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Impact of Monetary Policy on Inflation in India 

Introduction: 

In India any  policy change made at the Central level has the power of changing the entire 

macro economic scenario which results in bigger changes in the business, inflation and various 

indices used to measure the economic development. The demonetization policy announced by 

the government last year brought a significant impact in the economy regarding the money 

supply which is the determining factor for price rise or Inflation.  The people were made to 

exchange their old notes through the formal banking system, which led to the creation of a large 

number of new accounts and depositing of the old notes which led to huge deposits in the 

banking system. The shortage of new currency led to digital payment options. The objective of 

curbing the black money through the demonetization is successful to the extent of  depositing of 

old currency notes and the total expected amount is in suspense. The linking of Aadhar card to 

the bank accounts is a welcome step in this regard. Banks are taking several measures to check 

the huge cash transactions unlike previous policy. This has increased the digital footprint of 

Indian consumers and bank account operators, offering a wealth of data that can aid in policy 

formulation. 

GDP is one of the primary indicators of the health of an economy. And is the total of the 

value of all goods and servies produced over a period of time. India’s gross domestic product, or 

GDP, growth estimates data will be released after market hours on Thursday. Several polls have 

forecast better economic growth. India’s gross value added growth, another measure of economic 

growth that strips out impact of indirect taxes and subsidies, in the quarter-ended September is 

also likely to grow at 6.2% from a three-year low of 5.6% in the previous quarter. ( Bloomberg 

poll). India’s GDP is likely to have grown 6.4% from the July-September quarter a year ago, and 

from 5.7% in the preceding quarter (Reuter’s Poll).  

The Monetary Policy given by the central bank of a country controls the money supply in 

the economy more commonly by controlling the interest rates. Given the Cash crunch in the 

economy the RBI has a limited role to play in the macro economic scenario. So at very 

elementary level if a country is seeing low inflation,  central bank reduces interest 

rates(increasing money supply),  to increase econimic growth(which also increases inflation). 

More over if a country is experiencing high inflation central bank increases interest rates to 

reduce money supply and inflation.  



Inflation primarily meaning the price rise is an erosion in the purchasing power of 

money.  When the general price level rises, each unit of currency buys fewer goods than before.  

a loss of real value of money is experienced in the economy. A chief measure of price inflation is 

the inflation rate, the annualized percentage change in a general price index. 

 A chief measure of price inflation is the inflation rate, the annualized percentage change in a 

general price index (normally the Consumer Price Index). Consumer prices in India increased 

3.58 percent year-on-year in October of 2017, above 3.28 percent in September and market 

expectations of 3.46 percent. It is the highest inflation rate in seven months, mainly driven by 

rising cost of food and fuel. Inflation Rate in India averaged 6.75 percent from 2012 until 2017, 

reaching an all time high of 12.17 percent in November of 2013 and a record low of 1.54 percent 

in June of 2017. 

Statement of the problem: 

Objectives:  

1. To find out the impact of Monetary policy on Inflation. 

2. To discuss about the trends in inflation during the past one year. 

Methodology:  

This project is an exploratory study taking secondary data . The data is collected through 

secondary sources such as books, articles, RBI bulletins, government data websites and bank 

reports. The data is analysed through various statistical tools such as percentages, Index numbers 

etc. the data is analysed through tables, charts etc. 

Review of Literature:  

Rao, V. K. R. V. & Others have discussed the inflation problem of the Indian economy 

around 1972-73. They touch upon various aspects of inflation including its emergence and 

persistence, aggregate demand and supply in the economy, causes, the effects and the policy 

measures envisaged and adopted by the govt. of India. The main causes of inflation identified by 

them include growth in public expenditure with a resulting expansion in money supply, a fall in 

aggregate real supplies, wrong mix of anti-inflationary policies, economically ill-conceived 

controls and black money leading to a parallel economy. The important suggestions made by 

them include check over growth in money supply, increase in the production, particularly of 

agricultural goods, resort to safe deficit financing, using economic logic while practicing price 



controls, realistic policy for procurement & distribution of food grains, encouraging competition 

in industrial sphere so as to increase industrial production, etc.  

