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FINANCIAL AND ECONOMIC CRISIS -- INDIAN SCENARIO 
 

Chirag Pandya 

Research Scholar, Department of Economics, Vnsgu, Surat 

 

Abstract 

Recession a period in which economic activity slows down for temporary period. World has 

seen number of recession which give us a lessons to learn for future. Synchronization of Global 

markets through liberalization take different countries business to close to each other. In such 

interlink world, recession in one country spread in another country and disrupt the economies in a 

big way. This paper try to analyze the crisis which was begun in US by the end of 2007 was 

consequences of financial liberalization.US 2008 financial crisis has affect entire world. The paper is 

tried to explain facts of global recession and the crisis effect on Indian economy and try to analyze 

how policies was implemented to avoid the crisis.  

 

Keywords: Global Recession, Causes, Impact, US Crisis, Indian Economy and Conclusion 

 

Introduction 

 

Starting in Mid-2007, the global financial crisis quickly metamorphosed from the bursting housing 

bubble in the US to the worst recession world has witnessed for over six decades. The misconception 

started failing in the year 2006 and the prices in the real estate started declining and also started 

catching various home owners off-guard as they were not vigilant enough for the same and also 

taken loans against the small down payments they had with the banks. With the regular decrease in 

the prices of the houses, the owners realized of losing money if these houses would have been sold, 

even less than their mortgages they had, so they foreclosed. The trend started and made a chain of 

the same due to regular decrease in the prices of real estate which led many banks and hedge funds 

in panic, who were in mortgagebacked securities with their customers on the basis of the secondary 

market, which finally became the reason of losses for most of them. 

By the year 2007, the banks even started being afraid of banking or lending with each other, as they 

did not want to have these toxic collateral loans to be with them as they were the main reasons of 

loss for them. This haphazard situation soon became to be an hazardous one, led to the bailout of 

about USD 700 billion and bankruptcies of many financial institutes and organizations like Bear 

Sterns, AIG, Fannie Mae, Freddie Mac, IndyMac, and Washington Mutual. This directly started 

effecting the employment, which was on a decline at a faster rate in year 2008 as compared to the 

year 2001.   

Table 1: The steps to financial crisis during the U.S. sub-prime meltdown 

Steps Risk 

Household borrows from the 

originator (broker or lending 

institution) 

Asymmetric information – broker did not fully know the 

credit worthiness of the borrower 

Lax lending standards further deteriorated in 2004 and 2005 

(‘teaser’ interest rates, no equity loans, no documents) 
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In some states of the US, the mortgage contract is ‘without 

recourse to the borrower’ – i.e. households can walk away 

from the mortgage 

Originator sells the mortgage to 

another financial institution 

Perverse incentives – Since the risk was sold on, originators 

had the incentive sell as many mortgages as possible (the 

‘originate-to-distribute’ model) 

Financial institutions issue 

mortgage-backed securities (MBS) 

MBS issuers (particularly the government-sponsored 

enterprises, Fannie Mae and Freddie Mac) transferred 

thousands of loans to structured investment vehicles 

(SIVs), an off-balance sheet special purpose vehicle 

(SPV), which allowed these institutions to avoid capital 

requirements (allowing greater leverage). These SIVs 

had to be brought back onto the balance sheet once 

securities were downgraded after the crisis started. 

Securities were separated into senior, mezzanine (junior) 

and non-investment grade (equity) tranches, but 

effective tranching relies on the assumption that proper 

risk analysis on the underlying assets was done (which 

was not the case). 

Mortgages were selected from geographically diverse areas 

but the risk of correlated default was much higher than 

predicted 

Securitization increased rapidly since 2001, which was based 

on the growth in sub-prime and Alt-A loans. 

Private financial sector issues 

collateralized debt obligations 

(CDOs) 

CDOs issuers purchased different tranches of MBS and 

CDOs issuers purchased different tranches of MBS and 

pooled them together with other asset-backed securities 

(backed by such assets as credit card, auto, business, and 

student loans) 

CDOs ‘re-securitized’ securities, allowing further 

redistribution of risk (and hence, adding further 

complexity), converting some of them into new senior 

AAA-rated securities  

Investment banks were not supervised like commercial 

banks and thus were not required to adhere to capital 

requirements. These banks could borrow short-term and 

hold risky longer-term assets with low levels of capital or 

reserves 

Growth in credit default swaps 

(CDS)  

CDO issuers purchased CDS, which enabled them to 

receive AAA ratings. These purchases were not 

regulated as over-the-counter transactions.  

Source: Adapted from Astley et al. (2009) and Baily et al. (2008) 
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Material and Methods 

This paper based on descriptive research methodology. 

With the help of descriptive methodology, we will try to analyse origin of the crisis and also analyze 

its affect the developing countries. Here we study the instrument which is used by countries to 

minimize the effect of crisis.  It is based on the review of Literature, Government data, Secondary 

data from the different national and international organization and body. 

 

Recession and its history 

Recession  

Recession is generally is described used to describe a situation in which country’s GDP has negative 

growth for at least two consecutive quarters. The National Bureau of Economic Research (NBER) 

defines recession as “A significant declines in economic activity lasting more than few months”.   

A economical environment when Consumer  start losing confidence in economical growth and cut 

down their spending, due to that decrease in demand of goods and services. This will start chain 

reaction which leads to decrease in production. On the other side due to less demand company profit 

is shrinking so they start to cut down the employment, so unemployment increase and real income 

goes down. 

 

Recessions don’t last forever  

 Recession is a state and it comes due to certain economic reasons and go with the time, and its 

affects are some where severe whereas somewhere negligible, it may be for sometimes for a short 

span of time whereas sometimes for a longer duration. Evidences from the history reveal that the 

recession finally ends followed by the economic recovery. 

 

A history of crises  

Given the historical evidence, insufficient attention was paid to the costs associated with low 

frequency, high impact events, particularly among the proponents of the ‘Great Moderation’. This 

inadequate perception of risk stands in contrast to the fact that between 1970 and 2008, there were: 

124 systemic banking crises; 208 currency crises; 63 sovereign debt crises; 42 twin crises; 10 triple 

crises; a global economic downturns about every ten years; and several price shocks (two oil shocks 

in the 1970s, the food and energy price shock in 2007-2008 discussed below). 

Contemporary studies of the historical evidence such as IMF (2009a) and Reinhart and Rogoff 

(2009) have shown that such financial crises typically induce a sharp recession, which last 

approximately two years. Consumption, private investment and credit flows are also slow to 

improve, which is driven by deleveraging of debts and risk perceptions. As a consequence, recovery 

is slow with unemployment levels continuing to rise for a number of years after the economy has 

started to grow again.  

Economic crises are not just a peculiarity of advanced economies. Indeed, developing countries have 

been highly vulnerable to a plethora of banking, external debt, currency, and inflation crises during 

recent decades. The debt crisis of the 1980s, the Asian financial crisis of the late 1990s and the more 

recent debt crisis in Latin America in the 1990s and 2000s have all resulted in deep recessions. Many 

developing countries have repeatedly suffered crises due to poor macroeconomic management and 

policymaking. For example, Argentina has experienced four banking crises since 1945 (Reinhart and 

Rogoff 2009).  

In developing countries, how households cope with economic downturns and external shocks 

impose social costs that are not always easy to reverse. For example, in the case of the Asian financial 

crisis, there was an increase in the incidence of poverty, ranging between 3.1 per cent (Thailand) and 
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7.6 per cent (Indonesia) and a decline in real wages ranging between -8.9 per cent (Korea) to about -

40 per cent (Indonesia).  

Overall, it is clear that, despite the ‘Great Moderation’, the costs associated with low frequency, high-

impact events are high. This means that risk management strategies aimed at containing these costs 

should be a core part of economic policymaking. 

 

Global Imbalances – Loose Macro Policies and Illusion 

Financial Crisis - Liquidity Trap  

According to Keyneisian theory, a liquidity trap can be considered as a state when the interest rates 

reach near to zero (ZIRP) percent but not being able to effectively revive the economy. According to 

the theory when the interest rates go near to zero, the investors should get attracted towards the 

economy, which should encourage the firms, investors and consumers to spend and borrow. If the 

organizations in such situation focus only on to the payments of their debts and keep on saving 

rather than spending, lower interest rates in the economic system will have minimal or no effects on 

the consumption and investment attitude of investors, and the lower interest rates will be 

considered as Pushing on a string. Economist Paul Krugman defines the America’s 2009 recession 

and Japan’s last decade recession as a liquidity trap. Easy expansion of money supply to the economy 

through quantitatively easing and other techniques by the way the money is easily available to 

purchase assets, can be considered as a remedy tool for the liquidity trap, which will lead to have a 

inflationary expectations from the 7 system and will finally lead to have a trend of spending from the 

savers. Mercantilist policies and Government stimulus spending policies along with the stimulation 

of export and reduction in import are the other techniques which can also be utilized to avoid the 

liquidity trap and stimulate the demand. In the year 2010 the developed countries which cover 

almost 70 percent of the world’s GDP caught in liquidity trap. 

 

Loose monetary policy versus global imbalances 

Any post-mortem of the first decade of the 21st century cannot avoid the role that past US 

administrations have played in shaping it. When faced with a recession in 2001 following the 

bursting of the so-called ‘dot.com’ bubble, the US monetary authorities aggressively reduced the 

policy interest rate to unprecedented levels and thus fuelled a debt-financed consumption boom that 

led the way in boosting global aggregate demand. Interest rates in the US stood at just 1 per cent in 

2003. This ensured that the 2001 recession was shallow and short-lived, but it paradoxically sowed 

the seeds of the global recession of 2008-2009. In this respect, Taylor (2009) argues that over the 

period 2001-2006, the Federal Reserve’s policy was too loose resulting in interest rates that were far 

lower than suggested by the Taylor rule, which, in fact, was the largest deviation since the 1970s. 

Indeed, the real (inflation-corrected) funds rate was negative for 31 months (from October 2002 to 

April 2005). In contrast, Elmendorf (2007) claims that interest rates were only ‘a little too easy for 

too long, but the adjustments that appear optimal in hindsight would not have fundamentally altered 

the housing cycle and related developments.’ (Elmendorf 2007). In any case, by focusing on a narrow 

definition of price stability, monetary policy in the US and elsewhere failed to tackle the ballooning 

bubble in asset markets. At the same time, Shiller (2008) points out that the housing boom in the US 

started in the late 1990s and thus predates the period of excessively low interest rates, but 

acknowledges that loose monetary policy contributed to the rapid growth in mortgages to sub-prime 

borrowers. 

Looking at the long end of the market, yields on US government bonds (Treasury Bills) were also 

unusually low during the pre-crisis period. The low interest environment in the US persisted 

because oil exporters in the Middle East and export powerhouses – led by China in East Asia – 
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developed a prodigious appetite for building up foreign exchange reserves in US dollar-denominated 

assets (typically low-yield US government bonds). Thus was bred the so called ‘global imbalances’ 

that entailed the juxtaposition of ‘excessive savings’ by surplus countries (led by China) and 

‘excessive consumption’ by deficit countries (led by the US). Proponents of the global imbalances 

thesis could argue that such imbalances were unsustainable and would have unraveled at some 

point even if the US sub-prime market did not implode by mid-2007. 

 

The synchronized global boom of 2002-2007  

Amid the doom and gloom of 2008 and 2009, it was easy to forget that the pre-crisis period between 

2002 and 2007 was one of historically high rates of growth, especially for developing countries. 

There was a relatively mild global downturn in 2001 after the bursting of the dotcom bubble. This 

was followed by a synchronised boom that lasted until 2007. Many countries, particularly in such 

regions as Africa, grew at rates not seen since the 1960s and early 1970s, signaling a departure (at 

least statistically) from the ‘Lost Decades’. This led some economists to hail the onset of a global 

‘platinum age’. These advocates of the platinum age are pitted against those who still maintain that 

the golden age of global growth was the 1950-1973 period. Indeed, a former Chief Economist of the 

World Bank once noted that the 1960s represent the golden age of economic development. 

 

However, in hindsight, the 2002-2007 period stands out as a case of an unsustainable boom. There 

was a surge in various forms of external finance (export revenues, remittances, private capital flows) 

that fed a consumption boom in advanced economies and a surge in investment and exports in the 

developing world led by India and other emerging economies. Overall, the increase in credit flows 

pushed the cost of capital down (World Bank 2010). Such a growth experience bred a sense of 

robust optimism about the future, especially among investors in developed economies leading to an 

underestimation of risk. This state of mind perhaps contributed to the collective complacency of 

policymakers, development practitioners and multilateral agencies that were evident even at a time 

when the seeds of a rather severe global economic recession were being sown in the US heartland. 

 

The crisis before the crisis – jobless growth, sluggish real wages and the food and energy 

crisis  

One legacy of the global boom of 2002 and 2007 was that insufficient attention was being given to 

the stresses and strains that afflicted labour markets across the world even during the high-growth 

era.  

One key shortcoming of the boom period was the “failure for increases in economic growth to 

translate into improvements in household incomes”. However, in contrast to developing countries 

where this situation translates to stubborn levels of poverty, American households were able to 

increase consumption by tapping into their wealth, namely the increase in household equity that 

accompanied rising prices (Baily et al. 2008). This increase in consumption was reflected in the 

worsening US current account deficit, which rose from US$398.3 billion (3.9% of GDP) in 2001 to 

$803.6 billion (6.0% of GDP) in 2006. 

In addition to this phenomenon, during 2007 and the early part of 2008, many developing countries 

were buffeted by food and energy price shocks that impaired the fiscal and current balances of the 

affected economies. This process was also an outcome of the global boom and the surging demand 

for goods in China, India and other fast-growing emerging economies. This situation was more 

pronounced for the non-oil or mineral exporters, but even within countries benefiting from the 

commodity bonanza, the poor were suffering from skyrocketing inflation without seeing much of the 

returns from the exports. The 2007-2008 food and energy price shocks appears to have pushed 
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more than 100 million people in the developing world into transient episodes of poverty. In 

comparison, the World Bank estimates that the Great Recession of 2008-2009 has resulted in an 

increase in poverty of 64 million people (by 2010) (World Bank 2010). The food and oil crisis was 

(and is), therefore, arguably a much greater concern for low and middle-income countries than the 

global financial crisis that affected rich, highly globalized economies more severely. 

 

From the Great Depression of the 1930s to the ‘Great Recession’ of 2008- 2009 

It is, by now, de rigueur, to refer to the global recession of 2008-2009 as the worst since the Great 

Depression of the 1930s. Certainly, the world economy contracted for the first time since the end of 

the Second World War. In addition, some scholars have noted that: (1) the rate of contraction in 

global trade between its peak in 2007 and April, 2008 was worse than the Great Depression; (2) the 

rate of global industrial production declined at a faster rate between mid-2007 and the first four 

months of 2008 than during the 1930s; (3) the proportionate decline in global stock market wealth 

was rather dramatic by the standards of the Great Depression.24 One estimate suggests that 

household wealth in the USA declined by 17 per cent in 2007-2008, while it declined by a mere 3 per 

cent in 1928-29. Viewed from such perspectives, one can suggest that the notion of the ‘Great 

Recession’ is justified. On the other hand, it would be naïve to argue that, in terms of the duration of 

the recession and the sheer impact on jobs and livelihoods, the Great Recession of today is 

equivalent to the Great Depression of yesterday, despite the shared nature of the prefix. During the 

1930s, the decline in industrial production lasted for three years. 

 

Mitigating the effects of the crisis and securing a sustainable recovery: the effectiveness of 

policy responses  

As the global financial crisis unraveled, Governments across the globe increasingly recognized the 

severity of the downturn and the urgency to intervene in order to avoid a catastrophic collapse of 

the financial markets and real economy. The response has consisted of three main interventions: 1) 

bailouts and injections of money into the financial system to keep credit flowing; 2) cutting interest 

rates to stimulate borrowing and investment; and 3) extra fiscal spending to shore up aggregate 

demand. These measures have sought to prevent further economic deterioration and ultimately 

keep workers in jobs where possible and help create new jobs to provide opportunities for the 

unemployed. Overall, this response has helped avoid a far more severe downturn, though 

effectiveness has varied considerably across countries. In this context, this section summarizes both 

the macroeconomic and labour market policy responses. 

 

Macroeconomic policies, stimulus packages and the composition of policy interventions: an 

overview 

Systemically important nations, especially from the developed world, have engaged in historically 

unprecedented expansionary monetary policy, entailing both aggressive reductions in policy rates 

and quantitative easing. This has been combined with the assumption of contingent liabilities on 

behalf of the banking system (especially through deposit guarantee schemes) and massive support – 

running into trillions of dollars – for beleaguered financial institutions. At the same time, 

policymakers across the world held the view that monetary and financial policies alone could not 

cope with the global recession of 2008-2009. Collectively, the fiscal stimulus packages account for 

3.9 per cent of world GDP (as measured in 2008) and 4.8 per cent of their national GDPs.  

The UNDP study highlights the point that social protection expenditures account for a relatively 

modest proportion of the announced fiscal stimulus packages – about 25 per cent of the total – but 

does not analyze the composition of the range of policy interventions. An important ILO study fills 
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this gap by highlighting the composition of policy interventions in which includes a mix of developed 

and developing countries and G20 members. The ILO study (2009a) examines policy interventions in 

four broad areas: stimulating labour demand, supporting jobs, job-seekers and unemployed; 

expanding social protection and food security; using social dialogue and protecting rights at work. 

The general conclusion is that some interventions (such as additional public expenditure on 

infrastructure and extending credit to small and medium enterprises) have been more popular than 

others (such as providing enhanced protection to migrant workers). Complements this effort by 

delineating how policy interventions have varied across different thematic areas (macroeconomic 

policy, social protection measures, etc.). As can be seen, some policy interventions have been more 

frequently used than others. A majority of countries in the sample have engaged in expansionary 

fiscal and monetary policies and support for small and medium enterprises. Much less effort has 

been expended in boosting income and employment protection and in taking account of the 

particular circumstances of vulnerable groups. 

 

Transmission and impact of the crisis on Indian Economy 

The global financial crisis has affected India more significantly than the Asian financial crisis in 1997, 

despite the fact that the current crisis originated in the financial markets of geographically distant 

developed countries whereas the Asian crisis primarily affected countries in India’s vicinity. The 

primary reason for the greater impact is India’s increased integration with the rest of the world. 

India’s industrial and trade cycles have become increasingly correlated with those of the OECD 

countries over the past two decades. Moreover, while the share of trade in GDP increased from 23 

per cent in 1996-97 to close to 50 per cent in 2007-08, over the same period the ratio of gross capital 

flows to GDP more than tripled, from 17 per cent to 56 per cent. Hence the global financial crisis was 

transmitted to India through both the current and capital accounts. 

Some of the major commodities which experienced a contraction in exports in the second half of 

2008-09 included cotton yarn and fabric (22 per cent), iron ore (40 per cent), non-ferrous metals 

(52 per cent) and primary and semi-finished steel (17 per cent). The decline in exports was partly 

due to a fall in commodity prices in the second half of 2008-09, but mainly to a slump in demand in 

developed countries Exports of software services grew by less than 1 per cent in the second half of 

2008-09 compared to the previous year, while business, financial and communication services 

witnessed declines of 13.8 per cent, 6.4 per cent and 28.2 per cent. Overall, exports of services 

declined by 0.53 per cent compared to the previous year. 

Remittance inflows, which are an important source of foreign exchange earnings for India, grew 

strongly in 2008, despite the global crisis, to reach $51.6 billion in 2008, compared to $37.2 billion in 

2007. However, according to the World Bank (2009), these flows are set to decline to $47 billion in 

2009 due to expectations of a shallow and jobless recovery in developed countries, tighter 

immigration controls and unpredictable exchange rate movements that could affect the United 

States dollar value of remittances as well the motivation for the remittances. 
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Table-2 Sectoral decomposition of India’s GDP growth rate (Percent) 

  
April– 

September 

2008-09 

October– 

March 

2008-09 

April– 

September 

2009-10 

Agriculture and allied activities 2.9 0.7 1.7 

Mining and quarrying  4.2 3.2 8.7 

Manufacturing  5.3 -0.3 6.3 

Electricity, gas and water supply  3.3 3.5 6.8 

Construction  9.0 5.5 6.8 

Trade, hotels, transport and communication  12.5 6.1 8.3 

Finance, insurance, real estate and business services  6.6 8.9 7.9 

Community, social and personal services 8.6 17.1 9.9 

Gross domestic product at factor cost  7.8 5.8 7.0 

Source: Reserve Bank of India, Handbook of Statistics on Indian Economy 2008/09 

 

The transmission of the global crisis through both the current and capital account channels had a 

deep impact on the Indian economy. At the broadest level, the overall GDP growth rate dropped from 

7.8 per cent during April– September 2008 to 5.8 per cent during October–March 2008-09 (table-1). 

The manufacturing sector was the worst affected, shrinking by 0.3 per cent in the second half of 

2008-09. Investment growth nearly halved, from 10.9 per cent to less than 5.7 per cent during 

October–March 2008-09, while private consumption growth declined from 3.3 per cent to 2.5 per 

cent. The slowdown in the investment growth rate led to lower purchases of capital goods. Both 

production and import of capital goods shrunk considerably in the second half of 2008-09. 

 

India’s Policy assessment during crisis 

Policy makers acted swiftly and decisively to contain the negative impacts of the crisis. As liquidity 

constraints led to tightness in the money market and the spiking of call money rates, the RBI 

introduced a series of measures aimed at injecting liquidity. Between August 2008 and January 

2009, the cash reserve ratio was lowered from 9 per cent to 5 per cent. This move resulted in a rise 

in the money multiplier from 4.3 in March 2008 to 5.3 in April 2009, thereby ensuring an increase in 

broad money supply. Over the past few years the RBI had issued a large amount of Market 

Stabilization Scheme (MSS) bonds to sterilize the impact of foreign capital inflows. In the post-crisis 

period, the RBI injected liquidity by unwinding these bonds. As a result, the RBI’s balance sheet did 

not show an unusual increase, in contrast to the global trend. Other measures initiated by the RBI 

included a reduction in the statutory liquidity ratio (SLR), which aimed at enabling banks to expand 

their credit operations 

The RBI also sharply cut back various policy rates to encourage credit expansion. While the repo rate 

was lowered from 9 per cent to 4.75 per cent, the reverse repo rate was reduced from 6 per cent to 

3.25 per cent. The RBI also resorted to conventional open market operations (OMOs) involving an 

outright purchase of government securities in the secondary market as well as provision of liquidity 

through repos under its daily liquidity adjustment facility. However, owing to a weak transmission 

mechanism and heightened risk averseness, the lowering of policy rates did not fully translate into a 

reduction in retail rates. As pointed out by Mohanty (2009), the weighted average benchmark prime 
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lending rate of public sector banks fell by only two percentage points: from 14 per cent in March 

2008 to 12.1 per cent in June 2009 while the average lending rates of the public sector banks 

declined by only 1.5 percentage points over this period. 

Finally, a number of refinance windows were opened to allow easy access to credit for some of the 

troubled sectors such as real estate, small and medium-sized enterprises (SMEs) and exporters. 

There was also a reduction of prudential norms relating to provisioning and risk weights. Mohanty 

(2009) estimates that the actual/potential injection of liquidity as a result of these measures was Rs 

5.6 trillion, or 10.5 per cent of GDP. 

While most of the monetary policy measures were aimed at ensuring adequate liquidity, the fiscal 

measures endeavored to boost aggregate demand. Fortunately in India a number of fiscal measures 

had been announced and implemented prior to the transmission of the crisis. These included a 

complete waiver of existing farm loans for small and marginal farmers, an increase in civil servants’ 

salaries in conformity with the recommendations of the Sixth Pay Commission, and extending the 

National Rural Employment Guarantee Scheme to cover the entire country. 

In addition, to ensure against transmission of the sharp rise in international commodity prices in the 

first half of 2008 to domestic retail prices, the Government issued a large food and fertilizer subsidy. 

While the food subsidy bill increased from an originally estimated Rs 327 billion to Rs 436 billion 

(0.82 per cent of GDP), the fertilizer subsidy bill more than doubled, from Rs 310 billion to Rs 758 

billion (1.43 per cent of GDP). In addition the Government issued a large number of oil bonds to 

mitigate the transmission of global crude oil prices. 

The proactive policy interventions succeeded in arresting the declining growth rate and the 

economy started exhibiting nascent signs of recovery from March 2009. However, the global 

financial crisis and the subsequent policy measures introduced to counter it have raised a number of 

serious policy challenges that will need to be addressed in the near future. 

 

A way forward – to Control Crisis 

Addressing ―Too Big to Fail 

The ―Too Big To Fail‖ agenda is undoubtedly important and a key focus for the Financial Stability 

Board‘s Standing Committee on supervisory and regulatory cooperation which I chair. It is not 

acceptable that tax payers have to bail out large failing banks, and the ex-ante expectation that they 

will undermines market discipline. 

Separating commercial from investment banking 

 Limiting the involvement of commercial lending banks in risky proprietary trading is undoubtedly 

also desirable. Losses incurred in trading activities can generate confidence collapses, which 

constrain credit supply and in extremis necessitate public rescue. 

Separating deposit taking from commercial banking 

 Professor John Kay‘s proposed structural solution is quite different from Paul Volcker‘s. Rather than 

splitting from investment banking, it would separate insured deposit taking from lending. 

  

Manifesto for Financial Organization 

1. Adopt a long-term approach to investing based on long-term dividend flows rather than 

momentum-based strategies that rely on short-term price changes. 

2. Cap annual turnover of portfolios at 30% per annum. 

3. Understand that all the tools currently used to determine policy objectives and 

implementation are based on the discredited theory of efficient markets. 

4. Adopt stable benchmarks for fund performance. 

5. Do not pay performance fees. 
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6. Insist on total transparency by managers of their strategies, costs, leverage and trading. 

7. Do not sanction the purchase of “structured”, untraded or synthetic products. 

8. Work with other shareholders and policy-makers to secure full transparency of banking and 

financial service costs borne by companies in which the Giant funds invest. 

9. Provide full disclosure to all stakeholders and for public scrutiny of each fund’s compliance 

with these policies. 

 

Supportive Action for Policy makers 

1. Encourage adoption by all public funds. 

2. Withdraw tax-exemption rights for all funds that fail to cap turnover. 

3. National governments to issue GDP bonds. 

4. Recognise that mark-to-market accounting is inappropriate when pricing is inefficient. 

5. Regulators should not automatically approve financial products on the grounds they 

enhance liquidity or complete markets. 

 

Mix of Monetary Policy and Regulation 

A. Monetary policy mistakes played a key role in the run-up to this crisis, and the arguments 

made in defence of the policy actually followed are unconvincing. 

B. Monetary policy needs to work ―hand-in-hand with time varying capital requirements 

(TVCR) in responding to asset prices misalignments. Moreover, monetary policy is likely to 

be more effective than TVCR and less likely to result in policy mistakes. This may imply that 

the current redesign of the policy making structure is the UK is inappropriate and there may 

well be a case for merging the MPC and the FPC. 

C. The regulators made many mistakes before and during the crisis. We need to be acutely 

aware of this before giving them even more power, and we need to ensure that lessons are 

learnt. 

D. Financial innovations, including some of the improvements in recent years, have played a 

central and important role in economic growth. While the current feeling of revulsion 

towards the financial sector is not uncommon after a crisis, we must be careful that we do 

not harm growth. 

E. Some countries (e.g. India) need more, not less, financial liberalisation. This would help 

rebalance the global economy which might reduce the probability of future crises. Anti-

finance rhetoric in the developed markets weakens those who are arguing for financial 

reform in India. 

F. Macroeconomic policy (including monetary policy) needs to ―lean against the wind‖ 

(LATW) so that we can deliver greater macroeconomic and financial stability without having 

to resort to a lot of micro-meddling that may hurt growth significantly. 

 

CONCLUSION 

The paper has navigated a wide and diverse terrain. It would be useful at this juncture to 

weave together the different strands in the discussion, highlight the key findings and the 

implications that follow from them. 

The transmission of the global financial crisis to India has clearly demonstrated that the 

country has become integrated into the global business cycle. While undoubtedly this opening up 

has helped India achieve robust growth rates in recent years, it has also made the country prone to 

shocks originating in other parts of the world. Consequently, there is a need to create policy space in 

good times that can be utilized during periods of crisis. This would imply moving to a path of fiscal 
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consolidation, regulating the availability of liquidity in the economy and ensuring the availability of 

foreign exchange liquidity through the accumulation of sufficient reserves. 
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Abstract 

In the present time of globalization, more than 3600 international companies are starting 

their businesses in the different sectors in India. These Indian business firms are presenting financial 

statements as per IFRSs, Indian GAAPs, Japan GAAPs, US GAAPs, etc., By a view to avoid this kind of 

inconvenience, the accounting bodies across the world are working towards a standard set of 

accounting policies, evaluation norms and disclosure requirements. In this scenario, there is a need 

of transition from Indian GAAP to IFRS for India in all the sectors. An upcoming budget on world 

economic map, India, too, decided to converge with IFRS by developing a standard called Ind AS. The 

purpose of the present paper is to know the awareness of stakeholders towards the implementation 

of IFRS in India and to distinguish the impact of IFRS Convergence on Different Sectors. The 

investigator found that the different ways of considerate about IFRS and the results displays that 

there is a high requirement of knowledge as well as working out towards IFRS and also results 

demonstrations that a Lot of positive response from the different sectors near the application 

process.  

Now a day Economic growth and increasing combination of Indian economy with global 

peers has led Indian corporate to raise capital globally. So, it would be authoritative for Indian 

corporate to adopt IFRS for their financial reporting. The first declaration of a plan to converge came 

in July 2007. While grief various setbacks through delays in recent years, the existing roadmap 

specifies that certain companies will have to mandatorily adopt Ind AS (Indian Accounting 

Standards) next year. The feasibility of international financial reporting standards (IFRS) in India 

needs thoughtful attention when we are all set to upgrade the accounting standards to international 

financial reporting standards (IFRS) from 2016 as per the endorsement of international accounting 

standards board (IASB).  

So, it is imperative to think of its possibility and assessment of compatibility of internal 

accounting standards with International Standards (IFRS). 

 

Keywords: IFRS, IAS, IND AS and convergence and IGAAP. 

 

 INTRODUCTION: 

 Indian Accounting Standards (Ind-AS): 

Indian Accounting Standards (shortened as Ind-AS) in India accounting standards were issued 

under the direction and control of Accounting Standards Board, which was established as a body in 

the year 1977. Accounting Standards Board is a board under Institute of Chartered Accountants of 

India (ICAI) which contains of councils from government department, academicians, other expert 

bodies viz. ICSI, ICAI, councils from ASSOCHAM, CII, FICCI, etc. 

The Ind AS are named and numbered in the same way as the corresponding International Financial 

Reporting Standards (IFRS). National Advisory Board on Accounting Standards (NACAS) recommend 

these standards to the Ministry of Corporate Affairs. MCA has to spell out the accounting standards 

applicable for companies in India. Presently, the Institute of Chartered Accountants of India (ICAI) 

and Ministry of Corporate Affairs has issued 39 Indian Accounting Standards (Ind AS) which have 

been advised under the Companies Indian Accounting Standards Guidelines, 2015 (‘Ind AS 

https://en.wikipedia.org/wiki/Institute_of_Chartered_Accountants_of_India
https://en.wikipedia.org/wiki/Institute_of_Chartered_Accountants_of_India
https://en.wikipedia.org/wiki/Institute_of_Chartered_Accountants_of_India
https://en.wikipedia.org/wiki/International_Financial_Reporting_Standards
https://en.wikipedia.org/wiki/International_Financial_Reporting_Standards
https://en.wikipedia.org/wiki/National_Advisory_Committee_on_Accounting_Standards
https://en.wikipedia.org/wiki/Ministry_of_Corporate_Affairs_(India)
https://en.wikipedia.org/wiki/Ministry_of_Corporate_Affairs_(India)
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Regulations’), of the Companies Act, This shall be applied to the companies of financial year from 

2016-17 on a mandatory basis. Based on the international harmony, the regulators will distinctly 

notify the date of implementation of Ind-AS for the banks, insurance companies etc.  

These are the converged Indian Accounting Standards (Ind AS) hosted by MCA on its website. The 

date on which these will come into force is yet to be notified. Any changes in the Ind AS vis.  

1. Framework for the Presentation and Preparation of Financial Statements in                                                                      accordance with Indian 

Accounting Standards 

2. Ind AS 101 First-time Adoption of Indian Accounting Standards 

3. Ind AS 102 Share based Payment 

4. Ind AS 103 Business Combinations 

5. Ind AS 104 Insurance Contracts 

6. Ind AS 105 Noncurrent Assets Held for Sale and Discontinued Operations  

7. Ind AS 106 Exploration for and Evaluation of Mineral Resources  

8. Ind AS 107 Financial Instruments: Disclosures  

9. Ind AS 108 Operating Segments 

10. Ind AS 1 Presentation of Financial Statements  

11. Ind AS 2 Inventories 

12. Ind AS 7 Statement of Cash Flows 

13. Ind AS 8 Accounting Policies, Changes in Accounting Estimates and Errors 

14. Ind AS 10 Events after the Reporting Period 

15. Ind AS 11 Construction Contracts 

16. Ind AS 12 Income Taxes 

17. Ind AS 16 Property, Plant and Equipment 

18. Ind AS 17 Leases 

19. Ind AS 18 Revenue 

20. Ind AS 19 Employee Benefits 

21. Ind AS 20 Accounting for Government Grants and Disclosure of Government                                                                                          Assistance 

22. Ind AS 21 The Effects of Changes in Foreign Exchange Rates  

23. Ind AS 23 Borrowing Costs 

24. Ind AS 24 Related Party Disclosures 

25. Ind AS 27 Consolidated and Separate Financial Statements  

26. Ind AS 28 Investments in Associates 

27. Ind AS 29 Financial Reporting in Hyperinflationary Economies  

28. Ind AS 31 Interests in Joint Ventures 

29. Ind AS 32 Financial Instruments: Presentation 

30. Ind AS 33 Earnings per Share 

31. Ind AS 34 Interim Financial Reporting 

32. Ind AS 36 Impairment of Assets 

33. Ind AS 37 Provisions, Contingent Liabilities and Contingent Assets  

34. Ind AS 38 Intangible Assets 

35. Ind AS 39 Financial Instruments: Recognition and Measurement 

36. Ind AS 40 Investment Property 

37. Comparison of IFRS as applicable on 1st April 2011 with Ind AS placed                                                                at MCA’s         website 

 

 

  

http://220.227.161.86/23732frameworkIndAS.pdf
http://220.227.161.86/23732frameworkIndAS.pdf
http://220.227.161.86/23724IndAS-101.pdf
http://220.227.161.86/23725IndAS-102.pdf
http://220.227.161.86/23726IndAS-103.pdf
http://220.227.161.86/23727IndAS-104.pdf
http://220.227.161.86/23728IndAS-105.pdf
http://220.227.161.86/23729IndAS-106.pdf
http://220.227.161.86/23730IndAS-107.pdf
http://220.227.161.86/23731IndAS-108.pdf
http://220.227.161.86/23697IndAS-1.pdf
http://220.227.161.86/23698IndAS-2.pdf
http://220.227.161.86/23699IndAS-7.pdf
http://220.227.161.86/23700IndAS-8.pdf
http://220.227.161.86/23701IndAS-10.pdf
http://220.227.161.86/23702IndAS-11.pdf
http://220.227.161.86/23703IndAS-12.pdf
http://220.227.161.86/23704IndAS-16.pdf
http://220.227.161.86/23706IndAS-17.pdf
http://220.227.161.86/23705IndAS-18.pdf
http://220.227.161.86/23708IndAS-19.pdf
http://220.227.161.86/23707IndAS-20.pdf
http://220.227.161.86/23709IndAS-21.pdf
http://220.227.161.86/23711IndAS-23.pdf
http://220.227.161.86/23710IndAS-24.pdf
http://220.227.161.86/23712IndAS-27.pdf
http://220.227.161.86/23713IndAS-28.pdf
http://220.227.161.86/23714IndAS-29.pdf
http://220.227.161.86/23715IndAS-31.pdf
http://220.227.161.86/23716IndAS-32.pdf
http://220.227.161.86/23717IndAS-33.pdf
http://220.227.161.86/23718IndAS-34.pdf
http://220.227.161.86/23719IndAS-36.pdf
http://220.227.161.86/23720IndAS-37.pdf
http://220.227.161.86/23721IndAS-38.pdf
http://220.227.161.86/23722IndAS-39.pdf
http://220.227.161.86/23723IndAS-40.pdf
http://220.227.161.86/23733comparision_IFRS-Ind%20AS.pdf
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 International Financial Reporting Standards (IFRS):  

Worldwide International Financial Reporting Standards (IFRS) are principles-based Standards, 

Interpretations and the Framework (1989), accepted by the International Accounting Standards 

Board (IASB). 

