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1. INTRODUCTION 

Demonetization is defined as act of stripping a currency unit of its status as legal tender. It 
refers to cessation of current currency and replacing it with new currency. Demonetization is 
not a new concept; in the past also it has been utilized by various countries as well as India to 
curb currency some failed very badly with this move. Declaration of 86 percent of currency 
notes as illegal tender in just a blink of time on eve of 8th November 2016 mandated the creation 
of immediate interruption in daily lives. This movement rendered everyone surprised as this 
was momentous decision and unexpected one which was declared without any prior 
information in the evening at 8:15 p.m. addressed by our honorable Prime Minister Shri 
Narendra Modi. This concept of demonetization is not new. This move is 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. On reviewing the microeconomic effects it 
somewhat proved to be beneficial: first, the uncollected revenue at various Nagar Nigams 
increased and second it was also a political move as it was a surgical strike on terror financing, 
forged notes circulation can also be restrained. However on macroeconomic level large 
number of population is considering this move as unfair due to the problems faced by them. 

 
Table-1 Countries which Previously Banned the Notes and Effects on their Economy 

S.N. Country Year Effect on Economy 
Successful/unsuccessful 

Reason for failure 

1 Ghana 1982 Made economy weak 
unsuccessful 

People support for black market and 
investment in physical assets. 

2 Nigeria 1984 Economy Collapsed 
Unsuccessful 

Debt-ridden and inflation did not 
take change well. 

3 Myanmar 1987 Unsuccessful Led to mass protest resulting in 
killing of many people. 

4 Soviet Union 1991 Unsuccessful People did not take change 
positively due to poor harvest 

5 North Korea 2010 Weak Unsuccessful People left with no food and 
Shelter 

6 Zimbabwe 2015 Weak Unsuccessful Face value one hundred trillion 
native currency dropped to $0.5 
Dollar 

 
Due to this step adverse impact on Indian economy can be evident as: banning on the medium 
of exchange for commodities will lead to financial crisis reducing the purchasing power of 
people. It is evident that demonetization has led to money contraction (to the extent of 14 lakh 
crore) of which the rural population and urban lower and middle as well as informal class are 
the worst sufferers. India is still largely dependent on primary activities including agriculture 
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and allied activities as well as activities of informal sector where almost all the transactions are 
in cash. 

 
2. IMPACT OF DEMONETIZATION IN AGRICULTURE SECTOR 

Cash is the primary mode of transaction in agriculture sector which contributes 15% 
to India’s total output. Formal financing in many parts, especially Punjab, Uttar 
Pradesh, Odisha, Maharashtra, Gujarat and Kerala is significantly from cooperative 
banks, which are barred from exchange-deposit of demonetized currency. Notably, 
demonetization happened at the time of kharif harvest and start of rabi sowing, partly 
explaining why this period is dubbed the ‘busy season’ from a standpoint of credit 
demand, the other being bunching of festivals and weddings. 

 
Agriculture is impacted through the input-output channels as well as price and output 
feedback effects. Sale, transport, marketing and distribution of ready produce to 
wholesale centres or mandis, is dominantly cash-dependent. Disruptions, breaks in the 
supply chains caused distress to farmers as sales fall, increased wastage of perishables, 
lower revenues that show up as trade dues instead of cash in hand and when credited 
into bank accounts with limited access affect the sector. 

 
Currently, many of these networks are operating sub-optimally or altogether at a 
standstill, depending upon location, market links and other item-specific factors. The 
input side is equally affected as many payments/purchases, such as seeds, fertilizers, 
implements and tools, are outright in cash. Borrowing-financing operations of larger 
farmers and organized producers are also cut off or severely clipped. 
 
The impact is visible in different sub-segments. Winter crops such as wheat, mustard, 
chickpeas were due for sowing in a fortnight. Wheat prices were already up due to low 
stocks and anticipated shortfall in 2015-16 output and have firmed up further as 
demonetization fallout pushes traders to build more inventories. Production in 2016-
17 could drop if sowed acreage (rabi) reduces for want of enough seeds on time to 
exploit the adequate soil moisture. Yields could fall from late sowing and subsequent 
exposure to rough spring weather, the lack of sufficient or timely application of 
fertilizers, pesticides, etc. Farm labour, vital for this period, is reported to be unpaid as 
farmers have no cash. Many of them are reported to be returning from some northern 
parts to homes in UP and Bihar. Labour shortages and wage-spikes may follow with a 
lag. 
 
