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Available on HIRE

- Gas Engine Driven Generators
Range : 50 KVA to 10 Mega Watts
- Gas Engine Driven Gas Compressors
Range : 10 HP to 8000 HP
- Oil & Gas Processing Equipments Readily Available
- Work Over Rig 100 Ton, 50 Ton & 30 Ton Capacity
- 120 kg/cm2 Air Compressors

We Provide

- Complete equipment Readily Available
- Spare Parts

- Operation & Maintenance

- Engineering Consultancy

Corporate Office :

Deep Industries Limited

6th Floor, N.G. Tower, Opp. Fun Republic Cinema,
S.G. Highway, Ahmedabad - 380 015.

Tel # 91-79-26862076/78

Fax # 91-79-26862077

Registered Office :

Deep Industries Limited
Opp. Suryanarayan Bunglows,

State Highway, Motera,

Dist. Gandhinagar.

Phone # 91-79-27571128

Fax # 91-79-27502464

Email info@deepindustries.com
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INDOTEX
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» Exterior and Interior 100% acrylic emulsions
* Textures and Putty = Enamels < Primers
» |Industrial coatings

INDOTEX PAINTS PVT. LTD.

Regd. Office: “Indotex House” Nr. GNFC Info Tower, S.G. Highway,
Bodakdev, Ahmedabad — 380 054 | Ph.:(0) 079-2685 3279 / 7411
M.: 9909444598 | Email: info@indotexpaints.com
Website: www.indotexpaints.com

Presence in: Gujarat | Rajasthan. | Maharashtra |
Karnataka | Goa | Andhra Pradesh | Madhya Pradesh
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Demonetization :

A Preliminary Investigation

Ketan K. Shah
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The date 8th November 2016 will go down in
the economic and financial history of independent
India as the date on which a very bold step was
taken by the incumbent government, at its own peril,
to address the chronic problem of corruption. On
this date the Prime Minister Shri Narendra Modi
announced demonetization of Rs. 500 and Rs. 1000
rupee notes with immediate effect.

Generally demonetization is undertaken to
solve the problems of inflation, corruption and fake
currency. In our case the intention of introducing this
drastic measure was to tackle the growing menace
of corruption. Narendra Modi has hit many birds
(problems) with one stone (demonetization) -
corruption, fake currency, naxalism, terrorism, etc.

From the political dimension, Narendra Modi
has also fulfilled one of the most important promises
to the electorate given during the 2014 general
election campaign - eradicating corruption from the
veins of Indian polity and society. So from many
angles the move is being dubbed by political
analysts as a master stroke. Many economists
believe it to be a game changer.

There are no precedents of a step taken by
this government. Demonetization has been done in
countries like Germany (after World War-Il), Ghana
(in 1982), Nigeria (in 1984), Myanmar (in 1987),
Zaire (in 1993), Russia (after the breakup of the
Soviet Union in 1991), Libya (after the fall of the
Gaddaffi regime), Zimbabwe (in 2015) and
Argentina (thrice in the twentieth century). In all
these countries demonetization was undertaken
either to arrest hyperinflation or overcome economic
or political collapse. In this sense India’s experiment
is unique because demonetization has been
introduced when India is experiencing a healthy
growth rate and there are no major political

problems in sight.

To begin with one needs to take note of the
following two most important features of Indian
economy as a backdrop to demonetization:

() The cash to GDP ratio in India is around 12%
which is three to four times higher than that
of a developing nation.

(i) 60% of the total transaction are cash
transactions in India [Belgium with 93%
cashless transactions tops the list of countries

using the Ileast cash for all types of
transactions.]
(i) Estimates for black money in India range

anywhere from 20 % to 70 % of the GDP which
translates into the range of Rs.30 lakh crore
to Rs. 90 lakh crore.

There are many who favour the step taken by
the PM but at the same time criticize the
government for ill-preparedness which has caused
great hardship to the common man after the
measure came into force. Here lies the catch. One
needs to understand that the very success of
demonetization depends on its secrecy. |If
government had started preparing for it even a
fortnight in advance, it is impossible to imagine that
the move could not have been anticipated by many
in this era of social media and real time
connectedness and the very purpose of
demonetization would have got defeated. The
government deserves absolute applause for keeping
it a big secret till the last minute. One comic
message doing rounds on whatsapp reads thus -
‘Was it that Modi was not prepared or was it that
Modi did not give time to the public to prepare’?
It speaks a lot for all those who are frustrated by
this surprise move of the PM.
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SHORT TERM EFFECTS OF DEMONETIZATION :

can

In the short to medium-term, following effects
be expected:

Cash crunch leading to chaos and pain,
especially in rural areas where it will take some
time to make the necessary arrangements for
exchange and issuance of new currency notes.

