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IMPACTS OF DEMONETISATION ON INDIAN
ECONOMY

C. S. Shelke
Dept. of Economics,
Arts and Science Mahavidyalaya,
Chousala, Dist. B‘ed (MS) India

B Recoct Popor - Scomomics N
Introduction

Demonetization is a generations? memorable experience and is going to be one
of the economic events of our time, Its impact is felt by every Indian citizen. Demonetization
affects the economy through the liquidity side. Its effect will be a telling one because
nearly 86% of currency value in circulation was withdrawn without replacing bulk of it.
Asaresult of the withdrawal of Rs 500 and Rs 1000 notes, there occurred huge gap in
the currency composition as after Rs 100; Rs 2000 is the only denomination.Absence of
intermediate denominations like Rs 500 and Rs 1000 will reduce the utility of Rs 2000.
Effectively, this will make Rs 2000 less useful as a transaction currency though it can be
astore value denomination.

Objectives of paper:

1) To study the experience of impact of demonetization in various countries in past
years;

2) To analyze the current the immediate impact of demonetization on Indian
economy;

3) To workout the probable consequences of the demonetization.
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: Research Methodology
| Demontizationtechnically s a liquidity shock; a sudden stop in terms of. currency
' availability. It creates a situation where lack of currencies jams consumption, investment,
production, employment etc. In this context, the exercise may produce following short
term/long term/, consumption/investment, welfare/growth impacts on Indian economy.
The intensity of demonetization effects clearly depends upon sne duration of the liquidity
shocks. Following are the main impacts.
1. Demonetization is not a big disaster like global banking sector crisis 0f 2007; but
at the same time, it will act as a liquidity shock that disturbs economic activities.
2, Liquidity crunch (short term effect): liquidity shock means people are not able to
get sufficient volume of popular denomination especially Rs 500. This currency
unit is the favourable denomination in daily life. It constituted to nearly 49% ofthe
| previous currency supply in terms of value.
I 3. Welfare loss for the currency using population: Most active segments of the
! population who constitute the "base of the pyramid? uses currency to meet their
| B transactions. The daily wage eamers, other labourers, small traders etc. who
reside out of the formal economy uses cash frequently. These sections will lose
income in the absence of liquid cash. Cash stringency will compel firms to reduce
labour cost and thus reduces income to the poor working class.
| 4. Consumption will be hit: When liquidity shortage strikes, it is consumption that is
: going to be adversely affected first.
i Consumption
Production
| Employment
' Growth
Tax revenue
5. Loss of Growth momentum- India risks its position of being the fastest growing
largest economy: reduced consumption, income, investment efc. may reduce
India’s GDP growth as the liquidity impact itself may last three -four months.
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6. Impact on bank deposits and interest rate: Deposit in the short term may rise, but
in the long term, its effect will come down. The savings with the banks are actually
liquid cash people stored. It is difficult to assume that such ready cash once
stored in their hands will be put into savings for a long term.

T Impact on black money: Only a small portion of black money is actually stored in
the form of cash. Usually, black income is kept in the form of physical assets like
gold, land, buildings etc. Hence the amount of black money countered by -
demonetization depend upon the amount of black money held in the form of cash
and it will be smaller than expected.

8. Impact on counterfeit currency: the real impact will be on counterfeit/fake currency
as its circulation will be checked after this exercise.

Positive Effects Of Demonetization?

In what could be termed as the mother of all reforms, Prime Minister Modi’s
demonetisation move will have far reaching implications. This is not to dispute that the
transformative step has brought some hardship for the citizens, but those are temporary
and will blow over soon. For the larger benefit of the nation, we the citizens can bear such
hiccups with a smile. After all, this is how we as citizens can contribute in policy making
and nation building. Whilebank employees are working overtime to make Modi’s ambitious
demonetisation drive a success, let?s discuss its many-fold impacts.

1. Black money: h
At one stroke the Prime Minister has choked the supply of black money stacked

inside the country. Of the Rs 17 lakh crore of total currency in circulation in the country,
black money is estimated at mind-boggling Rs 3 lakh crore. Black money is nothing but
aplunder of the nation. Black money operators run a parallel economy which shakes the
very foundation of the Indian economy. With Modi?sdemonetisation move, all domestic
black money will either be deposited into the banks with heavy penalty or be simply
destroyed.

