Committee
on Digital Payments constituted to formulate
recommendations to promote digital payments
with a focus on reaching financially and socially
excluded groups, has submitted its final report. In
the report, the Committee recommends promotion
of digital payments within Government by– POS
and mobile based acceptance infrastructure,
withdrawal of charges/ fees/ surcharges, etc.,
bearing cost of electronic transactions, facility for
online payments using cards and wallets, removal
of customs and excise duties, service tax input
credit for digital transactions, utility bills and
payments to Government through digital mode,
Further, it suggests creation of a fund from savings
generated from cashless transactions – mechanism
to track cash handling and transitioning to digital
payments, implementation of disincentives for
usage of cash, creation of parity between cash and
digital payments and other measures like supporting
POS, card based and other digital transactions,
enabling faster and cheaper credit, developing
4

VISA, Accelerating the Growth of Digital Payments in India.

metric for digital payments and promoting crossborder payments. The government is keen to
promote digital transaction which has trebled to
328 million against 109 million in January last year
by way of volume. The acceptance infrastructure
of the country has expanded significantly, which
has allowed card transactions to report the biggest
growth post demonetization. After note recall, under
pressure from the government, banks deployed
1million additional PoS terminals within three
months, taking their total number to around 2.52
million. According to data released by National
Payments Corporation of India, of the total IMPS
transactions, BHIM and UPI clocked 6.4 million in
March-2017, up from 4.4 million in January-2017
and a mere 0.1 million in October-2016, just before
demonetization. Government has taken lots of
steps including implementation of Public Finance
Management System (PFMS), Direct Benefit
Transfers, Goods and Services Tax (GST) for
moving towards digital economy.
Conclusion
Money is the lubricant that keeps the wheel
of economic activity moving. The demonetization
undertaken by the government was a shock to
the people as well as economy. The government
has offered people to be connected and have an
account in the bank through Jan-Dhan Accounts
and financial inclusion scheme as in the predemonetization period. However, illiteracy, poverty
and other obstacles which include inadequacy in
institutional outreach to the people and banking
infrastructures till persist. The transaction in bank
shows that the metropolitan and urban area has
much formalised and less cash operated economy
compared to rural and semi-urban. The bank has
large surplus deposits which made this money

Impact of Demonetization on Indian Economy: A Preliminary Analysis

was available for lending at much lower rate. In
this scenario, interest rate has gone down. Due
to good Kharif production, 7th pay hike of central
and state government employees and festive
season, the private consumption has marginally
increased (due to hike in consumables as well as
durable during the month of October);whereas,
government consumption declined. The exports
and Gross Fixed Capital Formation has fallen
due to demonetization. The Industrial production
has declined sharply in durable and non-durable
goods, capital and consumer goods due to
demand shortage. The economic growth has
also declined by 1.3 percentage points mostly in
mining, manufacturing, real estate, transport, and
construction. Due to decline in purchasing power of
the people, aggregate demand is reduced which in
turn has drastically reduced the income of farmers
and price of farm products. The labour price also
declined across the sectors. India is cash dominant
economy and base of digitalisation is very low. In
this connection, the efforts of the government to
move towards digital economy will be a welcome
step.
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Petroleum Industry and other hydrocarbons are among the
most politicized commodities, almost everywhere in the world.
While there are global and volatile markets of the petroleum
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the pricing of the petroleum products, interest group influencing
do it the best. The paper presents a glimpse of the instability of
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Oil is undoubtedly the single most important
economic commodity. It accounts for the highest
share of world trade, forms the basis of the profit
making mainstay of the world’s largest companies,
and becomes the dominant material influencing the
political and strategic strengths of the nations in the
international geo-political environment. Because
of such crucial influence, this sector is ostensibly
exposed to the highest degree of uncertainty. It is
this uncertainty and interdependence on several
socio-economic-political factors that makes the
petroleum industry, a translucent sector worldwide
and India is no exception. Further, we argue that
the pricing policies of petroleum products in India
have been significantly affected by the interest
group influences.
The trace of the industry vis-a-vis the New
Exploration Licensing Policies (NELP) in India is
presented in the following section.
Traces of the Industry and NELPs
The British regime in India ignored the oil
sector like no other industrial sector of the Indian
economy. Traditionally, it was presumed that,
except Digboi in Assam, oil repositories do not
exist in India. Until 1921, when Burmah Shell
became its owner, even Digboi was not a prime
sector region for the industry. The scenario in the
field of oil exploration did not change, even after
India’s independence. The planners did not repose
much confidence in the possibility of a substantial
oil discovery because the nascent nation’s
technical expertise was considered inadequate to
undertake any exploration. Instead, the refineries
sector got a major boost since it was considered
a sector with lesser risk. In fact, it was only when
K.D. Malaviya joined Nehru’s cabinet and was incharge of Mineral Oil, the proposal was pushed for
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inviting foreign companies for oil exploration in
the event of Indian technicians failing to find oil.
Further, Oil and Natural Gas Division was created
in 1955 under the aegis of the Ministry of Natural
Resources & Scientific Research, to buttress the
cause of systemic growth of the oil sector, as
envisaged by the cabinet. In pursuance of the
advice from Soviet oil exploration consultant,
and in compliance with the new Industrial Policy
Resolution of 1956, the Central Government took
upon itself the monopolistic right of oil exploration.
The Government of India set up the Oil and
Natural Gas Commission (ONGC) in August 1956
as a department. Thereafter, it emerged that the
very structure of ONGC would go on to make it
inefficient. This was also one of the main reasons
for ONGC to be unsuccessful in performing
exploration as may be required for the country to
become self-reliant in this sector. It was argued
that the problem of inefficiency may be tackled if
ONGC is provided with the status of a statutory
Commission and the same was granted in 1959.
Soon after, the ONGC met with early success in
drilling the first offshore wells in Bombay High in
early seventies.
The following table (Table-1) is indicative of
a consistently stable reserves/production ratio over
the years and the efforts of ONGC in reaching
such milestones are commendable. The physical
significance of such ratio can be translated into
the fact that if production continues at the current
level and no more reserves are found, the current
reserves will last only for 20 years for the Crude
oil and around 45 years in the case of Natural Gas.
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Table 1: Reserves and Production of Crude Oil and Natural Gas
Year
1947-48
1950-51
1960-61
1966-67
1970-71
1975-76
1980-81
1985-86
1990-91
1991-92
1992-93
1993-94
1994-95
2008-09
2009-10
2010-11
2011-12
2012-13
2013-14
2014-15