Adoption of barter (goods exchanged for
goods) techniques to facilitate exchange in
rural areas in the absence of sufficient cash.

GDP growth (economic growth) is likely to
decline for the next two quarters (half a year)
as many economic activities have either
completely come to a halt or have slowed down.
This is true for those sectors characterized by
high cash transactions. Micro, Small and
Medium Enterprises (MSMEs) have been the
hardest hit. Transportation, real estate,
automobiles, consumer durables and jewellery
are other sectors which fall in this category.

Tax-to-GDP ratio is likely to increase as people
are revealing their hidden income and will have
to pay tax and/or penalty on the black money
which was hoarded hitherto.

Fiscal deficit (difference between government’s
expenditure and income) is likely to come down
as the government will find itself flushed with
funds.

Government is planning to divert the income
so earned for the welfare of the poor through
various schemes. This will bring about a
redistribution of wealth from the rich to the poor
and marginally decrease inequality.

Demand for e-transactions (through e-wallets
like Paytm, itzcash etc.) will increase. India will
take a first step towards becoming a cashless
country in true sense of the term.

LONG TERM EFFECTS OF DEMONETIZATION :

today),

In the long term (after 15 to 18 months from
assuming that government sustains its

efforts to curb the menace of corruption by
implementing complementing measures in other
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areas as well, the following can be expected:

1
2.

10.

11.

Corruption likely to decrease.

Upgrading of Indian economy by international
rating agencies and hence increase in our
global goodwill.

FDI (Foreign Direct Investment) and foreign
investment of all types likely to increase.

Increase in international value of Indian rupee in
foreign exchange markets (brought about by
reduced inflation and increased GDP growth
rate).

Prices of real estate will go down (the extent
of decline is really difficult to predict).

Overall price level as measured by CPI
(Consumer Price Index) or WPI (Wholesale
Price Index) also expected to decrease (this
is due to the fact that bribe paid by
businessmen to bureaucrats for various
permissions becomes an inherent unofficial
part of the cost of production in India. After fall
in corruption levels this proportion of cost too
should decline).

Prices of precious metals like gold and silver
should also decline as not many will have
unlimited cash to invest in these metals.

GDP growth will increase as the transactions
which hitherto went unrecorded will now appear
in books of account.

Number of bank accounts will increase and
more people will start going to banks and use
banking facilities. This is nothing but achieving
the goal of financial inclusion. Many
transactions will now be routed through banks.

Due to increased use of banks for deposits,
it would be possible for the banks to lower
lending interest rates which is expected to
increase borrowing and give a boost to
economic activities.

Cash to credit ratio will decrease as people
start using internet banking or mobile banking
or e-wallets to make payments. We will fast
move towards cashless economy making the
dream of DIGITAL INDIA a reality.
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12. The informal sector or the unorganized sector
which accounts for 45% of India’s GDP and
nearly 80 % of employment will get connected
to the banking sector and derive all benefits
from the latter.

13. Permanent rise in tax-to-GDP ratio to a new
normal. This will increase the income of the
government. With increased income it will
become possible to spend more money on
infrastructure which will enhance long term
productivity of our country and thereby
reinforce increased GDP growth.

14. Redistribution of wealth from the rich to the
poor through various welfare schemes due to
increased tax collections. Long term inequality
likely to decrease substantially.

15. Decline in anti-social activities of all sorts
(drugs, crime) including terrorism.

According to me the most beneficial long-term
impact of demonetization is going to be in the nature
of changing habits, behavior and attitudes of people
towards using cash and corruption. People will by
habit and attitude prefer to be honest and transact
in credit rather than cash. It may take a decade or
more for all these effects to unfold.

All these need to be read with a word of caution
that if people use their ingenuity to find means to
subjugate government’s moves to curb the problem
of black money then the effects may not unfold
exactly in the fashion as described above.
Demonetization may succeed in addressing the
problem of black money from its stock dimension
but it cannot be expected to change morals of the
society at large in a much bigger way.

It needs to be admitted that presently people
are facing a lot of problems in getting cash and
financing their daily needs. The government could
have definitely planned its implementation in a much
better way but | would give the benefit of doubt to
the government as for the first time an exercise of
this type on a massive scale is being undertaken.
We have no history to learn from and so the
government is trying to plug all the loopholes as
and when they come to its notice. Even the banks
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have not played the role they were expected to.
Many bankers have helped the rich people convert
their black money to white by using various dubious
means at the cost of hardship to the honest people
standing in queues under the heat. This is evident
by the enormous amount of cash (old as well as
new currency) being caught by the police and
income tax officials.