2. Economy:

Demonetisation will have a huge resultant effect on the Indian economy. The
clean-up of illegal cash will help turn around the economy. First, it will bring more
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6. Impact on bank deposits and interest rate: Deposit in the short term may rise, but
in the long term, its effect will come down. The savings with the banks are actually
liquid cash people stored. It is difficult to assume that such ready cash once
stored in their hands will be put into savings for a long term.

7. Impact on black money: Only a small portion of black money is actually stored in
the form of cash. Usually, black income is kept in the form of physical assets like
gold, land, buildings etc. Hence the amount of black money countered by -
demonetization depend upon the amount of black money held in the form of cash
and it will be smaller than expected.

8. Impact on counterfeit currency: the real impact will be on counterfeit/fake currency
as its circulation will be checked after this exercise. ®

Positive Effects Of Demonetization?

In what could be termed as the mother of all reforms, Prime Minister Modi’s
demonetisation move will have far reaching implications. This is not to dispute that the
transformative step has brought some hardship for the citizens, but those are temporary
and will blow over soon. For the larger benefit of the nation, we the citizens can bear such
hiccups with a smile. After all, this is how we as citizens can contribute in policy making
and nation building, While bank employees are working overtime to make Modi’s ambitious
demonetisation drive a success, let?s discuss its many-fold impacts.

1. Black money: .

At one stroke the Prime Minister has choked the supply of black money stacked
inside the country. Of the Rs 17 lakh crore of total currency in circulation in the country,
black money is estimated at mind-boggling Rs 3 lakh crore. Black money is nothing but
aplunder of the nation. Black money operators run a parallel economy which shakes the
very foundation of the Indian economy. With Modi?sdemonetisation move, all domestic
black money will either be deposited into the banks with heavy penalty or be simply
destroyed.

2. Economy:

Demonetisation will have a huge resultant effect on the Indian economy. The
clean-up of illegal cash will help turn around the economy. First, it will bring more
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borrowings to the exchequer, improve inflation outlook and increase India?s gross domestic
product (GDP). Second, it will revive investment opportunities and give a fillip to
infrastructure and the manufacturing sector. Third, it will help reduce interest rates and
lower income tax rate.

3. Note bank politics:

In the run up to the crucial assembly elections in Usar Pradesh, Punjab, Goa and
Uttarakhand, Prime Minister Modi?sdemonetisation announcement has come as a shock
and awe for the political parties and politicians for whom black money is a lifeline. The
pulling out of the old Rs 500 and Rs 1,000 currency notes will help make the election
process clean and transparént. But it has brought tough times for the political parties and
politicians who believe in the idea of purchasing votes in exchange for notes.

4. Real estate cleansing:

Itis said that real estate is an industry built on black money. The extent of black
money floating around in the sector is huge. According to an estimate at least 40 per cent
of real estate transactions in Delhi-NCR are in black. Modi?sdemonetisation move will
curtail the flow of black money into the real estate sector. This will help in making the
much needed correction in the sector. Theimpact: An unexpected dip in land and property
prices.

5. Hawala transactions:

Demonetisation has crippled the hawala rackets. Hawala is a method of

transferring money without any actual money movement. Hawala route is used as a means

to facilitate money laundering and terror financing. Hawala rackets run again on black
money. With black money suddenly being wiped out of the market, thanks to
demonetisation, hawala operations have come to a grinding halt. According to an India
Today report, one of the hawala operators in Mumbai has destroyed currency notes
worth about Rs 500 crores.
6. Counterfeit currency:

Demonetisation has dealt a death blow to the counterfeit Indian currency syndicate
operating both inside and outside the country. Counterfeit currency seriously devalues
the real worth of Indian currency. A study conducted by Indian Statistical Institute, Kolkata

B e
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on behalf of the National Investigation Agency (NIA) suggests that fake Indian currency
notes (FICN) amounting to Rs 400 crore are in circulation in the country at any given
point of time and around Rs 70 crore fake notes are pumped into Indian economy every
year. The estimation is based on recovery and seizure made by various agencies. But the
actual figure could be much larger.

