
 

ISSN: XXXX XXXX 

PRAGYANA – Peer Reviewed International Journal of Multidisciplinary Research 

www.pragyana.org      15 
 

Vol.-1 (1), Jan.-Jun. 2023, pp. 15-20 

DEMONETIZATION IN INDIA: REPERCUSSIONS FOR 
AGRICULTURE AND RURAL MARKETS 

 
Aditya Gautam1, Amit Malhotra2  

 
1 Principal, Hariom Saraswati P.G. College  

Dhanauri, Haridwar 
 2Head, Department of Management 

Vidya Knowledge Park, Meerut 
 

ABSTRACT 
As such demonetization is not a new concept and has been utilized by various 
countries as well as India in the past also tool for curbing currency; some of them 
failed very badly with this move. Demonetization refers to a situation where the 
present currency in practice is seized to be a legal tender and the new currency shall 
replace it in future. When the Government of India declared almost eighty six 
percent of the toal currency notes in circulation illegal with the Prime Minister’s 
announcement on eve of 8th November 2016, it looked that the common men’s daily 
lives got a sudden interruption. Everyone got shocked with this move of the 
government as it was totally unexpected and earth-shattering decision which was 
taken without any prior clue. This move actually targeted the “black money” to be 
drained out from the economy and getting them legally identified and making it 
taxable so as to make it part legitimate circulation. However, some sections of the 
society consider this acton of the government, on macroeconomic level, as unjust 
and disturbing due to certain challenges they faced du to it. The present paper tries 
to evaluate the effects of demonetisation specially on Indian agriculture and rural 
markets. 
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1. INTRODUCTION 

Demonetization in general referes to an act of the authorities by which one or more 
currency units lose their status to be legal tender. In this situation the prevalent 
currency notes are seized to be a part of circulation of and new currency notes are 
introduced to replace. Worldwide it is not some thing new as theory or practice; many 
of the countries including India have sheltered to this practice when it is mendatory to 
curb the effect of specific currency. In the past some of these countries might not have 
good results and failed very badly. In india also the Prime Minister’s sudden 
declaration that from the very next morning some of the currency notes shall have to 
lose their legitimacy to be legal tender which constitute almost eighty six percent of 
total currency. This declaration shocked the country from common man to the richest 
and created a state of confusion and bewilderness as it created a perception that the 
daily lives will get badly affected. This was a historic decision and no one had any hint 
or huch befor Prime Minister Modi’s adderess on nationa televisions at 8:15 p.m. 8th of 
November 2016. Although, the concept of demonetization was also not new to India 
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and according to the government sources this move was taken to target the menace of 
‘black money’. Flushing the piled-up stocks of such corrupt money out of the economy 
or getting them legitimate through bringing them back tp bank accounts and making 
them taxable so as to make it visible anf part of economy.  
 
If it is reviewed for its effects at microeconomic levels, it is somehow found to be 
beneficial, such as, at various local bodies and Nagar Nigams the recovery of 
uncollected revenues improved and it was also a significant and accurate political move 
to demotivate and restrain terror funding, financing of drug smuggling, circulation of 
bogus currency notes immediately. From macroeconomic point of view, however, a 
public perception from certain sections of society, is that this decision was undesirable 
and unfair as they faced problems on some fronts. On the side of this aurgument the 
effect of demonetiasation on certain economis can be observed through the following 
table:  
 

Table-1 Effects on Few Economies Who Siezed the Notes in the Past 

Year Country Economic Effect  
Positive/ Negative 

Remarks/ Reason  

1982 Ghana The effect was negative as 
the economy got weaker  

There was a people’s support for 
black market and investment in 
physical assets. 

1984 Nigeria The effect was negative as 
the whole economy got 
collapsed 

The economy was debt-ridden 
and inflation did not change well. 

1987 Myanmar Negative Mass protests against it led to 
killing and violence. 

1991 Soviet 
Union 

Negative Public did not embrace change 
and took it negatively due to poor 
harvest. 

2010 North 
Korea 

Negative Public suffered from no food and 
Shelter 

2015 Zimbabwe Negative The face value of one hundred 
trillion native currency fell down 
to $0.5 Dollar 

 
There may be some good outcomes of this demonetisation but some adverse effects 
can also be observed on Indian economy: immediate seizure of current medium of 
exchange for various goods and services will lead to unforeseen money crisis and will 
cause a reduction in people’s purchasing power. As it iquite evident that drastic step of 
demonetization led to a contraction of money (estimated to fourteen lakh crore) the 
main sufferer will be the people from agricultural sector and rural population, and also 
lower middle, middle and informal classes from urban ares. India still falls in the 
economies which largely depend on the activities of primary sector, i.e., agriculture, 
animal husbandry, fisheries and other allied business along with the informal sector 
businesses where cash is the basis of transactions and payments. 
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2. DEMONETIZATION: IMPACT ON AGRICULTURE SECTOR 
Agriculture plays an important role in the Indian economy on which the livelihood of 
55-60% of population depends, and that contributes 15-20% towards total economic 
output. In this sector cash is still the prime mode of operation. 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. 
 
Input-output channels, as well as price and output feedback effects, all have an impact 
on agriculture. The selling, transportation, marketing, and distribution of finished 
goods to wholesale hubs or mandis are heavily dependent on cash. The sector is 
impacted by disruptions, breakdowns in the supply chains, decreased sales, higher 
perishables waste, lower revenues that appear as trade dues instead of cash in hand, 
and when paid into bank accounts with restricted access. 
 