While evaluating any policy of the government
it needs to be kept in mind that no government can
ever be successful without the co-operation of its
people. It also needs the support from all the
stakeholders in their respective capacities. The
government also needs unflinching backing of the
bureaucracy through which the measures are going
to get implemented. Any distortion anywhere can
lead to the whole policy being a big flop show.

Demonetization has badly hit the traders and
the big businesses which is traditionally believed to
be the biggest vote bank of BJP. By taking such
a big risk and that too at a time when the elections
in UP (politically the most important state) are
scheduled just five months from now, Modi has
proved that his priority is not merely to retain
political power but also to use that power for the
betterment of India. For the first time | have seen
a PM giving priority to good economics over good
politics. For the first time | have seen a PM axing
his feet for the good of the greatest numbers of
centuries to come. It is being considered as a
political folly by many political pundits but for me
as a concerned citizen it the greatest testimony that
Modi is selflessly working to make India a great
country and restore its past golden glory. He is only
obsessed with the development of our country in
all dimensions. Now nothing can stop him and the
country from progressing.

Before summing up | would like to mention that
the problem of black money generation is a deep-
rooted chronic problem. One of the important
causes of it is the existing bureaucratic system
where the bureaucrats have arbitrary discretionary
powers enabling them to extract money from the
public. Unless some serious thought is given to the
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reforming of Indian bureaucracy in its present form,
all other measures will meet only with transient
success. With the help of modern technology
(digitization) the government will have to become
leaner (i.e. withdraw from many areas where it has
outlived its necessity) in order for the citizens to
breathe freely. Less the need for the people to come
in contact with the government officials less will be
the chance of corruption in the bureaucratic setup.

Demonetization cannot be e xpected to lift
morals of the society . That can come onl y
through parenting and an education whic h
emphasiz es higher v alues of lif e and also makes
one sensitive to contemporar y problems.

For now, it can definitely be said that Narendra
Modi has been successful in infusing ‘fear
psychosis’ among the corrupt and black money
hoarders. Till he is the in the seat of PM it for sure
that these unscrupulous elements will either put
down their weapons or prefer to play safe.

Assistant Pr ofessor & Head — Depar tment of Economics
New L.J. Commerce Colleg e, Ahmedabad
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GRADED

MORE STYI.ES

SPORT WAYFARER SHIELD AVIATOR

Powered sunglasses in different styles also available.

GANGAR

EYEN

INDIA'S LEADING EYEWEAR CHAIN

Holdf 1 YQl | allRIs | 2A1R2NeE | A1l ATAIYR | ol1PIYR | SICEIYR | AHEIYIE | AHIRIE
2d | sig1Z] 1 gsieRi | aliello1R | dliEllea | @1 | A¥SI2 | ¥1Ha121R Infoline: 022-2419 5555
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Unique
Features

Our Offerings

«  ENDTO END MARINE TRANSIT INSURANCE COVER
FOR ALL GOODS BOOKED THROUGH US

- SPEEDY CLAIMSETTLEMENT i

» 24X 7 CCTV SURVEILLANCE AT MAJOR HUBS &%
BRANCHES

+  100% COMPUTERIZED & DIGITAL ENVIRONMENT

+ IS0 9000:2008 CERTIFIED COMPANY & FULLY
COMPLIANCE DRIVEN

- DEDICATED KEY & CORPORATE ACCOUNTS
MANAGEMENT

«  SPECIALISTS IN SAFE, SPEEDY & COST FRIENDLY
PARCEL MANAGEMENT AND CUSTOMIZED
OFFERINGS

+ NATIONAL AWARD WINNING CUSTOMER SERVICES
TEAM

«  TOTAL PEACE OF MIND

To know more about us, call us today

CORPORATE OFFICE : V-Trans India Limited, 6, Corporate Park, V. N. Purav Marg, Chembur, Mum - 400071
Tel: + 91 25220423 - 26 | Toll Free: 1800 220 180 | Email: info@vtransgroup.com

v Our other V)(press \ V-Logis

Divisions

———= Driving Excellence
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Blazo Clothing Mfg. Co. Pvt. Ltd.
310, Amit Industrial Estate, 61 Dr. S.S. Rao Road,
near Gandhi Hospital, Parel, Mumbai - 400012.
Tel:(022) 24124595, 24168645, 24115010. Fax: 24104290
Info@blazoclothing.com / blazoorder@yahoo.co.in / www.blazoclothing.com
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