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BUSINESS GETS BACK ON TRACK
ONE YEAR ON, MOST BUSINESSES ARE RECOVERING A AFTER THE DEMONETISATION JOLT

Net Impact In November On The
`2.56 Lakh Crore FMCG Market

1-1.5%
Most Companies Said
Demonetisation Temporarily
Nipped A

Demand Recovery

TROUGH TO CREST
Hindustan Unilever Ltd (HUL)
posted a 1% fall in quarterly volume 
sales, Dabur sales dipped 6% and 
that of Marico India declined 4%

The big FMCG companies
are in recovery mode,
based on September quarter 
earnings

MICROFINANCE2-WHEELERS
Two-wheeler sales plunged post 
demonetisation. Nearly half the sales 
of two-wheelers are in rural markets, 
where cash availability hit demand

Two-wheeler sales plunged 
22%, in December 2016. After 
several desultory months,
the market has pepped up

From 1.07 million two-
wheelers sold in December 
2016, sales have more 
recouped to 2.22 million 
vehicles in October 2017

CONSUMER GOODS
IMPACT OF FIRST FEW WEEKS ON SMALL RETAIL

At the dealer or store level, impulse 
categories such as biscuits and salty snacks 
declined 40% and 35% each, while some 
personal care categories like toilet soaps, 
shampoos and detergents were

down 22-28%

67%
STORES REPORTED 
DIFFICULTIES IN 
BUYING STOCKS

70%
STORES REPORTED A 
DECLINE IN BUSINESS

1

2

This was one of the worst hit 
sectors, as the industry relies 
heavily on cash collection. Its 
loan portfolio deteriorated

From November 9, 2016, MFIs 
were not allowed to collect old 
notes and collection efficiency 
dropped to 75%
from 99%

In Uttar Pradesh, Madhya Pradesh, Maharashtra and 
Karnataka, delinquency levels fell to as much as 50%

In Nov and Dec 2016, disbursements plunged to 25%
because cash was sucked out of the system

For loans given in the six months before 
demonetization, the industry took a hit of ̀ 7,000 crore 
as 99% of the collection was in cash

Small and medium MFIs were impacted with some 
exhorting borrowers not to repay

Post-November 2016, MFIs have been 
experimenting with cashless transactions 

through digital options and e-wallets. 

MARICO
UP 8%

DABUR
UP 7.2%

HINDUSTAN UNILEVER
UP 4%

T
he liquidity boost result-
ing from the demoneti-
sation announcement 
on November 8, 2016 has 
stayed with the banking 
sector a year after the 
event, helping banks 

reduce their high-cost deposits and 
boosting their current account and 
savings account (CASA) ratio.

A study by Bhupal Singh and 
Indrajit Roy, RBI directors from the 
monetary policy department and 
department of statistics and infor-
mation management, published in 
August this year showed that the ex-
cess deposits accrued to the banking 
system due to demonetisation range 
between ̀ 2.8-4.3 trillion.

“Excess deposit growth in the bank-
ing system during the demonetisa-
tion period (i.e., November 11, 2016 
to December 30, 2016) works out to 
4-4.7 percentage points. If the period 
up to mid-February 2017 is taken into 
account to allow for some surge to ta-
per off, excess deposit growth is in 
the range of 3.3-4.2 percentage points. 
Considering some more temporal ta-
pering of deposits, the exercise taken 
up to end-March 2017 reveals that ex-
cess deposit growth would be in the 
range of 3-3.8 percentage points,” the 
researchers said in a study published 
on the RBI website.

Udit Kariwala, senior analyst, fi-
nancial institutions at India Ratings 
& Research, estimates that 55% to 
60% of the deposits have remained 
with banks either in the form of fixed 
deposits or CASA.

“All banks have benefitted. For pub-
lic sector banks the benefit has been 
due to mark-to-market gains due to 
the rise in prices of government se-
curities together with a cut in their 
bulk deposit rates and for private sec-
tor banks especially those that are 
building their deposit franchise the 
gains have been due to a sharp rise in 

CASA,” Kariwala said.
Indeed, new age private sector 

banks like Yes Bank, IndusInd Bank 
and Kotak Mahindra 
Bank have seen a quick-
ening in CASA accretion 
which will help them re-
duce their cost of deposits 
earlier than previously 
forecasted.

 Digital banking 
also got a push post 
d e m o n e t i s at io n 
with private sector 
banks taking the 
lead armed with cutting-edge 
technology and full govern-
ment backing to ensure that 
transactions move online.

