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ABSTRACT: Demonetization which is sucking out the cash from the market is one of the big 
steps taken by the government of India, with intent to addressing various issue like black money 
corruption terrorism etc. Although Demonetization has its merits and demerits but one sector 
which has been hard by the demonetization is the small scale sector which affected the micro, 
small and medium enterprises. Since the bulk of transactions in this sector are cash-based, a 
liquidity crunch will likely cause a slowdown in economic activity. Demonetization decrease the 
demand of product from small scale industries and theirs workers are jobless and unemployed. 
The present paper is an attempt to find out the impact which demonetization had on the small 
scale sector and how it would overcome the challenges posed by Demonetization.  
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1. INTRODUCTION 
Demonetization is one of the big steps initiated by Government in addressing the 
various issues like black money, counterfeit currency, corruption, terrorism etc. This 
concept of demonetization is not new. This move targeted for flushing the stocks of 
“black money “out of our economy and getting them legitimate, banked and taxable 
so that it becomes a part of our economy. The idea of demonetization is good but it has 
to be taken into consideration that most of the black money is kept in the form of land, 

buildings or gold or kept abroad. What is in cash constitutes only 4% of the total 
amount of black money on which taxes are not being paid. 
 
The impacts which have been on the economy can be summarized as follows: 
 

 Stock of black money fell as some holders came in the tax net. The government 
expects formalization to reduce the flow of unaccounted income. 

 Digital transactions among new users increased sharply; existing users’ 
transactions increased in line with historical trend. The government expects 
some return to cash as supply normalizes but the digital revolution to 
continue. 

 Income taxes rose because of increased disclosures. Payments to local bodies 
and discoms increased because demonetized notes remained legal tender for 
tax payments, clearance of arrears. The government expects indirect and 
corporate taxes to decline, to the extent growth slows. Over the long run, taxes 
should increase as formalization expands and compliance improves. 

 Decline in prices as wealth fell while cash shortages impeded transactions. The 
government expects prices to fall further as investing undeclared income 
becomes more difficult. Tax component is also expected to rise if GST is 
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imposed on realty. 
 Growth slowed as demonetization reduced demand, supply and increased 

uncertainty. The government says this could be beneficial in the long run if 
formalization increases and corruption falls. 

 Uncertainty increased as firms and households were unsure of the economic 
impact and implications for demonetization. The government expects 
credibility to be strengthened if demonetization is accompanied by 
complementary measures. Early and full remonetization is essential. 

 
2. SMALL SCALE INDUSTRIES 

Small-scale industries (SSIs) have been playing an important role in the overall 
economic development of a country like India, where millions of people are 
unemployed or underemployed. Poverty has become the most important problem for 
our country today. SSIs play an important role in minimizing these problems through 
dividing employment with lower investment. Industrialization is essential for rural 
areas because majority of the population lives there. If industrialization is started from 
villages then the impact of development is enormous. The economic development of 
any country primarily depends upon the establishment of industries. SSI sector 
comprises 95 per cent of the total industrial units in the country. The Government had 
started various developmental facilities such has technical assistance and advisory 
service, machinery on hire purchase, factory space in industrial estates. Credit 
facilities on liberal terms, marketing assistance, etc. Because of the impetus provided 
by the various assistance programs, the small Industry in India, in the last decade and 
a half, has steadily grown in size and diversity ,The phenomenal progress made ,by the 
small scale sector during the last fifteen years will be apparent from the following 
figures: At present the small-scale sector represents more than 90% of industrial units, 
accounts for 4110 of the total industrial employment and 35% of (gross) production. 
The micro, small and medium enterprises (MSMEs) play a pivotal role in the economic 
and social development of the country, often acting as a nursery of entrepreneurship. 
They also play a key role in the development of the economy with their effective, 
efficient, flexible and innovative entrepreneurial spirit. The MSME sector contributes 
significantly to the country manufacturing output, employment and exports and is 
credited with generating the highest employment growth as well as accounting for a 
major share of industrial l production and exports. MSMEs have been globally 
considered as an engine of economic growth and as key instruments for promoting 
equitable development. The major advantage of the sector is its employment potential 
at low capital cost. The labour intensity of the MSME sector is much higher than that 
of the large enterprises. MSMEs constitute more than 90% of total enterprises in most 
of the economies and are credited with generating the highest rates of employment 
growth and account for a major share of industrial production and exports. In India 
too, MSMEs play an essential role in the overall industrial economy of the country the 
survey, conducted between December 2016 and January 2017, showed the country’s 
Overall Business Confidence Index (OBCI) slipped to 58.2, compared to a figure of 67.3 
for the same period last year. The survey drew responses from 207 companies and 
aimed to capture the assessment of the current situation, as well as gauge expectations 
regarding performance for the first half of this year. 
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3. ROLE OF SME IN INDIAN ECONOMY 
The SME sector is one of the important parts of the Indian economy. It accounts for 
about 40% of the manufacturing sector’s value while around 95% of the industrial 
units. It absorbs approximately 80% of the workforce of the manufacturing sector. The 
SME sector is the second largest employment providing sector in India after 
agriculture. It also accounts for around 35% of the total Indian exports. The Indian 
economy is growing at a good rate of 8%and is targeting a growth rate of more than 9 
% in the time to come. t is estimated that this sector has been contributing about 40% 
of the gross value of output produced in the manufacturing sector and the generation 
of employment by the small-scale sector is more than five times to that of the large-
scale sector To do this SME sector would be the prime focus for the economy as it 
smooth the progress of the small size units into medium and large organization. The 
fundamental issue that is going up against the Indian economy is increasing pressure 
of populace on the land and the need to create enormous employment opportunities. 
This issue is explained to a higher degree by small scale businesses since small scale 
commercial ventures are labor intensive in character. They create enormous number of 
employment opportunities. Creation of employment by this part has demonstrated an 
amazing development. It is a capable apparatus of employment creation. small-scale 
industries are labour-intensive, i.e., labour-investment ratio in their case is quite high. 
A given amount of capital invested in small-scale industrial undertakings is likely to 
provide more employment, at least in the short run, than the same amount of capital 
invested in large-scale undertakings. This is a very important matter for our country 
where millions of people are either unemployed or under-employed. Further, the 
encouragement of small-scale industry would serve to counteract the seasonal 
unemployment in agriculture and thus to utilize labour which might otherwise go to 
waste. 
 

