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FEATURES OF DEMONETIZATION IN INDIA

Abstract: demonetization, the sudden and unprecedented decision to withdraw
500 and 1,000 currency notes from circulation in November 2016, marked a
significant moment in India's economic history. This measure aimed to tackle black
money, encourage financial inclusion, and transition India into a cashless economy.
Small and medium enterprises (SMEs), which are vital contributors to the country’s
GDP and employment, were profoundly affected by this move. This article delves
into the multidimensional impacts of demonetization on SMEs, addressing the
immediate challenges, the transformative changes in their business models, and the
opportunities that emerged post-demonetization. Through the analysis of statistical
data and industry insights, this discussion sheds light on how SMEs managed cash
flow disruptions, embraced digital payments, and adopted strategies to ensure
resilience.

Keywords: demonetization, cashless economy, small and medium enterprises
(SMEs), digital payments, Indian economy, financial inclusion, economic

transformation.

MIupumr  Hauk, crtyaeHT MexayHapoOOHOIO MEIUIIMHCKOIO HWHCTUTYTA
Kypckoro rocynapcTBeHHOTO MEIMIIMHCKOTO YHUBepcuTeTa, Kypck, Poccust.

e-mail: shrishnaik007@gmail.com

ISSN: 2499-9911 1



[MOJIMTUKA, SKOHOMUKA U MTHHOBAIINU Ne 4 (63), 2025

Hayunsblii pyxkoBogutens: BiacoBa Osbra BmanuMupoBHA, 1.0.3aBELYIOIIETO
kadenpoit sxkoHomuku U MeHemkMmeHnta OI'BOY BO «Kypckuil rocynapcTBeHHBIN

MEIULINHCKAN YHUBEPCUTET

OCOBEHHOCTHU JEMOHUTU3ALINN B MHAWN

AHHOTaIUs: JEMOHETHU3alMs, BHE3aHOEe W OeclpeneeHTHOe pelieHue 00
m3bsiTuU O0ankHOT HOMUHaioM 500 u 1000 u3 oOpamenust B HOsiOpe 2016 rona,
03HAMEHOBaJa BAXXKHbII MOMEHT B SKOHOMUYECKON uctopuu Muaunu. Ota Mepa Obuia
HarpaniieHa Ha 00prOY ¢ TEHEBBIMH JIEHbraMu, MOOIIPEHHE A0CTyNa K (PUHAHCOBBIM
yciayram U niepexoa Muauu K 0e3HaTuYHON SKOHOMUKE. DTOT IIar CEPhE3HO MOBJIMSLII
Ha Manblie U cpenuue npeanpuatus (MCII), koTopbie BHOCST CyIIECTBEHHBIN BKJIaJl B
BBII u 3amstocts B crpaHe. B 3TOM cTarbe paccMaTpuBaKOTCS MHOTOMEPHBIE
MOCJIECACTBUAS  JAEMOHETH3AlMM  JJI1 MalblX H  CPEIHUX  MOPEANPUSATHMH,
paccMaTpHUBAIOTCS HACYIIHBIE TPOOJIEeMbl, TpaHC()OpPMAIIMOHHBIE H3MEHEHUS B HX
OM3HEC-MOJENAX M BO3MOXKHOCTH, KOTOPbIE MOSBUJIUCH IMOCJE JI€MOHETU3AINHU.
bnaromaps aHanmu3y CTaTMCTHMYECKUX JIaHHBIX U OTpAciieBOM WHGOPMAIMH CTaThs
MPOJIUBAET CBET HAa TO, KAK MaJlble W CPEOHUE MPEAIPUSATHS CHPaBISUIUCh C
nepe0osiMi B JBWKCHHM JCHEXKHBIX CPEJICTB, BHEAPsIU LHUGPOBBIC IJIATEKU U
MIPUMEHSITU CTPATEruy Jisi 00ecTeueHns YCTOMUYNBOCTH.