In March this year, Kotak 
Mahindra went a step further 
and used November 8 to start their 

new digital offering 
called 811. 

IndusInd’s CASA, 
for example, has 
risen to 42.3% of 
deposits this year 
from 36.9% in the 
fou r t h qu a r t er 
of last year while 
Kotak’s CASA has 
increased to 47.8% 
in September 2017 
from 44% at the 
end of last fiscal. 

Yes Bank’s CASA is also up to 37.2% 
from 36.3% in the fourth quarter of 
last fiscal.

Karthik Srinivasan, head of finan-
cial sector ratings at ICRA, said the 
only difference between public sector 
and private banks post demonetisa-
tion has been the side variation in 
credit growth as public sector banks 
have been plagued by rising NPAs.
Data from the RBI website shows that 
credit growth for public sector banks 
increased 4.4%, half of the banking 
system growth of 8%, in the fiscal 
year ended March 2017 in a stark 
contrast to the 20.3% growth seen 
by private sector banks.

Joel Rebello

Cash-Surplus 
Banks Cut
Costly Deposits

Surplus in the system The liquidity has also 
boosted banks’ current & savings account ratio

Mumbai: Demonetisation im-
posed three big changes at the 
Reserve Bank of India. These were 
in the areas of currency supply, 
market regulation and monetary 
policy management, stemming 
from 86% of the currency get-
ting sucked out of the system and 
having to be replenished, and the 
resultant surge in money with 
banks. 

As payment and settlements 
shifted from cash to digital mode, 
RBI’s currency management 
skills were put to the test in the 

first few weeks of the note ban. 
Commercial banks—the inter-
face between it and the public in 
accepting banned notes and dis-
bursing new ones—had to deal 
with many challenges. 

Tellers and those managing 
cash machines had to work long 
hours—as much as 18 hours a day 
in some instances.

Logistics became critical. 
“Throughout December-January, 
less than 50% of the ATMs were 
functional. But this number 
gradually climbed over the next 
few months,” said Anand Garollu, 
general manager, services for 
NCR India, which sells and main-

tains cash machines.
The central bank leveraged 

technology and adopted a hub 
and spoke model for distribution 
of notes. Currency was sent to the 
larger currency chests in an area 
that then supplied them to smaller 
ones in the vicinity.

R B I  a l s o 
“made efforts 
towards indi-
genisation of 
notes’ produc-
tion and also 
i n c r e a s e d 
the security 
features dur-
ing the year,” 

according to the latest annual re-
port. It also plans to make security 
inks for notes locally.

People giving their old notes 
back resulted in 4% excess depos-
its in the banking system between 
November 11 and December 30 last 

year, RBI said.
The central bank had to deal 

with the excess liquidity this cre-
ated as bond yields fell. It used 
unconventional monetary policy 
by temporarily imposing a 100% 
cash reserve requirement on the 
additional deposits, ensuring 
minimal disruption in the bond 
market.

Excess deposits in the absence of 
credit demand also prompted com-
mercial banks to lower deposit 
and lending rates. This made the 
central bank’s job easier as banks 
made credit less costlier without 
it having to signal this through 
policy action. 

Technology Drives Currency Management

RBI also “made 
efforts towards 
indigenisation 
of notes’ 
production and 
also increased 
the security 
features during 
the year

Startup India and Digital India were 
key initiatives launched by Prime 
Minister Narendra Modi’s govern-
ment but I believe it was demoneti-

sation that pushed both of them to a 
very different scale and made them 
the national agenda. The number of 
startups that have been created and 
will get created in the future along 
with businesses that got a boost will 
remain a landmark in India’s jour-
ney in financial services.

There is no doubt that demoneti-
sation triggered the financial tech-
nology (fintech) revolution in the 
country. While there were many 
startups and companies spending 
capital to build a fintech business 
before as well, the rapid adoption by 
consumers of these services after 
demonetisation was announced was 
incredibly fast-paced.

Demonetisation was also a boon for 
the National Payments Corporation 
of India (NPCI) as it’s now being rec-
ognised for products that it has been 

building for years. It became a great 
opportunity for everybody to build 
digital products. Banks that have 
been traditionally issuing cards 
also started building digital prod-
ucts based on the Unified Payments 
Interface (UPI) and the India Stack.

Not just consumers in India across 
cities and villages, but investors 
across the world also understood that 
fintech is going to be a big market. 
We are seeing clear evidence of this 
with the number of global players 
entering the country’s fintech space 

within one year of demonetisation.
We noticed two fundamental 

changes in the behaviour of con-
sumers and merchants because of 
demonetisation.

