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BY : Prof Sonali A.Gholap (Asst.Professor)
GSM college of Arts and commerce college ,Kondava,
Pune- 411048.

Email sonavigholap @ gmail.com
Mob: 9881327750
Introduction : - Demonetization

With 70 years gone by since India became independent, the nation has passed through sev eral
vicissitudes, accomplishments and mass movements, There have been many major events after
independence which have moulded the face of India for good or bad. Dunng the last seven
decades, the country has witnessed several changes both in the political arena

This is partly because large-scale experiments featuring money are rare (Ramey 2016). In 2016,
India’s ‘demonetization’ was one such natural experiment. At 8:15pm on 8 November, Prnime
Minister Narendra Modi gave an unscheduled nationally televised address. He announced that. to
combat black money, the two largest denomination notes would cease to be legal tender at
midnight. Holders of these 500 rupee ($7.50) and 1,000 rupee ($15) notes could deposit them at
banks, but could not use them in transactions.

The notes would be replaced by new 500 rupee and 2,000 rupee notes. The difficulty of pninting
new notes, however, meant that the amount of currency in circulation that could be used for
transactions declined sharply, recovering only after several months.

Demonetisation occurred in an otherwise stable macroeconomic environment and did not affect
other aspects of monetary policy, such as the liabilities of the Reserve Bank of India (RBI), or
the target interest rate. Eventually, more than 99% of the demonetised currency was converted
into deposits (RBI 2018), so that broader monetary aggregates such as M3 did not change.

An overnight impact

Gita Gopinath, Prachi Mishra, Abhinav Narayanan and | have analysed this episode the path of
large legal tender notes as a share of total pre-demonetisation currency. These notes accounted
for about 86% of currency outstanding at the time of the announcement. But the government had

1
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