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MODI’'S DEMONETIZATION AND ITS EFFECT ON INDIAN ECONOMY
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When the government announced the demonetisation of all Rs 500 and Rs 1000 notes in
November 2016, it said it was doing so for two reasons — it wanted to eliminate counterfeit currency used
by terrorists and smugglers and it wanted to destroy the black economy by forcing the ‘de-hoarding’ of
cash held by those generating black income.

What I would like to point out is the fallacious thinking behind the scheme, including factors
such as the following:

> Only a small amount of the black economy would be affected by the demonetisation. We have
seen why.

» Much of the money that was demonetised was not black cash.

» According to the Pew Research Centre, in 2015, only 22% of adults in India had access to the
internet. This means the vast majority who do not have access to the internet will be unable to
use online banking. :

> Only 17% of Indians have access to smartphones and consequently to mobile phone banking.

> In a population of 1.3 billion and counting, there are 24.5 million credit cards and 661.8 million
debit cards. A fairly large number of Indians do not have access to credit or debit cards. Most
small business do not have card readers so the cashless economy the prime minister and his
cheerleaders have been talking of cannot become a reality overnight.

> It is unlikely that black marketeers and other generators of black money will suffer because the
biggest fish were able to quickly convert whatever black cash they had into white. Some of the
avenues used, according to media reports, were the purchase of jewellery, cash donations to
temples, conversion of old notes to new notes with the connivance of corrupt bank officials and
circulation through the Jan Dhan accounts of the poor. In other words, despite the massive
exercise of demonetisation, the total amount of black cash that has been demobilised is very
small.

> It was not explained why when high currency notes were being demonetised - as they were the
choice of currency for black income generators to hoard — currency of even higher denomination
(the Rs 2000 note) was being introduced. Surely, this would be even easier to hoard?

In sum, the demonetisation scheme will not solve the problem of the black economy.

Thus, since demonetisation was announced, unemployment has risen, investment has fallen, banks are
facing difficulties and the crisis in agriculture has been aggravated in spite of a good monsoon. All this
leads to the emergence of recessionary conditions in the economy.

The black economy functions in secrecy. Hence the most important tool that we have to bring it out into
the open is the RTI provision. It is crucial to bring under RTI all political parties, the judiciary, the prime
minister and the chief ministers’ offices. If it is extended to them, it would make the politician and the
executive accountable and their functioning transparent so that, unlike at present, they cannot subvert
the law deliberately.

Medium term: Changes in structure of taxes

The tax structure needs simplification and modification. For example, there should be wealth
taxation on all forms of wealth, gift tax and estate duty. This is like the tail wagging the dog. It would
force individuals to reveal their income to pay taxes.

Corporation tax should be on gross profit and not net so that the costs incurred cannot be
manipulated to show lower incomes. Property taxation, which is currently manipulated by fudging the
value declared, should be based on site and services valuation. Indirect taxes too need to be simplified by
levying them only on final and luxury goods. In the case of taxation of services, incomes are manipulated
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