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4. Demonctization: Effect on Black Money
Mrs. Pratima Rajendra Kumbhare

Introduction

Dcmonctization means discontinuity of particular currency from circulation aL1d replacing

it a new currency. It also be considered as a withdrawal of specific currency of from
November 8. 2016 would be remembered as a watershed moment in the histot
economy . It was the third time when demonetization was announced in India by ot
Prime Minister Shri Narendra Modiji through which Rs. 300 and 100Rs .Notes ws
from the economy carlier demonetization was done in 1946 and 1978 but with

Demonetization on 8§ November 2016 perhaps was the single most decision after in

that affected every single person of India is it politicians, businessmen. laborer, h

n the marke
vy of Indian
ur honorable
ere scrapped
0 SUCCESS.
idependence

usewife etc.

The objectives that were told by the government to reduce corruption and black money from the

¢conomy bring transparency and greater formalization in the cconomy.

These is not first time demonetization has been implemented in India. |

1936. Rs.

10.000 which was the highest denomination of note, was introduced but was derponetized in

1946. Though. it was reintroduced in 1954 but later. in1978. the then prime minjster morari

Desai in his intensive move to counter the black money introduced the high denomi
Act (Demonetization) and declared Rs. 500. Rs. 1000, and Rs. 10.000notes illegal
.

Objectives of the study

To analyze and find out whether government objectives of demonetizatig
black money has been fultilled.
Rescarch methedology

The present study is descriptive nature. It uses analytical approach based ¢
data taken from various government report, newspaper, websites, research paper and
Effect of demonetization on black money

The cffectiveness of demonetization against black money depends upon t
and supportive measures were made by the government. for example | the enad

moditied benami transaction act from November 1, 2016 will be a big associated 106
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of the government to the tackle black income, Thus to assess the effectiveness of demo

we should examine how these steps are complementing cach other to fights black mongy

L. Dircet or immediate effect

Immediate effeet of demonetization comes (hrough the netting of black money
i the banking system in the form of banned Rs.500 and Rs 1000 notes from No
onwards

Around Rs 12 lake corer of the Rs. 15.44 lake corer demonctized currency is 3
now and the extent of black moncy identified out of this will be the direct effect.
believed that an estimated Rs. 1.5 to 2 lake corer may be identified as black income. ¢
around Rs. 1.2 lake cores may be collected as taxes at 50 % to 85 %tax rate.

If Rs 2 lake corer is revcaled as black money out of demonetization. it will
around 1.75% of India’s GDP .According to national institute of public finance and po

income amounts to nearly 40% ot country's GDP.

A recent case study on black money front is the non-acceptance of tax from

trader —mahesh sha and Mumbai family by the tax department in both these cases tax d

refused disclosure under income declaration scheme (which was closed on September
to accept 45%taxes .

prohibition act by waiting till November.

The act prescribes imprisonment up to seven years for having benami proper]

confiscation of the property.

Instead the department invoked provisions of the newly enactq

netization,

r deposited

vember 10

with banks
Here it is

Dut of this

amount to

icy. black

) a gujrati
epartment
30, 2016)

*d benamt

ty besides

The same procedure will be repeated in the case of big account parked with banks under

demonetization this show how effective will be demonctization when combined with
income disclosure scheme in the name of Pradhan mantri garib kalyan yojana and the
benami prolubition act

2. long term effects of demonetization on black money

The long term effect will be much impactful and depends considerably

government deploys more measures to depress the shadow or black economy

A high proportion of the economic transaction happens in the shadow ceo

hence are unaccounted the real estate sector is the most important example. Reducing t

shadow economy by enlarging formal economy is the way oul. tlere transactions

recorded, disclosure about the buying and sclling people by uoting their financial 1D

a built in

sharpened

pon how
nomy and
e size of
should be

) or PAN
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The process of formalization

——————

! o entt Jhene two [formsliean o
Fomualization means under the monttonng of the gov et Bt | -
T 2 . . . Nt ‘;‘\‘ﬁ
VRIONS are needad: reconding a) high vatue transaction by low v alue frmsactic
i be made o

.. . oy 1%t - teps shouli
Formalizing high value transaction: post demonetization Tegal sieps sheul

e
crsure mandatons PAN quoting for high value phasical assets - gold - land et

Medsure is <ull prevailing, fagmentizing mansaction inte stall helps black money. ¢

K-
RE IV

cveny smail physical asset transaetion should he made with
10 be reporied and recorded Jand deals will become atomicaily white.

Formalizing small value ransaciion here, digitalizing mansacions m e fon
Payment instrument. debii and credit cards and online navent will radice plack m
Sost demonetizaiion steps were made by the govermmient (o promote digital payivenis

A social shake up against black money amd consclousness about legal o
measures 1s an intangible positive effect of this demonctization. it will change the mi
people 10 keep away from black  income this shake up of Indian society will be f
though 11 may not be measurable.
Criticism

The decision to demonetize Rs. 300 and Rs. 1000 notes is msconceivad a
address the problem of black money for tollowing reason

Demonetization will atfect those who conduct iransaction i cash are not
tformal banking system or have not asset. . }

Black money is generated through evasion of tax
money
money .demonetization is a futile exercise .as it proved 1o be in 1978
As per the Indian statical institute Kolkata study done on behalt of ol
investigation agency Rs. 400 cores worth of fake CUITEICY 1S circulation in
cconomy. This is only 0.28 of Rs. 14,180 billion worth curreney
1000

Two of the most vulnerable sectors thar have tadion

crime proceeds and black money is the property and gems and jewele

oS on ancone fivm law il act

generated from illegal acuvities. in the absence of Step o curb the generatio
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aloa heen used  for (e femiporary investment of error funds, Hnless transactions are made

ranrparent and vefleer real masket value, black tmoncy and terror fundyg will contipue o find

ther way into the-g husiness

Conclusion

Pemonctization provides an opportunity o encourage a shift o a digital ccopomy this is

an cssential requirement 1o not only reduce corruption but also create an electronic trail for

transactions this will help bring fransparency into the financial transactions of ind
orgamzing there by constraining corruption ,criminal proceed, money laundering and

of terronism which are all Hnked given the (ransierring funds. While demonctization

vidual and
the finance

is likely to

eneourage L Incentives by the government for payment of hills can further epcourage it

incentives by the government for payment of bills can further encourage people to tak
and ¢-money option. This is also likely 10 be enhanced by the forces of market ¢con
are alrcady offering moncy back option |
Demonctization is an important step in the fight against the finance o

However it should neither be the first nor the last if the interlinked threats of corru
and the finance of terrorism have to be controlled. these must also not be addres
within departmental and ministerial soils instead an all of government approach is ig
cach of these challenges is to be met.
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