Earlier, when we used to go to 
merchants and ask them to accept 
Paytm as a payment option, a lot of 
them did not understand why they 
should add it even before under-
standing what mobile payments are 
and how they work. Demonetisation 
brought that understanding and 
triggered incredibly smooth mer-
chant acquisition for our business. 
Everyone agreed on the benefits of 
mobile payments, from a large re-
tailer to a small tea shop owner to a 
vegetable vendor.

Another friction for the adoption of 
digital payments by merchants was 
that there was always merchant dis-

count rate (MDR) fees for such trans-
actions by existing players. Post-
demonetisation, competition and the 
rush of payment companies enabling 
digital payments across the country 
brought down that MDR for busi-
nesses, thereby catalysing adoption. 
Paytm charges nothing for transfer 
from wallet to banks till date.

The other major change was also 
on the consumer side. Typically, 
consumer technology companies 
like ours first target the younger 
demographic in urban areas, who 
are usually the first adopters. But 
demonetisation changed that and 
we witnessed 40% of our customers 
coming from beyond the top 50 cit-
ies. Also, we have seen 200% growth 
in our customer base which is over 
45 years old.

Pre-demonetisation, the majority of 

our business was online, but now it is 
majorly offline. Any technology com-
pany dreams about building a signif-
icantly large consumer brand which 
everyone knows and becomes a verb 
in everyday life. Demonetisation 
made us into that folklore name in 
the country as now Paytm stands for 
making mobile payments.

I think the government has taken 
enough initiatives, given enough 
incentives and brought attention 
to the significance of digital pay-
ments. What is needed now is for 
industry players like us to build 
solutions, and remove hurdles and 
concerns like security, boost ease of 
doing transactions and bring sim-
plicity and convenience. It is now up 
to the business community to take 
things to the next level.

(As told to Madhav Chanchani)

‘Demonetisation Made Digital India, Startup India the National Agenda’
Online economy! Industry players need to build solutions, and remove hurdles and concerns like security, boost ease of doing transactions, and bring simplicity and convenience

VIJAY SHEKHAR 
SHARMA

Paytm Founder

November 8, anti-black money 
day, gives us an opportunity to 
reflect on the work done in the 
last three-and-a-half years to 
move towards a new India—an 
India where every citizen has a 
better quality of life, an India free 
of corruption, and an India which 
is recognised as a nation of honest 
government, honest business and 
honest politics.

Ever since Prime Minister 
Narendra Modi came into govern-
ment at the Centre, he has consis-
tently worked towards these ob-
jectives, particularly through ef-
forts to fight corruption and black 
money, and transform the way the 
country works: From the setting 
up of the special investigation 
team (SIT) against black money 
in the first Cabinet meeting of this 
government to various steps like 

renegotiation of international trea-
ties with Singapore, Mauritius, 
Switzerland and Cyprus, strength-
ening the Benami Transaction 
Act and notifying its rules to start 
taking action under this act, laws 
to tackle the menace of money 
stashed away abroad, strict action 
against the loan defaulters of the 
system and zero tolerance against 
corruption at high places.

Demonetisation of high-de-
nomination currency was among 
the boldest initiatives ever taken 
for an economy of the size of India, 
with no parallel in history. Because 
of the high proportion of ̀ 500 and 
`1,000 notes, which were growing 
every year by leaps and bounds 
since 2004, nearly 86% of cur-
rency in circulation comprised 
high-value notes. Of these, nearly 
one-third amounting to `6 lakh 
crore was held in currency which 
was never in the banking system 
for long periods of time, leading one 
to believe that it was illegitimate 
money hoarded or used for illicit 
transactions, possibly also for ter-
ror funding.

This bold transformational ini-
tiative showed the sense of urgency 
and commitment of a decisive lead-
ership to take bold action against 
corruption, black money, terror fi-
nancing and counterfeit currency. 
Clearly, the move has been highly 
successful and has moved the na-
tion towards greater formalisation 
of the economy.

Nearly 5 million bank accounts 

of workers were opened post 
November 8, 2016, ensuring that 
they get minimum wages, which 
were increased by an unprecedent-
ed 42% by the government last year.

Over 10 million additional em-
ployees are enrolled under the 
provident fund, giving social sec-
tor benefits to their families. Over 
13 million workers have been reg-
istered under Employees’ State 
Insurance (ESIC), and the em-
ployees as well as their families 
are enjoying the health benefits as 
a direct outcome of the formalisa-
tion of their engagement, which 
was hitherto never reported. 

