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Abstract

 An attempt has been made to highlight the impact of
demonetization on the growth of digital payments in India. This move
is expected to cleanse the economic system from the evil of black
money. The attempt has also been made to lower the circulation of cash
in the economy and encourage the use of digital payment methods
which will lead to increase in revenue of the Government. India is on
cusp of financial revolution as large number of measures is being taken
to move from cash dependent economy to cash less economy. At
present only 5% personal consumption expenditure in India is digital.
After demonetization, mobile wallets saw the highest percentage increase
in the value of transactions among the digital payment methods.
Transactions using the newly introduced UPI have increased from  90
crore in November 2016 to  1,659 crore in January. 125 lakh people
have adopted the BHIM app so far. Government has a Mission toachieve
target of 2,500 crore digital transctions for 2017-18 through UPI, USSD,
Adhar Pay, IMPS and debit cards.
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Demonetisation : Move towards
Cash Less Economy

I. Introduction
DEMONETIZATION IS THE act of stripping of old  legal  tender and

replacing  with the new currency unit. In an important move, the
Government of India declared that the five hundred and one thousand
rupee notes will no longer be legal tender from midnight, 8th November
2016. The RBI will issue Two thousand rupee notes and new notes of Five
hundred rupees which will be placed in circulation from 10th November
2016. The government scrapped 86% of the currency in circulation. The
demonetization will nudge a larger number of individuals to lessen their
dependence on cash transactions and resort to digital payment.

Demonetization is intended to tackle the menace of black money and
encourage a move to a cashless (or less cash-based) state and bring the
parallel sector into the mainstream economy. The move by the government
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— Incentives for booking travel tickets online: Government has already
provided incentives by way of discount up to 0.5 per cent to customers
for monthly or seasonal tickets from January 1, 2017, if payment is
made through digital means. Similar schemes could be launched for
normal railway tickets. However, checks need to be put in place for
preventing misuse of this scheme.

— Strengthening Customer Grievance redressal mechanism: Necessary
guidelines should be framed  to ensure enhanced customer grievance
redressal mechanism.

— Robust fraud and risk monitoring systems should be developed.
— Frame work to reduce customer liability for unauthorised electronic

transactions should be built.
— Enhancing safety and security by strengthening the safety and security

of  infrastructure .
— To enhance the speed and level of  internet penetration .
— A proposal to mandate all Government receipts through digital means,

beyond a prescribed limit, is also under consideration.

VI. Conclusion
In the aftermath of the cancellation of the legal tender character of old

 500 and  1,000 notes, there has been a surge in the digital transactions
through use of credit/debit cards and mobile phone applications/e-wallets
etc. Growth of UPI and USSD post demonetization is phenomenal. But in
the month of Feburary as  the liquidity situation improved, there is a
plunge in the volume of transactions .  In order to increase the usage of
the digital   payments,  they should be made more secure and simple  and
speed and level of internet penetration  should also be  improved   and
people must be educated on the benefits of cashless  transactions. There
are numerous benefits of cashless transactions for the country as well as
the customers.  It will lower  the costs of storing and processing physical
currency and increased tax collection for the government  and for   people
convenience and reduced risk in payments and settlements which will
fuel the growth of economy.

References
Ajayi, S. I. and O.O. Ojo (2006), "Money and Banking: Analysis and Policy in

the Nigerian Context", Second Edition, University of Ibadan, Daily Graphics
Nigeria Ltd. Al Shaikh, Said.

Asokan,N, P. Janson, M. Steiner and M. Weidner, (2000),"Electronic Payment
Systems" IBM Research.

 Baddeley, M., (2004), “Using E-Cash in the New Economy: An Economic
Analysis of Micropayment Systems", Journal of Electronic Commerce Research,
Vol. 5, No.4, Cambridge, UK.

Bauer, Hans H., Maik Hammerschmidt and Tomas Falk, (2005) “Measuring
the quality of ebanking portals”, International Journal of Bank Marketing, Vol. 23,
No.  2, pp. 153 – 175.



Aggarwal & Gupta, Demonetisation : Move towards Cashless Economy 653

Indian Institute of Finance

Chatterjee, P., and R. Rose, (2012), "Do Payment Mechanisms Change the
Way Consumers Perceive Products?" Journal of Consumer Research, Vol. 38, No.
6, pp. 1129–1139.

Faber, R. and T. O´Guinn, (1988), "Compulsive Consumption and Credit
Abuse", Journal of Consumer Policy, Vol. 11, No. 1, pp. 97–109.

Feinberg, R.A., (1986), "Credit cards as spending facilitating stimuli: A
conditioning interpretation", Journal of Consumer Research, Vol. 13, No. 3, pp.
348–356.

Hirschman, E.C., (1979), "Differences in Consumer Purchase Behavior by
Credit Card Payment System", Journal of Consumer Research, Vol. 6, June 1979,
pp. 58–66.

Howcroft, B., R. Hamilton and P. Hewer, (2002), "Consumer attitude and
the usage and adoption of home-based banking in the United Kingdom", The
International Journal of Bank Marketing, Vol. 20, No. 3, pp. 111–121

Hua, Guangying, (2009), "An Experimental Investigation of Online Banking
Adoption in China", Journal of Internet Banking and Commerce, Vol. 14, April 2009.

Humphrey, D.B., (2004), “Replacement of cash by cards in U.S. Consumer
Payments", Journal of Economics and Business, Vol. 56, pp. 211–225.

Kruger M and F. Seiz, (2014), "Costs and Benefits of Cash and Cashless"

Laukkanen, T., (2007), “Internet vs mobile banking: comparing customer
value perceptions”, Business Process Management, Vol. 13, No. 6, pp. 788-797.

Mendoza, N., and J. Pracejus, (1997), "Buy Now, Pay Later: Does a Future
Temporal Orientation Affect Credit Overuse?", Advances in Consumer Research,
Vol. 24, pp. 499–503.

Miller, R., W. Michalski and B. Stevens, (2002), "The Future of the Money",
Organization for Economic Co-Operation and Development (OCDE) Report,
pp. 11–30.

Poon, W. C. (2008), “Users’ adoption of e-banking services: the
Malaysian perspective”, Journal of Business and Industrial Marketing, Vol. 23,
No. l, pp. 59-69.

Prelec, D. and D. Simester, (2001), "Always Leave Home without It: A
Further Investigation of the Credit-Card Effect on Willingness to Pay", Marketing
Letters, 12(1), pp. 5–12.

Ramani, D., (2007),”The E-Payment System”, E-business, Vol.7, No.5,
pp.35- 41.

Sakthivel, N ., (2008), “Customer Perception of ATM Services- A
Comparative Analysis”, Professional Banker, pp. 66-74.

Soman, D. and A. Cheema,  (2002), "The Effect of Credit on Spending
Decisions: The Role of the Credit Limit and Credibility", Marketing Science,
Vol. 21, No. 1, pp. 32–53.

Srivastava, J. and P. Raghubir, (2008), "Monopoly Money: the effect of
payment coupling and form on spending behavior", Journal of Experiental
Psycology Applied. Vol. 14, No. 3, pp. 213–225.



654 Finance India

Indian Institute of Finance

Contact :
IIF Publication
Indian Institute of Finance
45A,Knowledge Park III
Greater Noida 201310, UP, INDIA
Ph.: 9999321585-86;

0120-2323683
Email: nl@iif.edu ; info@iif.edu


