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ABSTRACT

Demagnetization is a tool to battle inflation, kamoney, corruption and crime, discourage cash deations
and help trade. The banning of Rs. 500 and Rs.t00@ncy notes has influenced almost all sectionallithe corners of
the economy. Its effect on banking sector is saamf as the bank is a center to channelize thallegnder money to the
needs of the society. The biggest beneficiariedeaiagnetization are banks. It made the banks temcihe deposits
without any cost of promotion and drastically inesed liquidity position of banks. The present stisdyade out of the

available literature in the post demonetizationpdirtrayed the effect of demonetization on the rengector.

KEYWORDS: Reserve Bank of India (RBIgovernment of IndiaCash Reserve Requirement (CRBgmonetisation,
Liquidity, Green Banking and Digitalisation

INTRODUCTION

Banks are core part of any economy. They channtiisenoney for the smooth functioning of differsettors.
Initiative of green banking has made the banksansform conventional banking services into moderas. The products
and services are offered through electronic devigite the help of internet. Surgical strike on Wamoney called
‘demonetisation’ brought enormous changes in &llgctors of the economy. Banks are not exceptitie influence of
demonetization and brought vibrations in the openatas well as products and services of bankerelated greater
demand for digital banking services where cashtessactions are prioritized. Day to day operatiofiisanks are affected
and led to liquidity management a difficult taskheTexchanging of banned currency notes erodeduhliygof service.
At the same time, meeting of the Reserve Bank dialifRBI) was challenging. Demonetization has disturbed e b
operations and made the employees to work undemaitional stress with the extended working holtsst of the banks
were unable to discharge other banking servicescfely while exchanging the banned currency nokéence, the
present study is made to figure out the influenféedemonetization on the banking sector. It highigglthe post

demagnetization effect on banks and their operation

REVIEW OF LITERATURE

Nithin and Sharmila have opined that demonetizaltias a short-term negative impact on differentaseaf the
economy and solved when the new currency notesvately circulated. They also argued that the gorent should

clear all the problems arose out of demonetizatiod help the economy to work smoothly. Nikita Gajieliberated a
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study on “Black Money in India: Present Status &uture Challenges and Demonetisation.” In additiescribed the
framework, policy options and strategies that Indizovernment should adopt to tackle the presenfatnde challenges.
Vijay and Shiva have examined demonetization am@ddimplete financial inclusion. The rewards of dgnadization are
many encouraging and it is in the long-term inteoéthe country. Moreover, viewed that it had givemporary pain but
it taught financial lessons. It has influenced b@king sector to invest considerably on digitdiisaof banking services.
Manpreet Kaur has conducted a study on demonetizatid the impact on cashless payment system. d3idess system
in the economy has many fruitful benefits less tonasuming, less cost, etc. The author has expdhtdthe future
transaction system in all the sectors is cashlégees Ike has researched on demonetization angbagive and negative
impact. The main purpose of it is to eradicate bteck money and diminish the corruption. He hasmegithat the
Government of India has become successful to soeeite Demonetization had a negative impact fdnatsduration and
the real impact will be known in future. Soweto @ial has organized a study on demonetization arzhmking in the
country. It is organized to ascertain the awareiresise rural India. Awareness about e-bankinglitees and how much it
has increased after demagnetization with a sampl®®, an attempt is made to know the differencéhim usage and
awareness level between rural and urban publiwalt found that urban male youth have higher awasngsage of e

banking etc.
METHODOLOGY OF THE STUDY

The study is based on secondary data. It includedlable published literatures such as books, jalstn

newspapers and relevant government websites.
DEMONETIZATION

The term demonetization may be defined as a cooclus the act of ending something; or "the terrtioraof an
agreement”. The numbers and calculations for thes @erwhelming. According to RBI, there are 16.Hidm
‘500 - rupee’ notes and 6.7 billion ‘1000 - rupe®tes were in circulation. Of this, Rs. 500 notesstitute 45 per cent,
while Rs.1000 notes, 39 per cent in value termsvéi@r, Rs. 10 and Rs. 100 notes constituted 53 @@t of notes in
circulation. The financial action task force hasnep that there is a criminal use of the internaldinancial system. In
two words: black money. Unaccounted money, ofterdus any form of corruption or illicit deals, udlyaakes the form
of high-value notes, which in this case are Rs. & Rs. 1,000 notes.