Balance of recoverable reserves
Crude mmt
N Gas bcm
4.00
3.00
4.00
2.00
45.00
22.00
153.00
63.15
127.84
62.48
143.90
87.67
366.33
351.31
499.51
478.63
738.80
686.45
806.15
729.79
801.05
735.46
779.06
717.95
765.00
707.00
773.34
1115.26
774.66
1148.54
757.40
1278.06
759.59
1330.24
758.44
1354.76
762.73
1427.15
763.48
1488.47

Production
Crude mmt N Gas bcm
0.25
NA
0.26
NA
0.45
NA
4.65
NA
6.82
1.45
8.45
2.37
10.51
2.36
30.17
8.13
33.02
18.00
30.35
18.65
26.95
18.06
27.03
18.34
32.23
19.38
33.50
32.84
33.69
47.49
37.68
52.21
38.09
47.55
37.86
40.67
37.78
35.40
37.46
33.65

R/P Ratio
Crude
N Gas
16.00
15.38
100
32.90
18.74
43.24
17.03
37.02
34.87
148.99
16.56
58.84
22.37
38.14
26.57
39.14
29.72
40.72
28.82
39.15
23.74
36.48
23.08
33.96
22.99
24.18
20.1
24.47
19.94
27.97
20.03
33.31
20.18
40.31
20.38
44.23

mmt = Million metric ton
bcm = Billion cubic metres
N.A. = not available
Source: Compiled from Indian Petroleum & Natural Gas Statistics, various issues

Until the early 1970s, the oil exploration and
production policy reflected a strong commitment
for generating a robust national oil industry
equipped with necessary infrastructure in place. To
meet rising demands of oil and gas, the Government
of India formulated a New Exploration Licensing
Policy (NELP) with a view to attract significant risk
capital from Indian and Foreign companies, state
of art technologies, new geological concepts and
best management practices to explore oil and gas
3

resources in the country. The NELP came into force
in 1999. Since then, licenses for exploration are
being awarded only through a competitive bidding
system and National Oil Companies (NOCs) are
required to compete on an equal footing with
Indian and foreign companies to secure Petroleum
Exploration Licences (PELs). Nine rounds of
bids have so far been concluded under NELP, in
which production sharing contracts (PSCs) for 254
exploration blocks have been signed.3

http://petroleum.nic.in/docs/exp.policy.NELP2015.pdf accessed on 5.11.2015
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Details of blocks awarded under the nine NELP rounds are shown in the following chart. (Refer figure - 1)
Figure 1: Exploration Blocks Awarded in NELP Rounds

Source- Chart is prepared on the basis of number of blocks awarded under various NELP Rounds as available at http://
dghindia.gov.in/index.php/page?pageId=59 accessed on 5.11.2015

One of the salient features of the NELP are
that the state owned ONGC and Oil India Limited
(OIL) have to compete for obtaining the petroleum
exploration licenses on a competitive basis instead
of the existing system of granting them PELs
on nomination basis. The proportion of royalty
as envisaged by the NELP has been fixed at the
rate of 12.5% for the on land areas and 10% for
offshore areas. Further, the royalty is proposed to
be charged at half the prevailing rate for deep water
areas beyond 400 m bathymetry for the first 7 years
after commencement of commercial production.
Demand for petroleum products in India
grew at an annual rate of 4.15 per cent during the
Eleventh Plan period which is close to the upper4

case scenario that was envisaged at the start of
the Eleventh Plan as presented in Table 2. The
elasticity of Petroleum, Oil and Lubricants (POL)
demand with GDP growth during the Eleventh Plan
has been 0.53 which is slightly higher than 0.49
for the Tenth Plan. The use of Furnace oil/Low
Sulphur Heavy Stock (FO/LSHS) and Light Diesel
Oil (LDO) in power, fertiliser and general trade has
declined. Also, increased availability of natural gas
has replaced naphtha that was extensively used in
the fertiliser industry. LPG consumption in India
has increased from 10.85 million tonnes in the year
2006–07 to 15.36 million tonnes in the year 2011–
12, growing at a rate of 7.21 per cent per annum
Compound Annual Growth Rate (CAGR).4

http://planningcommission.nic.in/plans/planrel/12thplan/pdf/12fyp_vol2.pdf accessed on 5.11.2015
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Table 2: Consumption of Petroleum Products
Consumption

