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Abstract 

Note boycott was the greatest move by the Narendra Modi-drove govt, yet it was likewise its most disappointing 

activity, made a decision by the financial effect it had. Of the considerable number of activities of the National 

Democratic Alliance (NDA) government, none was as notable or emotional as the choice to demonetize high-

esteem cash notes. On 8 November 2016, in a broadcast address to the country, Prime Minister Narendra Modi 

announced that all ₹500 and ₹1,000 notes, which together represented 86% of the cash available for use, would 

never again be legitimate delicate. In India's generally money based economy, this was an earth shattering 

choice. 

Introduction 

On November 8, 2016, the Prime Minister Narendra Modi reported the demonetization of the 

money notes of Rs. 500 and Rs, 1,000. Further, the administration gave individuals a time of 

around 2 months to store all money notes of the said division with any bank. Today, we will 

discuss demonetization and its advantages. Demonetization is a procedure of stripping a money 

unit of its status as a legitimate delicate. In straightforward words, when the Government 

demonetized the 500 and 1000 rupees notes, they were never again substantial as lawful cash. 

Typically, another money replaces the old cash unit/s.
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In India, this isn't the main occurrence of demonetization. In 1946, the Reserve Bank of India had 

demonetized Rs. 1,000 and Rs. 10,000 money notes which were then under flow. In 1954, the 

Government presented new cash notes of Rs. 1,000, Rs. 5,000, and Rs. 10,000. Further, these 

notes were demonetized in 1978 when the Moraji Desai Government chosen to control illicit 

exchanges and hostile to social activities. Why did the Government demonetize 500 and 1000 

notes in 2016?  

 

1. The Government made various cases with respect to the goals and consequences of the 

demonetization plot in 2016. These were:  

2. It will fitting financing to fear based oppressors  

3. It will help uncover dark cash  

4. The uncovered dark cash will likewise extend the financial space of the legislature  

5. It will help decrease loan fees in the financial framework  

6. It will help formalize India's casual economy, lessen the degree of money exchanges, and 

help in the production of a less-money economy. 

The government offered several incentives to induce people to use digital transactions too. 

Possible Benefits of Demonetization 

 Increased Savings – At the point when money is demonetized, individuals will in general 

store their money with a bank and store less physical cash at home. This encourages them 

spare more. 

 Lower lending rates – With cash demonetization, cash moves from individuals to banks 

and money related establishments. Along these lines, there is a superior course of cash. 

Further, banks and money related establishments have a lower cost of assets which 

converts into lower loaning rates. 

 Better economy – Since demonetization actuates individuals to store their money with the 

banks, there is a higher course of cash in the economy. The legislature gets more 

expenses and can embrace greater improvement ventures. In the long run, this prompts a 

superior performing economy. 

 Curbing anti-social activities – Typically, hostile to social components like dealers or 

psychological militants use money as a method of exchange. At the point when the 

administration chose to demonetize 500 and 1000 rupees notes, they were the most 
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noteworthy group notes available for use. By demonetizing them, the legislature 

constrained these enemy of social units to discover approaches to dispose of the old notes. 

This permitted the legislature a chance to deal with the unaccounted cash in the economy 

and control hostile to social exercises. 

 Reducing counterfeit currency notes – During demonetization, people deposit all old 

notes with banks who check if the notes are genuine or counterfeit before accepting them. 

Therefore, this allows the government to weed out counterfeit notes circulating in the 

market. 

INNOVATIVE METHODS 

The creators searched for imaginative techniques for making a decision about monetary 

action, including satellite pictures of lights around evening time, particularly in the casual 

area.  

 

"The cross-sectional reactions cumulate to a constriction in business and nightlights-based 

yield because of demonetisation of 2 rate focuses and of bank credit of 2 rate indicates in 

2016Q4 relative their counterfactual ways," said the paper.  

 

In addition, it clarified that the decrease in yield will "not clearly emerge in the national GDP 

information" as national information are unpredictable and subject to different stuns, making 

it hard to recognize a solitary break point around demonetisation.  