7. Terror financing:

Terror financing is sourced through counterfeit currency and hawala transactions.

This is how terror financing works. Fake currency circulation is routed through a
multi-layered network of hawala operators which are closely linked to satta (gambling)
and smuggling of drugs, opium and arms. Indirectly, they all end up financing terrorism. In
addition, the terrorists collect huge donations and then routeghe money through hawala
transactions. With the circulation of counterfeit Indian currency completely stalled and
hawala transactions stopped, all windows for terror financing are closed.

8. Maoism :

Maoist sympathisers call Modi’sdemonetisation move an "undeclared financial
emergency”. There are reasons to it. Demonetisation has hit the Maoists and their
movement hard.

Black money is the oxygen for Maoists. According to an estimate, Maoists manage
to raise Rs 300 to Rs 400 crore annually through donations, levy and extortions. The
illicit money is used to purchase arms and aﬁmuﬂtion, food and medicine and daily
essentials, apart from distributing it among the ranks and the cadre. Police sources in

“ both Chhattisgarh and Odisha have told the writer that the Maoists have stashed old high

denomination notes to the tune of over Rs 10,000 crore at their dumps in the dense
jungles of Odisha- Chattisgarh boarder.
9. Kashmir unrest:

The four-month-long unrest in Kashmir valley is on a backburner, thanks to
demonetisation. No stone pelting on security forces has been reported in Kashmir ever
since the demonetisation announcement was made. An intelligence estimate suggests that
Pakistan sends Rs 1,000 crore annually to the separatists for fuelling unrest in Kashmir.
The money is transferred through hawala route. With hawalatransactions completely
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choked up, the separatists are now clueless. It won?t be wrong to say that "stone pelter”
Modi completely shattered the Kashmir unrest with his stone called demonetisation.
10. North-East insurgency:

Demonetisation has severely affected the multiple militant groups operating in the
North-East.

According to intelligence estimate the north-eggtern insurgent groups together
have a corpus of Rs 400 crore annually. The insurgents source their funding in two ways.
They raise funds through levy and extortions like the Maoists do. But unlike Maoists, the
leaders of North-East militant outfits do not live in the jungle. Their English speaking high
ranking leaders run operations from their dens in Myanmar, Bangladesh and Nepal. From
there they also transfer huge illegal money via hawala route to their cadre for running the .
militancy. With the extortion money stopped completely in the absence of cash inflow and
hawala operations coming to a complete halt, all activities of North-East militants have
shuttered down.

The Short-Term Vs. The Longer-Term Implications

The Short-term Impacts: There will be a disruption in the current liquidity situation
as households are likely to get affected by the note exchange terms laid by the government.
Though clarity is unfolding on this, commodity transactions and general cash market
transactions are likely to feel an immediate impact. Unorganized sector proceedings,
including small trade market activities, will remain volatile in the short-term. Roadside
vendors, cab drivers, kirana stores, etc., have already stopped accepting Rs S00 and Rs
1,000 notes. It is important to note that a significant percentage of the Indian workforce
is employed in this sector, which is likely to be affected by immediate liquidity issues.
Overall, negative impact on disposable income is expected along with likely disruption in
the consumption patterns of the general populace. It is estimated that there will be a
negative GDP impact in the current quarter as consumption gets a shock in the immediate
term. However, quantum and degree of this impact cannot be ascertained at this time.
The Longer-term Implications: This essentially represents a change in regime for the real
and financial economy. Domestically, there could be some turmoil as the effect will be
disproportionately felt by the lower and upper income classes. Internationally, the
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government is likely to get thumbs up for the move and more countries could potentially
see this as a viable option to curb black money and stem illegal financial activity. Last,
though this move by the government may not be a first, having being tried by earlier
governments as a tool to fight corruption. Such an action achieves larger significance for
a globally connected India as it shows boldness in tackling an issue which has remained a
thorn in the growth success story of this generation.
Conclusion

If the money disappears, as some hoarders would not like to be seen with their
cash pile, the economy will not benefit. On the other hand ifthe money finds its way in the
economy it could have a meaningful impact. However experiences from different countries

shows that the move was one of the series that failed to#fix a debt-burdened and
inflation-ridden economy.
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welfare of the labors depends on the
government, the society and the industrialists.