2007-08

2008-09

2009-10

2010-11

2011-12

CAGR (%)

Actual

128.95

133.6

137.81

141.75

147.98

4.15

Working Group Base

116.35

119.1

121.99

126.97

131.77

2.93

11th Plan Upper

117.56

121.95

127.79

136.59

141.79

4.45

Source- Table 14.31 from the Economic Sectors (Volume II) of 12th Five Year Plan (2012–2017)

Both oil and gas production targets slipped by
large percentages during the Eleventh Plan period.
Against the crude oil production target of 206.73
MMT in the Eleventh Plan, the actual achievement
was only 177 MMT, 14 per cent below the target.
The actual natural gas production was 212.54 BCM
as against the production target of 255.76 BCM,
with a shortfall of about 17 per cent of the Eleventh
Plan targets. In contrast to the large slippage in oil

exploration and production, addition to refining
capacity is likely to be 88.42 per cent of the target.
Some of the refinery projects like MRPL expansion
and Paradip refinery projects have also slipped in
the Twelfth Plan due to delays in providing captive
power equipment by BHEL to these refineries.
Table 3 gives the target and achievements of
various physical parameters during the Eleventh
Plan period5.

Table 3: Physical Performance of Petroleum and Natural Gas Sector
Sr
No

Item

Eleventh
Total in the
Actual
Actual
Actual Actual Actual
Plan
Eleventh
2007–08 2008-09 2009-10 2010-11 2011-12
Target
Plan

1

Crude Oil
Production (MMT)

206.73

34.12

33.51

33.69

37.68

38.09

177.09

2

ONGC

140.06

25.94

25.37

24.86

24.42

23.72

124.30

3

OIL

18.99

3.1

3.47

3.57

3.58

3.85

17.57

4

PVT. JVC

47.71

5.08

4.67

5.26

9.68

10.53

35.22

5

Gas Production
(BCM)

255.76

32.42

32.85

47.50

52.22

47.56

212.54

6

ONGC

112.39

22.33

22.49

23.10

23.10

23.32

114.33

7

OIL

16.42

2.34

2.27

2.42

2.35

2.63

12.01

8

PVT. JVC

126.95

7.74

8.09

21.99

26.77

21.61

86.20

9

Refining Capacity
(MMTPA)

240.96

148.97

177.97

185.39

193.39

213.07

213.07*

10 Hydrocarbon
Reserve Accretion
(O + OEG)

1847

-

-

-

-

-

*Refining Capacity estimates as on 1 April 2012. # Hydrocarbon Reserve Accretion (HCRA) as on 1 April 2011
Source- Table 14.32 from the Economic Sectors (Volume II) of 12th Five Year Plan (2012–2017)
5

ibid

2014.81#
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Managing the petroleum and natural gas sector
will present critical challenges in the Twelfth Plan.
The demand for petroleum products is expected
to expand while the scope for increasing domestic
production is limited. Oil prices in world markets
are expected to be volatile but generally high. The
oil and gas import bill is likely to be around 6–7 per
cent of GDP during the year 2011–12.6 However,
the oil and gas import bill has only increased
marginally by 3.5 % of the GDP.
The quantity of crude oil imported was 171.7
million metric tonnes in the year 2011-12. The
value of crude oil imported was $ 139.7 billions
in 2011-12. The quantity of crude oil imported
was 184.8 million metric tonnes in the year 201213. It increased by 13.1 million metric tonnes
as compared to the year 2011-12. In percentage
terms, the growth was 7.63% as compared to the
year 2011-12. The value of crude oil imported
was $ 144.3 billion in 2012-13. It increased by
$ 4.6 billion as compared to the year 2011-12.
In percentage terms, the increase was 3.29% as
compared to the year 2011-12.
The quantity of crude oil imported was 189.2
million metric tonnes in the year 2013-14. It
increased by 4.4 million metric tonnes as compared
to the year 2012-13. In percentage terms, the