4. IMPACT ON SMALL SCALE INDUSTRIES 
The Small and Medium Business (SME) sector in India has a heavy influence on the 
economy. It provides employment to millions of people every year and contributes a 
healthy eight percent to the country’s GDP. When a major economic decision like 
demonetization is implemented, it is necessary to study the impact it could possibly 
have on the economics of this sector. 
 
Most SMEs are family-run businesses in India. The SME market can be categorized 
into two sectors. 

 Businesses created by entrepreneurs who smelt the opportunity and moved 
fast to launch and become successful quickly. 

 Businesses that came in late but could become reasonably successful because 
of the huge potential that remained untapped. 

SMEs, with their traditional business mindset and approach, were convinced that 
they could continue to do business this way and yet enjoy success without having to 
scale up or make any major investments. 
The banning of higher currency notes and introducing new currency notes might 
have a significant and long term impact on the economy. However sectors like Real 
estate, unorganized trade, commodities, agricultural sector & services might have a 
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negative impact. With Liquidity crippling both NPA & working capital needs are 
most likely to go up. The National Sample Survey organization (NSSO) releases data 
on the number of persons employed in the organized small- and micro-scale 
manufacturing sector. A broad estimate pegs the number of such units at 30 million, 
with around 60 million persons, including the entrepreneur, employed in this unit. 
Perhaps half of these small- and micro-scale units use cash for transactions, while the 
other half uses the banking system. Thus, 30 million persons, belonging to the units 
in the lower echelons of the distribution, are cash oriented. The National Sample 
Survey organization (NSSO) also releases data on the number of persons employed 
in the unorganized manufacturing, trading and services sectors. These units are 
molecular enterprises, and broad-brush estimates show there to be around 20 million, 
15 million and 15 million businesses in the unorganized manufacturing, services and 
trading sectors respectively. This sum up to around 50 million businesses in India 
molecular sector Employing, on average, one person each, the number of persons 
employed in the unorganized manufacturing, services and trading sectors would be 
20 million, 15 million and 15 million respectively. Collectively, entrepreneur and 
employee would sum up to 100 million persons engaged in India’s molecular 
businesses. To the last number would be added the 30 million persons from the 
previous calculations, yielding a total of around 130 million persons engaged in cash-
based economic activities. Each person would be supporting a family element of, let 
us say, 2 other persons. Hence, 260 million persons would be dependent, for survival 
and sustenance, on the earnings of the 130 million engaged in small, micro and 
molecular businesses in India. In total, 390 million lives and livelihoods would be 
sustained by the small micro and molecular sector of the Indian economy. 
Furthermore, there are around 140 million agriculture workers in India. These 140 
million persons would support 280 million persons. In total, 420 million persons 
would be supported by the agriculture sector. Out of a population of 1,250 million 
persons, the negatively-affected number is 810 (390+420) million persons, and the 
proportion of 65 percent is extremely large! It is more than the population of Europe 
put together. Two-thirds of India’s population, generating livelihoods from 
agricultural, small, micro and molecular sectors, has borne the heaviest burden of 
demonetization. 

 
5. BUSINESS IMPACT ANALYSIS 
1. Liquidity – The immediate impact will be on liquidity. Businesses dealing with 

large amount of cash can no longer use the currency to drive business. 
2. Loan Demand – To fill up the gap and run business smoothly the demand of loans 

or funding from bank and other financial institutions will increase. 
3. Loan Disapproval – Businesses dealing with cash will have difficulty in getting 

funding as the Balance sheet will give a different story, making them unqualified 
for loans. Moreover Banks will be reluctant and extremely cautious as they would 
want to avoid NPA’s. 

4. High Cost – Even if one can avail funding through other institutions, the cost of 
lending will be much higher. 
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6. CONCLUSION 
Central government’s recent decision to demonetize the high value currency is one of 
the major steps towards the eradication of black money in India. The demonetization 
drive will affect some extent to the general public, demonetization may not yield 
desired results against black money, and rather it creates inconvenience to the general 
people. The small businesses do not have sufficient cash holdings with which to carry 
out production activity. Production has been adversely affected by Demonetization 
since the owners does not have enough currency to pay to the labour. Thus it can be 
concluded that demonetization has been a mixed bag of good and bag and if 
implemented with right spirit and sincerity it can bring wonders to the economy in 
the long run. 
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