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_Before we explain demonetisation let us understand that a currency note or paper ¢

‘In a surprise move, the Indian Prime Minister, Shni

*currency notes with effect from midnight o S
shock. The Hon'ble Prime Minister stated that the decision 13

An overview on demonetisation of Indian currency

2016175 sivi o
Dr. K Kumar

Abstract
Demonctisation is an economic tenn which is used 1o mean

stripping them off their status of legal tender, usually wh
introduced in the economy of the courry. y

the 'scrapping’ of old currency nates snd
SN U DEW CUMTEnCY DOE OF Cumency TS
; The decision scrapped the legal tender status of the high
value currency notes of INR 500 and 1000 with immediate ¢ffect and introduced new Rs. 500 and Rs
ZQO(! notes. The immediate effect of the announcement saw countrymen lining up at the ATM
}\llhdru\v 100 rupee notes to tide over the impending cash crunch. The primary aim of demonetisation
1s reasonable cnough, the government hopes, to improve the functioning of the economy and bog

tax take by cracking down on the shadow economy. Demonetisation also increases use of clectronic:
bank-based payment systems, which will make record-keeping casier more common, allowing
government better 1o track and tax the proceeds. The govenment are wking all possible steps thro
commercial banks to overcome all the financial impediments. They also take steps to  train mon
citizens towards the use of digital banking in the process of propagating cashless transactions,

Keywords: Demonetisation, currency, clecironic banking, cashless transaction

Introduction
Demonetisation is an economic term which is used to mean the “scrapping’ of old currency
notes and stripping them oft their status of legal tender, usually when a new currency ar

currency is introduced in the economy of the country. This is a standard practice followed by
all major economies of the world for different reasons. For instance, when the!
introduced as the common currency of the European Union, the participating countries
effectively followed a 'demonetization' drive of their respective currencies by
exchange rates for the old currency to the newly introduced Euro. Indian Rupee ha
demonetized at various times as well. The Rs. 10,000 notes were demonetized o
January 1946 and then again in January 1978. Recently, the Rs. 500 and Rs. 1000 notes
demonetized in a surprise move on November 8, 2016. e
The recent scrapping of Indian 500 and 1000 rupee currency notes has pushed the
country in a whirlpool of confusion. The country may be happy about the initizni\e.j
with the move, but the word 'demonetisation® has recently become trying to the buZz~\\'6?ﬂ

essentially a promissory note or a legal document where the promise the h lder
amount mention. The same is printed on every currency note as well: This is validated by the'
heads of the Central Banks of the nation and in case of India, by the Governor of R
Bank of India. This "status” of legal tender can be scrapped for a currency note, whic

that the instrument seizes to be a “legal” mode of monetary transactions and in eﬂ'ect
the value associated with that instrument.

iza 500 and Rs.1000 Notes (When and How)
Demonetization of Indian Rs.500 an it e

nation on November 8, 2016 declared the demonetization of thf* Indian I.{s. 5(:‘0 nd
‘ f November 8. This move sent.t
s a step to countet