growth was 2.38% as compared to the year 201213. The value of crude oil imported was $ 143
billion in 2013-14. It decreased by $ -1.3 billion
as compared to the year 2012-13. In percentage
terms, the decrease was -0.9% as compared to the
year 2012-13. The quantity of crude oil imported
was 189.4 million metric tonnes in the year 201415. It increased by 0.2 million metric tonnes as
compared to the year 2013-14. In percentage
terms, the growth was 0.11% as compared to the
year 2013-14. The value of crude oil imported
was $ 112.7 billion in 2014-15. It decreased by
$ -30.3 billion as compared to the year 2013-14.
In percentage terms, the decrease was -21.19% as
compared to the year 2013-14.
The quantity of crude oil imported was
202.9 million metric tonnes in the year 201516. It increased by 13.5 million metric tonnes as
compared to the year 2014-15. In percentage terms,
the growth was 7.13% as compared to the year
2014-15. The value of crude oil imported was $ 64
billion in 2015-16. It decreased by $ -48.7 billion
as compared to the year 2014-15. In percentage
terms, the decrease was -43.21% as compared to
the year 2014-15. The decline in the value of crude
oil imported despite the rise in the quantity of crude
oil imported, in recent years, was due to the steep
fall in the international price of crude oil.

Figure -2 : Crude Oil Import

Source- https://data.gov.in/catalog/answers-data-rajya-sabha-questions-session-239

6

ibid
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Pricing and Interest Group Influence
Oil pricing today is one of the most politically
sensitive aspects of public policy. Whether in
reality true or not, most political parties believe
that higher oil product prices would hurt their
electoral prospects and raising oil prices creates
opportunities for the opposition to mobilize
support, and agitate against policies of the
government. Opposition parties typically would
not let such opportunities go. What is worse is the
belief that market determined prices would take
away political support for the party in power. It is
not merely kerosene and LPG (both of which are
widely believed to be consumed by the common
man) that are under such political scrutiny but also
diesel and petrol. The inclusion of petrol in the
radar of the political parties is interesting since it
was hitherto considered as a luxury product and not
a “common man’s”. The failure of public transport
and the resulting very large growth in private
transport in the form of scooters and motorcycles
among the lower middle classes creates the basis
for populism with regards to petrol prices.7
The paradigm of using low prices rather than
endowments to subsidise is a well-entrenched
practice among policy makers in India and it has
meant that there is little awareness of other possible
modes. And opportunities for re-casting the price
based subsidies as direct subsidies, freeing pricing
to be determined by markets have been missed
many times. As a result, regime shift during low
international prices of petroleum products has not
been done easily. The opportunity to do so has
7

again presented itself, because global oil prices
have started falling. And the government must not
miss the opportunity again. The recommendations
that we make in this study have the potential to
de-politicize the sector and actually create vast
political goodwill if the measures especially for
direct subsidization are put in place.8
Groups, like all structures in society, are
multifunctional. They may serve as critical agents
of communication between the individual and the
state.9 Their primary role, by and large, remains
unification of the demand and compelling of
group demands on the political system (Kochanek
1974). The group may be small or large; their
tendency to optimize the ‘collective good’ for
the group members shall remain intact. Whether
the effectiveness of the groups is dependent
on their size can be a subject matter of separate
study. However, theories and evidence suggest
that relatively small groups—“privileged” and
“intermediate” exhibited greater effectiveness
(Olson 1965).
What interest do groups pursue? The interest
groups may have social interest, economic interest
and lobbying interest. Accordingly, the groups
perform lobbying function and social functions,
lobbying function and economic functions, or even
all three of the above mentioned functions (Olson:
134).
The Supreme Court of India, in its judgement
on the issue of uncontrolled markets and the
influence of the interest groups in Indian petroleum
sector enunciated:

A Study of the Fiscal Regime for the Petroleum Sector in the Context of Rising Input Prices, of the Changes Required in the Sector, and of
a Plan of Action to Achieve the Same, IIM, Ahmedabad, December, 2009

8

ibid

9

Stanley A. Kochanek (1974), Business and Politics in India”, University of California Press, Barkeley, Los Angeles, London
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History has repeatedly shown that a culture of
uncontained greed along with uncontrolled markets
leads to disasters…….Historically, and all across
the globe, predatory forms of capitalism seem to
organize themselves, first and foremost, around the
extractive industries that seek to exploit the vast,
but exhaustible, natural resources. Water, forests
minerals and oil – they are all being privatized;
and not being satisfied, the voices that speak for
predatory capitalism seek more.10
Similarly, the Comptroller and AuditorGeneral of India while commenting on the bid
evaluation criteria for the petroleum sector (2011)
envisaged
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components of price of petrol at home. Ironically,
they form only a small portion of the retail price,
and the final price is determined by a host of other
factors. In fact, more than 57% of the retail petrol
price per litre goes towards taxes, duties, cesses
and dealer margins.
The stakeholders involved in production
process of petrol play a crucial role in determination
of its retail prices and are (i) Oil Production
and Exploration Companies (ii) Oil Marketing
Companies (iii) Dealers.
The Pricing Structure of Petrol 12

The assumptions based on which calculations
of fiscal packages of different bidders are made
are completely hypothetical in the absence of
high quality seismic data, let alone drilling and
discovery findings, estimates of oil/gas reserves and
production profiles, as also projected capital and
operating expenses and even crude oil and natural
gas prices, are completely speculative. Admittedly,
the evaluation model is applied consistently across
all bidders.11
Many more incidence are evident that
establishes the notion that there does exist the
interest group influence in the pricing of the
petroleum industry in India.
Recent developments in oil pricing
Crude oil is the major raw material for petrol.
At present, 75% of India’s crude oil needs are met
through imports. And thus, international prices of
crude oil and foreign exchange rates form the base