Many of the standards forming part of IFRS are known by the older name of International 

Accounting Standards (IAS). IASs were issued between 1973-2001 by the Board of the International 

Accounting Standards committee (IASC). On a day of 1 April 2001, the new IASB took over from the 

IASC the responsibility for set International Accounting Standards. During its primary meeting the 

new Board accepted IAS and SIC (Standing Interpretations Committee-issued before 2001). The IASB 

has continued to grow standards callings the new standards IFRS. 

 In International Financial Reporting Standards (IFRS) are established and accepted by a self-

governing, not for return organization called the International Accounting Standards Board IASB). 

Sometimes, IFRS also called International Accounting Standards (IAS) but they are not similar to 

each other. International Accounting Standards were issued between 1973 to 2001 by International 

Accounting Standards Committee (IASC) and IFRS standards were published from 2001 onwards by 

IASB (which prospered the IASC).  

At present-day, Sixteen IFRS have been established and issued, these are as follows in : 

List of IFRS issued by IASB: 

TITLE OF IFRS ISSUED YEAR 

IFRS: 1 First time adoption of International Reporting Standards  2003 

IFRS: 2 Share-based Payment  2004 

IFRS: 3 Business Combinations IFRS: 4 Insurance Contracts 2004 

IFRS: 5 Non-current Assets held for sale and discontinued operations  2004 

IFRS: 6 Exploration for and Evaluation of mineral Resources  2004 

IFRS: 7 Financial Instruments: Disclosure 2005 

IFRS: 8 Operating Segments  2006 

IFRS: 9 Financial Instruments  2009 (updated 2014) 

IFRS: 10 Consolidated Financial Statements  2011 

IFRS: 11 Joint Arrangements  2011 

IFRS: 12 Disclosure of Interests in other Entities  2011 

IFRS: 13 Fair value Measurement  2011 

IFRS:14 Regulatory Deferral Accounts 2014 

IFRS:15 Revenue from Contracts with Customers 2014 

IFRS:16 leases 2016 

IFRS:17 is a forthcoming International Financial Reporting Standard that 

is anticipated to be released in the first half 2017. It is intended to 

replace IFRS 4 on accounting for protection contracts and has an 

probable effective date of 1 January 2021 

 

(Source: www.Incofirm.com) 

 

 OBJECTIVES OF THE STUDY: 

             1. To understand the applicability of IND AS and IFRS in India. 

             2. To know the adoption phases of IND AS and IFRS in India. 

             3. To know about differences between IND AS and IFRS. 

 

  

https://en.wikipedia.org/wiki/Revenue
https://en.wikipedia.org/wiki/International_Financial_Reporting_Standard
https://en.wikipedia.org/wiki/IFRS_4
http://www.incofirm.com/
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 RESEARCH METHODOLOGY 

            The study is based on secondary data which include journals, websites, research papers,     

and guidelines. 

 

 SCOPE OF THE STUDY  

            The scope of the study includes phase-wise implementation of IND AS and IFRS in India.  

 

 IFRS CONVERGED IND AS: 

On Feb, 2011, IFRS converged Indian Accounting Standards (Ind AS) came into existence. Ind 

AS become mandatory after they are notified by the Ministry of Corporate Concerns in the Gazette of 

India. On 16 February 2015, the Ministry of Corporate Affairs notified the adoption of Ind AS in the 

Gazette effective 1 April 2015.  

The roadmap for Ind AS implementation is as follows:  

FINANCIAL YEAR MANDATORY APPLICABLE 

2016-17 Companies (listed and unlisted) whose net worth is equal to or greater than 

500 crore INR 

2017-18 Unlisted companies whose net worth is equal to or greater than 250 crore 

INR and all listed companies 

2018-19 onwards When a company’s net worth becomes greater than 250 crore INR 

2015-16 or later Entities, not under the mandatory roadmap, may later voluntarily adopt Ind 

AS 

(Source   Ind AS pocket guide 2016) 

Whenever a company gets covered under the roadmap, Ind AS becomes mandatory, its 

holding, subsidiary, associate and joint venture companies will also have to adopt Ind AS 

(irrespective of 

their net worth). For the purpose of computing the net worth, reference should be made to the 

explanation under the Companies Act, 2013. In harmony with section 2 (57) of the Companies Act, 

2013, net 

 

The process for adopting Ind AS is as follows:  

1. The Accounting Standards Board(ASB) of the Institute of Chartered Accountants of India 

(ICAI) prepares a draft of the Ind AS on the basis of the IFRS Standard. That draft is exposed 

for public comments and discussed with the relevant interest groups.  

2. Thereafter, considering the comments, the Accounting Standards Board(ASB) of the ICAI 

settles the Ind AS and submits it to the Assembly of the ICAI for approval.  

3. After approval by the ICAI Board, the Ind AS is reviewed by the National Advisory Committee 

on Accounting Standards (NACAS) of the Ministry of Corporate Affairs. NACAS recommends 

the Ind AS to the Ministry of Corporate Affairs for notification.  

4. The Ministry notifies (publishes) the Ind AS in the Gazette of India, and it becomes 

authoritative under the law. 

 

Listed companies and financial institutions: 

The Securities and Exchange Board of India (SEBI) needs all listed companies with firms to 

file consolidated financial statements with stock exchanges. The SEBI requires those financial 

statements to be set in conformity with the Accounting Standards developed by the Institute of 
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Chartered Accountants of India (ICAI) and approved by the Central Government. However, the SEBI 

has given the option to listed entities to prepare and file consolidated financial statements in 

conformity with IFRS as issued by IASB. Nearly 11 companies (mainly ones with foreign listings) use 

the IFRS option. In 2013, India revised its Companies Act to require consolidated financial 

statements and to establish a two-tier. 

System of accounting standards: 

• Tier 1 is a new set of Indian Accounting Standards (Ind AS) that are generally converged with   

IFRS, but with some modifications, for listed and large companies. Ind AS await formal notification 

under the law. 

• Tier 2 is the existing Accounting Standards, which are based on old IAS with some   

   modifications, for smaller companies.  

It is not yet known whether the IFRS option will continue under recent modifications to the 

Companies Act. 

Separate company financial statements:  

The Companies Act requires all companies to prepare separate company financial statements 

in conformity with Accounting Standards approved by the Central Government of India. 

 

 Ind AS and IFRS: A comparison 

India has chosen the path of IFRS convergence and not adoption. Though Ind AS has come a long 

way and is now quite close to IFRS, certain differences between the IFRS and Ind AS still 

remain. We call them carve-outs or carve-ins.  

The Ind AS and IFRS carve outs/ins in some key areas are summarized below: 

NO 
POINT OF 

DIFFERENCE 
COMPARISON 

1 Presentation Under Ind AS, where any item of income and expense, which is otherwise 

required to be recognized in profit or loss in accord with Ind AS, is 

debited or credited to the securities premium account or other reserves, 

the amount in respect there of shall be deducted from profit or loss from 

continuing operations for the purpose of calculating EPS. There is no 

such provision in IFRS. 

  Ind AS does not have this option for non-financial entities. Interest and 

divided inflows and outflows are required to be reported in the investing 

and financing sections of the cash flow statement respectively. IFRS lets 

the option to current inflows and outflows of interest and dividends in 

the operating activities section of the cash flow statement.  

  Under Ind AS, the breach of a material provision of a long time loan will 

be classified as current except where before the approval of the financial 

statements for issue, the lender had agreed not to demand payment as a 

consequence of the breach. A similar exemption is unavailable in IFRS. 

2 Leases 

 

Under Ind AS, where the growth of operating lease rents is in line with 

the predictable general increase so as to compensate the lessor for 

expected inflationary cost, rentals are not required to be recognized as an 

expense on a straight-line basis. Under IFRS, this is considered 

contingent rent if linked to the index. 

3 Acquisitions Under Ind AS, the bargain purchase gain can be recognized either in 

other comprehensive income or capital reserve but not in profit or loss. 
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Similar to business combination, bargain purchase gain on the 

acquisition of an associate is also not recognized in profit or loss Under 

IFRS, the bargain purchase gain or negative goodwill arising on business 

combinations is recognized in profit or loss. 

  Under Ind AS, common control transactions are to be accounted based 

only on the book values of assets and liabilities. IFRS also allows a fair 

value option.  

4 Derivatives 

 

Ind AS introduces an exception to the IFRS definition of a ‘financial 

liability’. Ind AS classifies a conversion option embedded in a convertible 

bond denominated in a foreign currency as an equity instrument if it 

enables the holder to get a fixed number of the entity’s own equity 

instruments for a fixed amount of cash, and the 

exercise price is fixed in any currency. This is not provided in IFRS.  

  Therefore, it will not be required to be fair valued at each balance sheet 

date under Ind AS. Under IFRS, this conversion option is treated as a 

derivative liability. This is one of the most significant differences between 

Ind AS and IFRS. 

5 Property, plant 

and equipment 

 

Under Ind AS, investment property is to be accounted using only the cost 

model, with the disclosure of fair value. Under IFRS, both cost and fair 

value options of accounting are available. 

  IFRS permits the treatment of property interest held in an operating 

lease to be classified as investment property, if the definition of 

investment property is otherwise met and a fair value model is applied. 

In such cases, the operating lease will be accounted as if it were a finance 

lease. However, there is no such option under Ind AS. 

6 Government 

grants 

IFRS gives an option to measure non-monetary government grants 

related to assets (tangible and intangible) either at their fair value or at 

nominal value. Ind AS requires the measurement of such grants only at 

their fair value. 

  Ind AS requires the presentation of such grants in the balance sheet as 

deferred income. IFRS gives an option to present the grants related to 

assets either by setting up the grant as deferred income or by deducting 

the grant in arriving at the carrying amount of the asset.  

  Under IFRS, certain relationships are specifically mentioned and 

considered to meet the definition of close members of the family of a 

person. These relationships are expanded in Ind AS to include brother, 

sister, father and mother of a person. 

  Under Ind AS, the related-party disclosures do not apply where providing 

such disclosures will clash with the entity’s duties of confidentiality 

provided under a statute or by a regulator or similar competent 

authority. IFRS does not provide such an exemption. 

7 Associates When it is impracticable, Ind AS 28 allows the exemption from use of 

uniform accounting policies to perform equity method accounting of 

associates. IFRS does not allow this option. 

8 Others 

 

Ind AS does not provide any such exemption for the applicability of 

standards. In the absence of any exemption under the Companies Act, 
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2013, and the rules made thereunder, all companies applying Ind AS will 

have to apply standards on segment information and EPS. Under IFRS, 

standards on segment information and EPS are applicable to only those 

companies which are listed or are in the process of being listed. 

 

Companies will necessity to carefully evaluate the Ind AS transition provisions and accounting policy 

elections, in case they wish to bring their Ind AS financial information closer to IFRS. This may be 

more important for those entities planning international fund raising or listing, as they may require 

IFRS compliant financial statements for that purpose. 

 

 List of standards: Ind AS vs IAS/IFRS  

No. IND AS IAS/IFRS IAS/IFRS/IND AS NAME 

1 Ind AS 1 IAS 1  Presentation of financial statements 

2 Ind AS 2 IAS 2  Inventories 

3 Ind AS 7 IAS 7 Statement of cash flows 

4 Ind AS 8 IAS 8 Accounting policies, changes in accounting estimate and 

Errors 

5 Ind AS 10 IAS 10 Events after the reporting period  

6 Ind AS 11 IAS 11 Construction contracts  

7 Ind AS 12 IAS 12 Income taxes  

8 Ind AS 16 IAS 16 Property, plant and equipment  

9 Ind AS 17 IAS 17 Leases  

10 Ind AS 18 IAS 18  Revenue  

11 Ind AS 19 IAS 19 Employee benefits 

12 Ind AS 20 IAS 20 Accounting for government grants and disclosure of 

Government assistance 

13 Ind AS 21 IAS 21 The effects of changes in foreign exchange rates 

14 Ind AS 23 IAS 23 Borrowing costs 

15 Ind AS 24 IAS 24 Related-party disclosures  

16 - IAS 26 Accounting and reporting by retirement benefit plans 

17 Ind AS 27 IAS 27 Separate financial statements 

18 Ind AS 28 IAS 28 Investment in associates and joint ventures 

19 Ind AS 29 IAS 29 Financial reporting in hyperinflationary economies 

20          - IAS 31   Interest In joint ventures 

21 Ind AS 32 IAS 32 Financial Instruments: Presentation 

22 Ind AS 33 IAS 33 Earnings per share 

23 Ind AS 34 IAS 34 Interim financial reporting 

24 Ind AS 36 IAS 36 Impairment of assets  

25 Ind AS 37 IAS 37 Provisions, contingent liabilities and contingent assets 

26 Ind AS 38 IAS 38 Intangible assets 

27           - IAS 39 Financial instruments: Recognition and measurement 

28 Ind AS 40 IAS 40 Investment property 

29 Ind AS 41 IAS 41  Agriculture  

30 Ind AS 101 IFRS 1 First time adoption of International Financial Reporting 

Standards  
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No. IND AS IAS/IFRS IAS/IFRS/IND AS NAME 

31 Ind  AS 102 IFRS 2 Share based payment 

32 Ind AS 103 IFRS 3 Business combinations 

33 Ind AS 104 IFRS 4 Insurance contracts 

34 Ind AS 105 IFRS 5 Non-current assets held for sale and discontinued operations 

35 Ind AS 106 IFRS 6 Exploration for and evaluation of mineral resources 

36 Ind AS 107 IFRS 7 Financial instruments: Disclosures 

37 Ind AS 108 IFRS 8 Operating Segments 

38 Ind AS 109 IFRS 9 Financial instruments 

39 Ind AS 110 IFRS 10 Consolidated financial statements 

40 Ind AS 111 IFRS 11 Joint Arrangements 

41 Ind AS 112 IFRS 12 Disclosure of interest in other entities 

42 Ind AS 113 IFRS 13 Fair value measurement 

43 Ind AS 114 IFRS 14 Regulatory deferral accounts 

44 Ind AS 115 IFRS 15 Revenue from contracts with customer 

 

 CONCLUSION: 

For smooth implementation of IFRS converged Ind AS, ICAI and regulatory bodies are taking 

several measures. The need is to have a systematic procedure for first time implementation of the 

newly issued converged Ind AS. Corporate houses need to gear themselves for continuous updating. 

The regulatory bodies should ensure changes in existing Companies Act, Taxation, Foreign Exchange 

Management Act, Banking Regulation Act and Insurance Act etc. these hangs will be beneficial to line 

up Indian Accounting Practices with converged Standards. In July 2009, a committee has been 

formed by Ministry of Corporate Affairs Government of India, in order to identify various legal and 

regulatory changes which are required for convergence. With a view to make sure adoption of first 

time adoption of converged standards in India, skilled and trained professional accountants and 

auditors are required in large numbers. India is lacking the required number of IFRS trained 

accountants and auditors. 
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Abstract 

Demonetization is the act of striping a currency unit of its status as legal tender. 

Demonetization is necessary whenever there is a change of national currency. The old unit of 

currency must be retired and replaced with a new currency unit. in present perspective in India have 

done the same. It is transformational decision taken by the government to ban Rs.500 and Rs.1000 

notes from circulation in the market. The decision was taken to minimize black money and 

corruption. The RBI will be issuing Rs. 500 and Rs. 2000 notes from nowadays. They have released a 

statement by saying that all the Rs. 500 and Rs. 1000 notes are to be deposited at nearby banks or 

post-offices. This will be regular currency circulation all throughout India. All those people who are 

panicked with this move by the government need not to worry at all as the government has assured 

that ‘your money will be yours'. You will not lose anything so there is no point in being scared. There 

will be no restrictions on non-cash payments by cheques, demand draft’s and electronic fund 

transfer. So that's the wide and multidimensional impacts may be happen of it not only in Indian 

economy but also in a global economy. In this paper we were trying to study the concept of 

demonetization, their objectives, their merits and demerits and also study its probable impact on 

economy. 

 

Keywords: Demonetization, black money, advantages and disadvantages of demonetization, impact of 

demonetization. 

 

Introduction 

Recently Indian government implemented the demonetization policy and putted ban on the 

rs.500/- and 1000/- currency note. The decision was taken to minimize black money and corruption. 

The RBI will be issuing Rs. 500 and Rs. 2000 notes from nowadays. They have released a statement 

by saying that all the Rs. 500 and Rs. 1000 notes are to be deposited at nearby banks or post-offices. 

This will be regular currency circulation all throughout India. All those people who are panicked 

with this move by the government need not to worry at all as the government has assured that ‘your 

money will be yours'. You will not lose anything so there is no point in being scared. There will be no 

restrictions on non-cash payments by cheques, demand draft’s and electronic fund transfer. So that's 

the wide and multidimensional impacts may be happen of it not only in Indian economy but also in a 

global economy.         (https://en.wikipedia.org)                             

 

History of the demonetization 

         Facing support and condemnation in equal amounts, the measure of demonetization is not a 

new concept for the world. There were other nations too that have tried changing their currency in 

the past. Let us take a look on some of these. 
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In 1982, Ghana rolled out the decision to demonetize their 50 cedi currency notes in order to 

monitor money laundering and corruption. The change was not welcomed warmly, creating chaos 

across the country and finally resulted in a move back to physical assets and foreign currency. 

Nigeria’s economy collapsed after the 1984 demonetization move that did not go so planned. 

The military government of then President Muhammadu buhari introduced their old currency in 

order to fight black money. 

Around 80% of Myanmar’s currency was demonetized in 1987 by the military to curb black 

money, but the move resulted in a lot of protests and the country witnessed several killings. 

Under the governance if Mikhail Gorbachev in 1991, the then Soviet Union demonetized the 

higher denominations of ruble bills, the 50s and 100s. The move did not go well and resulted in 

takeover of Mikhail’s leadership within eight months of the plan. 

North Korea faced demonetization of their currency in 2010, which led to major economy 

breakdown with people left to starve for basics. 

Zimbabwe once had hundred trillion dollar note, which was demonetized and was exchanged 

in a mocking way dropping trillion dollars to $0.5 dollar. 

In the early 1990s, The Zaire, the Director Mobutu Sese Seko administration rolled out 

successive currency reforms along with a plan to withdraw obsolescent currency from the system in 

1993. The successive reforms resulted in increasing economic disruptions until Mobutu was ousted 

in 1997. 

With the issue heated up due to the demonetization tacking place in India, let’s recall another 

such demonetization which took place in the country in 1946. Rs. 1000 and 10,000 notes were 

demonetized to put a check on the unaccounted money, in January 1978 also, Rs. 1000 and 5000 and 

10,000 notes were demonetized by the Indian government to flush out black money from the 

country. 

In 1996, Australia decided to replace its paper based notes with polymer bank notes. The 

notes released by reserve bank of Australia were the world’s first long lasting banknotes.  

Pakistan has also decided to move all the currency notes with old designs out of the system. 

Earlier also, Pakistan had demonetized its Rs.5 and 500 denomination notes. 

The Swiss National Bank, in order to fight counterfeiting, printed a series of Swiss Franc 10 

notes. However, the notes are still in reserve as they were never issued. 

European Union considered as the largest demonetization in history, the country created 

single currency (Euro) over the period of 1998-2000. 

                                                                                                                  (https://www.newsx.com) 

                     (https://www.mumbaimirror.indiatimes.com) 

 

Definition of ‘Demonetization’  

Demonetization is the act of striping a currency unit of its status as legal tender. 

Demonetization is necessary whenever there is a change of national currency. The old unit of 

currency must be retired and replaced with a new currency unit. 

                  (https://www.investopedia.com/terms/d/demonetization.asp) 

 

Reasons Or Motive behind the demonetization 

(1) To eliminate of black money 

(2) To combat against inflation 

(3) To combat against the corruption 

(4) To discourage a cash system 

(5) To eradicate counterfeit currency or to control parallel economy 

http://www.newsx.com/
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(6) To fight against tax heaven 

(7) To fight against terrorism 

(8) To fight against money laundering activity. 

 

Objective of the study 

(1) To study the earlier history of demonetization. 

(2) To know the meaning of demonetization 

(3) To study the advantages and disadvantages of demonetization 

(4) To study the probable impact of demonetization on Indian economy 

 

Collection of data 

Collection of data for this study were collect from secondary Information likes,  Article, 

research paper, magazine, newspaper and related Websites. 

 

Advantages of demonetization  

The major decision which is made by the government will help us to eradicate black money, 

corruption to some extent. 

Due to lack of funding there will be no arms smuggling and all the terrorist activities will also 

be choked.  

The government has proposed the new limits on ATM withdrawals being restricted to 

Rs.2000 per day, withdrawal from bank account is Rs.10000 a day and Rs.20000 a week. It indicates 

that card transactions will slowly replace the cash transactions in our daily prone activities. 

Exchange of money in banks can only be done producing valid identity cards like PAN, 

Aadhar card and electoral card from 10 to 24 November with a daily limit of Rs.4000 By doing so it 

will be easy for the government to track the money which is being exchanged in banks. There is so 

no limit if the amount which we are exchanging is legal amount. 

Financial Intelligence Unit will track all details of the transactions from the banks, so now it 

is really difficult to get rid of the black money. 

Real estate industry is totally corrupted and now by this stringent decision the real estate 

sector will bring in more transparency. By doing it in this way we will have more credibility, making 

it more attractive to the foreign investors as well as domestic. 

 

Good Governance 

Demonetization is done as a measure of good governance as suggested in the World Bank’s 

Ease of Doing business report. This measure will increase the rankings of India in various indexes 

published by World Bank, World Bank Economic Forum, United Nations and IMF etc. 

Demonetization will enhance the transparency levels in governance to a great extent by bringing all 

transactions in the formal banking sector. 

 

Increased Tax revenue  

There is an incredible surge in tax collections for the past month, Property tax, water tax and 

other corporation levies in all states have risen considerably. The income tax collections have also 

risen rapidly. The provision of Income Tax department monitoring the accounts with more than 

250000 rupees deposit and collecting tax with penalties will increase the revenue the tax revenue 

for the government. 
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Removal of unaccounted cash from circulation 

The biggest advantage of demonetization is that it helps the government to track people who 

are having large sums of unaccounted cash or cash on which no income tax has been paid because 

many people who earn black money keep that money as cash in their houses or in some secret place 

which is very difficult to find and when demonetization happens all that cash is of no value and such 

people have two options one is to deposit the money in bank accounts and pay taxes on such amount 

and second option is to let the value of that cash 

Since black money is used for illegal activities like terrorism funding, gambling money 

laundering and also inflating the price of major assets classes like real estate, gold and due to 

demonetization all such activities will get reduced for some time and also it will take years of people 

to generate that amount of black money again and hence in a way it helps in putting an end this 

circle of people doing illegal activities to earn black money and using that black money to do more 

illegal activities.  

Another benefit is that due to people disclosing their income by depositing money in their 

bank accounts government gets a good amount of tax revenue which can be used by the government 

towards the betterment of society by providing good infrastructure, hospitals, educational 

institutions, roads and many facilities for poor and needy sections of society.  

 Massive decline in black money:-  This decision in pain in the ass for black money holders 

having trucks of money undeclared and enjoying without paying any tax 

 Almost End of Fake currency racket initially:- If implemented correctly and effectively 

then it will result in end of fake currency racket as most of the fake notes are of Rs500 and Rs1000 

but later criminals will make fake Rs2000 note. 

 Obstacle for terrorism:-  As said by PM Modi “From across the border, our enemies running 

racket in India through fake currency”, We all know he was referring to Pak an China so this decision 

will put obstacle in their path.  

 Reduce in corruption for few months:- Shameless corrupt traitors will find other methods 

but it will take some time. Like in other countries bit coins, online loopholes are used for corruption 

money but it will take sometimes. 

 Fair Election:- we all know how much black money is used by political parties at least for 

upcoming task to use trucks of money in election like EC caught in Tamilnadu.  

Demonetization may benefit India in long term 

• Income taxes rates may come down. 

• Loans will become cheaper. 

• Housing will become affordable. 

• Asset classes 

• Boards prices to increase in the near future  

• Real estates to fall 

• Gold rates to fall 

•  Equity markets to again in next six to 12 months 

• Impact on economy  

• Fiscal deficit will come down  

• Currency to become stronger 

• Industry will become more productive  

• Inflation will come down as housing prices will drop and food inflation will come down 

• Tax rates will come down as more people will be in tax net. 

• Business will be able to borrow at cheaper rates 

• FDI to sky rocket 
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• Social impact 

• The society will become more equitable with lesser class distinction. 

• Prosecution for people who are engaging in black money. 

• Some slum dwellers may actually have to pay taxes and lose their BPL status 

• Politics may change forever. 

 (https://www.quora.com/what-is-the-advantages -of-demonetization) 

               (https://www.letsearnfinance.com/demonetization-advantages-and-disadvantages) 

               (https://goodreturns.in>classroom) 

               (https://www.timesof india.indiatimes.com) 

               (https://www.bankexamstoday.com) 

 

Disadvantages of demonetization  

It will cause great inconvenience to common man who will start running to bank to exchange 

Rs.500 and Rs.1000 notes. 

By replacing all the Rs.500 and Rs. 1000 denomination notes, as ordered by the government, 

could cost the RBI at least Rs. 12000 crore.  

 It will be very difficult for half of the population who are not well versed with the card 

transactions.  

 The major problem is that big fishes will be left out whose black money is in the form of 

foreign currency, gold and property and stashed in tax havens. 

 The biggest disadvantage of demonetization is that once people in the country gets to know 

about it than initially for few days there is chaos and frenzy among public ass everybody wants to get 

rid of demonetization notes which in turn sometimes can lead to law and order problem and chaotic 

situation especially in banks and ATMs which are the only medium to change the old currency units 

to new currency units. 

 Another disadvantage is that destruction of old currency units and printing of new currency 

new units involve costs which has to be borne by the government and if the costs are higher than 

benefits then is no use of demonetization. 

 Another problem is that majority of times this move is targeted towards black money but if 

people have not kept cash as their black money and rotated or used that money in other asset classes 

like real estate, gold and so on then there is no guarantee that demonetization will help in catching 

corrupt people. 

 

Public inconvenience  

Public inconvenience is the major disadvantage of the demonetization measure. People 

spend a full day in the banks to withdraw the money from the bank account. The queue in some 

banks is so large that people faint and some have even died standing for a long time. The move 

towards cashless transaction is good and only sections of the people are accustomed to this practice 

but majority of Indians have no knowledge about this cashless transaction.  

 

Reduced Money Circulation  

There is severe shortage of money circulation in the economy as a whole. Everyone has a 

single 2,000 rupee note and cannot transact with it in local shops, chicken shops and many other 

places where swipe machines are absent due to the problem of change. There is severe shortage of 

100 rupee notes and with a single 2,000 rupee note, people find it very hard to find change. People 

have restricted their daily transactions to the maximum and this has affected the business in all 

spheres considerably.  

https://www.quora.com/what-is-the-advantages
https://www.letsearnfinance.com/demonetization-advantages-and-disadvantages
https://www.timesof/
https://www.bankexamstoday.com/
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ATM Calibration  

Only 40 percent of the ATM machines have been calibrated to the new currency while the 

rest of the ATM machines are still put of order. This creates a queue in ATM machines and the cash 

gets exhausted within hours. Currently, the daily transaction limit in ATM is 2,000 and you get 

mostly a single 2,000 rupee note. ATM machines are not fully operational causing further 

inconvenience to the people. Most of the times, ATM machines are out if cash. 

 

Corruption and Fraud 

There are many instances of fraudulent activities like the banking personal and the post 

office personal illegally exchanging the old currency for new currency for a commission amount. The 

brokers are maing hay of the current situation and earn whopping commission of 50 to 60 percent 

for exchanging the currency using the poor people. The misuse of Jan Dan accounts to exchange 

black money is also revealed and restrictions are implied on such accounts. Media has exposed such 

cases of corruption.  

• Inconvenience to people:- burned in exchanging notes to common people.  

• Loss to common People:- Many people have face currency that it unintentional or earned 

by hard work and they are using it without knowing it. Now banks will refuse to take fake 

money it direct loss for innocent people. 

• Loss of Tax Payers money:- Rs 500 printing costs Rs 2.5 and Rs. 1000 costs Rs. 3, (approx.). 

Multiply it by number of notes president in India. now government has to pay this money 

from taxpayers. (Rs. 100 Notes = 23% and Rs. 500 notes = 44% and Rs. 1000 notes = 24% 

Notes of 100, 500 and1000 Rs. Account for 93% of the Total Currency Money.) 

• Powerful Politician are converting black into white easily:- In many areas they are 

distributing/giving loan of amount few lacks to each farmer/labor and later they will take 

their money back as poor man can’t fight to those powerful peoples. 

• Issuing the new Rs. 2000 notes & bringing Rs 1000 back:- this will later cause increase in 

corruption as it will be easy to store Rs 2000 notes ;as I said initially this decision will reduce 

corruption but later it will help corrupts.  

                                                                                                                (https://www.youtube.com) 

                                                                                                       (https://www.businessbatao.com) 

                                                                                                                    (https://www.quora.com) 

The impact of demonetization on the common man 

   The demonetization that happened last week will not only have economic impact but also 

size of the impact. 

       India’s GDP is $2,000 billion (Rs 125 lakh crore) and estimated parallel economy is 23 

percent, which makes it about Rs 28 lakh crore. A large percentage of this amount is divided in real 

estate, gold, and cash. Real estate accounts for more than 50 percent and the rest 50 percent is 

equally divided between cash and gold. Around 68 percent of that cash is kept in denominations of 

Rs 500 and Rs 1,000 notes. A back-of-the-envelope calculation shows that RS 3 lakh crore or $45 

billion will flow into India’s white economy, which is equivalent to GDP of more than 100 countries! 

The impact of this move on the common man includes: 

• People with large amount of black money are using unscrupulous means to convert it into 

legitimate currency  

• A taxpayer has to stand in queues to withdraw his hard-earned money. 

• Online companies are having the last laugh as most of the white income class is resorting to 

online. 

• Small/medium sized business relying on cash transactions is seeing a total demand collapse. 

https://www.youtube.com/
https://www.businessbatao.com/
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• Gem and Jewelry business will be hard hit. 

• Real estate prices will fall and the transactions volume will drop.  

• Second-hand car market will crash badly. 

• CAs will be having a time of their lives. 

• Banks will be having a tough time. They will be flooded with cash 

• Normal life may be impacted because of demonstrations. 

• No cash doles out in elections. Whole electioneering will change forever. 

• Low-income people have been impacted as their payments are delayed 

• Some people may commit suicide. 

• Cashiers and bankers will get due respect in society. 

• Marriages to become cheap. Death of dowry.  

• All medicines in white money. 

• Big blow to gambling. 

• Death of drug mafia and terror networks. 

• People now know moral status of their peers and neighbors better 

• GDP will be impacted as consumption will fall-Indirect tax collection may be lower  

• Disorganized work to move to organized sector. 

                                                                                  (https://www.economictimes.indiatimes.com) 

                                                                    (https://www.forbes.com/.../effects-of-demonetization) 

 Conclusion 

It is a masterstroke by Modi and its success highly depends on its implementation. As with all 

good things, there is a bitter truth hare as well. The black money may reemerge as now there is Rs 

2,000 notes so paying bribes will be much easier. In fact, if the same government does not come to 

power again, then there is risk of reversal of some of these policies. Bribes may be paid in gold, 

foreign currency or smaller demonization notes, or through consumer durables. The whole plan may 

boomerang as there is a complete demand collapse and people lose their jobs in the unorganized 

sector in the near term. So there is need for strong administration and effective policy framework to 

make sure these initiatives are implemented in the same nerve as they were intentioned.     
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Abstract 

Demonetization is the act to band a currency unit of its status as legal tender. It is the 

procedure of ceasing to produce and circulate particular forms of currency. This is essential 

whenever there is a change of national currency. Coins and banknotes are usually defined as legal 

tender whereas personal cheques, credit cards, and similar non-cash methods of payment are not 

measured legal tender as debt responsibility is not relieved until the payment is tendered. Indian 

Economy has far been a victim of black money and corruption. The Indian system looked incorrigible 

resulting in crores of unreported money flowing in and out from the country. The Modi Government, 

in order to restrain the flow of black money came up with the Income Declaration Scheme (IDS), 

which gives holders of tacit wealth a chance to come clean by paying tax, surcharge and penalty of 45 

per cent and escape penalty. This scheme however, did not turn out to be successful. The PM, in an 

unparalleled move banned the five hundred and thousand rupee notes on 8th November in an 

attempt to resolve the issues of corruption, black money and counterfeit notes. The Government of 

India announced that the Rs 500 and Rs. 1000 denominated currency notes will cease to be legal 

tender. The move was targeted towards tackling black money, corruption and terrorism.  The RBI 

will issue new notes of two-thousand and five-hundred rupee. Other denominations however, will 

not be affected by this decision. The so called surgical strike on black money is predictable to cleanse 

the Indian economy and bring in various unorganized sectors which account for a large part of the 

Indian Economy into the formal and recorded part of the Indian banking system.  

 

Keywords: Demonetization, impact on Indian economy, black money, spending pattern of 

consumer. 

 

 INTRODUCTION 

 The government has implemented a major change in the economic environment by 

demonetizing the high value currency notes – of Rs 500 and Rs 1000 denomination. These ceased to 

be official tender from the midnight of 8th of November 2016. People have been given up to 

December 30, 2016 to replace the notes held by them. The application by the government involves 

the removal of these existing notes from circulation and a slow replacement with a fresh set of notes. 

In the short term, it is prospect that the cash in flow would be considerably squeezed since there are 

limits placed on the amount that individuals can withdraw. In the months to come, this squeeze may 

be relaxed somewhat. The reasons offered for demonetization are two-fold: one, to control fake 

notes that could be causal to terrorism, in other terms a national safety concern and second, to 

weaken or remove the “black economy”. 

 

 DIFFERENT PROCESSES OF DEMONETIZATION 

 Replacement of one type of currency with another. 

 It is the most ordinary procedure of demonetization. 

 Countries choose to replace smaller banknotes with coins of the same value. 

 Even though the banknotes are no longer printed, traders can still accept them as legal 

currency and deposit the value of the banknote into a bank account. 
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 Over time, the banknotes are exchanged for the newer coins and the demonetization process 

is considered absolute. 

 

 Circumstances where older currencies & coins are declared to no longer be legal 

tender after a definite date are. 

 One, to completely restore the value and type of currencies used within the country. This is 

frequently due to matters connecting the rate of exchange of currency with other countries. 

 Two, to reorganize the currency in order to make the use of the money easier for all 

concerned. 

 However, the older money can be redeemed for an equivalent amount of the newer forms of 

currency. 

 

 DECIDING TO MONETIZE 

 Deciding to engage the procedure of demonetization is something that is not done carelessly. 

 There is generally a solid reason behind the change in currency and countries usually go 

through a learning curve as the people begin to get used to the phasing out of one form of 

currency and the simultaneous introduction of a new form of currency. 