: SR e isive
terrorism which was being funded by counterfeit money as “cufaj : (fzf:n iy
the black money being hoarded by a section of the citzens © fl]\mb»"ﬂb
scrapped the legal tender status of the high value currency notcso‘ NR
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" mmedinte eli\ﬁ;thml mimlmfri} new Re 400 andd e 200
Caotes. After the adiress, the ticonon e
 Afr. Shakiikants Das fmther c.j‘p!.\lng\. l'u‘ A ”“;M'mw
*pneaits by which the old cw"‘m{ m:lk:h:lﬂ;:«v:;nlé shoufd not
fu’ ol “‘-"':7:‘" ! ;“:;\:-::f:h;'\ T";:y:\‘ll\thtalnm duen ot thealt
vty ?‘).\..m.‘ Z:.}.M o \nl‘m'. AJ e fs t!\n't it an‘(‘h‘
:“"\t‘hﬁ:;‘i\:;:& .'ht.'\"\\‘ ates APt tha m‘l|'l‘h“s‘!;U"l:"‘l“:\l:"\“lj
g bl atilities fke petenl pampts hospitals, "' s
some pat e well s cremation aixd burial Pn\mldx_, the nse
Sy m"“ﬁ: y 5 ;.;3{1 .m;-\\- pote Wi discontinued. 1o
brolhed 1 the evchange ot ald currency and fhe
:m'oln_ N‘r\l.\ were vlosad for twe (I‘:s) &
sosed 4 linat of withdiwals from
and frons banks as‘Rs. 10,000
| permooniont per siay aod R 20,000 withdrasals pet “cc}\(l
Tb.c foms were dater revisal s l.{:c 2500 ~tur .-\Ixl
withdmwais per day and Rs, 23000 for bank withdrawa ‘t
et socost per week. The use of old curmecy notes were
alsa extonded for use st Delli Mewro recharge ct)&nnter:f as
well as for payinent of property taves and electricity }nll:h
The government allowed to exchange the old currency notes
e December 20, 2016, After the date, the exchangc': of the
aid crency motes would only. be possible at designated
coumpers of RBIL aller submiting a declaration form

presenbed for the purpose.

of
efovtively vainy ™
AT s aoras the o

The povernment also iny
ATV 23 Re. 2000 por aand

Effects of Demonetisation of Indian Currency :
ove of the modi govemment received both praises and
7/ severe crticisms from every section of the society. the
[ jmeedinte effect of the announcement saw countrymen
nin up a2t the atms o withdraw 100 rupec notes 10 lide
«é‘lm:rﬂn impending cash crunch. as per figures provided by

cwrency in circulzation in the country. replacing the entire
situde of the money is a mammoth task and the pinch:
{3t by everyone in the immediate aftermath. when the
and sms opened long queues of citizens lined up to.
‘withdraw and deposit the old currency notes.
. were received from various parts of the country
g chaos regarding the failure of banks in providing the
essential | services, the govermnment has released further
measures and actions to make this situation as convenient 1o
cammon man as possible. the income tax department
e ministry of finance has issued notifications and
Harified ‘that, since ample chance has been given to the
i declare their income by september 30 under the
disciosure schemes,no funher concessions would
2 1o the people for depositing large amounts in their
and all such farge transactions would attract tax

notes continue, measures are being put in place

 discomfurt, “the govenment and bi are - constant|
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the banned currency constituted 86. percent.of the

“sndition ‘as smooth as possible.: however, it ean be -
et the sheer quantum of the money that needs t be
{given the populition and the amount of notes alrcady
makies this u fopistical judgement and would continue.
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notes b Ll o)
. Joret be et Bty

could no

- rupes

crenty feform destinied ta boost confidence
i the CorreEncy. Uhe present act of ;df'."“"_’“*"'-alinn : .
Aifferent’ The primary aim of dcfngnctm{!mn i reasonahle
{nmmh, the gosvernment Ir?pcw. (o inprave 1hc. r'"’*"““’"l!n;;_g_
ul'lhé ceanonty and frisgsst Hs Lax m!“: by f—"fftL.x:xH P
the shadow geonamy. Premonetisatinn also intrenses pe, o
clestronic ard pank-based payment systems, wluch iy
make recotd-keeping eusice and more common, aliorwing
povernment better to rack :lr{d tax the proceeds
The Reserve Bapk of [mdia taken steps 10 create oo,
currency and l‘m_n.‘wf‘er_l‘hul maney 10 the povemnment 1,

*spend. Some ec_,cmnmisu'hopc;ﬂw money will be recycle
hack into the econonty through # fiscal stimultis, whicy
might  help soothe some of the pain  caued by

demonetisation.