Plantation crops such as rubber, tea, jute, cardamom are seeing no wages paid to 
workers. Small- medium tea growers have few buyers now (a third of the tea was 
unsold in recent auction in the south). Raw jute trade is halted as paucity of funds 
affects procurement-delivery by traders. Projections of scarcity have appeared with 
appeals for official procurement support. Cotton is witnessing havoc: daily arrivals 
have plunged to 30,000-40,000 bales against the usual 1.5-2 lakh bales at this time 
(harvest) as per reports and prices have soared 9% in a week, pushing up global prices 
in turn. 
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Vegetables and fruits that along with crops added 61% of agriculture’s gross value 
added in 2015-16, depends critically upon a cash-strapped transport sector for daily 
supply network. Sales have dropped sharply (25-50%) across markets with 
occurrences of dumping. At present, demand is repressed for want of currency, so 
prices are subdued, but eventually, supply shortages could cause prices to rise. 

 
Production patterns and cycles vary and there is little guidance as to when the 
demonetization dust finally settles. However, gestation periods extend from 2-3 
months for vegetables and 4-6 months for oilseeds, pulses and cereals. Production 
losses in vegetables cannot be recouped and is a permanent loss. Lower cereals, 
oilseeds outputs would persist until the next harvest, or about nine months and it is 
certain that incomes and profit margins will be hurt. This means considerable 
fluctuations, increased uncertainty and risk. 
 
Demonetization was announced when the wheat sowing was into its last week. The 
ideal window for sowing wheat is about 21 days. Late sowing decreases yield. 
Resourceful farmers may manage, but at a higher cost, most farmers who had already 
spent money on ploughing and irrigation to keep the field prepared cannot afford to 
leave their land fallow. When selling produce, farmers who take perishable fruits and 
vegetables to the wholesale market will be exploited. The traders asked for new notes 
for the produce of cotton jowar, bajra, soybean and refused the old currencies while the 
district co - operative bank where most farmer have account, will not accept the old Rs 
500 and Rs 1000 currencies. Small street vendors and shopkeepers lacked money to 
purchase perishables. Sales came down and also prices the farmers get for their 
produce may come down drastically. The payment by middle men to the transporters 
for their transport cost for delivery of perishables may be difficult. Most will not accept 
old notes This can have a cascading effect. The small farmers will have difficulty in 
buying full input requirement of seeds, fertilizer and pesticides on credit as there are 
limits. Small dairy farmers in Andhra Pradesh, Sugarcane farmers, Apple farmers 
accept cheques from large buyers. Potato contract farmers accept cheques from food 
companies. Some Maize farmers and coconut farmers in Karnataka take cheques from 
state agencies, but now the situation will be a little different in most places. 
 

3. PENETRATION OF BANKS IN RURAL AREAS 
The banking penetration in rural India is quite low and the farmers found it difficult 
to tackle this bold move by the Modi Government. Farmers live miles away from their 
nearest bank branch, and the number of ATMs in the rural regions is also negligible, 
as the banks generally focus on urban areas for their banking business — which has 
made the situation a little more difficult for farmers in this crucial period. 
 
The Union Government has proposal to start the Indian Post Payment Bank (IPPB), 
which can become a powerful and effective vehicle of real financial penetration in the 
country. But that still is some time away to get started, and in this needy period it 
would have definitely came handy with its 650 branches and 5,000 ATMs across the 
country, especially in the rural part. 
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The Government has to find new, additional ways to inject cash liquidity in the rural 
economy, like immediately setting up camps in villages for the proper exchange of old 
currency. The Government can very well use the infrastructure of the cooperative 
banks, which have been excluded in this demonetization programme, to open counters 
of the Reserve Bank of India. 

 
Since the people of the country have showed overwhelming support to this decision 
by the Prime Minister, it is also now the duty of the Government to not just stop at this, 
but to take this fight to clean and improve the system further by considering other 
pertinent measures. A holistic approach is called for. 

 
4. CONCLUSION 

The short term effects of demonetization on the agricultural economy cannot be ruled out. 
India has about Rs 17 lakh crore agricultural and food market. There are about 7500 mandis and 
600000 villages in India. Most small farmers deal with rural cooperative bank and district 
cooperative banks and primary agriculture societies. Farmers receive most direct credit for 
farm inputs from these societies. Farmers operate through these institutions for their kisan 
credit card. However, sudden stifling of cash has had significant effect on the marketability of 
agriculture produce albeit for a short period. But the long term effects of demonetization are 
not expected to be serious or even long lasting. 
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