Crude oil is purchased by OMCs, who pay
freight and transportation charge in addition
to crude oil prices per barrel. This oil is then
transferred to refineries to be converted into petrol.
Here the OMCs pay refinery transfer price to
refineries for their services, the oil continues to be
owned by the OMCs. OMCs also pay excise duty
on this refined petrol before selling it to dealers
at a margin. This refined oil, which is in the form
of petrol, is then sold by OMCs to dealers, on

10

Justice B Sudershan Reddy of the Supreme Court of India, on 7 May 2010 in his judgement on the Reliance Industries Limited versus
Reliance Natural Resources Limited case

11

Extracts from the report of the Comptroller & Auditor-General of India tabled in Parliament on 12 September 2011

12

https://spontaneousorder.in/a-guide-to-petrol-pricing-in-india-components-mechanisms-and-daily-price-change-a84fb67f23dd accessed
on 14th January, 2018
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cost plus profit basis. Petrol is now owned by the
dealers. State VAT and dealer’s margin along with
pollution cess and surcharge are finally added to
the cost of petrol which determines the final retail
price of petrol, as it is available on petrol pumps.
The above image shows the breakdown of petrol
prices as on 1st April, 2017, New Delhi.
Current Price Change Mechanism
As already mentioned above, the price of
petrol depends on international crude oil prices and
foreign exchange rates, which change daily based
on demand and supply forces. However, in India
petrol prices are set on 1st and 16th of every month
i.e. fortnightly based on average international
price of fuel in the preceding fortnight and the
currency exchange rate. As such the retail price of
petrol should reflect the changes in market crude
oil prices proportionately. However, there have
been many instances when the prices have failed
to change proportionally with the rise and fall in
international crude oil prices because of government
intervention. From 16th June, 2017 public sector
OMCs such as IOCL, HPCL and BPCL have rolled
out daily price change mechanism in all their
retail outlets across the country, in line with the
best global practices. Thus, instead of fortnightly
revision of prices, petrol prices will change daily
in tandem with international crude oil prices and
foreign exchange rates.
Also, petrol pumps will now follow a system
of marginally differentiated pricing resulting in
different prices at different outlets of the same
OMC, based on location. For example, a petrol
pump nearer to the supply station may have a lower
price than the one farther away.
This change will help align fuel prices
to international crude oil prices and enhance
transparency in the pricing mechanism by reducing
political overtures in price setting. Additionally,
daily change is expected to happen only to a limit
of few paisas and is thus expected to reduce the

Aarthika Charche - Vol 2 No.2

volatility attached with fortnightly changes in
prices.
Analysts from Kotak Institutional Equities
said in a note to clients recently that a daily change
in fuel prices instead of current fortnightly revision
will enhance oil market companies’ ability to make
gradual changes in prices avoiding any intermittent
interventions, reduce volatility in earnings from
sharp fluctuation in global petroleum prices during
fortnights and eliminate irregularities due to
inventory management by dealers on expectations
of upward/downward revision in fuel price.
Under the latest regime, prices are revised at
6 AM every morning at petrol pumps. For petrol
pumps, which are automated, the prices will be
changed centrally, with no additional manpower
requirements.
However, such petrol pumps form only 20% of
the total of 58,000 petrol pumps across the nation.
For the remaining non-automated petrol pumps,
prices will have to be changed manually each
day. The non-automated stations can access the
information via four distinct means i.e. customized
SMS service, Emails, Mobile App & Web Portal
for dealers. Updated prices will be immediately
exhibited at all petrol pumps for the information of
the public. Customers would also be able to fetch
daily updated prices of petrol and diesel in all the
cities through Indian Oil’s mobile app or through
SMS.
To bring fuel prices in greater alignment
with the market prices such that they reflect daily
changes in international prices is a progressive
step towards ensuring transparency in fuel pricing
and enhancing competitiveness in the sector. The
government as well as oil companies however,
need to ensure that proper infrastructure and
mechanisms are established at the earliest for
successful implementation and continuity of the
scheme (Ritika Chawla, 2017) .
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Conclusion

End Notes

Any administered pricing mechanism in
this sector shall be inferior for it damages the
product prices. Such pricing mechanisms promote
unhealthy substitution of subsidized products for
other products which are more efficient. It almost
blinds the indicative price signals and kills all
form of energy conservation. The whole process
results in generating almost irreparable imbalances
and makes good governance next to impossible.
It also jeopardizes India’s position in global
competitiveness in the years to come. In the words
of Yashwant Sinha, the then Chairman, Standing
Committee on Finance (August 2013), petroleum
products13 are a national resource and a public
asset; and therefore, any discourse on its pricing
policy should reflect this principle so that it is used
for the larger national good and not for profiteering.

i

The working group projected the base demand for
petroleum products during the eleventh five year
plan period.

ii

The demand for petroleum products during eleventh
plan period was at the upper case scenario.

iii Per barrel cost (USD/bbl) is based on conversion
factor of 7.33 barrel per MT; MMT-Million Metric
Tonnes; Source: Rajya Sabha Session – 239
Unstarred Question No. 1247.

iv Chawla Ritika (2017), A Guide to Petrol Pricing
in India: Components, Mechanisms and Daily
Price Change, https://spontaneousorder.in/aguide-to-petrol-pricing-in-india-componentsmechanisms-and-daily-price-changea84fb67f23dd, accessed on 14th January,
2018.