More and more taxpayers are be-
ing added to the system and digital 
payments have risen sharply since 
demonetisation, registering un-
precedented in the post demoneti-
sation period. The Bharat Interface 
for Money (BHIM) mobile app has 
the potential to transform the way 
payments are made, enabling the 
common man to be connected with 

the digital world, with his mobile 
phone becoming his bank. 

Because of larger availability of 
low-cost deposits in banks, lending 
rates are on the decline with hous-
ing loans available at as low an 
interest rate as 8.3% per annum. 
The revenues of urban local bodies 
have also shot up post-demonetisa-
tion and financial savings of house-
holds have also started increasing 
after many years.

It is a matter of great satisfac-
tion that most of the money has 
now been deposited in the bank-
ing system. This money now has 
an identity, a name and address 
which brings accountability to all 
the depositors. Some opponents 
of demonetisation are unable to 
fathom the basic principle that 
with this accountability not only 
will the money deposited in the 
bank have to be explained but 
also other transactions in such 
accounts, which will then become 
taxable, generating greater rev-

enues for the government to serve 
the welfare initiatives for the poor 
of India. Deposits worth nearly 
`3.68 lakh crore in around 2.2 mil-
lion bank accounts are currently 
under scrutiny.

Nearly 224,000 shell companies 
have been struck off from the reg-
istrar of companies, plugging 
avenues for escaping the tax net 
and opening up transactions for 
scrutiny.

The people of India recognise 
the initiatives taken by Prime 
Minister Modi and have consis-
tently supported these measures 
against corruption and black 
money. Election after election 
have shown the people’s trust in the 
leadership of the Bharatiya Janata 
Party (BJP) and the confidence 
in the prime minister’s ability to 
transform India.

Coupled with the goods and 
services tax (GST) and other 
measures taken to bring all busi-
ness and trade within the ambit of 
taxation, one can clearly see India 
moving into a new growth trajec-
tory. Honest payment of taxes on a 
wider tax base will enable tax rates 
to moderate, bring down inflation 
further and make India an attrac-
tive destination for investment, 
leading to more and more work-
ing opportunities for the youth of 
our country, encouraging entre-
preneurship, and making India 
stand tall in the comity of nations 
for its ease of doing business in a 
corruption-free environment.

Demonetisation has Moved the Nation Towards 
Greater Formalisation of the Economy

Attack on corruption & black money! Nearly 224,000 shell companies have been struck off from the registrar of companies

PIYUSH GOYAL
Railways and Coal Minister

India Ratings 
& Research 
estimates 
that 55-60% 
of deposits 
have 
remained 
with banks 
either in the 
form of FDs 
or CASA

“Few people who faced the heat of demonetisation are still complaining and are 
planning to observe November 8 as ‘black day’.” —Narendra Modi at poll rally in Himachal on Nov 5

Gayatri Nayak   
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Demonetisation Impact
HOW DID
DEMONETISATION 
IMPACT THE
ECONOMY? 

HOW DID DEMON-
ETISATION IMPACT 
GOVT’S IMAGE?

IF MODI BANS ` 2,000 CURRENCY 
NOTE, HOW WILL IT IMPACT THE 
ECONOMY?

HOW DID IT IMPACT JOBS?

Damaged it for 
longer term

Made it more 
transparent

Made it more 
transparent but
with some
collateral damage

23%
It had a long-term
negative impact on jobs

32% No impact

45%
It reduced a number of
jobs in the short-term

WHAT WAS MODI’S REAL PUROSE 
BEHIND DEMONETISATION?

14% 15%71%

To divert 
attention 
from 
communal 
issues

To reduce 
black 
money in 
economy

To get the 
votes of poor

42%

55% 56%19% 31%26% 12%

32%

26%

ENHANCED TARNISHED

NO SUBSTANTIAL

Hit black 
money 
hoarders 

Adversely 
impact honest 

businesses 

Bring down 
economic 
growth

BY INVITE

BY INVITE

19�
WWW.ECONOMICTIMES.COM

CCI NG 3.7 Product: ETBangaloreBS PubDate: 08-11-2017 Zone: Bangalore Edition: 1 Page: ETBGNP19 User: susairaj.sebastian Time: 11-07-2017 23:12 Color: CMYK

x:

r -'
I

5 ° 20 9o6

c
\t c;

T 
I 

________________________________________

r o.., :::: o 9
r

7

A r- L-

w:
Y

R

L

{1 
Z

p I !i :- 
4

D

! 

. 

.

s / ,

]jj :1 
Z : '