 

The examination utilized "another family unit study of business" and "satellite information on 

human-produced nightlight action" other than various different datasets to quantify the 

impacts of demonetisation at the area level. In the initial couple of months, demonetisation 

influenced basically all territories of India yet with shifting force, which additionally relied 

upon how rapidly substitution notes came to.  

 

"In the event that pattern development in India was 1.5% per quarter (6% every year), at that 

point our assessments infer a flat out decrease in monetary action of about 0.5% in 2016 Q4 

from the past quarter," as per a reference. "This pursues from the 3% decrease in November 

and December and no effect in the pre-demonetisation month of October."  

 

The creators clarified that demonetisation according to their model adds up to a constrained 

change of money into less fluid bank stores, which within the sight of descending 

compensation inflexibility produces a decrease in yield, work, and obtaining by firms. Family 

units additionally change to noncash types of instalment to lessen the effect of the money 

deficiency. 

Demonetisation hit growth by 2 percentage points: US Study  
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Demonetisation hit India's financial movement in the period following the November 8, 

2016, occasion yet the effect had disseminated by the mid year of 2017, said a working paper 

by the US-based National Bureau of Economic Research.  

 

"Our outcomes infer demonetisation brought down the development rate of financial action 

by in any event 2 rate focuses in the quarter of demonetisation," said the working paper 

entitled 'Money and the Economy: Evidence from India's Demonetisation.' It contrasted the 

move's impact with a fiscal fixing proportional to around two rate focuses.  

 

The paper, which has not been friend checked on, said that India's monetary movement 

declined 3 rate focuses or more in November and December 2016 despite the fact that its 

belongings were dissipated throughout the following couple of months.  

 

It likewise noticed a portion of the conceivable longer-term advantages of the measure that 

saw 86% of the cash notes available for use being pulled back.  

 

"We infer that while as far as possible may fittingly portray economies with well-created 

monetary markets, in current India money keeps on serving a fundamental job in encouraging 

financial movement," said the paper composed by Gabriel Chodorow-Reich, Gita Gopinath, 

both of the branch of financial matters at Harvard University, Prachi Mishra, overseeing 

executive, worldwide full scale inquire about, at Goldman Sachs, Mumbai, and Abhinav 

Narayanan of the Reserve Bank of India.  

 

Gopinath is set to take over as boss market analyst of the International Monetary Fund (IMF) 

one month from now.  

 

The examination, which concentrated on the transient outcomes, noticed that more extended 

term results may incorporate higher assessment income and a move to advanced methods of 

instalment.  

 

"There might be longer-term points of interest from demonetisation that emerge from 

enhancements in assessment accumulations and in a move to reserve funds in budgetary 

instruments and non-money instalment components," it stated, yet included that more 

research was required.  

 

Referring to different examinations, the paper looked at the extent of the pinnacle impact on 

yield of the note boycott to an around 200 premise point fixing of the money related strategy 

rate. One premise point is onehundredth of a rate point.  

 

India's (GDP) became 6.8% in the December quarter of 2016, down from 7.6% in the trailing 

three months. In the ensuing quarter, it declined to 6.1%.  
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Demonetization brought down money use in the economy incidentally, yet all out cash 

available for use has outperformed pre-demonetization levels. Indeed, even the money to-

total national output (GDP) proportion is creeping back towards pre-demonetisation 

dimensions of 12% (Chart 1a/1b). 

 

Currency in circulation has sprung back after the 2016 shock 

 

 
 

 

Cash-GDP ratio only a bit lower than pre-demonetisation levels 
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Conclusion 

Modi asserted that demonetization was expected to crush the spirit of psychological warfare and 

debasement by killing dark cash from the framework. "The extent of money available for use is 

straightforwardly connected to the dimension of defilement," said Modi in his discourse on that 

pivotal night. Three years on, none of these objectives appear to have been met. Fear mongering 

is as large a danger as it was three years prior, with the ongoing assaults in Gadchiroli and 

Pulwama proceeding to open our helplessness to dread assaults. 
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