Recent Research Work from FPI
“Comparison of Estimated Consumption vis-a-vis Declared Consumption of a Commodity”:
A Study with reference to Iron and Steel commodity.
This report has developed general methodology to estimate the consumption of commodities at
State’s level to observe the actual consumption with reasonable accuracy. Study puts forth two
important methods namely GSDP-GDP method and Commercial Tax Department methodology.
Using these two methods, it was found in the study that, on an average 32% gap exists between
the declared and estimated average consumption of Iron and Steel in Karnataka.The report is made
available on our website at the URL:
http://fpibangalore.gov.in/docs/est_vs_decl_cons_comp_iron_steel.pdf

Status Report on Externally Aided Projects (EAPs) in Karnataka
Status Report on Externally Aided Projects (EAPs) in Karnataka is a research work undertaken at
FPI. This report analyses the loans availed project wise and donor wise by the Karnataka State. It
also elaborates department and sector wise back to back assistance received. The report also provides
details of donor agencies and their general terms and conditions. Report also examines the impact
of currency fluctuations and its effect on payment in Indian rupee. The report is made available on
our website at the URL:
http://www.fpibangalore.gov.in/docs/Status%20Report%20on%20Externally%20Aided%20Projects-Karnataka.pdf
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Implications of
Demonetization,
its Solutions and
Introduction of
Smart Wallets.

Abstract

Demonetization in India was done with the twin goal of
identifying black money and to slowly usher in a cashless
society. The success of Demonetization in identifying black
money would require a step by step approach and certain changes
- Anshuman Saha 1
in rules, regulations, Acts and even constitutional amendments.
This paper discusses in detail the step by step approach required
by government in changing rules and regulations. It has also
dealt with the quantum of success achieved by government in
introducing electronic transaction. While introducing cash less
transaction, the issue of personal privacy is diluted. This paper
has suggested the introduction of smart wallets exactly of the size
of a credit card and its implementation in mobile phones, where
privacy of transaction is protected. This paper notes that there is an
urgent requirement for changes in law and out of the box thinking
MrAnshuman Saha, is presently
with regard to protection of individual privacy.
working as a Dy. Supdt. of Police
in CBI, Economic Offences Wing.
I. Introduction
After doing his M.Sc in Zoology
he joined CBI in 1998. He has
his topic is very important philosophically because
investigated various important
cases of Bank Frauds and Chit
reduction of paper currency in economy is directly
Fund Scam and has twenty years’
proportional to transparency and personal obligation in tax liability
experience in investigation in
which
will help in the concept of “Sab Ka Vikas” or “Garibi Hatao”.
the field of corruption. He has
also attended various training
This paper has suggested changes in law and the introduction of
programmes regarding credit
smart wallets and its implementation in mobile phones where the
card fraud conducted by United
States Secret Service, Cross
privacy of transaction and privacy of an individual is protected.
Border Financial Investigation
conducted by Homeland Security
The scheme of the paper after this brief introduction has six
Investigations of US, Executive
Training
Programme
on sections. Section II deals with the methods available to government
Financial Crimes Investigation
for Demonetization and suggests changes in law through Aadhaar
conducted by IIM-B. He has also
attended workshops on Terrorist linked transactions. Section III deals with encouragement for POS/
Financing / Money Laundering Mobile/Online payments and RBI results for use of POS. Section IV
conducted by Royal Canadian
looks at the protection of privacy of an individual. Section V, introduces
Mounted Police.

T

***

the concept of smart wallets instead of cash transaction without
compromising individual privacy. Finally, section VI consists of the
conclusion and recommendation, suggesting the introduction of smart
wallet and mobile phones with smart wallets.
1

Views expressed are personal. The guidance provided by Dr. Charan Singh, Economics & Social
Sciences Indian Institute of Management, Bangalore in preparation and improvement of this
paper is gratefully acknowledged.
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Section II: Methods available to government for
Demonetization

fees only through bank
transaction.

The basic tool available with government is
bringing changes in law which are discussed below.

Government should make it compulsory for
all business concerns, to maintain at least one POS
machine and make PAN mandatory for hawkers.
Purchase of goods/services worth Rs 5,000/- or
more, purchase of AC railway tickets/ airlines
ticket, any service in restaurants, should be done
by bank instrument / e-transaction.