Hajra, S.  presents an analysis of inflation and contributing factors in Indian economy for 

the period 1951-52 to 1973-74. His study estimates the quantitative significance of monetary and 

fiscal variables in contributing the inflation during this period. He ascribes the problem of 

inflation to the wrong design and implementation of planning, besides too much growth in 

money supply. On the basis of the results of the study, he works out monetary and fiscal 

disciplines that must be followed during the future plans for realizing the objective of growth 

with price stability. Essentially, the study calls for a fundamental change in the planning strategy 

and recommends the first five year plan type of priority where adequate emphasis was laid on the 

development of agriculture and rural sector. 

Brahmananda, P.R. attempts to present a comprehensive account of inflation, 

discussing mainly, the nature, origin, causes, consequences, and control-techniques of inflation, 

particularly from the angle of poor economies like India. He gives a discussion of the different 

theories of the determination of the price level. Part III discuses the links of inflation, under 

particularly the typical conditions of India, with production, production structure, unaccounted 

income, distribution, saving, interest rates, deficit financing, exchange rates, etc.  

Mithani, D.M. considers inflation as an intricate problem of the Indian economy. He 

maintains that the Indian economy has been caught in the cobweb of the inflationary price spiral 

since the second five year plan barring few exceptional years. According to him, Indian economy 

is basically an inflation prone economy and the wrongly pursued monetary and fiscal policies 

add fuel to the fire and make the situation worse. He states, “In our economy, demand pull 

inflation begins when the aggregate supply fails to keep adequate pace of growth or its growth 

rate declines owing to natural and structural constraints. This gets further momentum when 

organized labour succeeds in securing higher wages through high dearness allowance and pay 

revision. In the industrial sector such a rise in wage bills reflects upon costs, breeding cost push 

inflation.  

Reddy, Y.V. states that India’s record of inflation for the period 1950- 51 to 1997-98 has 

been satisfactory, with the average rate of inflation working out to 6.7 per cent and the modal 

value of distribution of inflation rates lying in between 5 and 10 per cent. According to him, the 

inflation rate in India has also been far less volatile than in most developing countries, with 



standard deviation at 6.6 and the rate crossing the 15 per cent mark on only four occasions during 

the last half a century or so. He however maintains that high pressures of inflation were felt on 

almost all occasions, due to exogenous shocks such as oil price like, the gulf crisis and wars and 

domestic supply shocks such as adverse monsoon conditions. 

Findings: 

 
  The Monetary policy is a regulatory policy whereby the monetary authority of a country 

maintains its control over the money supply for the realization of general economic objectives. It involves 

handling of money supply, the level & structure of interest rates & other conditions affecting the level of 

credit. Reduction in Repo rate helps the commercial banks to get money at a cheaper rate and increase in 

Repo rate discourages the commercial banks to get money as the rate increases and becomes expensive. 

As the rates are high the availability of credit and demand decreases resulting to decrease in inflation. 

Inflation affects the economy on three sides. One, it is directly linked to. The interest rates 

prevailing in an economy at any point of time are nominal interest rates, i.e., real interest rates plus a 

premium for expected inflation. Due to inflation, there is a decrease in purchasing power of every rupee 

earned on account of interest in the future, therefore the interest rates must include a premium for 

expected inflation. In the long run, other things being equal, interest rates rise one for one with rise in 

inflation. 

The central bank signals the market about the availability of credit & interest rates 

through this policy. The RBI fixes the bank rate in this policy which forms the basis of the 

structure of interest rates & the CRR & SLR, which determines the availability of credit and the 

level of money supply in the economy. So it plays a very important role in the development of a 

economy. Reverse repo rate is the rate at which banks park their short-term excess liquidity with 

the RBI. The RBI uses this tool when it feels that there is too much money floating in the 

banking system. An increase in the reverse repo rate means that the RBI will borrow money from 

the banks at a higher rate of interest.  

Reverse repo rate is the rate at which RBI borrows money from banks. Banks are always 

happy to lend money to RBI, since their money is in safe hands with a good interest. An increase 

in reverse repo rate can cause the banks to transfer more funds to RBI due to these attractive 

interest rates. 