It is necessary that there should be a
change in the Indian education system because
the institution of schools should be involved in
innovation new ideas and new knowledge from
the very beginning, to encourage innovation
knowledge search and to develop the ability of
research and innovation in students and faculty
members.

New discoveries along with bookesh
knowledge should be encouraged for new ideas,
which can lead to the intellectual development
of students and develop in the future with the
discovery of renewal and in order to develop
skilled labor, a skilled labor can be used only in
industrial and other areas can be developed. This
could increase the per capita income and
national,income of the country and India can
make its place in the category of developed
nations not a developing country.
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Abstract

The economic development of a country
is based on its Industries Revolution with more
production and promotion Less Import and more
Export of Product which are mostly possible
through the revolution of agriculture, industries
etc. in many sectors . The developments are
easily possible when Foreign Direct Investment
(FDI) comes to India and enters in 1991. ltis an
important source of Economic development in
India, because it helps to bring close the
different economies of the country by investing
capital through FDI in various resources like
manufacturing, infrastructure, transport,
technology, services, productivity and hospitality
etc. This paper seeks to present “The Role of
Foreign Direct Investment (FDI) on
Manufacturing Industry in India: An Emerging
Opportunity of GDP Growth and its Challenges”
particularly studies about the role and
Importance of FDI in manufacturing sector. Here,
the researcher has taken the hypothesis (Ho),
maximization of FDI in manufacturing Sector in
Industry it develops the economic condition of
the factory as well as the Country with
maximizing GDP (He). Where this paper taken
two variables of study for extracts how it impact
on the manufacturing sector of the country and
how it affects the economic growth of GDP. It
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analyzes about the growth of economy and
manufacturing sector of Indian Companies due
to liberalization of Economic Policy of the
Country as well as the policy framed by the
honorable Prime Minister Mr. Narendra
Damodar Das Midi’s dream Project of “Make in
India” and Smart Cities” etc In this research
article, the researcher has focused on the center
of Foreign Direct Investment (FDI) on
manufacturing Industries of India. By investing
more FDI it facilitates the economic development
& as well asincrease the growth of the domestic
Product (GDP) of the country and found its
positive impact in every sector of industrial life
and Human life in order to maintain a
sustainable & moderate life style.
Introduction

India is an attractive hub for foreign
investments in the manufacturing sector. Several
mobile phone, luxury and automobile brands,

- among others, have set up or are looking to
establish their manufacturing bases in the

country. With impetus on developing industrial
corridors and smart cities, the government plans
enormous development of the nation. The
corridors assist in integrating, monitoring and

‘developing a friendly environment for the

industrial development and will promote
advance practices in manufacturing. India is
ranked fourth in the world in terms of

- manufacturing capability, according to the “2013
~ Global Manufacturing Competitiveness Index
(GMC1)” by Deloitte Touché Tohmatsu and the

“US Council on Competitiveness. Though there

are many studies on FDI still it needs more

. attention on how to attract more FDI for that it

requires more studies on FDI on ma nufacturing
sector. Over the last two decades India open its
market and slowly it becomes second in the
world in terms of financial attractiveness. The
Prime Minister Mr. Narendra Modi has launched
the ‘Make in India’ campaign to place India on
the world map as a manufacturing hub and
recognize Indian economy worldwide as a