 Rarely does demonetization take place without some sum of public outcry. 

 However, the resentment of the general public is short lived and soon everyone begins to 

accept the changes and gradually cease use of the older currency. 

 This is mostly true when the government only allows a specific window of time to redeem 

the stopped currency for other categories of legal tender. 

 

 SOME OF THE REASONS ARE 

 Governments across the world have determined to disallow currency notes in circulation, 

representation huge amounts of cash useless overnight, due to a plethora of reasons. 

 Fight against fake currencies 

 Stop financing for terror activities 

 Battling black money 

 

 DEMONETIZATION ACROSS THE WORLD- A BRIEF ANALYSIS 

 European Union- 

The formation of a single currency for the European Union over 1998-2000 was the largest 

demonetization and currency issue exercise in history. Acceptance of Euro resulted in 

demonetization across the various countries of European Monetary Union. Authorities first fixed 

exchange charge for the different national currencies into euros.  

 Zimbabwe- 

Constant hyper inflation makes compulsion to the government to print currency notes with a face 

value of one hundred trillion dollars. This provides minor denominations obsolete, which were taken 

out of flow quickly. 

 Australia- 

1996, Australia became the first nation to have a full series of circulating polymer bank notes after 

replacing all paper-based notes, which the government systemically made non-tender for legal 

purposes. To discontinue widespread fake currency, the Reserve Bank of Australia had released the 

world’s first long lasting and counterfeit-resistant polymer banknotes (plastic currency). 
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 Pakistan- 

Pakistan phased out all currency notes with old designs. This was done to bring in new designs and 

safety features to its currency. To discourage counterfeiting, Switzerland has a reserve series of 

notes. A series of Swiss Franc 10 notes were printed by the National Bank of Switzerland in 1984. 

But the notes were never issued and the notes are presently still in reserve. However, the old 

currencies remained negotiable into euros for a while so that a smooth transition during 

demonetization would be assured.  

 Libya- 

Its central bank initiated withdrawing old currency in early 2012 in an effort to re-establish liquidity 

after it found that the huge majority of funds are being kept outside banks. 

 Iraq- 

Even when the Iraqi Swiss dinar stopped to be legal tender in Iraq, it still circulated in the northern 

Kurdish regions. Despite lacking government backing, it had a stable market worth for more than 10 

years. This example is often cited to demonstrate that the worth of a currency is not resulting purely 

from its legal status (but this currency would not be legal tender). 

 United States of America- 

Paper money was issued by the Confederate States of America in the time of the American Civil War. 

It became valueless by its own terms after the war, since it could only be exchanged a stated number 

of years after a peace treaty were signed between the association and the United States (which never 

occurred, as the Confederacy was beaten and dissolved). Demonetization is currently banned in the 

United States and the Coinage Act of 1965 applies to all US coins and currency despite of age. The 

nearby historical equivalent in the US, other than Confederate money, was between 1933 and 1974, 

when the government banned most private ownership of gold bullion, including gold coins held for 

non-numismatic. Now, however, even existing pre-1933 gold coins are legal tender under the 1964 

act.  

 History of demonetization in India 

January 1946- Rs.1,000 and Rs.10,000 banknotes, which were in flow were demonetized primarily 

to control unaccounted money. 1978- The higher denomination banknotes in Rs 1,000, Rs 5,000 and 

Rs 10,000 were reintroduced in the year 1954 and these currency notes were again demonetized in 

1978. Denominations of 1, 2, 3, 5, 10, 20 & 25 paise were in flow till June 30, 2011 but were then 

withdrawn. While the 50 paise coins are still in flow. They are called small coins while the other 

denominations are recognized as rupee coins. So the last time demonetization was done in India is 

almost before 36 years. 

 

 DEMONETIZTION OF 500 & 1000 RUPEE NOTES IN INDIA – A STUDY 

 Currencies in circulation 

India has one of the highest levels of currencies in flow at over 12% of GDP and of this cash, 87% is 

in the form of Rs500 and Rs 1,000 notes. Worldwide, this is not unusual as the central banks of 

several countries drive massive amounts of cash into the economy, frequently in very huge 

denominations. In the US, $100 bills account for 80% of the cash supply. In Japan, ¥10,000 note 

(about $100) accounts for 90% of total cash holdings. 

 

 Stages that led to demonetization 

Huge rollout of Pradhan Mantri Jan Dhan Yojana (PMJDY) which gave banking access to almost the 

entire population. The Income Disclosure Scheme (IDS) where a window of chance to declare their 

wealth amassed through various means is given to the people. 
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 Why ban Rs 500 and Rs 1000 (large value) notes? 

The thought is definitely not unique or new. It has for the past five years been proposed by a number 

of academic organizations, think-tanks and international bodies that look to split down on tax 

evasion, corruption and terrorism-financing. Unaccounted money often used in any form of 

corruption or illegal deals generally takes the form of high- worth notes, which in this case are the Rs 

500 and Rs 1,000 bills. The Financial Action Task Force, a universal body that looks at the criminal 

use of the international financial system notes that high-value bills are used in money laundering 

methods, racketeering, and drug and public trafficking. In India, the Rs 500 and Rs 1,000 notes also 

comprise a huge percentage of the money spent by governments, political parties and applicant 

during general elections. A Centre for Media Studies report demonstrated that nearly Rs 30,000 

crore was spent during the 2014 general election, while official spending only accounted for Rs 

7,000-Rs 8,000 crore. The most important fact, however, is that the share of large-value notes has 

only been growing over the years. While some of this is due to the natural growth expansion of our 

economy, it also hints at the rising size of the black money economy. In May, the European Central 

Bank had declared that it was phasing out the 500 Euro note from 2018 because of sharp concerns of 

money laundering and terror financing, particularly after the terror attacks in Paris. In the same 

month, former US treasury secretary Larry Summers also suggested that the $100 bill be 

demonetized. Even within India, there have been some signs that this was in the offing. Before two 

years, for instance, the RBI declared that it was phasing out and decommissioning all currency notes 

issued before 2005. 

 

 Reasons for Demonetizing 

The extensive use of cash in high denominations has led to an artificial increase in the cost of goods 

and services which was shown in the government’s success in bringing out Rs 1.25 lakh crore of 

unaccounted money. Progressive move to a cashless economy with a main focus on electronic 

dealings is being imagined. The elimination of large bills will make several criminal and illegal 

activities more costly such as tax evasion, human trafficking, drugs, extortion and terrorism. Scaling 

back large bills will not end crime, but it will force the subversive economy to employ riskier and 

less liquid payment methods. 

 

 Aim for less-cash & not cash-less 

Cash greatly smooth the progress of transactions and there are lawful high value transactions in 

every economy. The basic idea behind this exogenous shock is to raise the cost of illegal dealings and 

not going cash less. Going less-cash is a fine balance between continued ease of financial dealings 

and decrease misconduct. As cash facilitates crime because it is anonymous and big bills are easy to 

carry. Moreover the new Rs2,000 bills have been intended with improved security features, so this is 

not just new money replacing old money in the system. 

 

 Challenges for RBI 

 To ship enough currency notes to make sure that bank branches are able to meet the tidal 

wave of demand 

 The blockage may be mainly sensitive in rural areas where both bank branches and ATMs 

are in short supply. 

 While rural India apparently has 6 lakh villages and had 44 crore savings account holders, 

they were home to just 48,000 bank branches. 

 The 12 lakh ATMs that are in operation across the country will also need to be reconfigured 

to distribute the new denominations. 
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 Add on the requirement of ID-proofing all the walk-in depositors and one can visualize the 

disorder at banks over the next couple of weeks 

 There will be an urgent requirement for debit cards, electronic transfers and mobile 

payment platforms to be widely adopted. 

 

 Challenges for the Government 

 On the other hand, there is no good estimate for how much of India’s black money is in forms 

other than currency/physical notes like gold, jewellery, land or any other form of wealth. 

 While prohibiting Rs 500 and Rs 1,000 notes will tackle the black money that is in the form of 

hard cold cash, it won’t affect other forms of black money. 

 On similar lines, this move will visibly have little effect on black money stashed away in 

foreign tax havens. 

 At a time when private asset has been strike and with factory output contracting, scrapping 

high-value notes may extend the economic pain. 

 What the government requires to do now is to follow up the demonetization with a dynamic 

push to make sure greater worldwide banking access, and nudge the real estate sector to 

move towards greater transparency, besides contributing more incentives to promote 

electronic payments and use of cards. 

 The challenge is not just in pulling out 85 per cent of the high-value currencies in circulation 

but also to make sure a culture of conformity. 

 

 Quantum of black money likely to be unearthed?  

 

BLACK MONEY AND DEMONETISATION 

Black money is a wider societal ill and demonetization is but one step in the war against black 

money. Black money and black economy are also two different constructs. The terms shadow 

economy and underground economy is also used as synonyms for black economy. Black money is 

the currency of black economy. It refers to illegal money received from illegal sources which has not 

been revealed to the government. The benefit of black money is that it links into the lawful economy, 

uses the advantages of the lawful economy but does not pay the costs.  

 

STRATEGIES FOR TACKLING BLACK MONEY 

The distillation of different approaches can be summarized as under:  

1. Establish identity of public (through PAN Card, Aadhar Card etc.) operating in the country – 

citizens and foreigners. 

2. Enable low the cost direct bank transfers (Implementation of NEFT/IMPS/RTGS and other 

designs) including direct transfers of subsidies to the beneficiaries under the Aadhar scheme. 

3. Enable electronic register of assets (Underway through electronic land records, digitization of 

revenue records)  

4. Reform tax system so that cost of compliance is lower than cost of tax evasion. (Through 

initiatives such as Saral forms, e-filing, self-declaration etc.) Indirect tax system through 

simplification (GST). 

5. Widen the net for disclosure by filing Income Tax return. (auto-processing returns for tax 

refunds)  

6. Regulations that increase costs for black money creating activities. (Prevention of Corruption Act 

etc.) 
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7. Create attribution chain for funds entering and exiting the country (such as through P-Notes, FDI, 

Prevention of Money Laundering Act etc.) 

8. Create e-trails of both incomes and expenditure. 

9. Control on holding of cash and physical money including Indian and foreign money. (FEMA, 

recent demonetisation) 

 

It is clear that black money clean up is underway on many fronts. Many of the pieces of puzzle have 

been put in place. 

 World Bank estimates put the size of the black economy in India at about 24 per cent of gross 

domestic product in 2007. 

 However, it would be reasonable to presume that not all that is held in hard currency as a 

good part of it is stashed away in the form of gold and property, with the big fish owning 

offshore accounts and dollars as well. 

 What this demonetization drive may do is force the smaller-ticket black money hoarders out 

into the open. 

 40% of black money is stowed away in hard currency, so these collector will now have no 

option but to announce banned cash (with ID proof) or destroy 

 

 IMPACT OF DEMONETISATION 

The effect of this strategy is not going to be consistent across the economy. Sectors that have a larger 

cash component in their transactions will be hit harder, such as real estate, movie production, 

campaign finance, etc. This will then be followed by an alteration in these markets. Whether these 

corrections are deflationary (reducing prices) or contractionary (reduce business) is something to 

watch closely. However, these are corrections which will move the market equilibrium to outcomes 

which reveal authentic demand and supply in the real economy. 

 

Short-term Impact 

Negative Effect 

 Upcoming ordering as well as ongoing activities in roads, water, railways and broadcast and 

allocation sectors, too, will be impacted as payment to workers is generally made in cash. 

 Low number of bank accounts in remote, tiny villages and supply-chain disruptions could 

influence demand for buyer staples for a concise while believe analysts. 

 The demand impact of large-ticket consumer durables items like apparels, white goods, 

apparel and the likes could also head south. 

 Purchase of fertilizers and agrochemicals; generally done via cash, too, could come down. 

 All metal companies will be negatively affected as a large part of trading in steel and other 

metals is carried on a cash basis at present. 

 The short-term debt servicing capacity of small borrowers could be reduced, which may 

affect the asset quality as well as credit growth of microfinance companies like Bharat 

Financial Inclusion, Ujjivan Financial Services, Equitas, etc. 

 Housing finance companies, too, could witness stress on their credit quality as well as 

growth, as fall in real estate prices would impact the loan against property (LAP) business. 

 Even e-commerce players are likely to feel the heat in the near- to medium-term. Cash on 

delivery forms anywhere between 70 and 90 per cent of e-commerce players’ revenues and, 

therefore, can affect valuations of retail e-commerce players 
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Positive Effect 

 Banks stand to achieve meaningfully from implementation of demonetization, but over a 

period of time. While operating costs could increase in the instant outlook, there would be an 

increase in the low-cost current and savings accounts (CASA), which in turn will rub off 

favorably on the banks’ funding costs and liquidity. 

 This could also have the impact of bringing down deposit and lending rates further without 

the RBI having to cut its repo rate. A increase in deposit base will permit banks to lower the 

blended cost of funds 

 Increasing use of credit/debit cards, net banking and other online payment mechanisms will 

be another positive, as these would not only lower transaction costs but some of these could 

help earn some fee income as well. 

 In the instant run, we are likely to observer larger bank deposits, price corrections and better 

tax collection potentiality in the economy—all great for Indian bonds. 

 Mining will be another sector to benefit from this move as this will hurt illegal mining 

activities, facilitating organized players such as Coal India, NMDC etc. 

 

Long Term Impact 

 In the long run, this is an important positive shock to the Indian economy and society. 

 If significantly implemented, this will send a strong signal about India’s anti-corruption drive 

and is very likely to improve the nation’s reformist stance. 

 It also provides a boost to the government’s financial inclusion drive, pushing more 

households towards well-organized banking and payment infrastructure. 

 Tax revenues will increase. 

 Bank deposits will increase and they will have more capacity to support the economy. It will 

enhance growth as it will increase and clean the formal GDP. 

 

 TRANSITION ISSUES  

There are a number of transition issues that need to be managed for this transition to be effective:  

1. Infrastructure Issues: There is need for a significant upgrade of the banking system as well as in 

the telecom infrastructure that would provide the backbone for digital transactions. For people to be 

able to transact at any time and place as well as for them to consider it a reliable medium of 

exchange, it is important that not only the banking system is upgraded to ensure that transactions 

can be completed without a hitch, but the supporting infrastructure too is up to the mark. For 

instance, in many parts of the economy, there is limited and intermittent supply of electricity as well 

as mobile connectivity. In these areas, it would be difficult to expect people to shift to electronic 

medium of exchange.  

 

2. Consumer behaviour Issues: Apart from the technological issues, there is a behavioural change 

that is being expected in people from using cash as a medium of exchange to using other cash 

substitutes both for making payments and receiving payments. This transition requires individuals 

to make two changes in their behaviour: one, agents need to move from tangible means which can be 

seen and felt to forms which are less tangible or not tangible, and second, they have to learn to rely 

on technologically advanced tools to undertake regular day to day operations. The latter requires 

agents to be educated to the extent of comprehending the content of transactions. If this transition is 

not suitably managed, agents might be tempted to move to non-official cash substitutes.  
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3. Accessibility in language: In addition to all of the above, most of the banks and the mobile 

instruments for transaction are currently adapted to a single to two languages. If the bulk of the 

population of this country needs to come on board, it might be important to make these facilities 

available in a myriad of Indian languages to ensure that the user can comprehend the transaction 

that they are entering into.  

 

4. Transition issues for banking sector: There are multiple issues here.  

a. The banks too might have a transition issue to deal with. Banks would have a model of the 

fraction of deposits that they can safely lend without an excessive risk of withdrawal of the 

amount. This is important since, while banks can borrow money from the call money market, the 

costs of such borrowings can be large. These models, however, might need to be altered in the 

new regime since the character of the new deposits that come into the bank would be different 

from the pre-existing deposits. In the latter, while a fraction of the deposits would be for 

transactional purposes – e.g. salary earners – another fraction would be depositing only savings 

into the account. By eliminating high value currency notes, these agents who were operating 

through cash, would now have to move to non-cash instruments and hence, the balances in their 

accounts would not be savings but transaction values which will be retained in the account for 

shorter durations of time. The banks therefore would need to re-model their decisions on how 

much of the deposits can be lent out and for what duration. It is, for instance possible, that a 

larger proportion of the deposits would be retained for short-term lending and can even be 

dedicated to the call money market.  

b. Second, while 1/reserve ratio defines the potential maximum amount of credit that can be 

generated in the economy, the actual credit generation would be defined both by the demand for 

credit and the extent to which cash intervenes in the functioning of the economy. For instance, if 

people who receive credit from the bank make payments through cheques alone and they in turn 

make payments through cheques, then the potential credit creation can be realised. However, if 

on receipt of payment, the agent withdraws the money to cash and makes payments, only a 

fraction of the credit/deposit will return to the banking system. Thus, larger is the extent to 

which cash is used as a means of transacting, smaller is the total credit that can be generated. 

With a withdrawal of cash from circulation, the deposits will continue to remain in the bank, it 

would merely shift from account to account or from bank to bank. Thus, even on the earlier 

deposits, the amount of credit that can be generated would be larger. This is another reason why 

the banks would need to remodel their investment decisions corresponding to a given level of 

deposits.  

c. A third issue that might arise as a transition issue is because of the mismatch between people’s 

preferences for cash and the availability of cash. In the interim, until people adjust to the use of 

non-cash instruments, there would be an increased demand for the cash that is available and 

that might generate a situation where the agents have to pay a premium to access legal tender. In 

periods of scarcity of coins for instance, it is commonly known that people pay a premium to get 

the change. While this can be considered a transition issue, there are two different implications 

of such a development:  

i. If the premium on cash is high, it would encourage both the shift to non-cash instruments on one 

hand, and to informal substitutes of cash on the other.  

ii. This might undermine the confidence that people have in the currency and hence, encourage move 

to other currencies.  
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4. Mode of payment and spending behaviour  

There is growing literature that points out to the possibility of changes in spending behaviour as a 

result of moving to instruments other than cash. There are many substitutes for cash in the modern 

economy ranging from cheques, debit cards, pre-paid cards, credit cards and mobile wallets. When 

compared to cash, these instruments differ in a number of key characteristics. Temporal separation 

or degree of coupling is the extent to which a purchase and the payment for the transaction from 

resources are separated in time. If the two are de-coupled, people may not perceive a sense of 

separation from money at the time of incurring the expenditure and hence may overspend. The 

second characteristic is related to the pain of payment flowing from salience. It is argued that people 

perceive the pain of payment depending on the tangibility or salience of the outflow. A third feature 

is the stringency of budget constraint – while cash limits one’s ability to spend to the amount of cash 

in hand, a debit card expands it to the balances available in the account and a credit card further 

relaxes it to include future earnings as well. 

  

Payment 

Mechanism 

Salience 

of Form 

Salience 

of amount 

Transparency Temporal 

Separation 

Temporal 

Orientation 

Cash Very High High High No, Do not 

exist 

Perception of 

present-present 

Cheque Medium High High Low Perception of 

present-

present/future 

Credit Card Medium Medium Medium High Perception of 

present-future 

Debit Card Medium Medium Medium No, Do not 

Exist 

Perception of 

present-present 

Store Value Card Low Low Low Medium Perception of 

present-present 

Auto Pay(direct 

debit from bank 

account) 

Very Low Very Low Very Low Low Perception of 

present-present 

Digital Wallet Medium Medium Medium High Perception of 

present-

present/future 

 

We summarise the results of some of these studies which compare the behaviour of consumers using 

alternative instruments as follows:  

a. In a comparison of debit cards with cash, studies suggest that with the use of debit cards, the 

level of consumption tends to be higher. 

b. In a comparison of credit cards with cash, this effect is more pronounced. 

c. Credit cards often are associated with more spending resulting in an increase in debt as well.  

d. Further, spending with cards seems to encourage spending on non-essentials.  

 

These changes in consumer behaviour can have long-term consequences on the economy as well as 

on the budgets and lifestyles and priorities of agents in the economy. It could, for instance, lead to a 

ballooning of consumer debt which in turn could push the financial system towards a crisis if not 

suitably managed. Further, if available debt in the economy is channeled towards consumer debt, 
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while at the same time lowering saving in the economy, it could adversely affect the investment 

within the domestic economy. 

 

MACRO LEVEL EFFECTS 

Effect on parallel economy: Cash Economy to Witness Contraction 

The currency of the aforementioned denominations constitutes approximately 86% of the total 

worth of the currency in circulation. It is probable to eliminate black money from the economy as 

they will be blocked considering the holders will not be in a position to deposit the same in the 

banks, provisionally halt the flow of large volumes of counterfeit currency and curb the funding for 

anti-social elements such as smuggling, terrorism, espionage, etc. 

Effect on GDP: Downward Bias to GDP Growth 

The sudden decline in money supply and immediate increase in bank deposits is going to adversely 

impact consumption demand in the economy in the short term. This joined with the adverse impact 

on real estate and informal sectors may lead to lowering of gross domestic product growth. 

The gross domestic product pattern could be impacted by this calculation, with a decrease in the 

consumption demand. However, with the recent rise in celebrations, demand is expected to offset 

this fall in an overall impact. Moreover, this predictable effect on GDP may not be important as some 

of this demand will only be deferred and will re-enter the stream once the cash situation becomes 

normal. 

Lower Money Supply has a Recessionary Effect: With the older 500 and 1000 Rupees notes being 

scrapped, until the new 500 and 2000 Rupees notes get extensively spreaded in the market, money 

supply is probably reduce in the short run. Reduction in money supply can also have a recessionary 

effect in the economy. However, whether the impact of the reduced money supply will lead to 

deflation or reduction in demand or a mix of both will vary from sector to sector depending upon the 

nature of goods & services. To the extent that black money (which is not fake) does not re-enter the 

system, reserve money, and finally, money supply will reduce permanently. However, slowly as the 

new notes get circulated in the market and the mismatch gets corrected, money supply will pick up 

speed. 

Impact on Bond Markets: Rush in deposits will create more demand for government bonds and 

other high price bonds in a situation of tepid demands for credit, leading to lower bond yields 

particularly in the shorter end of the curve. At the same time, a decrease in leakages in systemic 

liquidity will reduce the scope for open market operation purchases in the coming days. We believe 

that the RBI will continue to purify excess liquidity from the banking system to keep the short term 

rates associated with the policy rate. 

Credit Impact across Sectors: Effect of this strategy measure will flow to the economy largely 

through the Real Estate sector, which has strong linkages with sectors like cement and steel and 

which will turn credit negative in the short-run. A major impact in the short-run will be on the 

daily/weekly wage employment in the informal sector. The construction sector has one of the peak 

employment multipliers. The key segments of the economy where cash transactions play a very 

important role are real estate, gold and the informal sectors, which may face near term reduction. 

With more money coming into the banking domain, deposit growth is likely to improve and positive 

impact the savings rate. The medium- to long-term gains are likely to outweigh the short-term pains. 

Effect on Banks 

As instructed by the Government, the 500 and 1000 Rupee notes, which now cease to be legal tender 

are to be deposited or exchanged in banks (up to certain limits). This will automatically lead to more 

amounts being deposited in Savings and Current Accounts of commercial banks. This, in turn, will 

increase the liquidity position of the banks, which will be later utilized more for lending purposes. 
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However, to the amount those households have held on to these funds for purpose of urgent 

situation, there are expected to be withdrawals at the second stage. 

Effect on Online Transactions and alternative modes of payment:  

With cash transactions facing a reduction, alternative forms of payment will see a surge in demand. 

Digital transaction systems, E wallets and apps, online transactions using E banking, usage of Plastic 

money (Debit and Credit Cards), etc. will definitely see substantial increases in demand. This should 

eventually lead to strengthening of such systems and the infrastructures required. 

 Bank Deposit Rates to Soften: We can expect a large amount of cash in circulation to be brought 

within the purview of the formal banking system by way of deposits. This is structurally  positive for 

banks, as part of this cash gets deposited as current account and savings account (CASA) deposits, 

reducing banks dependence on higher cost borrowing. Deposit deployment remains a challenge in 

the short to medium term due to the current tepid demand for credit, subsequently pushing deposit 

rates lower. 

 NBFC’s Asset Quality Faces Pressure: We believe in the asset quality of Retail Asset Lenders, 

especially NBFC’s which have developed expertise in the credit assessment of the informal segment 

and have built models around it to stay under pressure in the short term. Within NBFC’s, asset 

quality of lenders with a large dependence on cash collection remain vulnerable in the short term. In 

the longer term the implications could be a risk profile shift for the NBFCs, as the stronger borrower 

profile could potentially migrate to banks.  Across the medium term, the demand for real estate, 

especially in the secondary market i.e. Resale Transaction and Tier-II cities where the cash 

component, as a proportion of transaction is significant, could face a slowdown. This trickle-down 

effect could encompass the entire real estate sector putting pressure on the demand itself.  This 

could adversely impact NBFC’s & housing financers with a large proportion of exposure Mortgage 

built with a self-employed customer profile.  We believe that Micro Finance Institutions and Small 

Finance Banks (SFB’s) may not be significantly impacted in the long term, considering that the cash 

flows of the borrower segment are usually in the smaller denomination. However, there could be 

near term disruptions in the collection cycles along with a spike in over dues, which could put their 

liquidity strengths and the disbursal cycles under pressure. 

 Payment Banks to Benefit: Payment banks and others entities which are part of the transaction 

ecosystem are likely to be long term beneficiaries, as  more and more cash finds its way into the 

formal banking channels. We believe the cumulative measures taken to reign in black money will 

improve banking habits, create financial and transactional history of the informal & cash dependent 

segments and could, over the long term, make them ‘bankable’. 

Investment in Financial Products: Investors in the short term will now believe that Cash is not the 

safest asset and there is little point in hoarding it. This will shift them from physical asset to financial 

assets where returns are also higher 

Impact on Consumption Sectors 

Agreement Cost of Real Estate May Rise: We expect that the real estate demand from end users is 

unlikely to be impacted, since a majority of them are backed by funding from bank loans. Demand 

from investors for real estate however may come down since in some cases, investors prefer cash 

transactions. If the proportion of earlier transactions in the real estate sector, which were allegedly 

done through partial cash payment reduces, the registered prices for real estate will go up. We 

expect the supply of real estate in the secondary market, which is strongly rumoured to have a large 

cash component involved, to suffer in the short term, which may in turn improve demand for 

residential real estate in the primary market. 

In the medium term, the prices in this sector could regain on many fronts as developers rebalance 

their prices (probably charging more on cheque payment). 



ManaComm : An International Research Journal of Management and Commerce ISSN: 2454-2733 

 

VOLUME : 3  SPECIAL ISSUE : 2 YEAR : 2017   38 

 

 Used car Sales May Fall: Sales of vehicles in the second hand market for original equipment 

manufacturers will get impacted, which will cause a ripple effect on New Car sales, as buyers will not 

be able to dispose of their old vehicles easily. 

 Slowdown in Discretionary Spending to Hurt Consumer Durable Sales: Sales of White Goods 

like TV, Refrigerator & Washing Machine could slump as much as 70% as a good portion of the 

market is driven by Cash. This may continue for next Six Months till the dust settles down and there 

is adequate circulation of the new currencies. 

Prices are expected to fall only marginally, due to moderation in demand, as use of cards and 

cheques could compensate for some purchases. 

 Demand for Gems and Jewellery to Decline: We can expect the demand for gems and jewellery to 

decline in the next two to three quarters. This would result in a weakening in the credit profile of 

industry players due to the high working capital cycles and high operating leverage. The 

unorganised segment will be hit particularly hard, given the large proportion of unaccounted 

inventory and high proportion of cash sales. Over the medium-term the organised industry players 

will benefit at the cost of the unorganised players. Gold imports through the unofficial channels are 

likely to reduce. There will be no significant impact on jewellery exporters because it is mostly an 

organised market and sales are against invoices. 

 High End Retail Demand to fall: We expect the impact on high end fashion retail and luxury goods 

to be more pronounced as discretionary demand in this segment will be curtailed. In case of Quick 

Service Restaurants, although 60%-70% of the transactions are currently in cash, the impact is likely 

to be moderate due to the low ticket size of purchases and high likelihood of patrons adapting to 

plastic money. We expect a limited impact to be caused on the food and grocery retail sub-segment, 

given the non-discretionary nature of purchases in this segment, since the buying cycle for the 

current month would have been largely influenced. 

Private Educational Institutions: Since Private Educational Institutions take huge amounts of 

donations in Cash which is 40 % to 50%, we expect that this move will impact the Private Education 

Institutions receipts. 

Medical Institutions (Both Hospitals & Medical Colleges): Again, as Medical Institutions like 

Hospitals and Colleges take huge amounts of donations in Cash which are more than 100 % of fees, 

we can keep on expecting that this move will impact not only the admissions but also the receipts. 

 Political Parties: Elections & Political Parties are major sources of Black Money transactions. Most 

of the funding of National Political Parties is in Cash which is 40% to 50%, and when it comes to 

Regional Parties it goes upto 50% to 60%. The sources of more than 90% of such funds are never 

disclosed.  Candidates as well as their donors even the Political Parties will feel cash strapped. An 

assembly seat candidate spent on an average Rs. 4-5 Crores on Campaigning that is likely to go down 

drastically. 

This is going to cause huge craters on their funding and will reduce their funds drastically. It is going 

to deal a major blow to political parties fattening their coffers with cash contributions in anticipation 

of high stakes electoral battles in UP, Punjab, Uttarakhand, Goa and Manipur. This stroke is bound to 

leave big players hamstrung and suddenly resource-poor. 

 Dabba Trading (Bucketing): It may kill Dabba Trading. Trades done outside bourses, Satta Bazaar 

& Illegal Betting market may die a natural death as currency gets a new face.  Demonetisation was a 

jolt for Dabba traders, who were thriving in equity markets for many years now. 

 Effect on various economic entities  

The key segments of the economy where cash transactions play a vital role are real estate / 

construction, gold and the informal sectors as such. The role of cash transactions in case of real 

estate and gold is mostly dubious, however in case of the informal sectors it is the lifeline. For 
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example, small and marginal farmers in the fruits and vegetables category typically require off-

loading of their produce in the local Mandi in cash and could see an immediate impact. A sudden 

demonetization will adversely impact this segment of the economy and it will witness immediate 

contraction, though this impact will diminish over time. 

With cash transactions lowering in the short run, until the new notes are naturalized widely into 

circulation, certain sections of the society could face short term disruptions in facilitation of their 

transactions. These sections are: 

 Agriculture and related sectors 

 Small traders 

 SME 

 Services Sectors 

 Households 

 Professionals like doctors, carpenters, utility service providers, etc. 

 Retail outlets 

The nature, frequency and amounts of the commercial transactions involved within these sections of 

the economy necessitate cash transactions on a more frequent basis. Thus, these segments are 

expected to have the most significant impact post this demonetization process and the introduction 

of new notes in circulation. 

Others Severely Hit 

Hawala Traders, Bookies, & Scrap Dealers. 

Our View  

 Since most of the Rural Economy is based on Cash, it’s going to impact the Rural Economy 

 Sectors with a sizeable magnitude of Cash transactions such as Real Estate, Construction, 

Jewellery, high-end retail, White Goods and travel & tourism are expected to adversely affect. 

 It will push the economy because of flow of more money into the banking system. 

 In the long term, the economy will benefit from the reduction of the black money, which will 

lead to higher tax collection, better business environment, less corruption & transparency. It 

will improve the situation of Fiscal Deficit of the Country and hence reduce the fiscal deficit. 

Interest rates will decline further because of decrease on Inflation as banks are flushed with huge 

inflows. 

 

 CONCLUSION  

This move is a vital step to curb the circulation of black money and counterfeit notes in the economy. 

Despite having many positives such as rising tax to GDP, higher GDP growth, lower inflation, higher 

financial savings, this demonetization move may not curb the root cause of black money. “This 

initiative addresses the ‘stock’ of black money but not necessarily the flow/fresh creation of black 

money unless some mechanism is built to track the movement of the new high-value currency notes. 

However, such a sudden and drastic step by the government might dissuade some, if not all sections 

of the society from creating new black money reserves. Not only that, India still has a long way to go 

in providing a digital infrastructure which in turn would provide a framework to keep track of the 

undisclosed income. There is also a risk of the two-thousand rupee note again starting the vicious 

circle of black money at a much higher rate this time. Therefore, a digital infrastructure and its 

coordination with the Income tax department would help achieve the desired goal of the 

government. 
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Abstract 

Regional Rural Banks (RRBs) plays special role to play in spread of banking in rural and semi 

urban areas to include the rural mass in banking network and thereby help them the rural poor, 

small and marginal farmers, artisans, agricultural labors, and even small entrepreneurs.  

The objectives of this paper are to assess the role of RRBs in Gujarat in financial inclusion. 

The present study makes an attempt to analyze performance of Baroda Gujarat Gramin Bank, Dena 

Gujarat Gramin Bank and Saurashtra Gramin Bank in financial inclusion.  The financial inclusion is 

measured in terms of (1) Branch expansion in rural and semi urban areas and (2) Spread of credit, 

taking published data of last 8 years from 2005-06 to 2012-13.  The study find that the branch 

expansion of RRBs in Gujarat, as a financial inclusion is not fulfill much more in rural areas while 

credit management is good in SGB rather than BGGB and DGGB. The analysis of performance is made 

with the help of trend analysis.  

 

Keywords: Regional Rural Bank, financial inclusion, performance. 

 

1 Introduction  

Financial inclusion and micro finance are emerging as important in India for raising the 

living standards of poor in post LPG era. In pre LPG era several initiatives like nationalization of 

banks, priority sector lending, opening of branch network in rural areas, establishment of Regional 

Rural Banks and many others have been taken to develop the Indian rural economy by providing 

institutional credit to the rural poor. 

The term "financial inclusion" has gained importance since the early 2000s, a result of 

findings about financial exclusion and its direct correlation to poverty. However, in India In order to 

focus institutional credit to the rural poor the Regional rural banks (RRB) were established for the 

first time in India way back in the year 1975. The RRBs are meant for the development of rural 

economy by pooling credit gap especially to the rural poor by providing credit. The main   objectives 

of establishment of RRBs is given in the RRBs Act of 1976 were “to develop the rural economy in 

providing for the purpose of development of agriculture, trade commerce, industry and other 

productive activities in the rural areas, credit and other facilities particularly to the small and 

marginal farmers, agricultural labourers, artisans and small entrepreneurs and for matter connected 

therewith and incidental thereto”. 

After the amalgamation, the number of RRBs in India was reduced from 196 to 64 as on 31st 

March, 2013 and in Gujarat it was reduced from 9 to 3. 

Gujarat is one of the industrially advanced states. For the sustainable progress of the state 

the development of rural economy is equally important. In this context this study intends to assess 

the performance of RRBs in Gujarat in post merger period. Evaluation of financial performance is 

important to ensure the viability of banks. However RRBs have been assigned the special role of 

development of rural economy by facilitating to the rural poor, the credit facilities for agriculture, 
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trading, self-employment and so on of each religion. This study makes an attempt to evaluation the 

regional rural banks in Gujarat. 

 

2 Review of literature  

The literature available in the field under reference is very limited in nature and scope.The 

studies on RRBs since its inception are of two types, the first related to policy issues and secondly 

the micro level study of performance of RRBs. The micro level studies covered wide range of issues 

like impact of RRBs on rural development ( Tiwari 1975, Ramchandran 1992, Gupta 1992), 

personnel problems (Narayappa 1991), case study of RRBs for the state of Tamilnadu, Karnataka 

(1986), Gujarat (1987), Bihar, Rajasthan and case studies of RRB for particular district. Other related 

studies include Hundekar S.G, Shekhar Himanshu (1997), Wadhva Charan (1980), A.Panda and P. 

Shymla(1997), Pal and Sura (2006), Chidambaram (2007), Dr. M. Syed Ibrahim (2010). 