KitoueBble cioBa: AeMOHeTH3alus, O€3HaJIM4YHAs DJKOHOMHKA, Mallble |
cpennue npennpustus (MCII), uudpoBble T1UIaTEeXH, HUHIUNUCKAST HSKOHOMHKA,

JOCTYITHOCTh (DMHAHCOBBIX YCIIYT, SKOHOMHUYECKasi TpaHChOpMaIIus.

Demonetization was introduced as a bold reform, targeting the reduction of
black money, counterfeit currency, and corruption, while simultaneously driving India
toward digital transactions. While well-intentioned, the sudden invalidation of [1500
and [11,000 notes created widespread disruptions, especially for small and medium

enterprises, which relied heavily on cash for daily transactions such as employee
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wages, procurement of raw materials, and sales. SMEs are a cornerstone of the Indian
economy, contributing significantly to GDP and generating employment for over 120
million people. However, the abrupt nature of demonetization left these businesses
grappling with severe liquidity shortages and operational hurdles. This article
examines the broad-ranging impact of demonetization, exploring how it disrupted
traditional practices, pushed businesses toward digital adoption, and ultimately led to
structural shifts within the SME sector [6,8].

Demonetization created unprecedented challenges for SMEs, many of which
were unprepared for the overnight invalidation of currency. As 86% of the currency
in circulation became obsolete, liquidity dried up almost immediately, leaving
businesses unable to conduct daily operations. For many SMEs, particularly those in
rural areas with limited banking infrastructure, cash was the primary mode of
payment for wages, raw materials, and transportation costs. The cash crunch resulted
in delays, forcing many businesses to temporarily shut down or reduce their scale of
operations. A survey by the All India Manufacturers’ Organisation (AIMO) revealed
that nearly 35% of SMEs experienced a significant revenue drop within the first 50
days of demonetization.

The decline in consumer spending further exacerbated the problem. Sectors
such as retail, construction, and agriculture—key areas supported by SMEs—saw
demand plummet by 20-40%, according to data from the Centre for Monitoring
Indian Economy (CMIE). With reduced consumer spending and constrained cash
availability, SMEs faced prolonged disruptions to their business activities.
Furthermore, many SMEs lacked the digital literacy and technological infrastructure
required to transition to cashless payments. Resistance to adopting digital tools due to
inadequate knowledge or fear of cyber risks further complicated the situation, leaving
many businesses at a standstill [1,3,5].

While demonetization posed significant challenges, it also acted as a catalyst
for change by accelerating the adoption of digital payments across the SME sector.

Businesses that relied on traditional cash transactions were forced to explore
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alternatives such as mobile wallets and digital banking systems. Platforms like
Paytm, PhonePe, and the Unified Payments Interface (UPI) experienced rapid growth
during this period, enabling SMEs to process transactions without the need for
physical currency. Between 2016 and 2020, UPI transactions surged from just 92,000
per month to more than 2 billion per month, reflecting a major shift in how payments
were made.

Government initiatives played a crucial role in facilitating this transition.
Policies such as the Digital India Initiative and tax benefits for businesses embracing
digital payments incentivized SMEs to adopt cashless methods. Additionally,
schemes like the Jan Dhan Yojana enabled many previously unbanked individuals
and small businesses to access formal banking services for the first time. These
measures not only helped SMEs overcome the immediate cash crunch but also laid

the groundwork for a long-term shift toward digital integration [2].
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Figurel — Transactions of digital payments
In the years following demonetization, SMEs have shown remarkable
adaptability, leveraging digital tools to overcome challenges and drive growth. The
pandemic further accelerated this digital transformation, with many businesses
integrating digital payment systems and participating in e-commerce platforms to
reach broader markets. By 2023, an estimated 75% of urban SMEs and 45% of rural
SMEs reported using at least one digital payment method, up from 60% and 25%,
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respectively, in 2020. Similarly, e-commerce participation among SMEs doubled,
with nearly 90% of digitally-enabled SMEs attributing 30-40% of their sales to online
channels, according to a NASSCOM report.