The changes in law involve constitutional
amendment for a mandatory citizenship
identification number like Aadhaar and linking it
with at least one bank account of an individual for
availing benefits from government. Amendments
have to be effected in Income Tax Act, Companies
Act and RBI Act making it mandatory for all
bank accounts to contain the Aadhaar number and
allowing law enforcing agencies to have access to
the details of citizenship card data.
All proprietors/ partners/ directors/ promoters
of all firms/ companies should mandatorily declare
their Aadhaar numbers in the current account of
their business. Likewise, investments in stocks
should be linked with income tax database and
Aadhaar.
Similarly, real estate & property deals should
be executed by cheque/ DD or electronic transfer
with details of Aadhaar. This is a state subject but
amendments in Income Tax Act can bring it under
the purview of central government.
It is suggested that any sale or purchase in firm
(even where trade licence is issued by corporations/
municipalities/ panchayats) or by any person
acting as whole seller/distributor/ agent should be
carried out through bank instrument / electronic
transaction. Similarly, it should be mandatory for
lawyers/ doctors/ professionals etc to accept their

instrument / electronic

Section III: Encouragement for POS/mobile/
online payments and RBI data regarding use of
POS
The paper suggests that POS machines should
be made available off the shelves like mobiles and
cost of POS machines should be brought down
below Rs 1000/-.
Government should ensure that there is no
tax/ service charge by banks, on e-transfers.
As a reality check, the total number of POS
machines available online is only 2525959, as per
RBI March 2017 and 2840113 as on July 2017
[refer Table-4].
Total transaction through POS machines is
Rs 328867.90 million for March 2017 i.e.,
5.102 billion dollars (Rs 64.46 = 1 dollar as
on 22/05/17). Total transaction through mobile
banking transaction is Rupees 173,038 crore
(approximately) (i.e. 26.844 billion dollar
approximately) as on March 2017 (refer Table - 4).
Total projected transaction for 12 months through
POS and mobile banking is provided in Table-1.

Table-1
Projected Transactions
Value in billion dollars for March
2017

Projected value for 12 months in
billion dollars

POS machines

5.102

61.224

Mobile banking system

26.844

322.128

Total

383.352

Mode of transaction
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As per the website of India Brand Equity
Foundation2, April 2017, India’s retail market
would grow to $ 1 trillion in 2020 from $ 600 billion
in 2015. This gives a huge scope for e-transactions.

a) Although there has been an increase in POS
machines, there has been an actual decrease in
the total number of transactions through POS
by over 6 %. [refer Table-4].

If we compare the use of POS for the month
of March 2017 and July 2017 as per the available
data, the following surprising facts are evident:-

b) On adding the total amount of transaction at
POS through credit cards and debit cards it is
seen that total transaction at POS has decreased
by Rs 878.20 million, i.e a decrease by 0.00128
% compared to March 2017 (refer Table-2).

Table-2
Transactions through Credit and Debit Cards
SL
No.

Month

1.

March 2017

2.

July 2017

Total amount
of transactions
through Credit
Cards at POS in
Rs million

Total amount of
Grand Total of
transactions through
transactions through
Debit Cards at POS in Credit and Debit Cards
Rs million
at POS in Rs million

328867.9

356991.3

685859.2

339297

345684

684981

TOTAL INCREASE /
DECREASE

-878.20

PERCENTAGE OF
INCREASE / DECREASE

-0.00128 %

This decrease in transactions at POS should ring alarm bells and requires a course correction.
Table-3
Bank-wise Mobile Banking Transactions for the month of March 2017
Sr. No.

Bank Name

Volume (Actual)

1 to 74

Total of 73 Banks as per RBI

113631816

Total (Volume in million, Value in billion)

113.63

Value (In Rs’000)
1730387517
1730.39

Note: The data is provisional. The data is being cross checked with the banks which have shown high
variation month-on-month basis.

2

India Brand Equity Foundation – is a Trust established by the Department of Commerce, Ministry of Commerce, and Industry, government
of India – website www.ibef.org

Offsite

2

98545

98060

0.492

1

109809

110146

+ 0.306

Grand
Total of
March
2017

Grand
Total
of July
2017

% of
increase/
decrease

ATMs

Onsite

Bank
Name

4

+ 12.437

2840113

--

0

7

POS

+ 4.272

613211 110762306

477183 106223627

6

ATM
9

POS

+ 27.040

2849

+ 3.171

339297

2242.6 328867.9

8

ATM

Amount of
transactions
(Rs. Million)

Credit Cards
No. of
Transactions
(Actuals

+ 7.421 + 28.506

32056929

29842235

5

No .of out
standing
Offcards as at
site
the end of
the month

2525959 2799

3

On-line

POS

5.945

804051123

854874586

10

No .of out
standing
cards as
at the end
of the
month

ATM & Card Statistics for March and July 2017

Table-4

271172292

12

POS

0.968

6.163

703233345 254459133

710108656

11

ATM

No. of Transactions
(Actuals)

14

POS

+ 0.3968

2268423

+ 0.3968

345684

2259457.4 356991.3

13

ATM

Amount of
transactions
(Rs. Million)

Debit Cards
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Section IV: Protection of privacy
Privacy is a fundamental right. Cashless
transaction reduces privacy of an individual but
ensures tax compliance. Hence, a balance between
a cashless system intruding into personal privacy
and transparency is urgently required.