 

3 Research Problems: 

The present study makes an attempt to analyze performance of these three RRBs in role of 

financial inclusion.  The financial inclusion is measured in terms of (1) Branch expansion in rural and 

semi urban areas and (2) Spread of credit, taking published data of last 8 years from 2005-06 to 

2012-13. The problem statement for this research is: “Financial Inclusion: A study of RRBs in 

Gujarat” 

 

4 Framework of the Study: Financial Inclusion: 

Financial inclusion or inclusive financing is the delivery of financial services at affordable 

costs to sections of disadvantaged and low-income segments of society, in contrast to financial 

exclusion where those services are not available or affordable. It is argued that as banking services 

are in the nature of public good; the availability of banking and payment services to the entire 

population without discrimination is the prime objective of financial inclusion public policy. 

The term "financial inclusion" has gained importance since the early 2000s, a result of findings about 

financial exclusion and its direct correlation to poverty.  

The United Nations defines the goals of financial inclusion as follows: 

 Access at a reasonable cost for all households to a full range of financial services, including 

savings or deposit services, payment and transfer services, credit and insurance; 

 Sound and safe institutions governed by clear regulation and industry performance 

standards; 

 Financial and institutional sustainability, to ensure continuity and certainty of investment; 

and 

 Competition to ensure choice and affordability for clients.(WIKIPEDIA) 

 

The policy makers have been focusing on financial inclusion of Indian rural and semi-rural areas 

primarily for three most important pressing needs: 

 1.    Creating a platform for in context of financial inculcating the habit to save money  

2.    Providing formal credit avenues –  

3.    Plug gaps and leaks in public subsidies and welfare programmes  

Accordingly the study takes the following ratios to gauge the performance of RRBs in context 

of financial inclusion. 
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4.1 Branch expansion policy 

4.1.1 Market share index of branch expansion. 

4.1.2 Ratio of rural and semi-urban branches to total branches of the Bank. 

4.1.3 Ratio of single branches in rural centers to total branches of the Bank. 

4.2 Credit management 

4.2.1 Market share index  

4.2.2 Credit deposit ratio 

4.2.3 Recovery performance ratio 

 

5 Methodology/Research Design 

The present study is based on secondary data. The relevant secondary data have been 

collected mainly through the annual reports of all three RRBs in Gujarat. The study is confined only 

to the specific areas like branch expansion, and credit management of RRBs in Gujarat for the eight 

year period starting from 2005-06 to the year 2012-13. In order to analyze the data and draw 

conclusions in this study, various statistical tools like trend analysis have been accomplished 

through EXCEL and SPSS Software. 

6 Findings of the Study 

6.1 Summary Table:  

Sr. 

No. 

Factor Desired 

outcome 

BGGB DGGB SGB 

Branch Expansion 

   R2 Trend R2 Trend R2 Trend 

1 MSI Upward 0.949* Downward 0.220 No trend 0.855* Upward 

2 RBB Upward 0.121 No trend 0.895* 2nd degree 

ploy. 

0.758* Downward 

3 RSB Upward 0.942* Downward 0.963* 2nd degree 

poly. 

0.967* Downward 

Credit Management 

1 MCR Upward 0.680* Downward 0.000 No trend 0.287 No trend 

2 CDR Upward 0.674* Downward 0.229 No trend 0.000 No trend 

3 RPR Upward 0.810* Downward 0.145 No trend 0.059 No trend 

*significant at 0.05 level 

 

HYPOTHESIS TESTING  

Ho: There is no significant change in branch expansion. 

H1: There is significant change in branch expansion. 

 

Result: 

As per the summary table shows that out of three ratios, for two ratios there is trend in 

BGGB, and therefore hypothesis is partially fail to reject. 

Two ratios shows trend out of three ratios of DGGB, therefore the hypothesis is partially fail to reject. 

There is significant trend in branch expansion of SGB, therefore the hypothesis is failed to reject. 

 

HYPOTHESIS TESTING  

Ho: There is no significant change in credit management. 

H1: There is significant change in credit management. 
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Result: 

As per the summary table all the three ratios shows that there is down ward trend in credit 

management of BGGB and therefore hypothesis is fail to reject. 

There is no significant trend in all the three ratios of credit management of DGGB therefore the 

hypothesis is rejected. 

There is no significant trend in all the three ratios of credit management of SGB therefore the 

hypothesis is rejected. 

 

6.2 Analysis: 

6.2.1 Branch Expansion: 

Baroda Surat Gramin Bank and Saurastra gramin Bank shows down ward trend in market 

share index at state level while Dena Gujarat Gramin Bank shows no trend. 

The ratio of rural branch and semi urban branch to total branch (RBB) of Baroda Gujarat 

Gramin Bank shows no trend and Dena Gujarat Gramin Bank has no linear trend. From testing the 

significance of this assumption we found that in RBB the R2 value is 0.456 and p-value is 0.161which 

is not significant. So, there may be quadratic trend. By assuming there is a quadratic trend and from 

2nd degree polynomial equation, we found that the R2 value is 0.895 and p-value is 0.003, from which 

we can conclude that the model is significant, while Saurastra Gramin Bank shows down ward trend.  

The ratio of single branch in rural centre of the Baroda Gujarat Gramin Bank and Saurastra Gramin 

Bank shows down ward trend while Dena Gujarat Gramin Bank 2nd degree polynomial trend. So the 

BGGB and SGB do not fulfill the main purpose of to open single branch in rural centre. 

Banks (BGGB and SGB) have shown downward trend in opening branches in semi-urban and urban 

areas and Single branch in non banked area.  

This indicates that they are more urban biased rather than rural biased.  

The very purpose of RRBs is to spread the banking in rural areas where the commercial 

banks are having limitations.  

 

6.2.2 Credit Management:  

Market share index (MSI) of the Baroda Gujarat Gramin Bank shows down ward trend while 

Dena Gujarat Gramin Bank and Saurastra Gramin have no trend. It means the BGGB does not 

increase their credit in relation to total credit of RRBs in the state.  

Credit deposit Ratio (CDR) shows downward trend in BGGB while there is no trend in DGGB 

and SGB. All the three banks do not efficiently use their deposits for credit.  

Recovery performance ratio (RPR) of the BGGB shows down ward trend while DGGB and SGB show 

no trend. Recovery performance is very important for the good health of the bank. 

RRBs are expected to increase the market share, increase C/ D ratio and RPR for viability of 

Banks. However as the result show DGGB and SGB fail to show any pattern whereas BGGB shows 

downward trend. This indicates RRBs have not increased the spread of credit which is indicator of 

financial inclusion.  

 

7. Conclusions: 

On the basis of above analysis following conclusions has been drawn:  

* There is an improvement in the market share index in SGB, while it is shows decline in BGGB and 

there is no trend in DGGB in Gujarat, in post merger period. 

* In the post merger period ratio of rural and semi urban branches shows no difference in all three 

banks in Gujarat. The DGGB and SGB shows declining trend while BGGB has no trend. 
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* Over all the ratio of single branch in rural centre shows declining trend in all banks. This is because 

of so many banks open there branches in rural areas. 

* There is no more improvement in market share of bank in credit management really all the three 

RRBs play very important role to cover maximum rural areas for credit expansion. 

* Effective credit management in relation to deposit shows in SGB while in BGGB and DGGB shows 

declining trend. 

* Recovery performance of one bank shows downward and two banks has no trend. But all the three 

banks ratios show more than 80% recovery that is good sign for bank.  

In fact, Regional Rural Banks in Gujarat have a wide scope to serve as an active financial inclusion 

players in the coming years. 
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Abstract 

It is important to understand that the processes and structures used in the financing of 

projects are dynamic and continue to evolve. All stakeholders will therefore need to be flexible. The 

paper gives detail information about project finance, structure and project funding alternatives. The 

aim of using project financing to raise capital is to create a structure that is bankable (of interest to 

investors) and to limit the stakeholders’ risk by diverting some risks to parties that can better 

manage them. In project financing, an independent legal vehicle is created to raise the funds 

required for the project. 

 

Introduction: 

This Project Finance manual provides managers of public-private partnership (PPP) projects 

with a broad understanding of the process around project financing. Although the responsibility for 

arranging project financing lies with the private sector participant(s), all stakeholders must 

understand the process when evaluating the value for money conditions set out in the Treasury 

Regulations on PPP projects. Understanding the process will also assist departmental managers to 

manage transaction advisors and in negotiating with private sector parties. 

Finally, it is important to understand that the processes and structures used in the financing of 

projects are dynamic and continue to evolve. All stakeholders will therefore need to be flexible. PPPs 

are often funded through the department’s budget, but may also be partially or completely funded by 

the users of the service (e.g. a toll road or port). PPP projects vary significantly in term and in 

structure. Every project requires a certain level of financing, but this Project 

 

Meaning: 

Project finance can be defined as: financing of an industrial (or infrastructure) project with 

myriad capital needs, usually based on non-recourse or limited recourse structures, where project 

debt and equity (and potentially leases) used to finance the project are paid back from the cash flow 

generated by the project, with the project's assets, rights and interests held as collateral. In other 

words, it’s an incredibly flexible and comprehensive financing solution that demands a long-term 

lending approach not typical in today’s marketplace. 

 

“Project financing is a specialized form of financing that may offer some cost advantages when very 

large amounts of capital are involved,” says Finance professor Richard J. Herring. 

 

According to Greg Wicander, senior vice president with GE’s Corporate Lending team, “in 

approaching complex undertakings like project finance, prospective borrowers should identify 

financing providers that have the necessary knowledge base and resources to understand the 

underlying project’s potential and execute the deal.” 
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The objective of using project financing to raise capital is to create a structure that is 

bankable (of interest to investors) and to limit the stakeholders’ risk by diverting some risks to 

parties that can better manage them. In project financing, an independent legal vehicle is created to 

raise the funds required for the project. Payment of principal, interest, dividends and operating 

expenses is derived from the project’s revenues and assets. The investors, in both debt and equity, 

require certain basic legal, regulatory and economic conditions throughout the life of the project. 

The project’s revenues are obtained from the government and/or fees (tariffs) charged to the users 

of the service. In some projects, the private sector provider also pays concession fees to the 

government or to another designated authority, in return for the use of the government’s assets 

and/or the rights to provide the service, which is often a monopoly. In toll roads and ports projects, 

for example, the concession fee is based on the use of the service or the net income,giving the 

government a vested interest in the success of the project. In this case, the government’s interests 

are comparable to those of an equity investor. 

  

Project finance structures 

Project funding can be obtained from various sources. The demonstrate the difference 

between public, corporate and project funding,   

 

Public Finance 

For years, many governments, including the South African government, funded projects by 

using existing surplus funds or issued debt (government bonds) to be repaid over a specific period. 

However, governments have increasingly found this funding to be less attractive, as it strained their 

own balance sheets and therefore limited their ability to undertake other projects. 

This concern has stimulated the search for alternative sources of funding. 

A government borrows funds to finance an infrastructure project and gives a sovereign 

guarantee to lenders to repay all funds. Government may contribute its own equity in addition to the 

borrowed funds. 

Lenders analyse Government’s total ability to raise funds through taxation and general 

public enterprise revenues, including new tariff revenue from the project. 

The sovereign guarantee shows up as a liability on Government’s list of financial obligations. 

 

Project Finance 

Project financing uses the project’s assets and/or future revenues as the basis for raising 

funds. 

Generally, the sponsors create a special purpose, legally independent company in which they 

are the principal shareholders. The newly created company usually has the minimum equity 

required to issue debt at a reasonable cost, with equity generally averaging between 10 and 30 per 

cent of the total capital required for the project. Individual sponsors often hold a sufficiently small 

share of the new company’s equity, to ensure that it cannot be construed as a subsidiary for legal and 

accounting purposes. 

The final legal structure of each independent project is different. The following chart 

illustrates a simple project finance example. It shows that the legal vehicle (company) frequently has 

more than one sponsor, generally because: 

• The project exceeds the financial or technical capabilities of one sponsor 

• The risks associated with the project have to be shared 

• A larger project achieves economies of scale that several smaller projects will not achieve 

• The sponsors complement each other in terms of capability 
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• The process requires or encourages a joint venture with certain interests (e.g. local 

participation or empowerment) 

 The legal and accounting rules stipulate a maximum equity position by a sponsor, above 

which the project company will be considered a subsidiary 

 

A team or consortium of private firms establish a new project company to build, own and 

operate a specific infrastructure project. The new project company is capitalised with equity 

contributions from each of the sponsors. 

The project company borrows funds from lenders. The lenders look to the projected future 

revenue stream generated by the project and the project company’s assets to repay all loans. The 

host country government does not provide a financial guarantee to lenders; sponsoring firms 

provide limited guarantees. “Off-Balance-Sheet” financing. 

 

Project funding alternatives 

This section outlines the types of long-term securities that a project may issue in raising 

funds. They are listed in order of seniority from the most risky, requiring the highest level of return, 

to the least risky, requiring the lowest returns. 

• Common equity represents ownership of the project. The sponsors usually hold a significant 

portion of the equity in the project. 

• Preferred equity also represents ownership of the project. However, the sponsors have a 

priority over the common equity holders in receiving dividends and funds in the event of 

liquidation. 

• Convertible debt is convertible to equity under certain conditions, usually at the option of the 

holder. This debt is generally considered subordinate and senior lenders regard it as pseudo-

equity. 

• Unsecured debt can be either short- or long-term and, although not secured by specific 

assets, is senior to equity and pseudo-equity in receiving dividends and repayment of 

principal. 

• Secured debt may also be short- or long-term and is secured by specific assets or sources of 

revenues. 

• Lease financing can vary in terms of structure and duration, although the lessor always 

retains the rights to the leased assets. Tax issues and the strength of the collateral are usually 

the driving forces behind a lease strategy. A lessor may be able to depreciate an asset for tax 

purposes, or the lessee may be exempt from taxes or expect losses in the early stages of the 

project. 

• Banks generally offer other short-term funding options. These are best described by their 

use of funds and carry specific conditions that will meet those requirements. 

• Construction financing, as the name suggests, is used for construction purposes and is 

usually very flexible with respect to drawdowns. When the construction is completed, it is 

generally replaced by one or more of the longer-term securities described above. The level of 

security required by the lender will vary. Construction financing lenders may require a 

designated long-term investor to commit to paying out the construction finance at a 

predetermined time. It is also not unusual for the lender of the construction financing to also 

be the long-term investor who will settle the construction financing. 

• Bridging finance is similar to construction financing but can be used for other purposes, 

usually during inception. This form of financing is also generally terminated when 

longerterm funding is received. As with construction financing, bridge financing may require 
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various levels of security, including a firm commitment on the part of a long-term lender to 

provide a facility for settling the bridging finance. 

• Line of credit funding is obtained and repaid on a regular basis throughout the life of the 

project. Credit lines are used as a cash management tool and are usually set up with various 

banks. Because a line of credit will not necessarily be used, the fee structure is based 

primarily on a commitment fee – a percentage (usually between 1 and 3 per cent) of the total 

line of credit committed by the investor. A standard short-term interest rate is charged on 

any amount drawn on the line of credit. Considering the dynamic nature of finance and the 

uniqueness of each project, hybrid securities are constantly being developed to meet 

investor requirements. Some forms of securities may be independent or attached to the 

securities listed above, such as options and rights to purchase additional securities (usually 

equity). Under certain conditions, other vehicles (e.g. trust funds and guarantees) may be 

established to reduce the risk to certain investors. It is essential that the terms, conditions 

and risks be well defined and understood by all participants. 

 

Conclusion 

In approaching complex undertakings like project finance, prospective borrowers should 

identify financing providers that have the necessary knowledge base and resources to understand 

the underlying project’s potential and execute the deal. The aim of using project financing to raise 

capital is to create a structure that is bankable (of interest to investors) and to limit the stakeholders’ 

risk by diverting some risks to parties that can better manage them. In project financing, an 

independent legal vehicle is created to raise the funds required for the project. 

 

Reference: 

www.eiris.org 
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www.projectfinancereview.com,  
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Abstract 

Financial Inclusion is delivery of banking services at an affordable cost to the vast sections of 

disadvantaged and low income group without discrimination. It means not only to extend banking 

facilities to rural people but also to provide it at their convenient time and location. It is envisaged 

that the beneficiaries of the various schemes will be paid directly through banks and this paves the 

way for effective control on usage of government funds and lays strong foundation to achieve 

financial inclusion in the consequent years. 

Even after six decades of political independence and four decades of Bank’s Nationalization, 

still majority of residents are under the clutches of Money Lenders and deprived of financial 

independence. Availability of banking services enlarges livelihood opportunities and empowers the 

poor to take charge of their lives that is required for social and political stability. Hence, financial 

inclusion is considered to be critical for accomplishment of inclusive growth. 

The cherished goal of universal Financial Inclusion can be achieved only through synergistic 

efforts between the mainstream financial entities and fringe players like rural co-operatives, NBFCs, 

MFIs, credit societies, NGOs, etc. Time is ripe to weave a financial inclusion tapestry where all these 

institutions can fit in a manner which brings about their contribution in the most efficient manner. 

This is where the efforts of the Government and RBI are currently focused. 

 

Keywords: RBI, Financial inclusion, Financial service 

 

Introduction 

“Financial Inclusion is the process of ensuring access to appropriate financial products and 

services needed by all sections of the society in general and vulnerable groups such as weaker 

sections and low income groups in particular at an affordable cost in a fair and transparent manner 

by mainstream institutional players”. 

Financial Inclusion in India is Important: 

The policy makers have been focusing on financial inclusion of Indian rural and semi-rural 

areas primarily for three most important needs: 

1.    Creating a platform for inculcating the habit to save money –  

2.    Providing formal credit avenues  

3     Plug gaps and leaks in public subsidies and welfare programmes  

 

Financial Inclusion - Challenges 

  The major challenges associated in implementation of Financial Inclusion are scalability and 

cost structures. It calls for greater involvement and cooperation between the public, private and 

social sectors. Many players are uncertain about the market size for their customer specific products 

and probably that may be the reason for subdued interest to enter the financial inclusion space. 

There is an imperative need remove the information roadblocks with the use of innovative products 

and alternative channels. Government should continue to look for ways to encourage innovations 

that spur growth while avoiding direct subsidies that might prevent commercial players from 

developing financially sustainable solutions. 
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 Infrastructure &Technology issues 

Absence of desired infrastructure facilities such as transportation, communication and 

power supply is causing hindrance for speedy implementation of FIP. Connectivity is another major 

challenge. Today, most of the banks have opted for the smart card platform where the Technology 

Service Provider (TSP) and the bank’s CBS vendors are different entities, resulting in to interface 

issues. There is an imperative need to move towards Universal FI Solutions, standardizing the 

interface with Core Banking platform to address technology issues.  FI solutions are expected to be 

interoperable across three technology platforms viz., Smart Cards, Mobile Phones and Micro ATMs 

where as mostly the existing solutions are confined to Smart Cards. In the present system, the 

residents are required to have two accounts viz., FI Bank & EBT implementing agency. There is an 

urgent need address this issue by setting up a repository of accounts for all EBT beneficiaries to 

route payments to single account. 

 

 Operational issues  

The beneficiaries of Banking Correspondents (BC) services are mostly illiterate/semi literate 

and are susceptible to misguidance. The success of the model crucially depend on the trust levels 

among customers, banks and BCs, which is possible through spread of financial awareness by 

conducting financial literacy programs on an ongoing basis.  BC transactions are cash-based, which is 

one of the biggest issue and it is more so with North Eastern regions due to higher security risks, 

vast and difficult terrain and poor connectivity. There is a need to have uniform code of conduct for 

Grievance redressal mechanism. Periodical reconciliation process to tally balances is a must.   

 

 BC (Banking Correspondents) Viability issues  

It is becoming difficult for BCs to continue operations due to mismatch of revenues earned and costs 

incurred on account of low business volumes. It warrants the attention of the government, regulator 

and the bankers to re-look into compensation policy of BCs or initiate steps to augment their income 

level by entrusting them to market insurance products of LIC/GIC in rural unbanked areas. It 

improves the viability of BC model besides enhancing access to wide range of insurance products to 

rural population.  

 

 Manpower issues 

Trained manpower is very important for the last mile delivery of financial products to the 

excluded. The concept of Ultra Small branches is going to stay to achieve desired financial inclusion 

and these branches are to be manned by bank staff only. Banking industry need to deploy additional 

manpower around 1.50 lakh to cover 5.66 lakh unbanked villages for the said purpose. Whether 

banks to go for a separate recruitment to handle this segment or make use of the existing staff with 

specialized training – invites broader debate. Achieving full scale financial inclusion invites many 

challenges as the number of Business Correspondent Agents will increase manifolds and they need 

to be adequately trained both on technology platform and banking domain knowledge. Banks, NGOs 

and other organizations are to be roped in to strengthen the training infrastructure.  

 

 Regulatory issues   

It is mandatory for BCs to settle cash with bank branches on the same day or next working 

day. Due to inconsistent power supply and connectivity issues, it becomes difficult to complete 

settlements within the prescribed timeframe especially in the North Eastern Region. There should be 

a separate institutional set up to have pool of Technology Service Providers (TSP). Price restrictions, 
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whether in the form of interest rate caps or limits on fees, often impede the scaling of financial 

inclusion. Regulators should allow players to cover their costs of funding and operations. 

 

Role of RBI in Financial Inclusion 

RBI has been pursuing the goal of financial inclusion for a long time. RBI’s financial inclusion 

efforts can be traced back to the 1960s when the focus was on channelizing of credit to the neglected 

sectors of the economy and weaker sections of the population. While the Government of India 

nationalized the banking operations of few commercial banks in 1969 and 1980; RBI also took 

initiatives like laying down priority sector lending requirements for banks, Lead Bank Scheme, 

establishment of Regional Rural Banks (RRBs-1975-76), Service Area Approach (1989), Self-Help 

Group-Bank Linkage Programme (1989-90), setting up of Local Area Banks etc., all aimed at making 

available benefits of banking services to the masses. 

Although these measures resulted in impressive gains in enhancing the outreach of banking 

services and extent of credit to the population, there were certain structural challenges which 

impeded the progress of financial inclusion. On the supply side, absence of technology was a major 

impediment as it restricted expansion of banking services to far-flung areas of the country 

comprising of 600 thousand plus villages. In the absence of technology, developing a cost-effective 

delivery model also remained a challenge. 

Since 2006, RBI has adopted a planned and structured approach to address the issues of 

financial inclusion. RBI’s approach has been to focus both on the demand as well as on the supply 

side. This has in a large way been possible due to the availability of technology and its gradual 

adoption within the banking processes. Some of these measures and consequent achievements are 

as follows: 

 Institutionalization of the framework of Banking Correspondents (BCs) has been a major 

step towards enhancing access of banking services. RBI advocated a combination of ‘Brick 

and Mortar’ structure with ‘Mouse and Click’ technology for extending financial inclusion in 

geographically dispersed areas. 

 On the regulatory side, the banks were mandated to open at least 25 per cent of their new 

branches in unbanked rural centers. Taking into account the difficulties encountered by 

common people in meeting the ‘Know Your Customer (KYC)’ requirements for opening bank 

accounts, several measures were taken. For example, RBI allowed banks to accept self-

certification for opening of basic service bank accounts. RBI has encouraged banks to open 

Aadhaar Enabled Bank Accounts by linking Aadhaar numbers of individuals, wherever 

available, with the Basic Savings Bank Accounts opened for them, so that their credit 

histories can also be built up over time.  

 RBI also encouraged banks to adopt a structured and planned approach to financial inclusion 

with commitment at the highest levels through preparation of Board-approved Financial 

Inclusion Plans (FIPs). The first two phases of FIPs implemented over 2010-13 and 2013-16 

were interspersed with the implementation of PMJDY by the Government of India during 

2014-15, whereby the supply side efforts received an extra push. 

 

It’s a collective drive than a regulatory goal 

Banks, Government, Regulators, Technology Service Providers, other agencies and the 

community at large need to work together in tandem to accomplish the task of total financial 

inclusion as it strengthens financial deepening and paves the way for economic development and 

Inclusive Growth. Financial inclusion is not a onetime effort; it is an ongoing process.  It is a huge 

project which requires concerted  and  team efforts from all  the  stake  holders  –  the  Government,  
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financial  institutions,  the regulators, the private sector and the community at large.  From the 

sporadic attempts of today is perused across the nation, it should gather momentum and grow in 

geometric proportions and develop into a focused and effective movement.    If this is to be achieved, 

it requires the passionate involvement, dedication and commitment of all stake holders.  It requires a 

major mindset change in the minds of every individual involved – banker, bureaucrat, regulator et al, 

and, therefore, creating awareness at all levels.   

 

Conclusion 

Financial inclusion needs a holistic approach to make it more effective and sustainable. The 

Public, Private and Social sectors have to all come together to create an entire ecosystem. It casts 

higher responsibility on the banking industry in creating awareness about financial products, 

education, and advice on money management, credit counseling, savings and affordable credit 

In this context, Prof. C K Prahalad view on small customers is worth noting “The future lies with 

those companies who see the poor as their customers.” Financial Inclusion is to be treated as 

Business Opportunity instead a regulatory prescription. Banks need to revisit their approach 

towards low value accounts of vast neglected population and adopt “High Volume & Low Margin” 

business model.  

It has to be admitted that today, more than even before, technology plays a vital role in 

bringing about integration in society of all social and economic classes.   Accessibility, affordability, 

appropriateness and benefits determine how deep financial inclusion penetrates the weaker section. 

All of stakeholders have to play a complementary role in championing the cause of financial 

inclusion. 

 

References:  

 Article of Dr. C Rangarajan, Chairman, Prime Minister’s Economic Advisory Council titled 

“Financial Inclusion – Not an Option but a Compulsion” published in September 2010 

issue of “The Banking & Financial World”  

 Paper presented by Dr. K G Karmakar, Managing Director, NABARD on “Financial 

Inclusion – Branchless Banking and Beyond”  

 Paper presented by NSN Reddy, Chief Manager, Andhra Bank on “Financial 

Inclusion  Drive to Diverse Business Models 

 Conference Papers of Bancon 2006 on “Inclusive Growth – A New Challenge”  

 Dr. C Rangarajan Committee Report on Financial Inclusion 2008.  

 Report on “Low Cost Banking on Mobile” published in Business Standard dated 20th June 

2011 

 https://www.rbi.org.in/Scripts/BS_SpeechesView.aspx?Id=1024 

 http://www.allbankingsolutions.com/Articles/Articles-NSNR-Financial-Inculsion-Role-

of-IT.shtml 

 

 

  



ManaComm : An International Research Journal of Management and Commerce ISSN: 2454-2733 

 

VOLUME : 3  SPECIAL ISSUE : 2 YEAR : 2017   54 

 

BITCOIN: THE CHANGING FACE OF CURRENCY  
 

Ruchi Desai   

Asst. Prof.  at Sascma English  Medium Commerce College, Surat 

 

Abstract 

The cryptocurrency market has evolved erratically and at unprecedented speed over the 

course of its short lifespan. Since the release of the pioneer anarchic cryptocurrency, Bitcoin, to the 

public in January 2009, more than 550 cryptocurrencies have been developed, the majority with 

only a modicum of success. However, cryptocurrencies and Bitcoin have not drawn much attention 

in financial research yet. In this study the researcher has articulated the theoretical background of 

cryptocurrencies as well as described Bitcoin in detail. The study is descriptive in nature and used 

only secondary sources to explore the Bitcoin protocol and its applications, challenges it poses to be 

accepted as currency and regulations adopted by different countries 

 

Keywords: Bitcoin, Cryptocurrencies, Virtual Currencies, Regulation. 

 

INTRODUCTION  

The concept of money began with barter, progressed to the first metal money in 1000 B.C. 

which continues to be in practice in the form of paper money and metal coins. It has also evolved 

enough to be represented by plastic in the form of credit cards, ATM cards, and so on which in turn 

has been supported by physical payment machines of banks. Online banking has also found its way 

to the computers of many, and by extension, mobile banking has also come into play. In the ascent of 

money, several currencies exist in the world. Due to the fact that majority of the countries in the 

world have their own currency, there are about 167 currencies as of 2012. The advent of a global 

currency has divided the society into three groups: those who are against Bitcoin, those who are in 

support of Bitcoin, and the largest of these groups, those who do not know about Bitcoin. 

 

THE CONCEPT OF BITCOIN 

Although the concept of electronic currency dates back to the late 1980s, Bitcoin, launched in 

2009 by pseudonymous (and still unidentified) developer Satoshi Nakamoto, is the first successful 

decentralized cryptocurrency . In short, a cryptocurrency is a virtual coinage system that functions 

much like a standard currency, enabling users to provide virtual payment for goods and services free 

of a central trusted authority. Cryptocurrencies rely on the transmission of digital information, 

utilizing cryptographic methods to ensure legitimate, unique transactions. Bitcoin took the digital 

coin market one step further, decentralizing the currency and freeing it from hierarchical power 

structures. Instead, individuals and businesses transact with the coin electronically on a peer-to-

peer network. The unique attributes of the bitcoin are as under: 

 A bitcoin has no physical attribute. It is a string of data which retains its uniqueness. As 

currency notes have serial numbers to make each note unique, the bitcoins have their own 

method to remain unique. 

  A bitcoin is safeguarded through a system of digital signatures, hash functions, chain blocks, 

and time stamps.This process ensures that there is no double spending in bitcoins. 

 There is no need to establish a trusted third party (like the Reserve Bank of India in the case 

of the Indian rupee) as is done with normal currencies. In the case of the bitcoin, a peer-to-
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peer network ensures that the bitcoin remain unique. The trust factor is brought in by 

ensuring that each bitcoin has a unique identity. 

 A bitcoin is not denominated in any national currency. Its basic unit is 1 bitcoin. You can 

trade it for any value, even in fractions. Bitcoin history is building up: it possesses value (1 

bitcoin =approximately Rs 18,000), is limited in quantity (approximately 21 million) and is 

becoming more prevalent, thus, fulfilling a few of the attributes of money.  

Users like the bitcoin for its ease of use, the anonymity it provides, and the ability to avoid 

hefty bank charges for transfer of money, amongst a host of other reasons. The bitcoin has its 

concerns too. The first and foremost relates to its stability as a digital currency. The bitcoin volatility 

index  is 4.07 percent. In comparison, the volatility of gold averages around 1.2 percent while other 

major currencies average between 0.5 percent and 1.0 percent.Currently, the bitcoin is a volatile 

currency. Vancouver is home to the first Bitcoin Automatic Teller Machine (ATM). Bitcoins are listed 

on stock exchange. Presently, the largest exchanges are: (i) BTC China; (ii) Mt. Gox in Japan; (most 

widely used) (iii) BitBox in U.S.; (iv) Bitstamp in Slovenia; and (v) Bitcurex in Poland. At present, 

India does not have a centralised bitcoin exchange, but users can buy and sell coins through several 

websites. Around 30,000 India users have online bitcoin wallet where their digital currency is 

stored. 

 

CRYPTOCURRENCIES AND BITCOIN 

Cryptocurrencies are a subset of digital currencies, which may have either have centralized 

institutions or  are based on a decentralized network (Trautman 2014). For a centralized currency 

scheme, the digital  currency is issued by one institution, which ensures that the digital coins can be 

exchanged back to fiat currencies or can be used to buy and sell (digital) goods. For simplicity, 

cryptocurrency refers to the currency unit. Every other layer is named directly. Following this, the 

different layers are explained with reference to the example of  Bitcoin. For instance, Bitcoin 

(currency) users rely on the Bitcoin protocol to receive and send payments over the internet (Brito 

and Castillo 2013). Participants who want to exchange Bitcoins connect to a peer-to-peer network 

(transaction network), the Bitcoin network established on the basis of the Bitcoin protocol 

(Meiklejohn et al. 2013) . Every partner is anonymous, only the enabling Bitcoin protocol encrypt 

and  verify a transaction from one user’s “wallet” to another’s. To avoid double-spending of Bitcoins, 

each transaction is verified by Bitcoin network nodes or "Miners", who have to solve a 

cryptographical puzzle  (calculation of a predefined hash value). The Miner who has solved the 

puzzle, includes the transaction into a public ledger, the blockchain, and is rewarded with Bitcoins 

(Nakamato 2008). A copy of the blockchain is stored at each node of the Bitcoin network. Therefore, 

as the encryption, verification and Cryptocurrencies and Bitcoin transfer for each transaction is 

based on the Bitcoin protocol, and transactions are publicly available through the ledger that is 

shared by peers in the network, there is no need for trust in any individual  actors and no central 

institution for money transactions is required (Maurer et al. 2013) . Both the Bitcoin protocol, the 

Bitcoin network and Bitcoin are supported and enabled by a community of active supporters,  who 

update the Bitcoin protocol and ensure the healthiness of the Bitcoin network (Yelowitz and Wilson 

2015).  

 

RELATED LITERATURE 

When looking at the available body of research, the first observation is that the top journals 

for finance have almost zero publications mentioning Bitcoin. While most papers focus on the 

technical and computational aspects of creating virtual currencies (Bitcoin), the literature on the 

finance & economics of virtual currencies is still developing.  
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The research on the peer-to-peer network of cryptocurrencies is multi-faceted. One of the 

first cryptocurrencies was introduced by a person or a group under the pseudonym Nakamoto 

Satoshi in a white paper in 2008 (Nakamato 2008).  The entity named this cryptocurrency Bitcoin 

and defined it as "an electronic cash system" (Nakamato 2008). In 2009  Satoshi made Bitcoin to an 

open-source project and retired from the project. Today, Bitcoin is the most  used cryptocurrency 

with a market capitalization of 3.3 billion USD (mid February 2015) followed by  Ripple with a 

market capitalization of around 400 million USD  (coinmarketcap.com 2015). One of the earliest 

papers on cryptocurrency research (Reid and Harrigan 2011) analyses the anonymity in the Bitcoin 

network. The authors state, that despite the claim that Bitcoin is a secure and anonymous currency, 

peers in the network can easily be identified by analyzing the topology of the Bitcoin network. 

Evans-Pughe (2012) argues that it is Bitcoin’s user friendliness that is hindering its acceptance,  

describing the current  development phase as the Internet without the Web browser. Even though 

the Internet and online services have developed significantly since the early days of the Internet, for 

some reason the technology giants have not been able to take over the banking industry Barber et 

al.(2012).  Use this perspective and compared Bitcoin to other e-cash schemes. They find multiple 

ways in which Bitcoin seems to be superior to previous systems but the most crucial factor seems to 

be the successful design of incentives to participate in the Bitcoin network. Methods to analyze the 

Bitcoin network are described by Luo et al.(2013). As each transaction needs an average time of ten 

minutes to be included into the blockchain  and up to one hour to be robust against double spending 

attacks, Bitcoin is not suitable for e-Commerce scenarios where the exchange of services or goods 

and Bitcoins happens at the same time (Karame et al. 2012) Meiklejohn et al. (2013) also give a 

characterization of the Bitcoin ecosystem but emphasize criminal behavior, notably fraud. Although, 

"Bitcoin does not provide a particularly easy or effective way to  transact large volumes of illicitly 

obtained money" (Meiklejohn et al. 2013), the ecosystem is vulnerable to money thefts, money 

laundering and illegal transaction. Christin (2013) describes how Bitcoin was used to purchase illicit 

items like narcotics through the online marketplace Silk Road. The author shows, that 4.5% to 9% of 

all Bitcoin transactions can be linked to Silk Road sales. In addition, users with the intention of 

buying illicit goods "had about 25% -45% more bitcoins (within the 95% Confidence Interval) than 

those who had not spent bitcoins on illicit goods" (Bohr and Bashir 2014). According to finance 

professionals, lack of liquidity, nonexistent formalized market, inability to hedge exposures, lack of 

security, and lack of market regulation are the other important reasons to avoid being involved in 

Bitcoin (Stark, 2013). Lemieux (2013) looks at how a wide acceptance of Bitcoin is not in the interest 

of governments. It would lead to the loss of control making execution of monetary policy difficult or 

even impossible. In a recent paper, Dwyer (2015) provides an overview of private virtual currencies 

with a special focus on Bitcoin (being the most prominent example). The behaviour of Bitcoin’s price 

since it began trading on electronic exchanges is analyzed, and the author provides a comparison of 

the volatility of Bitcoin’s price on those exchanges compared with gold and foreign exchange. He 

argues that a theoretical model pinning down a dynamic reputa- tional equilibrium for the central 

mechanism of Bitcoin’s functioning is needed for a deeper fundamental understanding of Bitcoin and 

similar currencies. In another study, Bohme et al. (2015) present Bitcoin’s design principles and 

properties, and review its past, present, and future uses. The authors point out risks and regulatory 

issues as Bitcoin interacts with the conventional financial system and the real economy. Yermack 

(2015) documents Bitcoin’s exchange rate to show virtually zero correlation with other existing 

currencies, reducing Bitcoin’s use for risk-management purposes and making it exceedingly difficult 

for its owners to hedge. Schuh and Shy (2016) report that, according to the 2014-2015 Survey of 

Consumer Payment Choice (SCPC), about half of US consumers are aware of Bitcoin. About one 
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percent or less of US consumers have ever owned (adopted) virtual currency, and most of them used 

it recently to pay a person (most common) or a merchant. Expectations of future price seems to be 

the biggest driver of adoption, and those consumers who are especially “interested in new 

technologies” are more likely to adopt. 