Unlike st &n

The other rupee drops ‘ . o
Demonetisation will ake strides in shrinking the black

cconomy. But the hasty introduction has affected majority
of the citizens of the India as they could not et currency for
their daily consumption. In much of the indian economy,
and especially outside big cities. where cash tansactions are
most common and financial infrastructuee least developed,
the sudden invalidation of a vast amount of cutstanding
currency represents a significant monetary shack, The new
Rs.500 notes could have been released along the Ra 2660
notes and - this would have placed much less strain on thase

~ of ‘the Rs.100 denomination, which are anyway in shor
- supply. Second, it appears that officials woke up a little Jate

to the issue of recalibrating ATMs. A least 2 day, if nut
more, was lost as banks realised the ATMs would not be
able to dispense the new notes. The communication with the

~public, who were.in a state of panic, could have been better,
- 10o. Thankfully, the Centre has woken up fo ease the

pressure’ on ‘the system by increasing withdrawal fimits.

- allowing for petroleum outlets and hospitals to accept the

old series of notes until November 24 and pushing merz
cash through post offices. The worst-alftected are people in
rural areas and villages where cash is king and the banking
system’s penetration is poor. The decision to relay cash-
holding limits for Business correspondents, the crucial link
between banks and villages, 1o Rs. 50000 and allowing them
to replenish ‘multiple times a day should help in faster
distribution. This ought to have been done much earlier. The
cash crunch of the last two months is certain to have an
adverse impact on consumption spending, especially in the
rural ‘areas; The clarification comes in the wake of repons
that the banks have received deposits close to Rs 13 kb
crore, -of estimated | Rs. 154 lakh crore worth junked

~ currency notes that were in circulation, from the S0-d2
© demonetisation exercise.RBI report citing  sources 3t

“between Rs 14.5 lakh crore and Rs 15 fakh crore may b2t

< come back into the banking system and RBI s il Joing
~reconciliation and eross-checking. When asked if abou

1 Rs
15 lakh crore has come to the system till December 30 B0
v 1ent and-the RBI have not come out \\flh the
ement on how much have been ‘?t‘?“*"f‘! "
ious banks at the end December 30, the last & for
ng and exchange of junked Rs 50071000 notes
toflicial number on this was only till Decembet B
hat he old notes of Rs 300 and R b.0%%

10




qed 10 the venteal bank ind e

3 Rs 12,44 Jakh erore. On'the st
; et nsked all banks etadings
& repert details oF deposits ol ol R:.

it alter the clase of banking howrs
“‘,m’:\bm“‘l during Novembier 9 10 Devembey
i a |h\\'x‘-"“"“h. proce period 1 March 31
i jm\\"“ potes, while far the NRIg, it s six
st 00 While there is no limit on deposit of
:otc | an Indian national who was abroad when
T dow Was in operation, NRIs can deposit only
k \?lth\ law restrictions, )’)cnwwli\mliu]l
u two faces ol a coin because one side it will
ton and other side iUs going to create some
fong term problems.

o stop counterfeit currency using for the
ackivity.
g by demonetisation of higher currency
illegally stored money from the
- neparency: _oving towards digital economy  may
wring {he transparency in the system.

Fasy mQﬁT‘w"i“S‘- Digital payment easy to manitor cash
£ [y B T :
1ess chance of avoiding the taxes.
Traneparency in the system will bring more invest from
e foreign countries.

- Lasses to small veodors trade because of cash crunch(
- yiolation of article 19 of the Indian constitution) v
-+ Many. people died because some hospitals not accepted
old money and rejected treat them.

Repeatedly changes in the rules and misleading to the.
i ‘

fany people do not have bank accounts in rural areas
and hilly areas, ' '

Liots of daily basis labours removed from the work
Siclation of- article  14( between holders and non-

{ransparency and accountability in
with digital economy. but we
d some

is. made 10 undcrstand the

The objectives of

catiniertial hank::“k](::g oMe e
inpediments, (hey alé mk:':‘l:mw
towards the use of digital bFT'S
propagabing cashiess \mnsmioﬂ? T

. A REFORT ON DEMODNETIRATION ‘l;‘l m‘bﬂ:

. published by the o

v
. In this process of exchange of old currency b
ahe government had announced various Sieps
d through commercial banks. Government
essential service outlets like hospitals. petrol
ever, the short supply of new currency
¥ of notes of small denominations
’ aed chaos aTIONg
e ohjectives of the:
amesting the sup { financial help.
1@ the Rour ding of currency by ¥,
S Are expected 3B 1l