Interest rates & the bond prices are inversely related to each other. When interest rates 

move up, it causes the bond prices to fall & vice – versa. Say for example, you have a bond, 



which is yielding 10% now. Suddenly, the interest rates in the economy move up to 11%. Now 

your bond is giving fewer yields than the market return. Obviously it price is going to fall in such 

a case. Reverse is the case when interest rates fall, the bond price will move up because it is 

giving more returns than the market return. So movements in interest rates have serious 

implications for individual investments. 

Money supply also effects the economy on three sides. One, money supply is used to 

control the inflation in an economy. On the demand side, whenever money supply in the 

economy increases, consumer-spending increases immediately in the economy because of 

increased money in the system. But supply can’t vary in the short – term, so there is a temporary 

mismatch of demand & supply in the economy which exerts an upward pressure on inflation. 

This argument assumes that demand drives supply, which is generally the case. On the supply 

side, due to an increase in demand, supply can only be increased by capacity additions. This 

causes the cost of production to rise & that is reflected in inflation. 

Money supply also has a direct relationship with the growth of an economy. Until an 

economy reaches full – employment level, the economy growth is the difference between money 

supply growth rate & the inflation, other things being equal. When an economy reaches full 

employment level, the growth in money supply is set off by a growth in inflation, other things 

being equal. This happens because output can’t rise after full employment & therefore inflation 

increases one for one with the money supply. 

Money supply also has a relationship with interest rates. One variable can be used to 

control the other. Both can’t be controlled simultaneously. If the RBI wants to peg the interest 

rate at a certain level, it has to supply whatever money is demanded at that level of interest rate. 

If it wants to fix the money supply at a certain level, the demand & supply of money will 

determine the interest rates. Usually it is easier for RBI to control the interest rates through its 

open market operations (OMO). So, the money supply is allowed to vary but RBI controls it by 

playing around with interest rates through its OMO. 

CRR is the percentage of its total deposits a bank has to keep with RBI in cash or near 

cash assets & SLR is the percentage of its total deposits a bank has to keep in approved 

securities. The purpose of CRR & SLR is to keep a bank liquid at any point of time. When banks 

have to keep low CRR or SLR, it increases the money available for credit in the system. This 

eases the pressure on interest rates & interest rates move down.  



Consumer prices rose by an annual 3.41 per cent last month, their slowest pace since November 

2014, government data showed on Thursday. Reuters Survey had expected prices to rise 3.57 per cent 

year on year, compared with a 3.63 per cent gain in November.Annual retail food inflation eased to 1.37 

per cent last month from a revised 2.03 per cent in November, helped by lower prices of vegetables and 

pulses. 

Table 1: Table showing the Inflation Rates 2015-16 

Inflation(monthly basis) Inflation Inflation(yearly basis) Inflation 

January 2016 - December 2015 0.00 % January 2016 - January 2015 5.91 % 

February 2016 - January 2016 -0.74 % February 2016 - February 2015 5.53 % 

March 2016 - February 2016 0.37 % March 2016 -March 2015 5.51 % 

April 2016 - March 2016 1.12 % April 2016 - April 2015 5.86 % 

May 2016 - April 2016 1.48 % May 2016 - May 2015 6.59 % 

June 2016 - May 2016 0.73 % June 2016 - June 2015 6.13 % 

July 2016 - June 2016 1.08 % July 2016 - July 2015 6.46 % 

August 2016 - July 2016 -0.71 % August 2016 - August 2015 5.30 % 

September 2016 - August 2016 
-0.36 % 

September 2016 - September 

2015 

4.14 % 

October 2016 - September 2016 0.36 % October 2016 - October 2015 3.35 % 

November 2016 - October 2016 -0.36 % November 2016 - November 

2015 

2.59 % 

December 2016 -November 2016 -0.72 % December 2016 - December 

2015 

2.23 % 

We can observe from the above table that there is a steady decline in the Inflation rate 

(CPI) from the past few months given in the table more decline can be seen from the last quarter. 

Even though it is too early too determine the rate of Inflation. There is a continuous decline from 

July to August 2016 and the same continued even after November.  