 

THE OBJECTIVES OF THE STUDY ARE: 

1. To understand the Bitcoin protocol and its status in India; 

2. To study the challenges poised before Bitcoin to be accepted as currency. 

3. To discuss the regulations adopted by different countries.  

 

RESEARCH METHODOLOGY  

This study adopted descriptive survey because it ensures complete description of the 

situation making sure that there was minimum bias in the collection of data. In this study mainly 

secondary data has been used. Journals, articles, websites, reports, book for readings etc were the 

main source of information. 

 

STATUS OF BITCOIN IN INDIA 

Use of the bitcoin is on the increase in India. Bitcoin exchanges allow buying and selling of 

bitcoins, using Indian rupees. On the internet, some of the bitcoin exchanges in India are bitcoin.in, 

unocoin, indiabitcoin.com, etc. It is possible to withdraw money in Indian rupees from bitcoins held 

in one’s bitcoin wallet. Bitcoin transactions are being carried out in India and can, thus, act as a 

medium to carry out terror finance. The responsibility for the regulation of currency in India rests 

with the Reserve Bank of India (RBI). As per its press release of December 24, 2013, the RBI has 

cautioned the users, holders and traders of Virtual Currencies (VCs), including bitcoins, about the 

potential financial, operational, legal, customer protection and security related risks that they are 

exposing themselves to. It mentions that use of virtual currencies like the bitcoin as a medium for 

payment is not authorised by any central bank or monetary authority. The RBI has also stated that it 

is presently examining the issues associated with the usage, holding and trading of VCs under the 

extant legal and regulatory framework of the country, including foreign exchange and payment 

systems laws and regulations. However, no legislative or regulatory framework or law has been 

passed in India as yet. As the advice by the RBI is only a recommendation, use of the bitcoin is not 

illegal in India. Terrorists can, therefore utilise loopholes in the bitcoin regulatory framework in 

India for terror funding. However, supporters of the bitcoin in India state that it is reliable because 

the bitcoin service providers are following the Know Your Customer (KYC) guidelines. However, if 

the RBI has not recognised the bitcoin in India, the following of KYC guidelines has no meaning as 

these are not regulated by any legally authorised entity in India. 

 

Money today is printed on paper/plastic and has financial value attached to it. Some of the 

widely acceptable attributes of money are: durability, divisibility, convenience, consistency, 

possessing of value, limited in quantity, trustworthy and having a history of acceptance. The bitcoin 

does fulfill some of these attributes but has also brought in new concepts not known hithertofore in 

the field of currency. Bitcoin has potential to replace traditional money. In order to do that, it must 

first evolve into a more secure form of money.  

 

CHALLENGES FOR BITCOIN TO BE ACCEPTED AS MONEY 

While the technology is very promising and exciting, there is a long list of challenges that it is 

facing at the moment. One major challenge is that the technology is difficult to understand. In a 
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developing country like India where people are averse of technology it is found that the Bitcoin 

system very difficult to understand and is confusing.  Another challenge is that there are some 

weaknesses also in the core Bitcoin technology. Bitcoin can only process seven transactions per 

second, whereas VISA is processing 4000 transactions per second. In the current state of increasing 

use, this limitation is leading to increasing transaction costs because transactions are competing for 

fast processing. Another related challenge is that currently the transaction cost is not related to the 

value of the transfer but to the amount of data written in the blockchain. One challenge with all 

financial and monetary systems is generating trust. The current state of Bitcoin is still affected by its 

past reputation and trust is definintely an issue for the Bitcoin industry as a whole. while 

cryptocurrency transactions are publicly recorded, users are known only by their VC “addresses,” 

which cannot be traced back to users’ real-world identity. 

This anonymity with the use of Bitcoin is both a benefit and a weakness. It is a feature that 

some users want to have but it might prevent authorities from supporting the technology. 

Speculation creates a negative impact on the reputation of the payment system while another 

perspective is that speculation  increases liquidity in the system. In general, money demand is 

volatile and speculative demand is seen to create price volatility. Speculative demand seems to be 

very strong and prominent in the case of Bitcoin.  Thus Bitcoin should be prepared to face the impact 

of speculation and the challenges it poses. One of the practical challenges faced by bitcoin start-ups 

is the unwillingness ofcommercial banks to cooperate with them. A typical Bitcoin startup dies in 

less than six months due to banking problems. Another challenge for Bitcoin is the extent of the 

current system’s success. In history security has been preferred over novelty in transitions. However 

macro shocks  like demonetization to the current system through financial crises might attract new 

users to Bitcoin. But in crises, the power of economic decision makers are overestimated and in the 

end decisions are typically made based on politics. Even though this observation is important, one 

could suggest that if the crisis is caused by the same actors that would be monitoring the new 

system, a separate, independent, and decentralized alternative could be attractive. On the other 

hand, if Bitcoin’s role will be a parallel system rather than a replacing system, such crises would not 

necessarily have dramatic effects on Bitcoin adoption. 

For the currencies to be sustainable, their legal status must be established. Regulatory 

systems are burgeoning, with myriad approaches being taken by various governments. Current 

regulatory measures are in their infancy and continue to evolve with the rapidly expanding industry. 

While governments are testing an amalgam of regulatory steps, their end goal is the same: to limit 

fraud, protect consumers, respect economic sanctions, and institute viable taxation methods. The 

following chart summarizes attempts made by various governments to define legal parameters for 

cryptocurrency and to regulate its activity and usage: 

 

Bitcoin regulation or plans in selected countries 

Scope / content Country Additional information 

Prohibition China Banks and payment systems prohibited from dealing in 

bitcoins. Individuals free to trade. 

Russia Bitcoins cannot be used by citizens and legal entities. 

Iceland Foreign exchange activities with Bitcoin illegal. 

Prohibition of 

ATMs 

Taiwan Approval for Bitcoin ATMs refused. 
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Protection from 

money 

laundering & 

illicit activities 

financing 

Singapore Financial intermediaries to verify the identities of their 

customers and report suspicious transactions. 

USA Bitcoin exchanges and most miners obliged to collect 

information on potentially suspicious transactions

 and 

report these to the federal government 
Taxing Bitcoin The sale, exchange or use of Bitcoin for payment in a real- 

world economy transaction may result in tax liability. 

Japan The tax will cover gains from trading bitcoins, purchases 

made with bitcoins and revenues from transactions. Banks 

and securities firms will be prohibited from Bitcoin trades. 

Finland Rules on taxation of capital gains apply when profits are 

made from transfer to another currency. Increase in value 

in Bitcoin after it was obtained as payment is also taxable. 

Germany Profits from mining or trading subject to capital gains tax 

unless hoarded for at least one year 

 

CONCLUSION 

The study revealed attitudes and expectations among public that paint a comprehensive 

picture of where the industry is and where it might be going. In summation, bitcoins are digital cash 

and decentralized, peer-to-peer payment system. Being volatile in nature, care has to be taken that a 

mechanism is devised to tackle risks associated with fraud and money laundering. Regulators will 

have to take steps to provide individuals and businesses with rules to integrate this new technology 

with the formal regulated financial systems. International bodies have a role to play in strengthening 

the international community’s understanding of VCs more broadly. In general, bitcoins have a 

number of benefits, it significantly reduces transaction costs, enables the growth, ease and security 

of e-commerce and physical transactions, etc. Keeping pace with the changing times, Indian 

government will have to come out with appropriate amendments in the foreign exchange and 

information technology laws to specifically include bitcons. Liaising with other forms of online 

payment and involving the government in insurance policies for protection against theft, are 

suggested steps for Bitcoin to grow out of its volatile stage. Bitcoin can possibly be protected in a 

way that is analogous to the protection of depositors by the bank through Federal Deposit Insurance 

Committee (FDIC), thereby minimizing the risks of theft. If Bitcoin’s role will be a parallel system 

rather than a replacing system, such crises would not necessarily have dramatic effects on Bitcoin 

adoption. Our study is only a first step in trying to understand the underlying economics of virtual 

currencies. Much more research remains to be done, and the researcher is planning to go down that 

route. 
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Abstract 

In recent period, a new mission on financial inclusion was launched as on 28th August, 2014, 

i.e., Pradhan Mantri Jan Dhan Yojana. This scheme was announced by Prime Minister on 15th August, 

2014. This decision was taken under the strong supervision of Prime Minister, Financial Department, 

Ministry Of Finance, with an objective to enroll over 70 million houses and open bank accounts and 

provide them a RuPay debit card with Rs.1,00,000/- . Along with this, the aim was also to provide the 

insurance and pension facilities to the account holders. About 60% of people in India do not have 

access to bank account. In urban area also, there are certain urban labourers, slum dwellers of cities 

and socially excluded communities. Financial inclusion is one of the foundation pillars on which 

India’s development rests. As our country aims to provide the social, economic and political 

opportunities to every citizen without any discrimination, this decision has played a very important 

role. This paper attempts to get the detailed information of financial inclusion process in India 

through the in-depth analysis of PMJDY to focus on the state of Gujarat in India. 

 

Keywords: Financial Inclusion, Financial Literacy, Poverty, Urban Poor, PMJDY. 

 

INTRODUCTION  : 

Since 90’s, India’s strategies are mainly focusing on the development of the country in all means of 

economic growth, financial deepening and financial inclusion. But in recent years the government 

has taken various steps to exercise the targets and achieve the mission. For this the eleventh five 

year plan (2007-2012) has fully focused on the financial growth of the country and the financial 

inclusion of the underprivileged and poor to contribute in obtaining the fast inclusive growth. It 

aimed at reducing the unemployment and poverty, make economic growth and social development. 

Due to this, the weaker sections of the society will get empowered and as a result, they will get an 

opportunity to open a bank account which will help them to save money and make certain 

investments. This will reduce the financial crisis. For this, the banking sector has also played an 

important role. Various changes are also made for the inclusive growth of the country and had made 

various changes in the reforms over a period by facilitating the entry of various private and foreign 

banks which will benefit to the consumers. Here, technological development plays an important role. 

Due to this machine has replaced the men and various services like ATM’s, debit and credit cards etc. 

are provided to the layman.  

 

For this, a new model of financial inclusion has been developed with an aim to eradicate poverty. Its 

primary objective is to increase the growth and sustainable development in the country. This helps 

to get the financial stability which would result in financial literacy and financial inclusion. These 

efforts are done by financial sector regulators, reserve bank of India, commercial banks and other 

financial institutions. Reserve Bank of India is playing its central role in promotion of financial 

inclusion so that involvement of every single household can be achieved. Thus, we can say that 
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banking sector plays an important role in the economic growth and the financial inclusion. Thus, 

financial inclusion can be defined as providing basic financial services to all sections of the society. 

Rangarajan Committee (2008), defines financial inclusion as, “The process of ensuring access to 

financial services and timely and adequate credit where needed by vulnerable groups such as 

weaker sections and low-income groups at an affordable costs.” (Report of the committee on 

financial inclusion, 2008). However there are still many issues and challenges in the road to 

achieving 100% financial inclusion. Various challenges which are faced are- cover remote areas 

which are completely unbanked, develop a user friendly and simple model of business, opening a 

new branches in the unbanked areas with minimum infrastructure, developing new customized 

products as per the requirements of poor customers apart from banking services, and the most 

important challenge is to develop an ecosystem of collaboration between regulators, financial 

institutions, technology providers, NGOs, state and central level agencies, etc which can stimulate 

financial inclusion. 

 

OBJECTIVES OF THE STUDY: 

The main objective of this research is to evaluate the role of PMJDY in Indian Context.  

 

RESEARCH METHODOLOGY:  

This research paper is descriptive in nature and based on secondary data . The main objective 

behind this study is to evaluate the Performance of Pradhan Mantri Jan-DhanYojana (Pmjdy). For 

this various sources such as- relevant government websites, pressnotes and various research papers.  

 

PROGRESS OF PRADHAN MANTRI JAN DHAN YOJNA IN FINANCIAL INCLUSION  

The National Mission on Financial Inclusion or Pradhan Mantri Jan Dhan Yojna was started by 

Ministry of Finance, Department of Financial Services, Government of India, with a wide vision to 

provide access to banking facilities to those people who are not having any bank accounts or still 

unbanked from formal banking sector, so that they can also be involved in banking sector which is 

necessary for economic development and for the welfare of poor people. Under this scheme people 

will get basic bank accounts with insurance facility and an additional facility of overdraft. Thus they 

will avail benefit offered by banks and facilities provided by government and will be able to develop 

small savings habits among them, and it will enhance capital formation, which will in result increase 

economic development of country 

 

PROGRESS REPORT 

Pradhan Mantri Jan Dhan Yojana 

(Accounts opened as on 24-02-2016) 

(All figures in crores) 

Bank Rural 

Accounts 

Urban 

Accounts 

Total 

Accounts 

No. Of 

Debit 

Cards 

Balance % of 

accounts 

with zero 

balance 

PSB 9.22 7.30 16.53 14.08 26094.05 29.41 

RRB 3.19 0.53 3.72 2.67 5756.44 24.50 

Private 0.45 0.30 0.75 0.71 1224.40 38.87 

Total 12.87 8.13 21.00 17.46 33074.89 28.88 

Source: - Ministry Of Finance, Govt. Of India, www.mof.gov.in 

http://www.mof.gov.in/
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PROGRESS REPORT 

Pradhan Mantri Jan Dhan Yojana 

(Accounts opened as on 14-12-2016) 

(All figures in crores) 

Bank Rural 

Accounts 

Urban 

Accounts 

Total 

Accounts 

No. Of 

Rupay 

Cards 

Aaadhaar 

seeded 

Bal.In 

Accounts 

% of 

accounts 

with zero 

balance 

PSB 11.52 9.18 20.70 16.29 11.76 57988.45 23.42 

RRB 3.82 0.61 4.41 3.29 2.17 13411.12 20.04 

Private 0.52 0.35 0.86 0.81 0.37 2723.55 34.66 

Total 15.84 10.14 25.98 20.40 14.30 74123.12 23.22 

Disclaimer: Information is based upon the data as submitted by different banks/SLBCs 

 

 Area wise Accounts opened in PMJDY scheme: 

 

 
 

State wise account opening Report as on 14/12/2016 : 

S.No State Name 
Rural 

Accounts 

Urban 

Accounts 

Total 

Accounts 

Deposit 

(in Crore) 

Aadhaar 

seeded 

Zero 

Balance 

Accounts 

Rupay Card 

Issued 

1 MAHARASHTRA 8216908 8079243 16296151 4305.83 12096322 4697369 12544097 

2 GUJARAT 4962419 4325620 9288039 3674.90 4780979 2056595 7479196 

3 
JAMMU & 

KASHMIR 
1539900 361038 1900938 891.18 326533 592497 1627912 

4 GOA 96491 41426 137917 92.57 87368 21323 115585 

5 
MADHYA 

PRADESH 
11246561 11680723 22927284 3158.42 13353927 6388860 16741925 

 

Jan Dhan Yojana Accounts 
Opened

Rural Area

Urban Area

Accounts opened in 

PMJDY area wise as on 

24/02/2016 
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SPECIAL ACHIEVEMENT OF THE SCHEME: 

The Finance Minister Shri Jaitely said that Guinness Book of World Records has also recognized the 

achievements made under Pradhan Mantri Jan Dhan Yojana (PMJDY) and has given certificate 

stating that the “Most bank accounts opened in one week as part of the Financial Inclusion Campaign 

is 18,096,130 and was achieved by the Department of Financial Services, Government of India from 

23rd to 29th August, 2014.” 

 

FINDINGS: 

RuPay Cards have been issued in case of 7.39 Crore accounts.  As on 1.12.2014, States of Goa, Kerala, 

Tripura & Madhya Pradesh, Union Territories of Chandigarh, Puducherry and Lakshadweep have 

achieved 100% Saturation (in terms of coverage of all households with at least one bank account).  

 

REFERENCE: 
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The Insolvency and Bankruptcy Code, 2016 (IBC) which was passed by the Parliament on 

11.05.2016 and received Presidential assent on 28.05.2016 was notified in the official gazette on the 

same day, but the implementation of which was kept in abeyance till the next notification has come 

in force from 01.12.2016. This paper aims to give an overview of the Insolvency and Bankruptcy 

Code, 2016. Before the implementation of the IBC, 2016, there are various legislative frameworks 

dealing with IBC of an enterprise which are broadly categorised as under: 

 

1. Chapter XIX & Chapter XX of Companies Act, 2013. 

2. SARFAESI Act, 2002 

3. SICA Act, 1985 

4. RDDBFI Act, 1993 

5. The Presidency Towns Insolvency Act, 1090 

6. The Provincial Insolvency Act, 1920 

7. Chapter XII of the LLP Act, 2008 

8. Part VIA, Part  VII & Section 391 of the Companies Act, 1956 

 

Again, following non statutory guidelines and out of court mechanisms were also available: 

 

1. Bilateral Restructuring  (BR) 

2.  Bank to Bank Restructuring by the Debtors 

3. One Time Settlement (OTS) with the banks 

4. Corporate Debt Restructuring (CDR) mechanism (now not in existence) 

5. Strategic Debt Restructuring (SDR) 

6. Scheme for Sustainable Structuring of Stressed Assets(S4A Mechanism) 

7. Sale of Loan to Asset Reconstruction Company 

 

As regards the enterprise is concerned, it has broadly two source of finance – equity and debt. As per 

the laws of the land till date, the equity holders have control over the enterprise and continue to 

remain in control even after the enterprise has defaulted in discharging the liability and become 

insolvent.  Thus, under the existing mechanism, by applying one or other means, the equity holders 

shall postpone the change of hand/Management so that the assets shall remain under their control 

and shall not be transferred to the other person/bank resulted in blockage of sizeable productive 

assets remained idle and accordingly there is a sizeable loss to the GDP as well as to the exchequer of 

the government. More so, there was no market for free entry and free exit of the enterprise which 

was also restricting the efficient use of the resources available to the country. More so, an effective 

opportunity to resolve insolvency was not available, the creditors other than the banks and financial 

institutions did not have recourse to recover their dues in case of default by an enterprise which has 

resulted in extending the lower credit by the suppliers/creditors to the enterprise. This has directly 
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affected the cost of lending which has become higher as it has to assume the cost of potential non 

recovery. This has many pitfalls including restriction of credit growth, restriction of entrepreneurial 

dynamism, restriction of ease of doing business as well as overall growth and development in the 

country. Considering all these aspects, the IBC, which has come into operation with effect from 

01.12.2016 with the main object of consolidation and amending the laws relating to reorganization 

and insolvency resolution of corporate persons, partnership firms and individuals in a time bound 

manner for maximisation of value of assets of such persons and to promote entrepreneurship, 

availability of credit and balance the interest of all the stake holders including alteration in the order 

of priority of payment of government dues and to establish an Insolvency and Bankruptcy Board of 

India (IBB) and for matters connected there with or incidental thereto. 

 

Thus, the IBC provides for a comprehensive eco system regulator, provision of insolvency 

professionals and industry of information utilities. The main function of the IBB is narrated as under: 

 

 
 

IBB: IBB is the apex body for promoting transparency and governance in the administration of the 

IBC, will be involved in setting up the infrastructure and accrediting IPs & IUs. 

 

IUs:  IU is a centralised repository of financial and credit information of borrowers, would accept, 

store, authenticate and provide access to financial data provided by creditors. 

 

IPs:  IPs has persons enrolled with IPA and regulated by Board and IPA will conduct resolution 

process to act as liquidator/bankruptcy trustee, appointed by creditors and override the powers of 

the board of directors. 

 

Presently the government has decided to appoint limited period IPs with professionals like 

Chartered Accountants, Cost Accountants, Company Secretaries, Lawyers, etc. who are in practice for 

more than 15 years and thereafter they will have to also appear for an examination in a stipulated 

time to become IPs. Adjudicating authority in the case of IBB would be National Company Law 

Tribunal (NCLT) for corporate insolvency, to entertain or dispose any insolvency application, 

approve/reject resolution plans, decide in respect of claims or matters of law or fact thereof.  
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IPA:  IPAs are the registered body with the board and shall enrol IPs.  Presently Institute of 

Chartered Accountants of India and Institute of Company Secretaries of India has formed a separate 

company u/s 8 of the Companies Act, 2013 to become IPA. 

 

Resolution timeline and process: 

Key highlights: 

 

 

Key aspects of the IBC: 

 

1. IBC is a paradigm shift from the existing “Debtor in possession” to a “Creditor in control” 

regime.  Thus, as mentioned earlier under the old law including SICA Act, normally 

debtors are in possession of the assets where as under the new Code, it presuppose the 

control of the creditors instead of debtors.  

2. IBC is aiming at consolidating all earlier insolvency laws and also aiming at amending 

multiple legislations including the Companies Act. 

3. The Code would have an overriding effect on all other laws relating to insolvency and 

bankruptcy. 

4. The Code aims to resolve insolvencies in a strict timeline manner i.e. evaluation and 

viability determination must be completed within 180 days. 

5. After a moratorium period of 180 days (extendable up to 270 days) for the company IPs 

to takeover the management of the company. This is the single most difference between 

the earlier laws and the IBC. 

6. IBC also defines “order of priority” or the waterfall mechanism. 

7. The most important change made by the IBC is the waterfall to render government dues 

junior to most other dues. Thus, all the unsecured creditors have a priority over the 
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government due which was not the case in the earlier laws including the provisions of 

the Companies Act, 1956. 

8. Antecedent transactions may be investigated and in case of illegal diversion of assets 

personal contribution can be ordered by the court. Though the earlier laws had a similar 

provision but the investigation powers have been given for the first time by the IBC. 

9. It has introduced a qualified Insolvency Professionals (IPs) as intermediaries to oversee 

the process. It is also a challenge in itself to have adequate number of IPs available in the 

country. 

10. It is also aimed at establishment of Insolvency and Bankruptcy Board as an independent 

body for the administration and governance of insolvency and bankruptcy law and 

information utilities as a depository of financial information.  

 

Highlights of the Code 

- It has come in existence for Corporate insolvency resolution process. IBC has divided 

creditors in two parts viz. financial creditors and operational creditors but can apply for 

insolvency on default of debt or interest payment. 

- Immediately upon receipt of the application IP to be appointed by the regulator and 

approved by the creditor committee. IP will take over the running business of the 

company. Thus, from the date of appointment of IP power of board of directors to be 

suspended and vested in the hands of IP, IP shall have the immunity from criminal 

prosecution or any other liability done in good faith. 

- Adjudication authority will declare moratorium period during which no action can be 

taken against the company or the assets of the company.  The main moto of IBC is to 

focus of running of a company on a going concern basis. Thus the threat from secured 

creditors under the SARFAESI Act shall also be mitigated during the moratorium period. 

Resolution plan would have to be prepared and approved by the committee of creditors.  

- A credit committee of creditors will be constituted wherein related party to be excluded 

from the committee. Each creditor shall vote in accordance with the voting share 

assigned to him and if 75% of the   creditors approve the resolution plan, the said 

resolution plan shall be implemented.  

- If the resolution plan shall not be approved by the credit committee then within a specific 

time period it would cause initiation of liquidation.  Similarly debtors have also a right to 

opt for voluntary liquidation by passing a special resolution in general meeting. 

- IP may act as liquidator and exercise all powers of the board of directors. The liquidator 

shall form an estate of assets and consolidate, verify and determine the value of creditors 

claims. 

- The assets shall be distributed on priority basis as under: 

i) Insolvency related cost 

ii) Secured creditors with workmen dues up to 24 months 

iii) Other employees salaries/dues up to 12 months 

iv) Unsecured creditors/operational creditors 

v) Government dues up to two years 

vi) Any remaining debts and dues 

vii) Preference shareholders 

viii) Equity shareholders 
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CONCLUSION: 

Thus, IBC can be considered as a bold and huge step taken by the government and the law 

makers which considers claims of government being subordinate to the claims of the unsecured 

creditors. The speed with which the law making was concluded on a subject that has been elusive 

over decades and is commendable. The IBC is more on United Kingdom’s bankruptcy code than that 

of a USA code. However, there is a challenge in the implementation of IBC 2016 and not only the 

government or judicial authority but the professionals and corporate shall also have to align 

themselves and to provide co-operations for successful implementation of IBC.  
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Abstract 

Demonetization is the biggest step in India an economic history. The 7th largest economy of 

the world is moving many spots above in the best business countries in the world, this post will take 

you back into history. Most of the India’s business environment has been tremendously shaken up 

by the recent demonetisation of the higher currency notes by the Modi government. This is the third 

demonetisation exercise undertaken by the Indian authorities, if we include the one done just before 

independence in 1946. It is still too early to accurately gauge the depth of the shakeup this has 

caused, but its impact on the all sector is immediately visible. Since Modi’s surprise announcement , 

the ripples have been spreading through the already disturb sector, which has been experiencing 

excruciatingly slow growth in recent times. Demonetisation will affect about 86% of total currency 

in circulation amounting to Rs.14.6 trillion. According to World Bank estimate the parallel economy 

makes up about one-fourth of the total. Assuming the same incidence of black money held as cash 

well come into the banking system to be replaced, government has an opportunity to utilise the 

resultant trail to boost its tax collections. 

 

Keywords: Demonetization, Economy, Government, Black Money. 

 

Introduction:-  

Demonetization  is an economic term which is used to mean the scrapping of old currency notes and 

stripping off their status of legal tender. There are two basic elements to the meaning. One is 

‘Scrapping of old currency notes’ and ‘ status of legal tender’ . This is a standard practice followed by 

all major economics of the world for different reasons. Before we explain the same, what you need to 

understand that a currency note or a paper currency is essentially a promissory not a legal 

document that simply suggests that the payee has promised to pay that amount to the prayer. The 

same is printed on every currency not as well. This is validated by the heads of the Central Banks of 

the nation and in case of India, by the Governor of Reserve Bank of India. This status of legal tender 

can be scrapped for a currency note, which means that the instruments sizes to be a legal mode of 

monetary transactions and in effect looses the value associated with that instrument. In other words, 

until and unless the old currency is legally exchanged at the designated centres, they are equivalent 

to nothing more than scraps of paper. Most of the India’s business environment has been 

tremendously shaken up by the recent demonetisation of the higher currency notes by the Modi 

government. This is the third demonetisation exercise undertaken by the Indian authorities, if we 

include the one done just before independence in 1946. It is still too early to accurately gauge the 

depth of the shakeup this has caused, but its impact on the all sector is immediately visible. Since 

Modi’s surprise announcement , the ripples have been spreading through the already disturb sector, 

which has been experiencing excruciatingly slow growth in recent times. In this, paper I focus the 

some review of demonetization, History of demonetization and what is the impact of demonetization 

and rebooting  India. I hope this paper  useful to all academician and society. 
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History of Demonetization :- 

Demonetization is the biggest step in India an economic history. The 7th largest economy of the 

world is moving many spots above in the best business countries in the world, this post will take you 

back into history. This post will deal with what happened , in 1946 and 1978  demonetization , why 

they failed  and 2016 demonetization will become a success. The government announced 

demonetization above   Rs.1000 with effect from 12th January 1946 and gave little time for exchange 

too. As the notes were accounted only to 3 % of the India’s population it didn’t affect normal life to 

an extent. The government through this drive collected Rs.134 crore of the total Rs.143 crore 

available in the market, only 9 crore was not exchanged therefor demonetized. It tuned out to 

become more like a currency conversion drive as the government couldn’t achieve much of profit in 

the cash-strapped at that time. We repeated the same mistake by reintroducing Rs.1000, 

Rs.5000,and  Rs.10000 bills in 1954. The Wanchoo Committee has started in the late 1960s to the 

government to withdraw all high demonetization, but it wasn’t heard till 1978 when Janta Party – 

leader Morarji Desai. The Wanchoo Committee had recommended the government to withdraw the 

currency because the country was going through a difficult  this period. Difficult period reminds me 

of June 6, 1966 – the day our currency lost value. In 1950s and 1960s  the trade deficit had reached 

an all time high. In 1965 despite India winning the indo-Pakistan war , the military expenditure 

pushed our inflation close to 7%. The trade deficit was close to Rs.950 crore at that time. Then the 

Honourable minister of India, Mrs Indira Gandhi announced the devaluation of the Indian rupee 

pegged at Rs.4.75 to Rs. 7.50 per US Dollar, 57% devaluation. This move reduced the trade deficit to 

Rs. 100 crore. Indian Rupee was the major currency used in the Middle East in the 1950s and 1960s  

printed in  Bombay. Due to severe fluctuation in Indian currency, form 1954 by Kuwait and lastly 

Oman in 1971, they adopted their own currencies pegged to the US Dollars. While there were other 

factors like Kuwait became extremely rich from  1950s to 1980s due to the oil discovery till Iraq 

attacked them. Yemen and Oman with governance change in the country and oil discovery also 

adopted their own currency. After the emergency period in 1977, Indira Gandhi’s government was 

overthrown due to lack of political, economic and social stability. The demonetization in 1978 failed 

because there were rumours that the demonetization would come into effect sooner or later. If the 

previous government had heard the committee’s recommendations by agreeing to print 3.5 Billion 

currency notes in 1972, the public nature of the Wanchoo Committee wouldn’t have created such a 

problem to encounter the same issue inflation. In 2016, this government controlled the inflation, 

made India more investment friendly and getting strong leaders on board, we didn’t have much of a 

problem like in 1946 and 1978. It was a kind of Swachh Bharat Abhiyan drive by the government to 

get more perspective point and reduce black money effect on the economy controlled by some 

power full politic and business person. The announcement was done by P.M.  Shree Narendra  Modi 

at 8 p.m. rather by the RBI in the morning. Most of the Business were shut for the day and people 

were wrapping up form their day’s work. Banks remained closed for the next day paralysing the 

country. Black money holders couldn’t find a way out to funnel the black money, making it a fool 

proof plan to nab all the holders under the tax radar. The government doesn’t want to repeat the 

same mistake again, so they are hinting to target benami properties, fictitious gold purchases and 

fictitious loan taker from the black money hoarders from January 1. 2017. The government take 

serious steps to stop the Hawala to breed again by stringent rules and regulations. This move will 

become a success if the government does correct follow-up by not stopping at currency 

demonetization like the other government in India. The world bank , rich business man and foreign 

governments has lauded India for this moves as it has helped India get more perspective points 

which will be visible in the next world bank ease to do business ranking too. 
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Necessary of Demonetization :- 

Most of the people hailed the Modi’s strong decision, while poor were shocked by the move. The 

overnight decision changed the life of many as black money holders were worried about the pile of 

cash they were setting on. Many poor daily wage workers were left and no job and income as owners 

were unable to pay their daily wages. It is no doubt a bold step taken by the government which will 

definitely help India to become corruption free. This move will help the government to track 

unaccounted black money or a cash on which income tax has not been paid. Individuals who are 

sitting on a pile of cash usually do not deposit the amount in the bank or invest anywhere as they 

would be required to show income or submit PAN for any valid financial transaction. They would 

hide it somewhere and use it as and when necessary. Banning high-value currency will impact 

people who will have no option, but to declare income and pay tax on the same or destroy the cash 

somehow. Banning high value currency wild halt illegal activity as the cash provided for such 

activities has no value now. Black money is usually used to fund the illegal activity, terrorism and 

money laundering. Fake currency circulation will come to a halt in a single shot. Corrupt officers, 

money launderers is taking all the measures to track such people. Most of the businessman who have 

been hiding some income are ready to pay advance tax as current year’s income. Tax payers who 

have been some income can come forward to declare income and pay tax on the same. Individuals 

are required to submit PAN  for any deposit above Rs.50000 in cash, which will help tax department 

to track individuals with high denominations. Also, deposit up to Rs. 2.50 lakh will not come under 

Income tax scrutiny. Now individuals are depositing enough cash in their JAN DHAN accounts which 

they were reluctant to do so a few days back. The amount deposit can be used for the betterment of 

the country. 

Review of Literature :- 

This is a brilliant move and probably the best way to get black money out of the system. The 

administrative cost will be huge and it may impact the economy in the short run. It will be a positive 

for real estate prices.  

                                                                                                                          Deepak Parekh 

                                                                                                                      Chairman, HDFC. 

We have handled demonetisation earlier and will do so again. We will strive to restock ATMS at the 

earliest and make them operational. The government has given enough exemption to ensure that 

urgent needs are met. 

Arundhati Bhattacharya 

Chairman, SBI 

This is perhaps the most significant move ever taken to curtail the parallel economy. This move will 

give a sharp boost to all the formal channels of payment which, in turn, will help the formal economy 

to grow.  

                                                                                                                        Chanda Kochhar 

Chairman ICICI BANK 

With currency in circulation at 14 % of GDP, level of cash in economy is world’s highest. We had 
estimated the shadow economy at 19% of total economy. Besides the benefits of higher compliance , 
digital payments can add up to 1.7% to GDP. 

                                                                                                                 T R Ramchandaram 
                                                                                     Group country Manager, VISA India. 

This is a positive move from the point of curbing black money and terror financing. There may be 
inconvenience but it is all towards the greater good. We will do everything that is possible to ensure 
that customer inconvenience is minimum. 

               Shikha Sharma 
         MD & CEO, AXIS BANK 
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The ban will speed up the less-cash vision for India. This is a great step for financial inclusion. It will 

help control shadow economy, reduce crime and drive growth. Modification  of ATM withdrawals 

will also drive e-transactions. 

                                                                                                                               Porush Singh 

        Asia President , MASTERCARD. 

 

The Impact of Demonetisation in India :- 

These demonetisation measures have had significant and immediate impact on the state of 

the Indian economy. These measure are also expected to result in long-term impact on industries 

and sectors. These measure have resulted in a significant decrease in liquidity in the short term, 

which is expected to ease gradually with the introduction and circulation of the new currency notes. 

As a result of these measures and increased deposits with bank, the bank deposits base has 

increased significantly and financial saving are expected to increase as a  result of the shift from 

unproductive physical assets based saving to interest bearing financial assets. This , in turn is 

expected to enhance the liquidity position of banks, which can be leveraged for lending purpose. An 

increase in the deposit base may also enable banks to lower the blended cost of funds as higher 

current and saving account deposits enable replacement of higher borrowing costs and decrease 

overall cost of funds. 

With cash transction impacted by a decrease in liquidity. Alternative payment methods, such 

as e-wallets, online transctions using e-banking , debit and credit card usage have increased 

significantly. This will increase usage of such payment system and enable a shift towards an efficient 

cashless infrastructure. Reduced liquidity has also caused a sharp decline in the availability of 

disposable income. Affecting spending patterns and consumption trends in the economy in the short 

term. These trends, together with certain industry specific issues discussed below are expected to 

affect india’s GDP  growth rates adversely in the fiscal year ending march 31. 2017. While rating 

agency Fitch has projected a decrease in India’s GDP growth rate for fiscal year ending March 31, 

2018 and 2019  lower by approximately 30 basis points. These forecasts indicate that an upgrade of 

India’s credit rating for the next two years remain unlikely, although India’s current sovereign credit 

rating of ‘BBB’ is expected remain steady in the long term. 