suggested diagram of the ‘smart wallet’ is as
follows -

As an example, a person ‘A’ would like to pay
some money to another person ‘B’ as a gift or for
some help. However, ‘A’ would not like his family
and friends, to know how much was paid and to
whom it was paid. In an online system, it would
be impossible to maintain this secrecy. A cashless
system thus requires a new type of payment system.
Section V: Introduction of Smart Wallets
In the subsequent paragraphs, I suggest a new
system for payments which will uphold privacy of
every individual – the ‘smart wallets’.
The smart wallet which I propose is a credit
card shaped electronic device. Two such devices
would be able to transfer money in between each
other just by touch. The system will also ensure
privacy of both the individuals.
Recently, Google has introduced a payment
system called TEZ. This uses Tez audio QR, where
two users can bring their phones near each other
and transfer money from one person to another.
However, the phone will be able to identify the
recipient and paying phone. Thus the issue of
privacy gets totally diluted.
The smart wallet’s dimension should be
exactly the same as a Credit Card/ Debit Card i.e
equivalent to the ID-1 format and should conform
to the dimensions as per ISO/IEC 7810:2003
Identification cards3. Similar dimension would
allow it to be used in POS/ATMs.
The ‘smart wallet’ should be made by ultrathin light absorbing panels and have ultra-thin
batteries. The display panel requires power source,
hence the requirement of ultra-thin batteries. The
3

There should be a ‘GO’ button for transfer of
money, ‘Receive’ for receipt, finger print scanner,
chip with GPRS, slot for nano SIM, chips for
transferring and receiving money.
As an example – a person ‘A’ with a smart
wallet ‘S1’ wants to transfer $ 100 to another person
‘B’ with a smart wallet ‘S2’. ‘A’ at first starts the
smart wallet S1 by using the fingerprint scanner.
He then presses the ‘Start’ switch and boots the
wallet and presses the keys 1, 0 and 0 again. The
screen flashes a figure of $ 100. He then presses
the switch ‘Go’ and takes the wallet near the Smart
wallet ‘S2’.
‘B’ has followed the same procedure of
fingerprint scanning, switching on the ‘Start’
button and booting the wallet. ‘B’, however, in
this case has switched on the receive button. The
screen flashes ‘Ready to receive’. In the next step
left side of the smart wallet S1 touches the right
side of the smart wallet S2. As soon as S1 and S2
touches each other, $ 100 is transferred from S1
to S2 and both the screen shows ‘Paid’/’Received’
$100.

- ISO/IEC 7810:2003 Identification cards - International Organization for Standardization.
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To ensure privacy the smart wallets would
not be able to identify the smart wallet where the
money has been transferred and from where it has
been received.

If the suggestion of smart wallet is introduced,
then it would get rid of the malice of evasion of
tax, but retain privacy of an individual.

Information of amount of money received and
transferred from and to the wallet can be stored
in bank server accessible to law enforcement
agencies. The main server should, however, have
no access to the wallet number from where the
money has been transferred and to whom it has
been transferred for the sake of privacy. This
feature is required to uphold the value of privacy
of an individual.

A cashless economy prevents persons from
using their wealth for illegal activities like terrorist
funding etc.

Smart wallet for shops and establishments etc,
should also be encouraged. The smart wallets kept
in the cash counters of firms may be a bit thicker
with larger batteries, internal backup and separate
ports for connecting it to office server. This will
ensure that the books of accounts of the firm can be
automatically generated from the data transferred
from the smart wallet.

A total electronic currency system will
ultimately put an end to the requirement of different
currencies for different nations and ultimately
bestow one single currency for the whole world. It
will only be a system for measurement of wealth.
On the basis of the analysis it is recommended
that –
(1) The government should immediately take
steps to amend Income Tax Act, Companies
Act and property transfers regulations and link
every transaction with Aadhaar.

Smart wallets should be manufactured by
authorized companies. The central banks of all
countries should be interconnected for seamless
exchange of data.

(2) Government should also make POS machines
available at a very affordable rate and
prevent banks and organisations for charging
transaction fees for e-transfers.

There should be facility for transfer of money
from bank account/ ATMs to the smart wallet
through internet by nano SIM.

(3) Privacy of an individual should be protected
even while doing an e transaction.

However, there should be some restrictions
for use of smart wallets. Central banks of each
and every country should stipulate guidelines for
use of smart wallets, act as its arbitrator, restrict
maximum daily limit of money which the smart
wallet can transfer or receive.
Section VI: Conclusion and Recommendations
Throughout the world and through time
immemorial, human beings have distinguished
themselves from all other living forms by
transferring wealth between each other by barter,
gold, currency etc.

(4) Government should introduce the concept of
smart wallets in the form of smart cards having
the shape and size of credit card as suggested
in this paper.
(5) The whole concept of ‘smart wallets’ can also
be introduced through a mobile phone after
making necessary amendments in hardware
and software of the mobile phones. The mobile
phone can itself be converted into a smart
wallet. This is probably as important as the
concept of smart wallet or may be even more
because it is easy to use and customer friendly.