preferred destination for foreign direct
Investment. FD! brings a huge capital,
technological knowledge, employment
opportunities to the host country. FDI boosts
manufacturing industry by aiding setting up of
various manufacturing units in different parts
of India. For any country to generate adequate
employment, its manufacturing sector’s
contribution to GDP has to improve in a faster
rate. But this is not the case in Indian
manufacturing sector because oats low
contribution of 16% to GDP. Research says the
manufacturing sector in India has the potential
to reach USD 1 trillion by 2025 and contribute
approximately 25 percent to India’s GDP. 5o, it
is expected to generate approximately 90 million
jobs by 2025. Currently India has a contribution
of approximately*2.2 percent of world’s total
manufacturing output, which is at par with
developed economies like U.K. and France.
“Foreign Direct Investment: Impact on India
Economy” has shown current challenges
and improvement areas. As well as he concludes
FDI has had a positive impact on Indian
Economy. It also supplements domestic ca pital,
as well as technology and skills df existing
companies. Mahanoy in his research paper
titled” Making India an Attractive Investment
Destination: Analyzing FDI Policy and
Challenges” outlines India’s foreign direct
investment (FDI) policies and highlights
challenges for foreign investors, recent policy
developments, and the potential for foreign
firms. The researcher suggested various policy
measures like different ministries to work
together, and meetings are now frequently held
between ministries to sort out differences for
quick project clearance, improving coordination
between the states and the central government
for project clearance isimperative, To make SEZs
more attractive, proper planning and design
should include local level solutions for land
acquisition and infrastructure connectivity to
SEZs, along with sector-specific policies to
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attract FDI Prided in his thesis “FDI and
Industrial Development in India” found out that
a positive high co-efficient of correlation is found
Between FDI approvals and actual inflows RBI
automatic route is found contributing the
maximum share of 45.7 percent to the total FDI
inflows followed with a gap by government’s
FIPB route (25.30 percent) and other route 29.00
percent).Hoods in their research paper
“Determinants of Manufacturing FDI in India: A
pectoral analysis”. They found out that
Manufacturing FDI in India significantly
negatively affected by tariffs, import-intensity,
R& D intensity, where as itis positively impacted
by market power. FDI inflows has been higher in
- those sector where market imperfections give
- anopportunity to exploit ownership advantages
of FDI making companies to increase their
margins and hence profits. The negative
relationship between tariffs and FDI shows that
FDI has been efficiency’.

Problem Formulation

~ This paper refers to study the flow of FDI
into manufacturing sector in India & its impact
for manufacturing Growth in Indian Industries
for enhancing the economic growth per capital
aswellas the domestic sector. The present study
~ tries to assessing the determinants and impact
~of FDI in Indian economic factors. Thus, the
present study is an Endeavour to discuss the
trends and patterns of FDI, and its impact of FDI
on Indian economy.

Objectives of the study

i Tostudy the trend and pattern of FDl into
manufacturing sector.

ii. To internal factors which influence the
FDI inflows into manufacturing sector.

iii. To identify the factors which influence
the flow of FDI in India?

iv. To investigate empirically the role and

effect of Foreign Direct Investment (FDI) ) on
manufacturing industry and its growth factors and their
causality using annual data of Indian Economy overthe
post reforms period 2001 to 2014.

Research Methodology

The researcher has proposed to examine
FDI inflows for a period from 2000 to 2015 in to
India. In order to accomplish the said objective
the researcher compares each year data with
the previous year data. Sources of data
collection In this research paper, the researcher
has trying to her level best to collect the data
from secondary sources which is purely an
Empirical study like published research papers,
journals, magazines, websites such as
www.tradingeconomics.com RBI websites,
Government of Inglia websites, and various
issues of DIPP, Central Statistical Organization,
and Handbook of Statistics on Indian Economy.
The study carried out is analytical and empirical
in nature in which it explores the relationship
between the Inflows of FDI and their impact on
Indian economi¢ growth. Further, in order to
show the position of FDI we selected different
economic level of study.
Period of Study

This paper analyzed FDI inflows from
2000 to 2014 into manufacturing sectors .Brief
overview of manufacturing sector Sub-sectors
of manufacturing. Metals and Miming
Automobiles’ Heavy engineering and
construction Equipment chemical Sectors
Electronics components Cement a Metals and
mining The total value of mineral and production
including minor minerals but excluding atomic
minerals in FY12 and FY13 was about USD 49
billion and USD 43.1 billion, respectively. By
2020, the metals and mining sector in India has
the potential to contribute around USD 150
billion to GDP, create new employment for 2.3
million people and contribute USD 40billion to
the government revenues. India ranks fourth
globally in terms of iron ore production and by
2015, India is expected to become the second
largest producer of steel. The government
allows 100 percent FDI under automatic route
in the metals and mining sector. Automobile
sectore India’s automotive sector is the largest
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