 

Rebooting India:-.  

Demonetisation will affect about 86% of total currency in circulation amounting to Rs. 14.6 

trillion. According to World Bank estimate the parallel economy makes up about one-fourth of the 

total. Assuming the same incidence of black money held as cash well come into the banking system 

to be replaced, government has an opportunity to utilise the resultant trail to boost its tax 

collections. It is not merely a one-time gain as a trail can bring hitherto unaccounted economy 

activity into the system. The size of the parallel economy can be brought down. The battle against 

black  money is are efficiently utilised. One, as the size of the parallel economy kuik shrinks, the tax 

base will  automatically widen. This will allow government to reduce and boost consumption. Two, 

additional revenue will allow government to enhance the efficiency of welfare scheme. Here, the best 

way forward is to actualise the idea of a universal basic income. The essence of this idea is to transfer 

a sum of money to all families. There is a strong case for it an India a the current system of price 

subsidies has not only  led to economy distortions but also targeted beneficiaries are seldom 

reached. If additionally generated revenue can be directly distributed to  people across the country, 

using Aadhaar and the JAM trinity whose elements are already falling into place in order to prevent 

duplication and leaks, it could be the greatest single poverty reduction measure ever in the country. 
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Any political dispensation that is able to implement this will have the gratitude of people for at least 

generation. It is this end goal which can give salience to the current demonetization drive. 

 

Conclusion :-   

The demonetization exercise was a very necessary step which was bound to bring with it a 

tremendous shake-up wherever black money has played a major role. Over the long term, the India 

number of sector will emerge stronger, healthier and capable of long periods of sustained growth. As 

a now, there is no reason for businessman who have conducted their dealings transparently and 

legally to panic. It will essentially be business as usual for them. 
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Abstract 

The objective of this paper is to convert cash economy into cashless economy, and use of 

plastic money and innovative technology that overcomes the shortcomings of cash. As the global 

economy unknowingly ventures into a time when everything becomes cashless, we discuss how the 

coexistence of cash with plastic money serves little, impact of currency denomination on economy, 

benefits and advantage of cashless system to nation as well as to government, what kinds of problem 

face by public, investor and government during introducing currency denomination, what kinds of 

effect after currency denomination? This paper recommends a several suggestion through which 

smoothly implement cashless system in India which kind of supporting systems are require during 

introducing cashless system. This is a time; people can be fixed by adopting new, smart, innovative 

and hassle-free money that simplifies the exchange of money without attaching any tangibility to it. 

 

Keywords: Cashless, exchange rate, transaction, currency - denomination 

 

INTRODUCTION 

Akin to the proverbial fish that has no idea of what water is, we swim in an economy built on 

money in the form of currency notes and coins, a monetary system that only a few of us are fully able 

to comprehend.  

There goes a cliché about change being the only thing that is constant. We see change in 

almost every sphere of life surrounding us. Trade and exchange of goods and services has also come 

a long way from the times of the barter system to the modern currency system. Despite the fact that 

a transition to a cashless society is already happening, there is reluctance among the high echelons of 

power to switch over to the completely cashless economic system as it decentralises the power from 

their hands. However, big banks and credit card companies are likely to be ardent supporters of this 

revolutionary idea. 

 

OBJECTIVES  

 To know effect of currency denomination.  

 To know benefits and impact of cashless economy.  

 To create an awareness of cashless economy. 

 To know challenges and limitations of cashless economy and its solutions to overcome the 

challenges    

 To Check this strategy is really work for India of not.     

 

POSSIBLE IMPACTS OF A FULL CASH ABANDON 

Removal of currency notes and coins is likely to be the biggest monetary reform since the 

inception of the former itself. 
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 Banks are likely to be in favour of a cashless society as it saves them the cost of printing, 

inspecting, storing and guarding ‘paper’ money. Costs also include the security and labour 

involved in processing and transporting cash, maintaining automated teller machines, and 

regulating the amount of cash in circulation.  

 Prohibition on the use of cash could restrict criminals such as drug dealers and people involved 

in possible unregistered activities like prostitution and betting from doing business. 

 Eliminating cash could also mark an end to bribery and other such corrupt motives as authorities 

would be able to track virtually all transactions. Tax crimes would also stop. 

 Restriction on the possession of currency would remove the ‘zero nominal bound’ as a constraint 

on counter-cyclical monetary policy. 

 

A FEW CHALLENGES TO OUR PROPOSED CASHLESS SYSTEM 

 People still rely on the idea of money being ‘physically’ realisable. For some psychological 

reason, ‘paper’ money is revered more than ‘plastic’ money or ‘digital’ money. Cash keeps a check 

on people’s spending habits. 

 Anything that’s technological comes with a baggage of risks and security threats. A very high and 

unbreakable degree of security would be needed as a deterrent to hackers and cyber criminals. 

 The idea of a cashless society won’t be readily popular among a certain section of our 

demographics.  

 All the existing cash in the world cannot be removed or deemed ‘abandoned’ at one go. Also, 

when it comes to money, reassurance is the thing that matters most.  

 Developing economies have an added challenge in the form of high levels of illiteracy among the 

masses. For example, in India itself, there are large sections of rural population who haven’t seen 

a bank in their lifetimes, let alone owning a bank account.  

 

An ideal cashless economy should look to incorporate all the benefits of a digital monetary 

system and to find solutions to the aforementioned challenges, in order to achieve wide acceptance 

among the people who earn, spend and consume. 

 

ADVANTAGES OF THE CARD-AND-CASHLESS ECONOMY  

Following are the benefits of this model over the current monetary system- 

 All transactions being through a single card, people won’t have to face the burden of carrying 

cash with them, making the exchange system more hassle-free. 

 A digital system of payments ensures more security. ‘Points’ are more reliable and less 

vulnerable to be stolen or misused in any form as compared to notes and coins. 

 The false bill problem will be redressed. Bribery or corruption in any form is likely to be rooted 

out from the scratch. 

 Exact payments could be done without people having to worry about ‘change’, a problem that is 

quite common in the cash system. 

 Tax dodgers and criminals will lose out as with the points model, their every transaction will be 

tracked. 

 

EFFECT OF CURRENCY DENOMINATION  

The idea behind this move, the government says, is to curb "financing of terrorism through 

the proceeds of fake Indian currency notes and use of such funds for subversive activities such as 

espionage, smuggling of arms, drugs and other contraband into India". 
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 It is also to hit those who have a massive amount of "black money" in the form of cash. 

 Black money is essentially money that has been earned - either through legal activities or 

through corruption - without any tax being paid on it. 

 There are several estimates of the total amount of black money going around in the Indian 

economy. A World Bank estimate puts the size of the black economy at 23.2% of India's total 

economy in 2007. 

 By making high denomination bank notes worthless overnight, the government hoped that those 

who had black money in this form would not be able to convert it into physical assets like gold. 

 News reports suggest that jewellers in many parts of the country worked overtime through the 

night of 8 and 9 November to help convert 500 and 1,000 rupee notes into gold. 

 Starting Thursday, new 2,000 rupee (about $30; £24) and 500 rupee notes will be injected into 

the economy over the next "three to four weeks". 

 
 Those who have black money will try exchanging it for new notes. 

 But they cannot simply go to a bank and deposit all their old cash, given that it is likely to lead to 

questions from the income tax department. 

 Any other way of exchanging notes will take some doing, given that the old denomination notes 

form more than 86% of notes in circulation by value. 

 Hence, it will not be easy to exchange these notes without leaving audit trails for the income tax 

department. 
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 The major idea behind the move seems to be to incapacitate those who are holding a lot of black 

money in the form of cash. 

 Crisil Research expects income tax collections of the government to improve as money earlier 

unaccounted for enters the banking system and eventually gets taxed. 

 
 Inflation is also expected to come down in the short-term as cash transactions come down. 

 Another area which is likely to be impacted is real estate, since a portion of the payment while 

buying a house in India is almost always made in the form of cash. 

 With the high denomination notes having been taken out of circulation, it will become very 

difficult to organise for this payment and so prices are expected to fall. 

 If prices do fall, it will make real estate affordable. At affordable prices, the demand for real 

estate is likely to go up. 

 This is expected to create low-skilled and unskilled jobs which the country badly needs, given 

that one million individuals enter the workforce every month. 

 But the retail as well as the luxury goods businesses where the bulk of transactions are carried 

out in cash are expected to be hit as cash transactions will come down dramatically in the short 

term. 

 In fact, while the old notes are being withdrawn and the new notes make it to the market, cash 

transactions are likely to remain down. 

 India is a country where most transactions are still carried out in cash. 

 A 2012 estimate, carried out by The Fletcher School at the Tufts University, estimated that 86.6% 

of the transactions were in cash. 
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While this figure would have come down since then, it will still be at a very high level. 

Another research paper, entitled The Cost of Cash in India, points out that "the ratio of currency to 

GDP in India (12.2%) is higher than countries such as Russia (11.9%), Brazil (4.1%), and Mexico 

(5.7%)". Hence, India is still largely a cash-driven economy and given this, the government's move is 

likely to cause a few problems in the short term. 

 

GOING CASHLESS IS GOING TO BE TOUGH IN INDIA (CHALLENGES AND LIMITATIONS) 

Our contention here is that there is no parity between cash and digital money: A rupee 

paid by cash is far more convenient for a user, and affords less costs as compared to a cashless 

system: 

A. INFRASTRUCTURE ISSUES 

1. Number of citizens on mobile: Not all Indians have mobiles, leave alone net connections. The 

latest figures from the Indian telecom regulator TRAI show that, as of 31st July 2016 (pdf), India had 

a tele density of 83%, with Bihar, Assam, Madhya Pradesh and Uttar Pradesh with tele density of less 

than 70%. While state-wise data for wireless tele density is not available, it won’t be very different, 

since most connections in India are wireless. Note that these are number of connections, not users, 

so you will have to discount this significantly, because many users have multiple SIM cards. Proof: 

Delhi has a tele density of 234.77%. Urban wireless tele density is 148%, and rural is 50.72%. Even 

of the 1,034.23 million connections, 88.88% are active. 

 

2. Number of mobile users who are connected to the Internet: There were 342.65 million 

Internet connections by the end of March 2016, of which 20.44 million were wired connections. In 

total, 149.75 million were on broadband (3G + 4G + wireline broadband) and 192.9 million on 

“Narrowband”. Narrowband Internet subscriber base was 192.90 million (2G and wireline 

broadband). Click here for state wise broadband and narrowband data.For the top four telecom 

operators, the number of mobile connections that are data enabled in a manner that is more than 

1MB or more than 10MB per month is around 30%. 

 

http://trai.gov.in/WriteReadData/PIRReport/Documents/Indicator_Report_05_August_2016.pdf
http://trai.gov.in/WriteReadData/PIRReport/Documents/Indicator_Report_05_August_2016.pdf
http://trai.gov.in/WriteReadData/PIRReport/Documents/Indicator_Report_05_August_2016.pdf
http://www.medianama.com/wp-content/uploads/statewise-internet-users.png
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3. How many people are online daily? or How many are online monthly? 

According to Face book India MD Umang Bedi, 165 million log on to Face book on a monthly basis. 

How many go online daily? 

This, only the telecom operators know. 

4. Availability of reliable connectivity:  People said you are creating an online identity in a 

situation where connectivity doesn’t exist. So there was a huge amount of pressure on us to make it 

work offline as well. If you drive from one place to another, especially beyond the national highways: 

state highways, through pot-holed and dusty roads connecting villages and towns, to small places in 

the hills, you’ll find connectivity sparse and fleeting.  

5. Availability of user devices: According to Idea Cellular CEO Himanshu Kapania, there are 

currently over a billion mobile phones in India: around 850 million feature/smartphones, and 150 

million LTE enabled phones. Airtel India MD and CEO Gopal Vittal recently said that, “What we have 

found is that people who have smart phones, not all of them use data. That number of people 

with a smart phone who use data is probably around 60% to 70%. And the new smart phones that 

are coming are not necessarily the smart phones that people are naturally using data”  

6. Merchant acceptance: India had 712.5 million debit cards, and 130.53 million transactions, as of 

August 2016. That’s around 18 transactions for every 100 cards. Only 26.38 million in India as of 

August 2016, accounting for 83.95 million transactions. 

 

Number of Credit Card transactions. 

http://www.airtel.in/wps/wcm/connect/ca8af609-26aa-4882-97fe-000b12cf3028/Transcript+of+Bharti+Airtel+Limited+Second+Quarter+ended+September+30th+2016+Earnings+Conference+Call+held+on+October+26th+2016+at+1430+hrs.pdf?MOD=AJPERES&CONVERT_TO=url&CACHEID=ca8af609-26aa-4882-97fe-000b12cf3028
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Per Month Credit Card transactions. 

Per month Debit Card transactions. 

 

Total number of Debit Card transactions. 

Demonetization might lend itself to greater utilization of cards, but there were only 1,461,672 point 

of sales machines in India, as of August 2016, according to the RBI. In all likelihood, concentrated in 

major cities, some merchants will have more than one machine, as backup. A 2015 Ernst and Young 

report said that India has the dubious honour of having one of the lowest POS terminal penetration, 

with only 693 machines per million. Brazil had 32,995 terminals per million people and China and 

Russia had around 4000 terminals per million people. 

7. Payment and mobile network capacity: What we’ve seen with Demonetization and the increase 

in usage of cards and online payments is that somewhere in the value chain, banks and/or payment 

gateways were not in a position handle the load. Transactions failed. If you don’t have cash, and 

there is insufficient connectivity, how will you be able to buy anything, use public transportation etc? 

 

https://rbi.org.in/Scripts/ATMView.aspx?atmid=66
https://rbi.org.in/Scripts/ATMView.aspx?atmid=66
https://rbi.org.in/Scripts/ATMView.aspx?atmid=66
http://www.ey.com/in/en/newsroom/news-releases/ey-press-release-innovative-payment-systems-for-financial-inclusion
http://www.ey.com/in/en/newsroom/news-releases/ey-press-release-innovative-payment-systems-for-financial-inclusion
http://www.ey.com/in/en/newsroom/news-releases/ey-press-release-innovative-payment-systems-for-financial-inclusion
http://www.medianama.com/2016/10/223-pos-editorial-scaling-india/
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USAGE ISSUES 

8. Time taken for a transaction: If you’ve driven through a toll booth, or paid for parking, you 

know that operators keep exact change because they expect notes to come in with a specific 

denomination. they don’t typically give a bill for each transaction, and that’s a problem when it 

comes to taxation.  

 

8.1 For a card, you need to place it in a POS machine, get a user to input a PIN, and if there is 

connectivity, wait for the merchant to get a confirmation before you can leave. 

 

8.2 For digital transactions, you need to get a user to scan a merchant QR code, authenticate with a 

PIN (ideally). Or, you need the merchant to send a payment link to a customer, for the customer to 

receive it, open a page, type in details and complete a transaction. Then wait for the merchant to 

receive a confirmation of the transaction before you can leave. Can you imagine doing this while 

exiting a parking or at a toll booth? If you’re buying a Rs 2 Pulse candy, imagine the friction involved, 

as indicated here. The quickest means of payment is an NFC machine, but most phones aren’t NFC 

enabled in India, nor do merchants accept NFC payments. 

 

9. Security issues: The weakest security link in any transaction is not the technology system, but the 

user, and their lack of understanding of security issues. To get a sense of this, to withdraw money 

from ATM’s, some people were giving others their card and PIN numbers. For example: this and this. 

But there are other risks too. The difference between cash and digital is that cash limits the 

damage to the loss of a note or of a number of notes. In digital, the risks are higher: the advantage 

of wallets was that you could transfer money to them bit by bit, and lower your risk of exposure.  

 

10. No privacy with cashless: A switch to cashless means that each and every transaction is tracked 

and documented. This is great for governance, with taxation, but there is no protection for citizens, 

as to who owns that data, whom they can share it with, and how it will be utilised.  

 

11. Language compatibility: Ola is available in Indian languages only for drivers, not passengers. 

Apart from Snapdeal, no e-commerce company tried going the Indian language way. There’s a part of 

the population in India which still isn’t able to read and write, leave alone being able to read and 

write English, while we don’t have phones that are in Indian languages and apps that aren’t in Indian 

languages. The digital divide here is massive. Physical notes are a visual medium of exchange. 

 

12. Interoperability issues (between payment systems): cash is interchangeable: you don’t need 

a connection, an application or an account to exchange cash. Here, you have a situation where State 

Bank of India doesn’t allow payment into a Paytm wallet via net banking, or wallet to wallet transfer 

isn’t allowed. There’s the Unified Payments Interface, set up by the bank owned group NPCI, where 

the Reserve Bank of India has not allowed wallet to wallet transfers. Customers are locked-in 

whether it is to their bank account (because you need banking systems functional to transfer money) 

or to their wallets. 

 

13. COST OF TRANSACTION 

13.1 Merchant costs: Merchants need a working Internet connection to accept digital payments. 

They need to pay a monthly rental for a machine, or a smartphone with an application to accept 

payments. On Credit cards, merchants are charged a merchant discount rate (MDR), an inter-bank 

exchange fee, of 2.5-1.7% per transaction. On debit cards, they need to pay 0.75% per transaction 

http://www.firstpost.com/india/note-ban-akodara-the-future-of-narendra-modis-cashless-villages-is-here-3127506.html
https://twitter.com/jackerhack/status/799913489305321473
https://twitter.com/KartikParija/status/799915126660874242
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below Rs 2000 and 1% for transactions above Rs 2,000. For UPI, merchants are charged 0.75% per 

transaction plus other costs (on par as debit cards.) 

 

13.2 Customer costs: You need a smartphone, an Internet connection and/or have to pay USSD 

charges (Rs 0.5 per session) and data charges when applicable. 

 

13.3 Costs are applicable when cashless is converted into cash: From an RBI paper on 

processing costs on cheques and ATMs: “The feedback received from different banks revealed the 

following – a total cost of Rs.1.95 per Rs.1000/- which excluded the cost of insurance and dispensing 

cash at ATMs. 

SOLUTIONS TO OVERCOME THE CHALLENGES 

 There needs to be a high-speed network access even in the remotest nook and corner of the 

country. A high-speed internet and a high-security biometric database are pre-requisites for 

establishing this model at ground level. 

 Technological awareness needs to be created among people so that they warm up to the idea 

of this model readily. 

 There has to be incentives for all parties involved so that no one is robbed of his/her right to 

purchase and sell. Small businesses and banks should not feel done with under this new 

system. They should be made to be feel empowered by having their own right to issue and 

manage ‘points’. 

 

TWO WAYS STRATEGIES THROUGH WHICH CASHLESS CAN BE ENCOURAGED 

 Giving an indirect tax rebate for using cashless methods of payment, which brings parity 

between cash and cashless. Even online, merchants can be incentivised to charge less for 

digital payments, and more for cash on delivery. 

 Digital Payments businesses have tried their hand with cash backs, and lower rates for 

digital purchases have already encouraged digital payments. Incentives could be given to 

businesses, which they can transfer to customers. 

 

CONCLUSION  

Cash isn’t the same as cashless (digital payments) because: 

 Not enough people have mobile connections, an Internet connection (which can survive massive 

usage in times of emergency), or use it regularly, on a smart phone, which supports all Indian 

languages, with an application that supports all Indian languages. Internet connectivity isn’t 

reliable or available or as cheap for users as cash. 

 The process of making digital payments in India is not easy, and is time consuming. 

 Making digital payments is costlier either for the merchant or the customer, or both. 

 Digital payments can lead to major security risks, with adequate processes not in place for easy 

redressal, for either merchant or customer. Above all, not enough is being done to educate the 

consumer, the weakest chain in the link. 

 Digital payments aren’t a single standard like cash: money in one type of account is not the same 

as in another type of account, and it is not inter-operable, unlike cash. 

 Here’s the thing: Cash might be more expensive for the government, because of tax evasion, 

corruption and the need to keep recirculating old, spoilt, currency, and enabling transfers, but 

digital is very expensive for citizens. What is happening here is a transfer of cost of 

money from government to citizens, and a massive collection of data. 

https://rbi.org.in/Scripts/PublicationReportDetails.aspx?ID=698
https://rbi.org.in/Scripts/PublicationReportDetails.aspx?ID=698
https://rbi.org.in/Scripts/PublicationReportDetails.aspx?ID=698
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The point is that we’re not ready yet. Many of these issues mentioned above will be addressed one 

by one: connectivity will (hopefully) improve; India language interfaces and operating systems 

developed, security improved, customer care improved, smart phone prices will come down, but the 

idea to force people into adopting cashless payments is foolish and unnecessary, when you 

don’t have the wherewithal to meet the demand at that scale, this quickly. People are hurting, 

and there are no means of meeting that demand in the near term. 
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Abstract 

Purpose: The purpose of this paper is to explore the Impact of Demonetization in Indian 

Economy. 

Design/ Methodology/ Approach: The present study is a descriptive study.  

Research limitations/ implications: The study has explored the Impact of Demonetization 

in Indian Economy.  

Originality/ Value: The paper has explored problems & prospects of Demonetization on the 

various areas in the Indian economy and findings and future research directions are highlighted. 

 

Keywords: Demonetization, Economic Growth, cashless economy, long term gains, short term 

problems resulted from demonetization. 

 

1. Introduction : 

This is a very welcome move taken by the government which has taken the black money hoarders 

with surprise. This is a great step against black money, corruption, terror funding and fake currency. 

From market perspective this is a very positive step taken by the government. The total value of old 

500 and 1000 notes in the circulation counted as Rs. 14.2 trillion, that composite 85 % of the total 

value of currency in circulation. This means that total cash now has to go through the formal banking 

channels to get legitimacy or authenticity in public. According to World Report 2010 it is being 

estimated that the size of parallel was 20.7% of the Gross Domestic Product (GDP) in 1999, it has 

increased to 23.2 % in 2007.  

This policy decision by the government is likely to have long term benefits for the Indian economy. 

When the major proportion of unaccounted currency reduces then the liabilities of the government 

decreases, this will have very-very strong implications as government expenditure will increase 

without creating corresponding tax burden on public. If other things being equal, It will give a big 

push to the economic growth of the country. 

In the immediate term one of the major change can be seen in the post Demonetization phase that 

people will increase the banking habit in general life.  Thus more money being kept in the banking 

system which leads to improve the long term current account and time deposit ratio of the banks. 

Another impact of Demonetization will be increasing transparency in most of the sector like real 

estate and barter system in agricultural transections.   

 

2. Demonetization :   

In 1946, the policy of demonetization was taken up but the Direct Taxes Enquiry Committee in its 

initial report observed that demonetization was not successful at that time reason being only a small 

proportion of the total money were demonetized. It was only Rs. 1,235.93 crores, On 8th November 

2016 government has taken to discontinue the 500 and 1000 rupee note from the system this step 

one more time to reduce the size of Parallel economy.  The Demonetization has announced in the 

third quarter which itself is good time from the economist view point, this means that in first two 
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quarters there is already economy has experienced GDP growth rate up to 7.2% and good rain 

during the same period has boost the macroeconomic parameters in the positive direction; thus 

when government announces demonetization which would slowdown the economic growth during 

short term will not affect the overall growth of the country for the whole year. 

 

3. Black Money : 

Section 4 of the Act prescribes punishment for money laundering with rigorous imprisonment for a 

term which shall not be less than three years but which may extend to seven years and shall also be 

liable to fine which may extend to five lakh rupees and for the offences mentioned [elsewhere] the 

punishment shall be up to ten years (Money Laundering, 2010). Parallel economy is a major threat 

for Indian economy since so many year and it is continuously expanding every year. To curb that 

Indian government has introduced many commissions like kaldor commission, Wanchoo 

commission, Rangnekar commission, Chopra commission and Gupta commission for estimating the 

size of Parallel economy.  

 

4. Impact of Demonetization :  

4.1  Advantages:-   

 In short term there is a decline in aggregate demand in the market which has decreased the 

inflationary pressure in the economy. 

 The process the Demonetization has bring lots of cash ( 16 lakhs crores) in the system back, 

which can give great push to economic growth. 

 The amount of bad debt has decreased during the process the Demonetization. 

 The social upheaval & terror attacks in J & K have considerably decreased. 

 Because of good rain the agricultural produce has increased in 2016 and demonetization 

does not have allowed the hoarders to take the market advantage by creating artificial 

shortages of agricultural goods. 

 Amount of Black Money will be decreased considerably.  

 With increasing cash money with banking system RBI will be able to manage rate of interest 

in the better manner. 

 The scope of fake currency in circulation will become minimal in the country. 

 Economy will move towards cashless transactions, which will increase the transparency in 

the economic system. 

 

4.2  Disadvantages of Demonetization:  

 There is a short term inconvenience among the people for getting own cash . 

 FMCG is the fourth largest Industry in the country; according to the A C Nelson who does 

research in FMCG has shown in there analysis that FMCG has recorded with the lowest 

growth rate during 8th November to 30th December. 

 In cement Industry where 70% of payment happens in cash only, in such industry there is 

acute slow down during the third quarter of 2016. 

 The Tourism Industry has also shown temporary slowdown during this period. 
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5. Concussion:  

When cash partially replaced in the system will have great impact on credit creation process by the 

commercial bank in the economic system. Increase in the cash amount with the banking system will 

result in to increase in aggregate investment in the economy if other things being equal, however 

this also result in to long gestation period of investment in agriculture and infrastructure sector. 

When there are higher investments, there will be higher employment, output and income in the 

economy, therefore there will be higher exports in the various sectors of the economy, and however 

this cannot be said for increasing amount of exports in the economy.  Never the less this can be 

concluded that economy will reap long term gains as far as the overall macroeconomic parameters 

are concern. 

 

If there is increase in investment in the economy, the demand for capital goods rises. If output can 

expand in this sector, there would be an expansion in the income generation and in demand for 

goods and services. Sectors that are not operating with excess capacity cannot meet the expanded 

demand with increased output, leading to increase in prices. This would hold for agriculture as well 

as any industry with long gestation lags to investment. In other words, in the short run there is a 

possibility of increase in inflation. 

 

6. Limitations of the study  

The study recognizes its limitation of being conceptual.  

 

 7. Future scope of the study  

The various factors identified for the study can be used as input for future empirical studies and 

institute based studies.  
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Abstract 

Today’s banking system become upgrade than previous traditional banking services and it’s 

happened through technology/internet. The banking sector is changing its shaped by innovation, 

globalize and competitive world and by customer needs. It is happened only by Information and 

Communication Technology. And also it is essential in future development of banking sector in India. 

Everyone wants greater than previous system. In this system customer beliefs is essential. 

Nowadays majority of persons try to use e-transactions system for completing their transactions. 

Here banks should increase their customers to use internet banking and target to increase their trust 

and worthiness. Electronic Payment system involves e-banking, mobile banking, use of plastic 

currency, all transaction factors which are completing through electronic technology. E-transactions 

happened anywhere in the world through using ATM’s, Debit card, Credit card, EFT, Telephone, 

Personal computer, etc. by customers. Electronic system provides effective and qualitative services 

to customers & also helpful to reduce banking transaction costs. It has benefits but also there have 

lot of problems/challenges towards banks and customers. Such as security, lack of applicability, lack 

of trust, lack of efficiency, etc. But the major problem is face by India that is black money. It is also 

known as parallel economy in India. There has big loss of government and society. By it rich people 

become richer and poor people become poorer. The government takes efforts to destroy this 

condition and e-system means e-banking helps to prohibited black money and less use of cash.  Here 

found the need of knowledge and awareness of customers towards e-transactions/e-system. 

Banking sector should improve this system through increasing investment in technology and 

stimulate, motivate to their self in development and profit creation with customer satisfaction.     

 

Keywords: Banking sector, E-banking, Electronic system, Prospectus, Challenges, Benefits. 

 

INTRODUCTION: 

In Today’s digital world electronic payment system plays a very vital role in the banking sector. India 

is growing in technology with other developed countries. Electronic system changed the face of 

Indian banking sector means it convert traditional banking system into advance electronic system   

and trying to improve its operations & to reduce cost with profit margin. It is system of accessing 

accounts and general information on bank products and services through a computer while setting 

in its office or home. It provides quick facilities. Indian banking sector enjoy equal level of 

satisfaction for various types of e-banking services. Electronic payment system is also known as 

internet banking, e-banking, online banking and virtual banking. This system will typically connect 

or to be part of the core banking. It enables to bank’s customers or other financial institution’s 

customers to conduct a range of financial transactions through financial institution’s websites. It 

does not involve any physical exchange of money, but it’s all done electronically, from one account to 

another, using the electronic system/internet. The credit goes to ICICI bank for launching internet 

banking in India. After that in 1999’s Citibank and HDFC bank followed these services then Indian 

government enacted the IT Act 2000 & it effect from 17 Oct. 2000. This Act provided legal 
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recognition to electronic transactions/e-commerce. The Reserve Bank of India is monitoring and 

reviewing the e-banking legal requirements and other requirements. Banking playing a very vital 

role in the development of Indian economy and electronic system playing important role in the 

development of banking sector. Now we will see the Electronic payment system, its challenges & 

benefits in the following discussion.  

 

OBJECTIVES OF THE STUDY: 

1) To study the Electronic Payment System in banking sector in India. 

2) To know the challenges & benefits of Electronic Payment System. 

 

HYPOTHESIS OF THE STUDY: 

1) Electronic Payment System aids to development of banking sector in India. 

 

RESEARCH METHODOLOGY: 

The researcher used only secondary data for this research study & it is collected through various 

types of sources like books, journals, newspapers, research paper, magazines, banking reports & 

websites, etc. 

 

Needs & Significance of the study: 

The need of this study is to focus on Electronic Payment System prospectus, challenges & benefits in 

India. Because in today’s globalize and technological world E-system is essential to survival & 

beneficial for banking sector in India.   

The significance of this study is to know the e-system and make aware about that to people and also 

find out its problems & make some solution to movement of it’s, towards the development of 

banking sector.  

 

INTRODUCTION OF E-PAYMENT SYSTEM IN BANKING SECTOR IN INDIA: 

I) Prospectus:   

“An electronic transaction is the sale or purchase of goods or services, whether between businesses, 

households, individuals, governments, and other public or private organizations, conducted over 

computer-mediated networks. The goods and services are ordered over house networks, but the 

payment & the ultimate delivery of the goods or service may be conducted on or offline.”  Internet 

plays a very vital role in the changing of the world. Everyone wants greater than previous system. In 

this system customer beliefs is essential. Nowadays majority of persons try to use e-transactions 

system for completing their transactions. Here banks should increase their customers to use internet 

banking and target to increase their trust and worthiness.  

 E-Payment System in India is happened by electronic banking/internet banking. So banking sector 

deliver services to a customer at his office or home by using electronic technology can be treated as 

electronic banking and banks charge the service price of e-transaction it is based on banks 

competitive condition in the country. E-system is providing various banking transactions such as 

cash receipts and payments, payment of bills, interest and dividends, fund transfer, point of sale, etc. 

through these society is moving towards e-banking and these services are available for 24 hours, 7 

days a week. E-System/E-Banking products of banking sector are ATM (Automatic Teller Machine), 

Debit Card, Credit card, Internet Tele Banking, EFT (Electronic Fund Transfer), Smart Card, internet 

banking, Point of Sale, DPS (Digital Payment System), Cheque handling, Home banking services, 

NEFT, RTGS, Bankers Automated Clearing System (BACS), Cyber cash, Cash Management Services, 

etc. Now by use of these services banking sector prohibited on black money, corruption in economic 
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transaction and also promote from ordinary person to entrepreneurs for used these. There are near 

about 56.4 crores debit card holders and 11.25 lakhs point of sale holders (swiping machine) in 

India. It is used in big shops. And these debit card, credit card, ATM’s known as plastic currency. 

Banking sector trying to promote to all customer to do their economic transaction through electronic 

system.      

II) Challenges: 

In today’s globalized dynamic world, there were found lot of problems but through electronic system 

completed the all economic transaction. E-payment concept is become successful in banking sector. 

It completes effectively and with no queries in the payment of economic transactions and therefore 

debit card, credit card is born today by banking sector. In previous days, people were goes with 

keeping lot of bundle of money for payment of second party’s person. It was very risky & difficult to 

complete economic transactions. Then bank born cheque book system. Now electronic payment 

system is raised.   

There have lot of problems & challenges front of banking sector about electronic system like lack of 

knowledge, fear about e-transactions, lack of awareness in customers, risk factor, safety and security 

of online money transaction, lack of working capital, lack of adequate level of infrastructure, lack of 

integrity and authentication, lack of adoption of global technology according local requirement, 

threats of hacking and viruses, legal issues, lack of trust in bank-client relation, lack of personal 

interaction, lack of technical experts, etc.  

But the major problem is face by India that is black money. It is also known as parallel economy in 

India. There has big loss of government and society. By it rich people become richer and poor people 

become poorer. The government takes efforts to destroy this condition and e-transaction means e-

banking helps to prohibited black money and less use of cash.   

III) Benefits:   

Electronic payment system involves e-banking, mobile banking, use of plastic currency, all 

transaction factors which are completing economic transactions through electronic technology. 

Electronic system allows consumers to electronically exchange goods and services with no barriers 

of time or distance. Its benefits are time saving, money saving, provide transaction history, services 

are available for 24 hours, 7 days in a week, easy to handling, easy to integration of services, reduce 

transaction cost, interactive marketing capabilities, easy to access anywhere, lack of errors, it 

provide alert message to maintain customers account secrecy, etc. Banking sector has promoting like 

discount or concession in payments to customers. It supports to increase use of electronic system for 

economic transaction by customers. 

 

APPLICABILITY:  

India has completed 25 years for adopting the globalization and in today’s globalized world our 

nation trying to keep out our economy in the level of world economy. So it’s a part of that, banking 

sector promoting from ordinary person to entrepreneurs to do transactions through e-banking, 

plastic currency for prohibited to black money, corruption, stolen of tax, etc. So here entrepreneurs 

should changed their mentality and acquire adequate knowledge for implementation of electronic 

payment system. Banks should make aware to customers about that with allowing 

discount/concession and make their satisfaction. It effects to increase customers and their retention 

to use these services.  
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CONCLUSION: 

Today’s world is digital world. The revolution of electronic payment system changed the face of 

banking sector in India and it has been a leader in the electronic system. It provides services to 

customer through various factor of e-system with customer satisfaction and increasing banks 

profitability.  

Here found the need of knowledge and awareness of customers towards the use of e-transactions/e-

payment system. Banking sector is making an effort to improve this system through increasing 

investment in technology and stimulate, motivate to their self in development and profit creation, 

increase number of customers, their retention, trust and worthiness about that.  
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Abstract 

Creative accounting has become very interesting topic recently. This is due to the increase of 

scandal that involves large companies worldwide. Despite the wide spread of creative accounting 

practices, the academic studies are still few. The areas, techniques, reasons, and prevention of 

creative accounting practices were varied. The purpose of this study is to review and integrate the 

literature to investigate the creative accounting practices and its area, techniques, reasons, and 

method of prevention. A total of 22 articles were reviewed and analyzed. The findings indicate that 

financial statements are the most violated and manipulated area by creative accounting practices. 

The most prevalent technique is the manipulation of information to the stakeholders and 

shareholders. In addition, the findings reveal that reason of creative accounting differ between 

private and public companies. Private companies use it to hide its income and reduce tax. While 

public companies use it to boost the price of shares. Ways of prevention found to be by 

implementing strict accounting measures or establishing ethical and behavioral commitment of 

professional accountant. Findings were discussed and direction for future work was given. 