DEMONETIZATION AND BANKING OPERATIONS

Banks are the backbone in the process and thedtiggeeficiary. In the post exchange of currendiasks had
higher deposits and transaction volumes, lower chaahdling costs and greater acceptance of digitencels.
The influences were both short and long - term olmethe short-term, it disrupted the banks anessted strongly to carry
out operations and in the long run, it helped theks to pool the deposits without incurring anytcétere are four

influences of demonetization on banks.
Increase in Deposits

Demonetization has increased the deposits in bamaccounted money in the form of Rs.500 and R€ 1@€re

flowing to the banks and the sizes of deposits lasteased. It helped the banks to increase tlegiosits.
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Fall in the Cost of Funds

Over the past few months, deposits have incredskedl the banks to keep a major part of deponithé form of

cash deposits. Banks have a lion’s share in deploigjgest gain with the rise in deposits and finkdtl to low cost funds.
Demand for Government Bonds

After sharp rise in deposits banks have lend suchlgs deposits to the RBI under the reverse rgu@ios.
Public sector banks deployed excess funds in gavenhbonds. The return on bond investment is likelgdd 15 to 20

per cent increase in the earnings of banks.
Slagginess in Lending

The volume of lending has declined after demagattim. This has an effect on the growth of depdinks

have tried to lend the money to the needy group witluced interest rates, but shrunk over thddastmonths.
RESULTS OF POST- DEMONETISATION

The results of demonetization have a positive amgative impact on banks. They have influenced diiyi

profitability and so on.
Positive Results of Demonetisation

The pros of demagnetizati@are no more black money and legal transactions. Gdvernment will easily find
out who is holding black money. Banks will galoréhadeposits and liquidity is easily available atvlrate of interest.
Lowest interest means more investments and moréogmpnt. More business means more income througtstano cash

crunch for welfare schemes, etc. The following@wsitive results of demonetization.
Free Flow of Deposits

Banks have gained deposits substantially after dagtization, which they can invest in improvingithiguidity

and profitability.
Improved Digital Interface

Increased the use of digital tools and equipmerilevéxecuting transactions in banks. This has ¢tedecrease in

cash loss, due to theft, dacoits and misappropnati
People’s Surplus at Bank

Cash is an idle asset, which does not yield angnmecunless kept in a bank. Therefore, demonetiziis made

the people to keep their surplus money in a folimgltution to earn some sort of income.
Increased Number of Customers

Demonetization has influenced the public to dedahviianks. It made even a non - income group to lzawve

account. It has increased the number of accoudensl
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Negative Results of Post - Demonetisation

Demonetization has brought some operational iskubsnks. It has disturbed employees, operationstiscand

profitability. The following are some of the corfsdemonetization.
Cash Reserve Requirement

Hundred per cent CRR on incremental deposits misattbanks did not earn any interest on Rs. 3 ke

deposits for nearly a fortnight.
Waiver of ATM Charges

ATM charges were waived off during banned note arge and banks incurred a loss of Rs. 20 in every

transaction.
Waiver of Merchant Discount Rate

Banks have lost one per cent discount charge fremecihants on every card transaction.
Non- Selling of Loans

Banks have focused on the exchange of currencygnbbey were not able to sell loan products. This treduced

the lending activities.
Reduction in the Sales of SMEs

During demonetization, the business of certain korainedium - sized enterprises (SME’s) had dedlifé - 80

per cent. Consequently, they could default in threstallments due to the banks. This has led tavtiran NPA's.
Stress on Employees

Bank employees were kept under pressure and owewtionking. It has depressed them and brought imbalin
life style. The continuous notifications from RBidathe absence of money banks have faced the furystomers. Bank
staff was helpless when they did not receive en@agh to meet the demand for cash. Frequent chamgegulations and

voluminous old notes have made the staff to hacattomers with a smile and overtime without extdary.
CONCLUSIONS

Demagnetization is a weapon used by governmengho &gainst corruption and black money. At the adime,
it has brought changes in all the corners of thenemy. Demonetization has badly affected the baBemned
denominations were ploughed back and allowed ttieeas to exchange with the banks. While exchangingdisturbed
temporarily and influenced its regular operatiofisough it affected to a greater extent, it has gate economy to grow

in the years to come.
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