However, this transformation has not been uniform across the country. States
with better digital infrastructure, such as Karnataka and Maharashtra, achieved digital
adoption rates of over 85%, while less developed states like Bihar lagged behind at
around 30%. The BharatNet project and various digital literacy initiatives aim to
address this gap by expanding internet connectivity and training SME owners and
employees in digital tools. Programs like those run by the National Skill
Development Corporation (NSDC) have already equipped over 1.2 million
individuals with digital skills, helping SMEs adapt to the changing landscape.

While demonetization brought about some positive changes, it was not without
its shortcomings. The abrupt nature of the policy left businesses and citizens
unprepared, resulting in prolonged cash shortages and operational disruptions. Rural
SMEs were particularly hard hit, with 75% reporting revenue losses due to limited
access to digital tools and banking infrastructure. Additionally, the policy fell short of
its goal to curb black money, as 99.3% of the demonetized currency was eventually
returned to the banking system, according to the Reserve Bank of India.

The economic repercussions of demonetization were significant, with GDP
growth slowing from 8.2% in FY2016 to 6.8% in FY2017. Job losses in sectors such
as construction and textiles further highlighted the uneven impact of the policy, with
an estimated 3.5 million jobs lost during this period. Although digital payments
surged, their adoption remained uneven, with many SMEs in smaller towns and rural
areas struggling due to inadequate internet access and the high cost of smartphones.
By 2023, cash still accounted for 65% of all transactions, underscoring the deep-

rooted behavioral and infrastructural challenges that remain. [7]
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Figure2 — Demand decline over various sectors

The long-term impact of demonetization on cash and digital transactions in
India underscores a significant shift in financial behavior, although cash remains
dominant in many aspects of the economy. Before demonetization, cash accounted
for an overwhelming 95% of all transactions in 2016. The sudden withdrawal of high-
denomination currency notes disrupted traditional practices, prompting individuals
and businesses to adopt digital alternatives. This period saw a surge in the use of
digital payment platforms, spurred by government initiatives such as the Digital India
program and the introduction of the Unified Payments Interface (UPI).

By 2018, digital transactions rose to account for 15% of all payments, driven
by increasing smartphone penetration and greater acceptance of mobile wallets like
Paytm and PhonePe. This shift continued into 2020, with digital payments
constituting approximately 25% of total transactions, as businesses and consumers
increasingly adopted cashless methods for convenience and safety, especially during
the COVID-19 pandemic.

Despite this progress, cash remains a significant part of the Indian economy,
with 65% of all transactions still conducted in cash as of 2023. The persistence of
cash usage can be attributed to several factors, including the deeply ingrained cultural
preference for physical currency, limited digital infrastructure in rural areas, and
concerns over cybersecurity. While urban areas have embraced digital payments at a
faster pace, rural regions lag behind due to inadequate internet access and a lack of

financial literacy.
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The continued prevalence of cash highlights the challenges in transitioning to a
fully cashless economy. It underscores the need for sustained efforts to bridge the
digital divide, expand infrastructure, and enhance trust in digital systems. However,
the gradual increase in digital transactions also reflects a growing acceptance of
cashless methods, suggesting that India is steadily moving toward a more inclusive

and digitally integrated financial ecosystem [4,10].
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Figure3 — Relation between cash and digital transactions
Demonetization was a defining moment for India’s SMEs, presenting both
obstacles and opportunities. While the immediate disruptions were significant, the
policy catalyzed a long-term shift toward digitalization and formalization. To achieve
the vision of a cashless economy, continued investment in digital infrastructure,
financial literacy, and inclusive policy support is essential. Bridging the digital divide
between urban and rural businesses will be critical in ensuring equitable economic
growth across India. Future research should focus on how technology can further
empower SMEs and explore strategies to address the barriers faced by rural
enterprises, paving the way for a more resilient and inclusive economy [9].
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