 

Keywords: Creative Accounting Practices, Area, Techniques, Reasons, Prevention 

 

Introduction 

Financial statements are prepared at the end of the accounting process which is used as base 

to judge the performance of a company. Whether the company is successful or not is decided by the 

investors with the help of its financial performance. All the stakeholders such that directors, 

suppliers, customers, bankers, financial institutions, shareholders and debenture holders, 

governments, investors etc. take related decisions on the basis of these statements. In short, financial 

data extracted from the financial statements of any company are very much crucial for decision 

making. This has become more important in recent era as many cases of fraud and bankruptcy has 

adversely affected the capital market and economy as a whole. To produce timely, transparent and 

reliable financial statements we have strong accounting standards. However, people find out the 

ways to manipulate the accounts and they provide the information which misleads the other people 

from the market. 

Creative accounting refers to accounting practices that may or may not follow the accounting 

rules and standards but they deviate from the same. Actually, it is the innovative ways to show more 

or less income and assets and liabilities than actual. In 1968 Copeland defined accounting 

manipulation and according to him it is some ability to increase or decrease reported income at will. 

Again in the year 2000 Stolowy and Breton argued that it is a wider concept they developed a 

framework classifying the accounting manipulation activities as financial risk and systematic risk in 

relation to risk. And further they were classified as earning management and creative accounting. 

Mulford and Comisky said that it is the financial reporting gimmicks used to moderate company’s 

financial reports to induce investors to buy the stock of the company and thereby to increase market 

value of the firm. In the present world of fast money making, sometimes ethics and morale are not 

given due importance. However, without considering ethics and morale the gained success is of 
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short term and temporary. Some firms deliberately misguide the investors by falsifying financial 

records. Most of the stakeholders fail to detect the false financial information of the firm as they do 

not have the accounting background or its detailed understanding. 

Despite so many efforts to regularize the accounting internationally, manipulation of figures 

and games of figures are played easily with investors in the capital market and it can be proved from 

the numerous financial frauds and scandals. They are based on some loopholes or use of allowed 

accounting practices. With the help of these real situation of the firm is concealed from the 

stakeholders. The preparation of the accounting statements in this way is somewhat not illegal but 

again it is not true also and that is why it is known as ‘creative accounting’. It involves selecting from 

a variety of accounting practices to measure and access those allowing the conversion of financial 

statements from what they should be to what mangers want them to be. 

 

CREATIVE ACCOUNTING- CONCEPT 

Different researchers have explained creative accounting in their own ways. Some call it 

aggressive accounting and income smoothing. It is the art of faking the balance sheet- Bertolus. 

While according to Lignon is the art of calculating the balance sheet. 

The concept of creative accounting can be defined as the process by which the professional 

accountants manipulate the financial reports taking the benefit of the possibility of interpreting rules 

and various available alternatives to solve the accounting problems. Creative accounting is the 

process by which the transactions are recorded in such a way that they create desired results. It does 

not violate the rules and laws of the accounting but still they are not in the spirit i.e. not true and fair. 

According to Amat and Gowthorpe (2004) “creative accounting involves a transformation of 

financial accounts using accounting choices, eliminates and other practices allowed by accounting 

regulations.” Creative accounting refers to the use of accounting knowledge in such a ways that it 

alters the financial figures within the rules and laws of accounting but give the desired gain and 

provide desired information to the stakeholders and not the real one. 

Schipper observes that creative accounting can be equated with disclosure management in the sense 

of a purposeful intervention in the financial reporting process. In the words of Kamal Naser “creative 

accounting is the transformation of financial accounting figures from what they actually are to what 

preparer desires by taking advantage of the existing rules and/ or ignoring some or all of them.” 

Many terms are used for creative accounting such as aggressive accounting, massaging 

numbers, cooking the books, window dressing, earning management etc. 

 

OBJECTIVES OF THE STUDY 

The main objective of the study is to get the insight of the concept- creative accounting and 

the ways of using creative accounting in the firms and the solutions for the same so as to minimize 

its efforts in the capital market. In the present world there are so many cases of fraud and financial 

scandals. Therefore, it has now become very crucial to get the understanding of the concept of 

creative accounting and the ways to prevent them. Professional accountants use the accounting 

standards and its option in such a way that they show the results of the firms as they wish. It can’t be 

said illegal as alteration are made as per the accounting rules but still it is not in the interest of the 

investors and society as a whole. So it must be found out and concrete steps must be taken in the 

capital market against it to maintain the trust of the stakeholders in the market. 

 

REASEARCH METHODOLOGY 

This paper is descriptive in nature. It has tried to clear the concept of creative accounting 

with the help of literature review. And also tried to find out the ways in which misuse of flexibility of 
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regulations are possible and possible ways to find them and thereby to make aware the investors 

from the capital market. So the study has used deductive method of research. The use of such 

research will provide the base for further research. 

 

REVIEW OF THE LITERATURE 

Much has been written discussed about creative accounting. Griffiths (1986) was the one 

who first brought the “creative accounting” to the public notice. By this he made the public aware 

about the fact the flexibility in the accounts can be used for creative accounting. According to 

Griffiths creative accounting represents the means by which is achieved a deviation between 

accounts by which are anything other than approximation. Anglo-Saxon is the person, who wrote 

about creative accounting in his literature in 1970s. Watts and Zimmerman (1990) state in their 

literature about accounting practices and provides guideline about positive creative accounting. In 

1998, Arthur Levitt, chairman of Securities and Exchange Commission called the attention to 

creative accounting practices. He noted that accounting principles were not meant to be a 

straitjacket. He said that some degree of flexibility is necessary to permit financial report to keep 

pace in business innovations. According to him, the problem arises when companies are using that 

flexibility to create illusions in their financial reports. Mulford and Comiskey (2002) recognized 

creative accounting as certain steps to play the financial numbers game, including the aggressive 

choice and application of accounting principles, fraudulent financial reporting, and any steps taken 

for income smoothing. They pointed out that earnings management and income smoothing are 

subsets of creating accounting. According to Colasse, creative accounting is defined as a cumulus of 

accounting information practices, with the boundaries rules and accounting principles. According to 

him this is done in order to beautify the image of the financial position and the economical-financial 

performances the firm. Also, Colasse states that the fact that these practices arise as a result of the 

fact the human creativity does not have limits. According to Trotman (1993) creative accounting is a 

communication technique through which information is provided to the market in a better way. He 

further analyzed that managements present their financial statements to investors and probable 

investors, after passing them through the filter of some techniques which are capable of creating 

favourable image on the market and the illusion is created among the investors about the attractive 

result of the firm which is not in reality. Efiok and Eton, (2012) deeply explain about macro 

manipulation. According to them manipulation of accounts may affect the price of the share in 

capital market. Macro manipulation does increase the risk of investor which may cause loss. They 

suggested that company should fill the loophole of the rules and regulations and they must be based 

on actual financial report. Some researchers have taken creative accounting positively. In a same 

manner Shah et al (2011) concludes that creative accounting is a weapon which is used in a critical 

situation of the firm. 

According to him creative accounting is not that bad if firm shows some flexibility in its 

accounting regulations. But it depends on the ethical environment of any firm that how and why 

management is using creative accounting techniques as a weapon. Some analyst shows the dark side 

of creative accounting practices. They think that mostly setbacks happen because of unethical 

conduct of creative accounting for example Enron and Worldcom etc.Gherai and Balaciu (2011) said 

that enterprise stake is at risk when it indulges in practices of creative accounting as these practices 

give firm only short term benefits. At the end enterprise would be surrounded with scandals. So 

there is really a need of a close governance of financial reporting. It also included that managements 

should try to find out all those causes which may provoke practices of creative accounting. Kassem 

(2012) argues that actually. The ethical practices of creative accounting are for the help of external 

auditors to increase their efficiency and accuracy in finding any fraudulent act. It is difficult for 
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people to differentiate between earning management and fraud. For an external auditor it is 

necessary to differentiate the minor hair line difference between the two. External auditors can do 

the job of finding out whether it was a fraud or financial error. Yadav el al. (2014) provides the 

solutions that help to reduce the effect of creative accounting on balance sheet. They present quite 

positive picture of creative accounting practices. According to them creative accounting practices 

may arise because of agency problem. According to him the involvement of outside director may 

reduce the practices of creative accounting. He feels, more the outside users, lesser the creative 

accounting practices. He also suggests that the involvement of professional in financial decisions can 

build a trust of stakeholders on enterprise. The study also suggests that corporate governance is the 

perfect way to reduce these practices. 

 

REASONS FOR CREATIVE ACCOUNTING 

Creative accounting is possible due to the fact that international accounting rules have given 

flexibility in accounting- they have given alternatives to cope up with the fast development and 

globalization of the business at the world level. The freedom of choice between the options has 

generated uncertainty about the consistency and comparability of information for users. Here are so 

many motivations for the use of creative accounting and not the one. Some important are discussed 

as follows: 

1. To Meet Internal Targets: 

The managers want to cooks the books for meeting internal targets set by high management 

with respect to sales, profitability and stock prices. The management is always interested in the 

valuation of its stock in the market and this is the main factor what I believe is prompting the 

management to make use of creative accounting. 

2. To Meet External Expectations: 

Company has to meet many expectations from its stakeholders. The employees and 

customers always expect long term survival of the company for their personal interests suppliers 

want assurance about their payment and long term relationships with the company. Company is also 

interested in providing a better space to the financial analysts to show the company at a higher stage 

in the market and thereby new investors can be attracted. It also tries to maintain a dividend payout 

pattern to feel its investors risk-free. 

3. Provide Income Smoothing 

Risk avoiding investors always prefer those companies which are able to give stable dividend 

or interest income to them. So, the companies desire to show steady income to impress the investors 

and to keep the stock prices stable. 

4. Window Dressing for an IPO or having a Loan: 

Big conglomerates need more finance and they collect it through different ways. One is 

through public issue and another is through taking a loan from banks or private institutes. Generally, 

window dressing is done by the companies for this purpose. They show good earnings and a high 

growth to attract investors and the financers in the capital market. 

5. Taxation: 

The creative accounting may also be for the desire of getting some tax benefits especially 

when taxable income is measured through accounting numbers. 

6. Change in Management: 

There is another important reason behind the use of creative accounting. The ne 

management tries to show that the losses were incurred during the time of old management and the 

new management is successful and more efficient in changing the situation of the company. This 

tendency of new managers may motivate them to go for the ‘art of accounting’. 
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TECHNIQUES OF CREATIVE ACCOUNTING 

Accounting Standards may have many loopholes and they also have provided freedom of 

choice for various alternatives to record transactions. This has been discussed before also in the 

paper. The financial reports preparers take the advantage of this to show the desired result of their 

company. Some of the techniques are discussed as follows in brief: 

1. Regularity of flexibility: 

 Accounting regulations often permits a choice of policy i.e. for valuation of assets a company 

can either show its non-current assets at revalued amount or depreciated amount. Business entities 

may, quite validly, change their accounting policies. 

2. Dearth of regulations: 

Some areas are simply not fully regulated. For example, there are (as yet) very few 

mandatory requirements in respect of accounting for stock options. 

3. Decision power of management: 

The Management of a firm has considerable scope for estimation in discretionary areas. 

Management has the powers to take decision about the amount of bad debtsprovisions and this can 

be deliberately low or high to increase or decrease the profits. 

4. Choice of timings: 

Genuine transactions can also be timed so as to give the desired impression in the accounts. 

For an example, suppose a business has an investment at historic cost which can easily be sold for a 

higher sales price in current year. The managers of the business are free to choose in which year 

they sell the investment and thereby to show higher profits. 

5. Changes in Accounting Policies: 

Accounting standards have given options to record certain transactions such that valuation 

of stock, depreciation methods etc. the management uses different methods at different accounting 

year without any reason also don’t mention this in the notes. 
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IS THERE ANY SOLUTIONS 

As the use of creative accounting in increasing in the world level in the corporate field negatively it is 

required to take concrete steps against it. Otherwise, this will adversely affect the existence of the 

corporate world. 

The very first solution is to reduce the options for the accounting methods and also to specify the 

circumstances for the use and change of the method. Secondly, some more and strict accounting 

standards may be applied for the preparation and presentation of the financial reports. 

 

CONCLUSIONS 

To summarise with the study it is unfortunate to note that the misuse of creative accounting cannot 

be stopped or restricted completely. Actually, creative accounting is not bad at all. How it is to be 

used is more important. There is nothing bad in the use of creative accounting during the 

unfavourable situation of the company but if it becomes habit of the management and when the use 

becomes misuse or abuse, will create the problem. It is just like to walk on the string. It is the matter 

of ethics and honesty with which creative accounting is used. 

 

RECOMMENDATIONS 

No rules and regulations or strict accounting standards can stop the use (misuse) of the creative 

accounting. The human is the one who always find the loopholes and ways before rules are made. So 

for me, it is the only we- the human who can stop the misuse of the creative accounting by ethical 

consideration. If this will happen, creative accounting will be no more negative and will be an art in 

true sense. 
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Abstract 

Demonetization is the most discussed term now days. The word ‘Demonetization’ was new 

for people only until the government’s last declaration regarding the ban on the currency notes of 

500 and 1000. But, the same word is at every lip now days. Common transaction for buying the 

things is entertained with the different forms of money but the most suitable and the convenient 

medium of the transaction is Cash on Delivery. CoD is interpreted as the payment at the time of 

buying something. But, the ratio of CoD falls down with the current effect of demonetization. 

Although, Indian government’s revolutionary steps opens the ways of cashless transaction, it is 

obviously seen deduction in Cash on Delivery. The top listed online company officials have accepted 

the effect of demonetization in Cash on Delivery. This research paper will show the effect of 

demonetization on cash on delivery while purchasing the things. 

 

Keywords: Demonetization, Transaction, Cash on Delivery, Currency, Cashless 

 

Introduction 

With the big economic change that happened lately, about the ban of Rs 500 and Rs 1000 

notes, public almost experienced great vibration no less than a Tsunami. While half of the population 

in India appreciating it as severe decision taken by PM Narendra Modi and the other half was and is 

still suffering from a cash crisis. Especially businesses like E-Commerce platforms where most of the 

income is made depend on COD (Cash on Delivery) are now witnessing currency problems. Not only 

ecommerce sites, even ecommerce website but web & mobile app development companies also have 

put a hold on them.  

The ban on Rs 500 and Rs 1000 notes have kind of controlled the shopping ability of 

customers through cash. Moreover to this, ATM withdrawal limit is Rs 2,500 a day and in some 

places the limit is still Rs 2,000 has complicated the cash crisis a bit further. The impact of 

demonetization is felt in every industry. So, let us now take an accurate look how the demonetization 

moves has affected the ecommerce sites and its income in a big way.  

Because of the sudden effect of demonetization, E-Commerce players were forced to stop 

“cash-on-delivery” payment modes on their site. Such E-Commerce companies like Flipkart and 

Snapdeal made restrictions on the order purchase value to below Rs 1000. Amazon India stopped 

CoD orders from Wednesday, a day after the big announcement of demonetization. 

These E-Commerce companies also stopped receiving old value notes of Rs 500 and Rs 1000 

notes and paid more stress on other means of digital payments. The demonetization step has hurt 

the E-Commerce business of various companies from Flipkart to Zomato, which is a food discovery 

and delivery portal with other companies that largely make returns through hard cash that accounts 

for around 60-70% of total orders. With decrease in CoD orders, demonetization has led to jump in 

digital payment options for making online transactions. 
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Cash on Delivery and Cashless Transaction 

Cash on delivery (COD), sometimes called collect on delivery, is the sale of goods by mail order 

where payment is made on delivery rather than in advance. If the goods are not paid for, they are 

returned to the retailer. 

With a significant fall in Cash on Delivery purchases, demonetization move has led to a long 

jump in online payments, either through credit card or debit card. Demonetization also affects the 

newest and upcoming ecommerce mobile app trend which mostly focuses on online transactions. 

As per a research done by the Forrest Research, “The cash on delivery share will come down 

and it will force customers to do payments online. Primarily, in the next 1-2 months it may hurt 

ecommerce companies.” According to the statement of Amrish Rau, CEO of PayU India, “About 40% 

of CoD was driven by black money according to a study done two years ago.” He further declared 

that “This will have a serious impact on GMV as not all CoD will move digital payments. In the rural 

economy where customers are still not that comfortable with digital money yet and who is still 

adapting to the internet will stay away?” 

With the insufficiency of cash, it is definitely taking a charge on the conversion rate 

optimization practices and E-Commerce sales are eventually dropping. 

 

Deduction in CoD and Its Effect on Top Listed Online Shopping Sites 

Ever since our honorable Prime Minister Narendra Modi declared the ban of Rs 500 and Rs 

1000 notes ecommerce sites were mandatory to put a provisional full stop to “Cash on Delivery” 

option. A few ecommerce platforms like Snapdeal and Flipkart have even applied restrictions on 

the order purchase value below Rs 1000. Meanwhile, Amazon.in stopped CoD after a day of the big 

proclamation 

The ecommerce sites have immediately stopped accepting Rs 500 and Rs 1000 right after 

they saw the news. This rewarded more significance on other means of digital payment methods 

since customers are saving whatever little amount of cash they have in hand for their daily essentials 

and requirements. 

When Sanjay Sethi, the CEO and Co-founder of online marketplace Shopclues, first came to 

know about the ban on the 500 and 1000 currency notes last night, he did not take it seriously. 

Around 10.30 pm, when the news was confirmed, Shopclues’ entire leadership team got on a 

frenzied conference call to figure out the next steps. Flipkart website says that COD facility is not 

accessible. However, its opponent Snapdeal allows customers to make CoD purchases but there's a 

notice for customers that Rs 500 and Rs 1,000 notes will not be acceptable. Moreover, a notice form 

Amazon India is "We have disabled CoD for you to save cash for essential payments. Use credit/debit 

cards, net banking or gift cards to complete your purchase.  

The step is surely to affect the business of e-commerce players in India for the next few days 

as a large segment of their orders are CoDs. The companies, however, are agreed that this will help 

them recover margins over the long term. The share of CoDs makes for almost 80% of sales for some.  

An executive at Flipkart told TOI that this step will prove to be a significant moment for all internet-

based companies. "Of course, CoDs will go down further, in line with our future plan to push for 

more online payments. This will bring more effectiveness in terms of cost-per-delivery and make 

online payments more acceptable to newer and existing users," the executive said. 

Sujayath Ali of online fashion company Voonik and Lenskart founder Peyush Bansal showed 

the same concern: they said they were yet undecided on what to do with the products already 

ordered through CoD. Ali told TOI that nearly 75-80% of Voonik's sales are CoD."Prepaid is better 

unit economics, but since we have a higher CoD, this will have an impact in the short term."  
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 Bhavish Aggarwal, cofounder & CEO of OLA, said, "As a nation, this is our first major step 

towards a cashless economy, bringing handiness and simplicity for every Indian. This move is 

important in realizing our shared vision of a Digital India." 

 

Reaction at Demonetization 

Indian government’s bold step to demonetize 500 and 1,000 currency notes is called a 

welcome step considering the fact that it will help in decrease black money, fake notes, hawala and 

many such issues affecting our country. However, this may have a short term poor impact on E-

Commerce companies and startups.  

As the announcement acknowledged mixed reactions by citizens, the E-Commerce industry 

had to exercise their strategy by terminating the Cash on Delivery (CoD) payment mode as it was the 

most preferred mode of payment by the buyers thus encouraging customers to prefer the online 

payment system. CoD still being one of the highest modes of payments in our country, E-Commerce 

can see a provisional decline in the business. Though, we hope this move will lead to higher 

electronic payments and opens the way of cashless transactions. 

 

Conclusion 

Demonetization plays a very obvious role in deduction in CoD. Before government’s sudden 

step regarding the ban of the currency notes of 500 and 1000, everything seemed good and the top 

listed online shopping companies were greatly growing their business. But, due to this sudden effect, 

the scene before the demonetization is changed and the notable companies get forced to stop the 

CoD mode for online shopping. The effect of deduction in cash on delivery can be experienced by the 

online shopping companies and the responsible men of these companies showed their worries 

regarding the possible effect in coming future. Even though CoD creates great chaos among the 

people who are not even the part of online shopping, this currency surgical strike opens the ways of 

cashless transaction. As per the government’s announcement, when everything is alright, CoD will 

once again obtain its possession in the business market. The most of the company holders consider 

that it’s short time pain but long time gain.  
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Abstract 

Ever since Vedic period, Insurance sector has witnessed number of transitions till modern 

times. Establishment of Oriental Life Insurance Corporation by Anita Bhavsar in 1818 provides basis 

for Present Life Insurance Industry in India. On Recommendation of Malhotra Committee, IRDA 

came into existence in 2000, which reopened the Indian Insurance Industry to Private companies 

leading to remarkable growth in life insurance business. The sector witnessed tremendous growth in 

terms of Insurance density, Insurance Penetration, amount of investment in life insurance products 

etc. However in life insurance industry, major portion of population is still uninsured indicating 

great opportunities for insurance for life insurance business. But in last few years, the performance 

of this sector is on a downfall because of slow economic growth rate, higher inflation, global crises, 

lower saving rate, lower yield as investment point of view, Negative sentiments etc. In comparison to 

global scenario, Indian Life Insurance sector has a lot to achieve. This required life insurance in India 

to change their business strategies & offer lucrative Life Insurance product to customers keeping in 

mind both security & investment objection of customers, so that the untapped market can be 

covered. This paper attempts to study the trends in Indian Life Insurance sector in comparison to 

Global Trends in recent years. 

 

Keywords: Life Insurance, Insurance Penetration, Insurance Density, Global Trends. 

 

Introduction 

With the insurance sector in full swing it is quite visible that in the present market scenario, there is 

an insurance available for just about anything and everything. Insurance is no doubt an area of vast 

importance with respect to social security as well as financial planning. Ever since Vedic period, 

Insurance sector has witnessed number of transitions till modern times. Establishment of Oriental 

Life Insurance Corporation by Anita Bhavsar in 1818 provides basis for Present Life Insurance 

Industry in India. On Recommendation of Malhotra Committee, IRDA came into existence in 2000, 

which reopened the Indian Insurance Industry to Private companies leading to remarkable growth 

in life insurance business. Insurance Sector plays a major role in the process of financial 

intermediaries. Around 2005 guidelines for ULIP’s were issued to give boost to the Life Insurance 

sector in India. ULIP’s prove to be attractive in many aspect and initially it performed well helping 

Insurance Penetration to rise up to 5.20% in 2009. But it has declined to 3.3% in 2014-2015. This 

provide basis to study changing trends in life insurance sector in India in recent years and 

comparison with some selected countries is also desirable to understand the potential of Life 

Insurance sector in India and opportunities & challenges there in.  
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Review of Literature 

Banerjee (2004)1, in his article, “Insurance Regulation in India and Future Directions,” concluded 

that the insurance industry will face greater competition from other financial service providers 

along all aspects of their value chain. Insurers for instance, with their significant and growing asset 

base, shall have to develop asset management capabilities and expertise on par with professional 

fund managers, otherwise they will face pressure to farm out their funds for professional 

management. 

Davar and Singh (2014)2 observed that almost all Insurance Companies say that utmost care is being 

taken to maximize customer satisfaction yet the ground reality is something very different. Customer 

centric products and strategies are required because insurance provides social security to both the 

employees and non-employees. 

Ganesh (2014)3 analyzed that even the establishment of IRDA and opening of markets have not 

helped in the growth of insurance penetration, except for the period during 2001 to 2009 when it 

rose from 2.71 per cent to 5.20 per cent. Since then, it declined to 3.96 per cent in 2012, which is 

much below the global average of 6.5 per cent of GDP. Density of insurance which rose from 11.50 in 

2001 to 64.40 in 2010 also declined to 53.20 in 2012-13 and continues to decline even today. This is 

due to the fall in the premium collections and the regulatory tightening of the rules and decline in 

the household financial savings. 

Though many studies have been carried out to study trends and pattern of life insurance sector in 

India and its global comparison, it is always necessary to understand the ever changing economic 

environment to cover the untapped market which provides vast opportunities to all players both at 

domestic as well as global level. Thus this paper tries to identify recent trends in life insurance sector 

in different selected countries of world to compare it with Indian life insurance sector. 

 

Objective of Study 

To Study Changing Trends in Life Insurance Sector in India & compare it with some selected global 

countries of world in recent years 

 

Research Methodology 

To carry out the study both descriptive as well as analytical research design approach have been 

used. To study the growth and opportunities in the life insurance sector of any country, premium 

income, growth in premium income, insurance density and insurance penetration should be 

measured. To study the Indian life insurance industry in world perspective, we have compared the 

insurance density and insurance penetration of selected countries of the world. 

 

Sources of Data:  

Data required for study are secondary data which are collected from IRDA Annual reports, IRDA 

Journals, Swiss Re, Published works, Articles from relevant websites etc.  

 

Period of Study:  

Period of study is limited to past 10 years for which IRDA’s Annual Reports have been published. 

That is, from 2005-06 to 2014-2015. Also for global comparison, data of some selected countries 

only have been consider. 

 

Tools Used: To study trends in Life Insurance Sector various IRDA annual reports are used to 

compile necessary data in tabular form using excel and for analyzing it to reach some conclusions 
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various Tools like Average, Percentage along with Charts are used. For global comparison of life 

insurance sector, time series analysis is done using excel chart.  

 

 

Findings & Conclusions 

Insurance Penetration which is measured as a percentage of insurance premium to GDP was 

increased to 4.6% in 2009 from 2.72% in 2005-06. But after 2009, it continuously fall & reach up to a 

level of 3.3% in 2014-15 (Table 1). It is quite less than world average of 3.47%.  

This is a clear indication of lower growth in insurance penetration as compared to national GDP. This 

change in trend was due to the changes in Regulatory & Taxation framework that has made life 

insurance a relatively less attractive product in past few years. While Investors preference for 

mutual fund, PPF, Tax free bonds etc. is increasing.  

 

Life Insurance Density (USD) - A Global Scenario 

Country 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 

U.S. 1789.5 1922 1900.6 1602.6 1631.8 1716 1808 1684 1657 1719.2 

CHINA 34.1 44.2 71.7 81.1 105.5 99 103 110 127 153.1 

JAPAN 2829.3 2883.9 2869.5 3138.7 3472.8 4138 4143 3346 2926 2717 

GERMANY 1136.1 1234.1 1346.5 1359.7 1402.2 1389 1299 1392 1437 1181.1 

FRANCE 2922.5 2928.3 2791.9 2979.8 2937.5 2638 2239 2391 2552 2263 

U.K. 5139.6 5730.5 5582.1 3527.6 3436.3 3347 3256 3474 3638 3291.8 

BRAZIL 72.5 95.3 115.4 127.9 169.9 208 226 246 222 178.3 

ITALY 1492.5 1439.4 1342.4 1878.3 1978.7 1696 1473 1895 2332 1968.3 

RUSSIA 4 6.1 5.4 4.5 6.4 8 12.1 19 108 17.3 

INDIA 33.2 40.4 41.2 47.7 55.7 49 42.7 41 44 43.2 

WORLD 330.6 358.1 369.7 341.2 364.3 378 372.6 366 368 345.7 

Table 1: Sources**- Compiled from IRDA Annual Reports from year 2006-2015 & Swiss Re. 

Above Table reflects the life insurance density in India as well as at the global level. Life insurance 

density is calculated as a ratio (in percentage terms) of premium to total population. It is clear from 

the table that UK is at the top in Life insurance density followed by Japan and France. It is also 

evident from the table that life insurance density in India has continuously increased from the year 

2006 to 2011; thereafter it decreased during next three years. It reached to its highest level $55.7 in 

2010. World -wide the life insurance density has also shown an increasing trend and it increased 

from $330.6 to $378 in 2011 thereafter it decrease. It is evident from the table, despite an 

impressive growth in life insurance density in the post reform period in India, it is still very small as 

compare to other top economies of the world under study. India has the lowest life insurance density 

except Russia as compare to other countries of the world under study. So it can be concluded that 

there is a lot of work to be done with respect to life insurance sector in Indian Markets.  
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Life Insurance Penetration - A Global Scenario 

Country 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 

U.S. 4 4.2 4.1 3.5 3.5 3.6 3.65 3.2 3.0 3.05 

CHINA 1.7 1.8 2.2 2.3 2.5 1.8 1.7 1.6 1.7 3.6 

JAPAN 8.3 7.5 7.6 7.8 8 8.8 9.17 8.8 8.4 8.27 

GERMANY 3.1 3.1 3 3.3 3.5 3.2 3.12 3.1 3.1 2.88 

FRANCE 7.9 7.3 6.2 7.2 7.4 6.2 5.64 5.7 5.9 6.20 

U.K. 13.1 12.6 12.8 10 9.5 8.7 8.44 8.8 8.0 7.53 

BRAZIL 1.3 1.4 1.4 1.6 1.6 1.7 1.99 2.2 2.1 2.09 

ITALY 4.7 2.6 3.5 5.3 5.8 4.7 4.46 5.5 6.5 6.62 

RUSSIA 0.1 0.1 0 0 0 0.1 0.09 0.1 0.2 0.1 

INDIA 4.1 4 4 4.6 4.4 3.4 3.17 3.1 2.6 2.72 

WORLD 4.5 4.4 4.1 4 4 3.8 3.69 3.5 3.4 3.47 

Table 2: Sources**- Compiled from IRDA Annual Reports from year 2006-2015 & Swiss Re. 

Above Table shows the life insurance penetration in the global perspective. Life insurance 

penetration is measured as a ratio of the insurance premium to the Gross Domestic Product (GDP) in 

percentage terms. It is clear from the table the life insurance penetration in India has increased from 

4.1% in 2006 to 4.6% in 2009, thereafter it decreased during subsequent years and reached to 

2.72% in 2015. The worldwide penetration of life insurance is almost stagnant. U.K. and Japan are 

among top nations in the life insurance penetration. The figures of India look better if the 

comparison is made with other developing countries like China, Brazil and Russia. The figures of 

Germany and Italy look slightly better than the figures of India. However, India is far behind the 

developed nations like USA, U.K, Japan and France as far as the question of life insurance penetration 

is concerned. 
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To study the growth of Indian Life Insurance Industry with reference to top economies of the world 

mainly two parameters i.e. insurance penetration and insurance density have been used. On the 

basis of the analysis of these parameters, we can conclude that Indian Life Insurance Industry has 

grown consistently during the period of study except last few years when it has shown some 

declining trend. It is evident from the table and from both the charts that since the opening of the life 

insurance sector for private participation India has reported increase in both insurance density and 

penetration up to 2010-11. However, the increase has been almost entirely contributed by the life 

insurance sector. After 2011, it is showing a decline in the trend. No doubt, the rising trend of Indian 

Life Insurance Industry in both the parameters looks impressive, but if we compare the figures of 

Indian Life Insurance Industry with the figurers of other top economies of the word, we are at the 

lowest level in almost all the parameters under study. So we can further conclude that despite the 

growth of Indian Life Insurance Industries after its opening up for private players, a lot is still 

needed to do, to accelerate its growth to compete at global level. 
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Abstract 

On November 8, India’s Prime Minister Narendra Modi announced a dramatic 

demonetization exercise that rendered all Rs. 500 and Rs. 1000 notes void starting November 9, with 

the objective of curbing black money, corruption, counterfeit notes, and the financing of terrorism – 

all of which has leveraged these larger currency notes .This exercise was designated as a positive 

step towards solving the problem of financial inclusion and encouraging more and more people to 

transit to the digital world. However we are forgetting the plight of those who remain excluded from 

the formal economy. When talking about financial inclusion in India, we talk about two categories of 

people: those who have a bank account and those who don’t. With the many financial inclusion 

reforms that India has seen over the last 5 years, the proportion of the adult population with a bank 

account has increased to 65 percent. But, a substantial 23 percent of those accounts remain dormant, 

indicating that it will take a lot more than just opening formal bank accounts for the financially 

excluded to be truly included1. Thus this paper reviews the progress of financial inclusion from its 

evolution, the advent of demonetization in the year 2016 and its impact on the financial inclusion 

drives in India. 

 

Keywords: Financial Inclusion, Demonetization, Impact, Digital India 

 

Introduction:  

Financial inclusion or inclusive financing is the delivery of financial services at affordable 

costs to sections of disadvantaged and low-income segments of society, in contrast to financial 

exclusion where those services are not available or affordable. Financial inclusion enables improved 

and better sustainable economic and social development of the country. It helps in the 

empowerment of the underprivileged, poor and women of the society with the mission of making 

them self-sufficient and well informed to take better financial decisions. Financial inclusion takes 

into account the participation of vulnerable groups such as weaker sections of the society and low 

income groups, based on the extent of their access to financial services such as savings and payment 

account, credit insurance, pensions etc. Also the objective of financial inclusion exercise is easy 

availability of financial services which allows maximum investment in business opportunities, 

education, save for retirement, insurance against risks, etc. by the rural individuals and firm.  

Given the rise in digital financial services in the last couple of years, and the facilitation of financial 

access through numerous electronic platforms, financial inclusion is being seen through a new lens: 

those who are digitally financially included versus those who are not. This category includes the 

population who transact digitally using debit/credit cards, point of sale (POS) machines, online 

banking, and mobile financial services. As per the latest Financial Inclusion Insights survey, 49 

                                                                    
1 November 16, 2016 in Branchless Banking, Center for Financial Inclusion, Client Focus, Client Protection, Financial Education, 

Financial Inclusion, Policy, Technology | 
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percent of Indian adults are digitally included2. However, usage of these digital accounts remains 

debatable and very little data exists around this. 

India’s current episode of demonetization has revealed the stark digital financial divide of the nation. 

Millions of people are crowding the banks and queuing outside ATM centers to deposit their cash 

before the deadline, revealing that India has a long way to go before it fully transitions into a digital 

financial economy. In spite of expanded digital access to bank accounts, a very small percentage of 

the population has been able to operate without withdrawing cash or visiting the bank regularly. 

This is in part due to lower levels of digital financial literacy. 

India’s massive informal economic sector (comprising of domestic help, contract labourers, daily 

wage workers, farmers, fishermen, micro entrepreneurs, etc.) that runs almost entirely on cash 

could very well come to a halt if the cash crunch situation is not tackled in the next few days. These 

groups of people typically do not have a formal bank account or adequate identification documents. 

Cash is their only means of receiving income and making payments. This overnight mandate creates 

a huge disruption for their work and daily lives, potentially preventing them from performing any 

transaction for days on end, and might have severe adverse impacts on their livelihoods and well-

being. 

 

Objectives of the study: 

1) To evaluate the progression of financial inclusion in India 

2) To study the onset of demonetization in India  

3) To analyse the impact of demonetization on the financial inclusion drive 

 

Scope of the study: 

The study covers the impact of demonetization on the financial inclusion in India, the trends 

and issues faced under the polices framed under the drive promoted by the Government of India 

 

Methodology:  

The study is descriptive based on the information collected through the secondary sources 

such as books, articles, websites etc. 