Depending on location, market connections, and other item-specific characteristics, 
many of these networks are currently performing suboptimally or completely at a stop. 
The input side is also impacted because many payments/purchases, including those 
for tools, seeds, fertilizer, and other supplies, are made in full cash. Larger farmers and 
organized producers' borrowing-financing operations are also severly affected. 
 
 
The impact can be seen in several sub-segments. In a week, winter crops like wheat, 
mustard, and chickpeas were scheduled to be sown. Low supplies and the predicted 
production shortage in 2015–16 drove up wheat prices, which have now firmed further 
as demonetization fallout forces merchants to increase inventories. If acreage (rabi) is 
reduced because there aren't enough seeds available in time to take advantage of the 
right amount of soil moisture, production in 2016–17 could decrease. Late seeding and 
subsequent exposure to unfavorable spring weather, insufficient or improper fertilizer 
or pesticide use, and other factors can all reduce yields. Farm labor, which is essential 
during this time, reportedly goes unpaid because farmers lack funds. According to 
reports, many of them are coming back from some northern regions of Bihar and Uttar 
Pradesh. Lack of available workers and demand for increased salary may come later. 
 
There are no wages paid to laborers who produce plantation crops including rubber, 
tea, jute, and cardamom. As a result of a recent auction in the south, only one-third of 
the tea produced by small- to medium-sized tea growers was sold. Trade in raw jute 
is halted because traders' purchase and delivery are hampered by a lack of funding. 
There have been projections of scarcity and requests for assistance with government 
procurement. Cotton production is in disarray: according to sources, daily arrivals 
have fallen to 30,000–40,000 bales from 1.5–2 lakh bales at this point in the harvest, and 
prices have risen 9% in a week, driving up global prices. 
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Fruits and vegetables, which together with crops contributed 61% of agriculture's 
gross value added in 2015–16, are heavily dependent on a cash-strapped 
transportation industry for their daily supply chain. Sales have fallen significantly (25–
50%) in all markets where dumping has occurred. Prices are currently muted because 
demand is muted owing to a lack of money, but eventually, supply constraints may 
result in price increases. 
 
There is scant information as to when the demonetization dust will finally settle 
because production cycles and patterns vary. However, the gestation durations for 
vegetables range from 2-3 months and for oilseeds, pulses, and grains, they range from 
4-6 months. Vegetable production losses are irreversible losses that cannot be made 
up. Reduced production of cereals and oilseeds would continue for nearly nine 
months, or until the next harvest, which is certain to impact earnings and profit 
margins. This entails significant variations, elevated uncertainty, and danger. 
 
When the wheat sowing was entering its final week, demonetization was announced. 
Wheat should be sown during a window of roughly 21 days. Yield is decreased by late 
sowing. Farmers that are resourceful may succeed, but at a higher expense; most 
farmers, who have already paid for irrigation and plowing to maintain the field's 
preparation, cannot afford to leave their land fallow. Farmers that bring perishable 
fruits and vegetables to the wholesale market for selling will be benefited of. The 
district co-operative bank, where the majority of farmers have accounts, will not accept 
the old Rs. 500 and Rs. 1000 notes, while the traders demanded fresh notes for the 
produce of cotton, jowar, bajra, and soybean and rejected the old notes. Small shop 
owners and street vendors lacked the funds to make purchases. Sales decreased, and 
the prices farmers receive for their produce may also drop significantly. It could be 
challenging for middlemen to reimburse transporters for their transportation costs 
when delivering perishables. Most people won't take old notes. This can have a 
domino effect. Due to credit card restrictions, small farmers will find it challenging to 
purchase all of their input requirements, including seeds, fertilizer, and insecticides. 
Small apple, sugarcane, and dairy farmers in Andhra Pradesh accept checks from 
significant purchasers. Food businesses write checks to potato contract farmers. In 
Karnataka, some farmers of maize and coconuts accept checks from government 
organizations, but now things will be a little different elsewhere. 
 

3. PENETRATION OF BANKS IN RURAL AREAS 
Farmers in rural India struggled to deal with the Modi Government's audacious 
decision because there is relatively little banking penetration there. Farmers must 
travel long distances to the nearest bank branch, and there are few ATMs in rural areas 
because banks often concentrate their banking operations in metropolitan areas, which 
has made things more challenging for farmers during this vital time. 
 
The Indian Post Payment Bank (IPPB), which the Union Government has proposed to 
establish, has the potential to be a strong and efficient tool for the nation's actual 
financial penetration. Though it may take some time for it to begin, its 650 branches 
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and 5,000 ATMs around the nation, particularly in the rural areas, would have come 
in useful during this difficult time. 
 
The government must devise fresh, new strategies for boosting cash flow in the rural 
economy, such as putting up temporary camps in villages where old currency may be 
properly exchanged. The infrastructure of cooperative banks, which are not included 
in this demonetization exercise, might very easily be used by the government to open 
Reserve Bank of India counters. 
 
The government now has a duty to continue the struggle to clean up and improve the 
system by taking into consideration other pertinent measures, as the country's citizens 
have overwhelmingly supported the prime minister's decision. A comprehensive 
strategy is necessary. 

 
4. CONCLUSION 

It is possible that demonetization will have short-term consequences on the agriculture 
economy. India has an agriculture and food market worth roughly Rs. 17 lakh crore. In India, 
there are roughly 600000 villages and 7500 mandis. The majority of small farmers work with 
district cooperative banks, primary agriculture societies, and rural cooperative banks. The 
majority of direct credit for agriculture supplies from these groups goes to farmers. For their 
kisan credit card, farmers use these institutions. However, the marketability of agricultural 
produce has been significantly impacted, albeit temporarily, by the abrupt restriction of cash. 
However, it is not anticipated that demonetization will have negative or even significant long-
term impacts. 
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