Findings: 

1) Progression of financial inclusion in India: In India, financial inclusion first featured in 2005, 

when it was introduced by K C Chakraborthy, the chairman of Indian Bank. Mangalam Village 

became the first village in India where all households were provided banking facilities. Norms were 

relaxed for people intending to open accounts with annual deposits of less than Rs. 50,000. General 

credit cards (GCCs) were issued to the poor and the disadvantaged with a view to help them access 

easy credit. In January 2006, the Reserve Bank permitted commercial banks to make use of the 

services of non-governmental organizations (NGOs/SHGs), micro-finance institutions, and other civil 

society organizations as intermediaries for providing financial and banking services. These 

intermediaries could be used as business facilitators or business correspondents by commercial 

banks. The bank asked the commercial banks in different regions to start a 100% financial inclusion 

campaign on a pilot basis. As a result of the campaign states or U.T.s like Pondicherry, Himachal 

Pradesh and Kerala announced 100% financial inclusion in all their districts. Reserve Bank of India’s 

vision for 2020 is to open nearly 600 million new customers' accounts and service them through a 

variety of channels by leveraging on IT. However, illiteracy and the low income savings and lack of 

bank branches in rural areas continue to be a roadblock  

                                                                    
2 2016, Financial Inclusion Insight survey 
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2) The Onset of Demonetization in India in the year 2016: The aim behind the government’s 

exercise of demonetization was to combat tax cheating, counterfeiting and corruption. Eliminating 

large denominations makes it harder to hide large amounts of cash. Modi noted that the move 

complements the country’s swachh bharat abhiyan (Clean India campaign). However the ‘demon’ in 

the demonetization started surfacing. India is a cash economy; almost everyone keeps a few Rs500 

notes as a nest egg. Lines began forming in front of ATMs and banks which could exchange old notes 

for new. A mere exchange — a new Rs500 for an old Rs500 — was not enough; there was also a limit 

imposed on how much one could exchange or withdraw from their accounts. In some cases, there 

were altercations as people waited for hours. Gas pumps and hospitals which were allowed to accept 

old notes saw a boom in business. People also wanted smaller currency notes to serve their daily 

needs. The effects of demonetization have been even more worrying in the rural parts of the country 

which are even more dominated by cash and which have limited physical accessibility to banks and 

other financial institutions. Visiting physical bank branches in rural areas still remains a time 

consuming and costly exercise for many. Other digital financial services like ATMs and POS machines 

at shops are limited in number and crippled with infrastructural issues. Ordinary rural residents are 

placed in great stress with nowhere to go. 

3)  The impact of demonetization on the financial inclusion drive: Regarded as a major step 

towards addressing the black money problem in India, the Indian government’s decision to 

demonetize the Rs.500 and Rs.1, 000 currency note has resulted in increased use of mobile wallets. 

With only Rs.100 and lower denominations being accepted, many are resorting to online banking 

and online payment mediums to handle their daily expenses. In fact, since demonetization has come 

into effect, mobile wallets have witnessed a massive rise in app downloads. With programs of 

financial inclusion, digitization of the economy and increased use of smart phones, online 

transactions are already quite popular among the urban Indian population. According to analysts at 

Technavio, by 2018 the mobile wallet market in India will grow at a CAGR of 140%, while the global 

mobile wallet market will register a CAGR of 34% by 2020.  

Until now, digital disconnect has been a major challenge in India, as many have preferred transacting 

in cash instead of making use of bank transactions and plastic money. With demonetization in effect, 

several digital payment solution providers have created innovative ways to attract new customers. 

The result has been mobile wallets like Paytm witnessing 200 percent increase in app download 

numbers, and Ola Money seeing a 1,500 percent increase in wallet recharges. These digital wallets 

not only help in paying electricity, DTH, and transport bills, but they also enable payments at nearby 

mom-and-pop stores that are already registered for these services. 

The vision of connecting Indians through digital media has been further encouraged by this move on 

the part of the government. The m-wallet (mobile wallet) segment broadly consists of services 

related to banking transactions, transfer of money as well as value-added services like bill payments, 

shopping, ticketing, etc. Of these services, m-wallets are primarily used for the transferring money, 

followed by the payment of bills. 

Global mobile phone internet user penetration 2014-2020 
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 Source: Technavio 

Until recently, a lack of proper infrastructure was regarded as a major road block for the vision of 

Digital India, but with the launch of 4G internet along with the present use of 3G internet and 

increased mobile penetration, it seems that, in less than a decade, many Indians will switch to a 

digital medium for financial transactions. Mobile as a point of sale (PoS), point of purchase and point 

of acceptance have the potential to lessen the digital divide between urban and rural India, along 

with drawing the masses into the net of financial inclusion. 

 

Conclusion:  

Despite the huge potential and well-established promise of digital financial services to drive 

financial inclusion, multiple challenges remain in making these sustainable. Banks need to focus on 

developing compelling products that proliferate active customer adoption. As the unbanked pool 

reduces over the next few years, due to both physical as well as digital initiatives, the next wave of 

growth is expected to come by focussing on the underbanked. Banks may also need to invest in 

creating user readiness on several counts to benefit from the growth of this segment for: 

• Supporting platforms for e-KYC, based on ‘Aadhar’ 

• Supporting mobile platforms and analytics to understand customer segments and needs 

• Innovating distribution models that go beyond the brick and mortar and manpower 

intensive operating models 

• Making available customer service models like multi-lingual, voice based interaction, 

simplified service offerings 

• Enhancing quality of service that is aligned to target customer ecosystem and needs 

• Basing innovation needs on already existing technological initiatives that are scalable and 

capable of integration with emerging disruptive technologies and models such as Prepaid 

Instruments (PPI), Point of Sale (PoS), kiosks, mobiles, payment banks, etc. 

There is a need for players to adopt a holistic approach on going digital and integrating business 

strategy with all constituents of their operating model ecosystem to create a remarkable customer 

experience. Given the constraints on capital and internal capabilities, players may need to make 

strategic choices around the digital model as well as the transition path they may need to take, in the 

short to medium term. 
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Abstract 

Demonetization means withdrawal of a particular form of currency from circulation or 

officially stops of using particular notes or coins or particular currency. In 2002 the currencies of 

twelve European countries were demonetized and replaced with the Euro and now on 8 November 

2016 the policy of the demonetisation of ₹500 and ₹1,000 banknotes was enacted by the 

Government of India .The government claimed that the demonetisation was an effort to stop 

counterfeiting of the current banknotes allegedly used for funding terrorism, as well as a crack down 

on black money in the country. The move was also described as an effort to reduce corruption and 

smuggling. 

Finance Minister Arun Jaitley said that demonetisation would clean the complete economic 

system, increase the size of economy and revenue base. 

However, in the days following the demonetisation, banks and ATMs across the country faced severe 

cash shortages. E-commerce companies saw up to a 30% decline in cash on delivery (COD) orders. 

Several e-commerce companies hailed the demonetisation decision as an impetus to an increase in 

digital payments. They believe that it would lead to a decline in COD returns which is expected to cut 

down their costs. 

Its impact is felt by every citizen.   Demonetization technically is a liquidity shock; a sudden 

stop in terms of currency availability. International (IMF) issued a statement supporting Modi's 

efforts to fight corruption by the demonetisation policy. This study also indicates various other 

impacts of demonetization on Indian economy. This paper is to know the impacts of demonetization 

on Indian economy. A lot of newspapers, magazines, articles, research papers, dissertations and 

websites are gone through to gather knowledge regarding this field. 

 

Introduction 

Demonetization means withdrawal of particular form of currency from circulation. . In 2002 

the currencies of twelve European countries were demonetized and replaced with the Euro and now 

on 8 November 2016 the policy of the demonetisation of 500 rupee and1000 rupee banknotes was 

enacted by the Government of India . 

Historically, previous Indian governments had demonetised bank notes. In January 1946, 

banknotes of 1,000 and 10,000 rupees were withdrawn and new notes of 1,000, 5,000 and 10,000 

rupees were introduced in 1954. The Janata Party coalition government had again demonetised 

banknotes of 1,000, 5,000 and 10,000 rupees on 16 January 1978 as a means of curbing counterfeit 

money and black money. 

In 2012, the Central Board of Direct Taxes had recommended against demonetisation, saying 

in a report that "demonetisation may not be a solution for tackling black money or economy, which 

is largely held in the form of benami properties, bullion and jewellery". According to data from 

income tax probes, black money holders keep only 6% or less of their ill-gotten wealth as cash, hence 

targeting this cash may not be a successful strategy. 

https://en.wikipedia.org/wiki/Demonetisation
https://en.wikipedia.org/wiki/Indian_500-rupee_note
https://en.wikipedia.org/wiki/Indian_1000-rupee_note
https://en.wikipedia.org/wiki/Government_of_India
https://en.wikipedia.org/wiki/Terrorism_in_India
https://en.wikipedia.org/wiki/Indian_black_money
https://en.wikipedia.org/wiki/Corruption_in_India
https://en.wikipedia.org/wiki/Smuggling
https://en.wikipedia.org/wiki/Arun_Jaitley
https://en.wikipedia.org/wiki/Cash_on_delivery
https://en.wikipedia.org/wiki/E-commerce_payment_system
https://en.wikipedia.org/wiki/Demonetisation
https://en.wikipedia.org/wiki/Indian_500-rupee_note
https://en.wikipedia.org/wiki/Government_of_India
https://en.wikipedia.org/wiki/Janata_Party
https://en.wikipedia.org/wiki/Counterfeit_money
https://en.wikipedia.org/wiki/Counterfeit_money
https://en.wikipedia.org/wiki/Counterfeit_money
https://en.wikipedia.org/wiki/Central_Board_of_Direct_Taxes
https://en.wikipedia.org/wiki/Benami_Transactions_%28Prohibition%29_Act,_1988
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Date Banknotes in 

circulation 

Rs 500 and Rs 1000 banknotes in 

circulation 

31 March 2016 16.42trillion  

(US$240 billion) 

14.18 trillion 

 (US$210 billion) 

On 28 October 2016 the total banknotes in circulation in India was Rs17.77 trillion (US$260 

billion) 

The Government of India devised an Income Declaration Scheme (IDS), which opened on 1 June and 

ended on 30 September 2016. Under the scheme, the black money holders could come clean by 

declaring the assets, paying the tax and penalty of 45% thereafter. 

 

Objective of the Study: 

The objective of this paper is to study the impacts of demonetization on Indian economy or 

how demonetization effects the growth of the country. 

 

Research Methodology 

The study is based on secondary data. The data for the study has been collected from 

published reports of RBI, reports, newspapers, journals and online data also has been taken into 

consideration. 

Procedure for Exchanging Old Notes 

The Reserve Bank of India laid down a detailed procedure for the exchange of the demonetised 

banknotes with new 500 and 2,000 banknotes of the Mahatma Gandhi New Series and Rs100 

banknotes of the preceding Mahatma Gandhi Series. Following are the key points: 

 Citizens will have until 30 December 2016 to tender their old banknotes at any office of the 

RBI or any bank branch and credit the value into their respective bank accounts. 

 Cash withdrawals from bank accounts were restricted to Rs10, 000 per day and Rs20, 000 

per week per account from 10 to 13 November 2016.This limit was increased to Rs24, 000 

per week from 14 November. 

 For immediate cash needs, the old banknotes could be exchanged for the new 500 and 2,000 

rupees banknotes as well as Rs100 banknotes over the counter of bank branches by filling up 

a requisition form along with a valid ID proof. It was announced that this facility would be 

available until 30 December 2016.  

 Initially, the limit was fixed at Rs4, 000 per person from 8 to 13 November 

2016. 

 This limit was increased to Rs4, 500 per person from 14 to 17 November 

2016. 

 The limit was reduced to Rs2, 000 per person from 18 November 2016. 

 All exchange of banknotes was abruptly stopped from 25 November 2016. 

 Initially, all ATMs were dispensing banknotes of only Rs50 and Rs100 denominations and 

cash withdrawals from ATMs were restricted to Rs2000 per day From 14 November 

onwards, ATMs recalibrated to dispense new 500 and 2000 rupee notes will allow a 

maximum withdrawal of Rs2, 500 per day, while other ATMs dispensing banknotes of only 

Rs50 and Rs100 denominations will allow a maximum withdrawal of Rs2000 per day. 

However, exceptions were given to petrol, CNG and gas stations, government hospitals, railway 

and airline booking counters, state-government recognised dairies and ration stores to accept the 

old Rs500 and Rs1,000 banknotes until 11 November 2016, which was later extended to 14 

November 2016 and once again to 24 November 2016 International airports were also instructed to 

https://en.wikipedia.org/wiki/Black_money
https://en.wikipedia.org/wiki/Indian_500-rupee_note
https://en.wikipedia.org/wiki/Indian_2000-rupee_note
https://en.wikipedia.org/wiki/Mahatma_Gandhi_New_Series
https://en.wikipedia.org/wiki/Indian_100-rupee_note
https://en.wikipedia.org/wiki/Mahatma_Gandhi_Series
https://en.wikipedia.org/wiki/CNG
https://en.wikipedia.org/wiki/Indian_Railways
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facilitate an exchange of notes amounting to a total value of Rs5,000 for foreign tourists and out-

bound passengers. 

Under the revised guidelines issued on 17 November 2016, families were allowed to withdraw 

Rs2, 50,000 for wedding expenses from one account provided it was KYC compliant. The rules were 

also changed for farmers who are permitted to withdraw Rs25, 000 per week from their accounts 

against crop loan. 

 

Reactions  

This policy met with several mixed reactions: 

 

Support:  

Several bankers like Arundhati Bhattacharya (Chairperson of State Bank of India) and 

Chanda Kochhar (MD & CEO of ICICI Bank) appreciated the move will help to curb black money. 

Infosys founder N. R. Narayana Murthy praised the move. 

Finance Minister Arun Jaitley said that demonetisation would clean the complete economic 

system, increase the size of economy and revenue base.  The demonetisation also got support from 

Chief Minister of Andhra Pradesh Nara Chandrababu Naidu. Indian social activist Anna Hazare hailed 

demonetisation as a revolutionary step. The President of India Pranab Mukherjee welcomed the 

demonetisation move by calling it bold step. 

By and large, international response was positive which saw the move as a bold crackdown 

on corruption. International Monetary Fund (IMF) issued a statement supporting Modi's efforts to 

fight corruption by the demonetisation policy. 

Chinese state media Global Times praised the move and termed it as "fierce fight against 

black money and corruption."Tim Worstall termed the demonetisation as welcome macroeconomic 

effect in his article in Forbes magazine. 

 

Opposition 

Most of the political parties, opposed the current government on the demonetisation issue in 

the Winter Session of the Indian Parliament on 16 November 2016. The Chief Minister of West 

Bengal Mamata Banerjee also met the President Pranab Mukherjee to oppose the demonetisation. 

The debate on demonetisation is known to be initiated by Indian National Congress and Anand 

Sharma in the Rajya Sabha on 16 November 2016 while Banerjee is known to be the first to oppose 

the current government on the demonetization. Also, Sitaram Yechury from Communist Party of 

India, questioned the government on the demonetisation move by stating "only 6% of black money 

in India is in cash to drive his point that demonetisation won't curb illicit wealth." 

On 17 November 2016, in a rally against demonetisation of 500 and 1000 rupee notes, led by 

the Chief Minister of Delhi Arvind Kejriwal and his West Bengal counterpart Mamata Banerjee at 

Azadpur Mandi, the biggest vegetable and fruits wholesale hub in the national capital, Arvind 

Kejriwal demanded the withdraw of demonetisation in 3 days, or else there would be a rebellion, he 

said. Banerjee also stated "I give the government 3 day ultimatum, fix things or withdraw the 

demonetisation scheme". 

On 24 November 2016, in the demonetisation debate, the former prime minister of India 

Manmohan Singh said "this scheme will hurt small industries, the farming sector. The GDP can 

decline by about 3 per cent due to this move", while he also questioned "I would like to ask the Prime 

Minister examples of countries where people have deposited their money in the banks and not 

allowed to withdraw their own money." and later also said "It is no good that on each day banks 

bring out new notifications. It doesn't reflect properly on Prime Minister's Office, Finance Minister 
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and the Reserve Bank of India. Cooperative banking system has been prevented from handling cash". 

Manmohan Singh at last termed the demonetisation move as”organized loot, legalized plunder of the 

common people". 

 

 Impacts On Economy 

The demonetization of the 500 rupee note and the 1,000 rupee note will hit the economy 

hard in the short term. Following are the impacts of demonetization on economy: 

 

Scarcity of cash 

Situation of scarcity of cash has been arised due to demonetisation, and most people holding 

old banknotes faced difficulties exchanging them due to endless lines outside banks and ATMs across 

India, which became a daily routine for millions of people waiting to deposit or exchange the 500 

rupee and 1000 rupee banknotes since 9 November. ATMs were running out of cash after a few 

hours of being functional, and around half the ATMs in the country were non-functional. Several 

people were reported to have died from standing in queues for hours to exchange their old 

banknotes. Deaths were also attributed to lack of medical help due to refusal of old banknotes by 

hospitals. In an interview, Chief Minister of Delhi Arvind Kejriwal lashed out at a BBC reporter who 

asked him to justify his 19 November claim that 55 deaths were linked to demonetisation. As of 20 

December 2016, there were still long queues at banks and ATMs. 

 

Stock Market 

As a combined effect of demonetisation and US presidential election, the stock market 

indices dropped to an around six-month low in the week following the announcement. The day after 

the demonetisation announcement 

Stock Market Indices Crashed 

BSE SENSEX 1689 points 

NIFTY 50 541 points 

By the end of the intraday trading section on 15 November 2016, the BSE SENSEX index was 

lower by 565 points and the NIFTY 50 index was below 8100 intraday. The S&P BSE 100 Index fell 

6.6% during this period. Mid and small-cap indices have been hit much harder than broader market 

indices. Even after a rise on November 22, the S&P BSE MidCap and the S&P BSE SmallCap indices 

fell 8.2% and 10.9%, respectively, in the previously mentioned period. 

 

Agriculture 

Transactions in the Indian agriculture sector are heavily dependent on cash and were 

adversely affected by the demonetisation. Due to scarcity of the new currency, many farmers have 

not sufficient cash to purchase seeds, fertilisers and pesticides needed for the plantation of Rabi 

crops usually sown around mid-November. Farmers and their unions conducted protest rallies in 

Gujarat, Amritsar and Muzaffarnagar against the demonetisation as well as against restrictions 

imposed by the Reserve Bank of India on district cooperative central banks which were ordered not 

to accept or exchange the demonetised banknotes. 

 

Banking 

In the first four days after the announcement of the step, about 3 trillion (US$45 billion) in 

the form of old 500 rupee and 1,000 rupee banknotes had been deposited in the banking system and 

about 500 billion (US$7.4 billion) had been dispensed by withdrawals from bank accounts, ATMs as 

well as exchanges over the bank counters. Within these four days, the banking system has handled 
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about 180 million transactions. The State Bank of India reported to have received more than Rs300 

billion (US$4.5 billion) in bank deposit in first two days after demonetisation. A spike in the usage of 

debit card and credit card post demonetisation was also reported. 

Between November 10 and November 27, banks reported exchange and deposits of demonetised 

banknotes  

Exchange Deposits Withdrawn 

339.48 billion 

(US$5.0 billion) 

8.11 trillion 

(US$120 billion) 

2.16 lakh crore (US$32 

billion) 

In Malda, a district believed to be a transit-point for fake Indian currencies, a large sum of 

cash deposits in dormant accounts was also reported. According to The Economic Times, more than 

80 percent of fake currency in India originates from Malda. 

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 will be converted into active 

liquidity by the savers when full-fledged new currency supply takes place. This means that new 

savings with banks is only short-term deposit. It may be encashed by the savers at the appropriate 

time. It is not necessary that demonetization will produce big savings in the banking system in the 

medium term. They may reduce interest rate in the short/medium term. But they can't follow it in 

the long term. 

 

Repo rate and Interest rates 

On October 4, the RBI’s (Reserve Bank of India) Monetary Policy Committee reduced the 

country’s repo rate by 25 basis points to 6%. The October meeting marked the second rate cut in 

2016. The combined quantum of the cuts for the year stands at 50 basis points. 

Banks already started reducing their deposit rates. Lending rates are also expected to fall. Due to the 

expected fall in inflation, the RBI will likely undertake more cuts in the repo rate. 

These rate cuts will aim to boost consumption. They will work to get the temporarily 

derailed economic growth back on track. A cut in interest rates boosts economic activity and raises 

hopes that after two to three quarters, economic growth will rise. 

 

Railways 

As of November 2015, Indian Railways did not have the option to make payment with cards 

at the counters. After the demonetisation move, the government announced to make card payment 

options available 

 

Business 

By the second week after demonetisation of 500 rupee and 1,000 rupee banknotes, cigarette 

sales across India witnessed a fall of 30–40%, while E-commerce companies saw up to a 30% decline 

in cash on delivery (COD) orders. Several e-commerce companies hailed the demonetisation decision 

as an impetus to an increase in digital payments.  It would lead to a decline in COD returns which is 

expected to cut down their costs. 

The demand for point of sales (POS) or card swipe machines has increased. E-payment 

options like PayTM and PayUMoney has also seen a rise. According to data of Pine Labs, the demand 

for its POS machines doubled after the decision. Further it states that the debit card transactions 

rose by 108% and credit card transactions by 60% on 9 November 2016. 
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Impact on Black Money 

The Finance Ministry instructed all revenue intelligence agencies to join the crackdown on 

forex traders, hawala operators and jewellers besides tracking movement of demonetised currency 

notes. 

Income Tax departments raided various illegal tax-evasive businesses in Delhi, Mumbai, 

Chandigarh, Ludhiana and other cities that traded with demonetised currency. The Enforcement 

Directorate issued several FEMA notices to forex and gold traders. Large sum of cash in defunct 

notes were seized in different parts of the country. In Chhattisgarh liquid cash worth of ₹4.4 million 

(US$65,000) was seized. But 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 depends upon the amount of black money 

held in the form of cash and it will be smaller than expected. But more than anything else, 

demonetization has a big propaganda effect. People are now much convinced about the need to fight 

black income.  Such a nationwide awareness and urge will encourage government to come out with 

even strong measure. 

 

Conclusion 

The above analysis indicates that Demonetization as a cleaning exercise may produce several 

good things in the economy. At the same time, it creates several problems for the poor sections of the 

society who gets income based on their daily work and those who doesn’t have the digital 

transaction culture. Overall economic actives will be dampened in the short term. But the 

immeasurable benefits of having more transparency and reduced volume of black money activities 

can be pointed as long term benefits. 
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Abstract 

Brand Building and Brand promotions are undoubtedly means of generating large revenues 

in today’s B2B industrial market. However, due to globalization and access to multiple information 

data base, the organizations with equal brand equities and brand image exists in the Industrial 

segments. Therefore, it become extremely difficult for the Buying Center in B2B segment to arrive 

quickly on the purchasing decision. Therefore, in today’s intense marketing era, a deliberate attempt 

is needed to improve the perceived Brand Ranking in the minds of buying center. Strong brand 

ranking thus has become a very important factor that influences customer perceptions of a brand. In 

the success of Brand Management, Brand ranking is gaining significant importance alongwith brand 

equity from understanding and managing them correctly. Today’s marketing professionals need to 

pay deliberate attention to Brand ranking so as to produce strong attributes that will influence 

customers when making their choices.  

This research paper focuses on the importance brand ranking and how it is being perceived 

by B2B customers while making purchasing decision. This is based on the assumption that the other 

dimensions such as brand promotions, brand equity are at the same level and the customers 

knowingly and unknowingly makes a comparison based on the rank of the brand. However, this 

research paper aims to find out if the perceived financial and business risks in the minds of the 

members of buying center significantly impacts the perceived Brand Ranking. Brand awareness was 

treated separately from other dimensions because of the difference in scale. A structured 

questionnaire was constructed to provide answers to our research question. In this study, one 

hundred questionnaires were distributed, but only eighty two questionnaires were received out of 

which seventy six has been realized. The study surveyed four dimensions of perceived risk, value 

proposition, brand Image and brand ranking of two top brands in lubricants. Among these 

dimensions, brand image appears to have the least brand ranking rating by consumers than the 

other dimensions. However, all these dimensions more or less influence the perceived brand ranking 

by the customer. 

 

Introduction  

Today’s Industrial world is rapidly changing due to the globalization and easy access to the 

global market and there is an intense competition experienced between the various firms. This 

demands for more innovative and cost effective efforts in marketing management due to which 

“Brand Management” has become extremely important. Good brand management brings about clear 

differentiation about the performance and quality of products, improve customer loyalty and 

preferences and can help to enhance and gain greater market share. Aaker (1991) is of the view that 

establishing and managing brand should not be taken to be the core operating target for most 

industries but should also be seen as a source of competitiveness. In other words, value is added to a 
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brand when the brand is able to compete successfully with other brands and results in improved 

brand ranking. Addition of value delights customer and here it becomes a preferred choice. This 

research work is based on this concept and named as “Brand Ranking” Aaker (1991). 

Many researcher have been interested in the concept and measurement of brand equity 

because of the necessity in today’s marketplace to develop, maintain and use product branding to 

acquire a certain level of competitive advantage. This is true especially in the consumer market since 

the complexities involved are limited. However, in the Industrial market because of the complex 

nature of product and its subsequent implications on the business, this has led to various points of 

view on brand management, the factors that affect it, and the perspective from which it should be 

studied Ailawadi et al., (2003). A strong brand allows customers to have a better perception of the 

intangible product and services. Also they lessen customer’s perceivedmonetary, safety and social 

risk in purchasing services which are hard to ascertain before purchase. Strong brands offer a lot of 

advantages such as reduced competition, larger brand loyalty and increase response to price 

adjustment by customers, larger profit and brand extensions to a service firm than brands that are 

not strong. (Aaker 1991) 

Brands are highly regarded as an important source of capital for most business. The term 

brand has different meaning attached to it; a brand can be defined as a name, logo, symbol and 

identity or a trademark. Prasad and Dev. (2000) also states that a brand can be seen to include all 

tangible and intangible attributes that a business stands for. In the past research carried out by 

Chaudhuri, A., and Holbrook, M.B. (2001), lots of global and local brands of different products have 

been used to measure various dimensions of brand management however brand ranking in the 

manufacturing industry such as metal forming industry have never explored. Some research studies 

carried out similar work in service market and stated that the main brand is the firm’s brand while 

in packaged goods market, the main brand is seen to be the product brand.  

In today’s dynamic industrial market, a powerful brand and associated experience will 

enhance a customer’s attitude and his/her perception towards brand. According to Keller (1993), 

customer awareness and association influences inferred attributes, perceived quality and finally 

result to improved brand equity. In addition, the advantage of this dimensionality of customerbased 

brand loyalty and a systematic evaluation allows marketing managers to study how their marketing 

programs enhance their brand values and brand ranking in the minds of customers.  

The best way to build brand ranking is through continuous and deliberate attempt to provide 

value based services to customer and delight them with performance, quality and service. This will 

help to create strong and long lasting emotional bonds with customers, and the brand ranking will 

always remain at the top of the table.  

 

Literature Review 

Extensive Review of the literature resulted into the fact that there are several methods 

proposed to evaluate product technologies. There are also several studies that explored marketing 

strategies like Branding, Brand Equity and Brand promotion, etc. But, it has been noticed and 

identified during the literature survey that there was not or a very little emphasis placed on the 

integration of perceived brand ranking. The researcher is of the opinion that this study which is 

based on the assessment of Brand ranking in B2B metal forming industries, will help to evaluate its 

influence on the purchasing decision made by buying center.  

To better understand the importance of brand equity on customer perceptions of a brand, it 

is necessary to have an overview of behavior. Belch and Belch (2004) defined consumer behavior as 

“the process and activities people engage in when searching, selecting , purchasing, using, evaluating 

and disposing of product and services so as to satisfy their needs and desire”.  
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According to Ugala (2001), two types of customer behavior exist, i.e. cognitive and 

experienceoriented consumer behavior. Customers with cognitive behavior are logical and rational 

while experience oriented consumers have more emotional reason to want to purchase a product 

Chaudhuri, A., and Holbrook, M.B. (2001) characterized customer behavior into four i.e. 

rational, learned, unconscious and social behavior and they are represented by knowledge, Attitude 

and Action. Another key finding of the Myers and Marquis study was the importance of 

organizational marketing communication, both internal and external. According to their study, 

information generated, a major portion of the information required to develop the innovations. This 

finding suggests the need for strong interfaces between the functional groups particularly between 

R&D and marketing. This clearly indicates that there needs to be a strong integration of the newly 

developed product technologies and also Branding of these products differently into the market. 

Approach adopted by various Multi-national Companies is building of strong brand equity is 

of utmost priority. However, objective of attaining Brand ranking and Brand loyalty is not always an 

easy task due to high volume requirement of products and services. Price in the form of Value and 

brand equity is the only possible means by which customers can differentiate one brand from 

another. Recently, brand promotion has been one of the most important marketing strategy which 

has led to constant price pressure. As a result, there is some kind of weakening happening w.r.t 

customers loyalty.  

When reading through literatures, we found limited researches regarding customer based-

brand ranking in industry and most of them focus on the relationship between brand equity and firm 

performance using brand awareness and image as moderating effect. Also we noticed that most 

researches {Aaker (1991), Keller (1993), Lasser et al (1995), Yoo et al (2000), Yoo and Donthun 

(2001), Lin and Chang (2003) etc. that surveyed these four dimensions of customer based-brand 

equity (brand awareness, perceived quality, brand loyalty and brand image) have suggested that 

they all have influence on consumer.  

Kotler et al (2005) defined a brand as “a name, term, sign, symbol, design or a combination o 

these that identifies the makers or seller of the product or services”. This definition is based on the 

use of a brand name, symbols and signs to distinguish a product from its competitor. Prasad and dev 

(2000) noted that a brand can also be said to include all tangible and intangible attributes that the 

business stands for. According to Keller (2003 p.3), the American market association (AMA) defines 

a brand as a “name, term, sign, symbol or design or a combination of them, intended to identify the 

goods and services of one seller or group of sellers and to differentiate them from those of 

competitor”. 

Jones and Slater (2003) sum up these added values as those that develop from experiences of 

the brand; those that arise as a result of usage of the brand, which could be as a result of consumers 

association with the brand; those that arise from an assumption that the brand is powerful; and 

those that arise from the appearance of the brand i.e. packaging the product.  

Wind Yoram and Webster Fedrick E. Jr (1972) in the research tile “On the Study of Industrial 

Buying Behavior: Current Practices and Future Trends” defined the organizational buying 

research as an integral part of market research. In the research paper published in the Industrial 

Marketing Management the emphasis was put on some basics of research and how it can be applied 

in studying the Industrial Buying Behavior. It has been clearly stated in this paper that buying 

behavior of organizations are as important to the industrial marketer as they are to vendors of 

consumer goods, though in the industrial case it is considerably more complicated than studies of 

consumer behavior. 

Webster and Wind (1972) in their earlier research also studied central characteristics of 

organization buying which effects a number of critical research decisions such as;  
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(1) Individual and the number of participants in the buying center v/s the organizations itself 

and the members influencing the decisions.  

(2) Appropriate Market Segment Analysis v/s Industry Organization  

(3) Dependent variable specifications – Some of the variables may be common such as 

Purchase, attitudes, etc. but in organizational buying it may differ in Source Loyalty than 

Brand Loyalty (Wind 1972)  

(4) Independent variable specifications such as Individual traits, interpersonal characteristics 

organizational factors and environmental Characteristics as explained in Wind (1972). 

Schmitt (1999) said that a brand should not just be an identifier, he went further to say that 

good image and name is insufficient; delivered experience is also important. The brand has to be 

viewed as an identifier where the logo, slogan, names forms a particular image and awareness for 

the consumer. The brand has to be viewed as an experience provider where the logo, slogan, names, 

event and contacts by consumer provides consumers affective, sensory, lifestyle and create relation 

with the brand. 

Conclusively, a brand can be said to be a symbol of all facts associated with a product and 

service and Brand ranking is said to be the positive/negative perception about the brand based on 

the satisfaction level. A brand commonly includes a logo, a name and any other visible elements such 

as symbols and images. It also consists of other sets of expectation related to a product or service 

which normally arise in people’s mind. 

 

 
 

Methodology 

The general purpose of the research is to examine the possible relationship between effects 

of brand ranking on the purchasing decision in B2B metal forming industries. The author 

hypothesize that the organizations with intense brand management and promotional campaigns 

which exhibit a high degree of strategic focus may not be inclined towards the improving the brand 

ranking as perceived by their customers. Moreover, the extreme of a focused strategy would be 
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represented by a firm that without fail takes small steps of incremental improvement for 

enhancement of brand ranking to a specific set of customer.  

The authors of this article tried to present the findings of a survey designed to obtain insights  

regarding the extent to which brand ranking can influence the decision making and its impact on the 

Brand and image of the organization. In specific, the objective of the study is (1) determine the 

impact of product technology on brand of the organization (2) identifying the primary appeals 

employed in the business success and (3) determination of the roles of marketing in the branding of 

the organization with the help. A highly structured closed end questionnaire which includes the use 

of statements and Likert like scaling techniques was employed in surveying the two group of 

respondents. One group which was comprising manufacturing and quality professionals and the 

other one is Marketing and senior management personnel who is instrumental is Brand promotion 

activities. The instrument has been circulated to one hundred (100) personnel’s in ten (10) B2B 

metal forming industries especially in Maharashtra state of India. Responses received from eighty 

two (82) respondants in hard copies as well on line surveys through e-mail out of which 6 were 

incomplete. Seventy six (76) responses are realized for further analysis. It should also be noted that 

the authors are cognizant of the limitations presented by the balance 6 respondents as they were of 

the opinion that the organizations has given a very little or no importance to brand promotions and 

their response may not be genuine and authentic. 

 

Data Analysis 

The 76 respondents are presented below; 

S. No. Item Description Frequency Percentage 

I Gender   

1 Male 68 89.47% 

2 Female 8 10.53% 

3 Others 0 0.00% 

 Total 76 100.00% 

II Age   

1 Between 25 and 30 8 10.53% 

2 Between 30 and 35 10 13.16% 

3 Between 35 and 40 24 31.58% 

4 Between 40 and 45 26 34.21% 

5 Above 45 Years 8 10.53% 

  76 100.00% 

III Functions/Departments   

1 Senior Management 12 15.79% 

2 Manufacturing 20 26.32% 

4 Qualit y 16 21.05% 

5 Marketing 28 36.84% 

  76 100.00% 
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The respondents have been asked different questions through questionnaire but most of the 

questions are classified under four categories. These are; 

1.   Perceived Brand Attributes 

2.   Perceived Risk of Adoption 

3.   Value Proposition offered by suppliers 

4.   Brand Ranking based on the proposition 

 

The questionnaire has been analyzed on Likert scales on a 5 points scale starting with 

Strongly Disagree (1) and strongly Agree (5). We discuss the findings based on the above 4 points 

and its outcome for two suppliers with Brand I and Brand II. 
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Discussions 

As earlier predicted, all the dimension of customer based brand ranking will have influence 

on consumer’s perception of brand. From our finding, among these three dimensions of consumer- 
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based brand equity i.e. perceived risk, perceived value and perceived brand image, which has to do 

with customer’s choice towards brand, appears to have the brand ranking rating. 

Perceived value and value proposition attributes got the lowest rating in the three 

dimensions for both brands. Although the three dimensions are important in brand ranking 

construct. The fact that brand ranking may had the least influence on consumer’s perception of 

brand is a logical issue because even when the  consumers seems to be satisfied they appear not to 

be too loyal.  One possible reason could be the price of the product and the other one is what 

perceived value of customer is? 

 

Conclusion 

With Brand image, we found out that there were some mean differences between Brand I and 

Brand II on all the five attributes of brand image except “Brand Equity and value provided …”. 

Respondents rated Brand I than Brand II on the following attributes “its brand is familiar to 

me, Product is easily available and sales force is knowledgeable and cooperative. Brand II tends to 

achieve high perceived attributes such as ‘Service offerings and Brand are complementary to each 

other. 

In the perceived risk attribute Brand I is having inclination towards the dimensions such as 

higher Risk Perceived for introducing a new process lubricant, the final choice has important 

consequences  and  Case  histories  help  to  reduce  risk  and  accelerate  the  decision  process. 

However, Brand II also has some important dimensions which respondent perceive it as Risk 

Attitudes and experience affect the decision making in the buying process and the value proposals 

complement to improve brand ranking. 

Finally,  the  brand  ranking  has  been  based  on  five  dimensions  out  of  which  Brand  I has  

scored significantly over Brand II. The dimensions which are considered of vital respondents are; 

Familiarity of the Brand, reliable references for the similar product lines and long historical presence 

in the similar product lines. Although Brand II has been perceived as price competitive and authentic 

information, Brand I ranking is at the top of the table in the minds of the respondents and have edge 

over Brand II in winning the business. 
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