Table 2: Table showing Inflation 2016-17 

Inflation(monthly basis) Inflation Inflation(yearly basis) Inflation 

January 2017 - December 2016 -0.36 % January 2017 - January 2016 1.86 % 

February 2017 - January 2017 0.00 % February 2017 - February 2016 2.62 % 

March 2017- February 2017 0.36 % March 2017 -March 2016 2.61 % 

April 2017 - March 2017 0.73 % April 2017 - April 2016 2.21 % 

May 2017 - April 2017 0.36 % May 2017 - May 2016 1.09 % 

June 2017 - May 2017 0.72 % June 2017 - June 2016 1.08 % 

July 2017 - June 2017 1.79 % July 2017 - July 2016 1.79 % 

August 2017 - July 2017 0.00 % August 2017 - August 2016 2.52 % 

September 2017 - August 2017 
0.00 % 

September 2017 - September 

2016 

2.89 % 

October 2017 - September 2017 - October 2017 - October 2016 - 

November 2017 - October 2017 - November 2017 - November 

2016 

- 

December 2017 - November 2017 - December 2017 - December 

2016 

- 



In the above table we can observe that there is a decline in the Inflation rate from 

December 2016 to January 2017. But after that the situation picked up and the inflation rate 

improved to a certain extent. June 2017 experienced a higher inflation rate of 1.79% which is 

evident from the above table. 

Conclusion:  

We can conclude from the above discussion that inflation is going to negative values 

from August 2016. But after demonetization it has become deeper but slowly it picked up after 

the economy’s revival phase it slowed moved into the positive sign. RBI lowered the inflation 

projection to 2.0% to 3.5% in the first half and3.5% to 4.5% in the second half in the absence of 

any policy intervention. RBImaintains that vigilance on inflation should be maintained as they 

are seeing balanced risks to it. RBI lowered the projection of real Gross Value Added for 2017-

18 by 10 bps from the April 2017 projection to 7.3%. 
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IMPACT OF DEMONETIZATION ON CONSUMER BEHAVIOUR 

Introduction: 

In India the Government has taken up the policy of demonetization recently to curb black 

money and terrorism. The recent debate of Government regarding the demonetization of the 

High value Currency which is aimed at removing the black income impacts the whole fabric of 

the Indian economy with a sudden shock by decreasing the cash flows of the economy which sets 

back the circular flow of income in the economy. People are postponing their necessities in 

anticipation of regular cash flows as usual in the future which affects the consumption flow 

which may affect the production as well in the near future. 

The recent demonetization which was originally introduced to scrap out the black money 

has too many spill-over effects in the economy particularly cashless economy which comes as a 

sudden surprise to the business sector which mainly depends on the regular flow of current 

income which is the basis for their business. According to macro economics we know that the 

Consumption depends on income and other macro economic variables impact like Investment, 

Production and Employment are all interdependent. Now that we have got reduced cash flows in 

the economy, we have to study its impact on the interdependence of these macro economic 

variables. 

The debate is going on related to the demonetisation in the short run related to its effects 

of the economy. It is intended to decrease the black money but it is a surprise to the Corporate 

households since it hampers the day to day cash transactions and also a limit is imposed to daily 

exchange of notes.  

The GDP formation could be impacted by this measure, with a reduction in the 

consumption demand. However, with the recent rise in festivals, demand is expected to offset 

this fall in an overall impact. Moreover, this expected impact on GDP may not be significant as 

some of this demand will only be deferred and will re-enter the stream once the cash situation 

becomes normal. 

The basic objective of the demonetisation is eliminating Parallel economy which 

increases the prices of the products due to heavy demand pressurizing the scarcely available 

goods. There is also a threat of Counterfiet notes entering from neighbouring economies which 

further increased the pressure of inflation. The common man is suffering due to the high prices 

of the commodities and the salaried class are caught in the Inflation spiral. It will temporarily 

block the supply of  high value currency and this way positively impact in curbing the disruptive 

groups in the form of terrorism, smuggling, fake notes, Naxalism etc. 

The extra circulation of income leads to high prices of the commodities and the Salaried 

class are caught in the Inflation spiral. This also shows the Tax net where it is mainly salaried 

class are paying taxes and the Corporate houses finding ways and means to evade the taxes. 



Objectves: 

1) To study the impact of demonetization on Consumption patterns. 

2) To study the awareness of Consumer on Cashless transactions. 

Research Methodology: 

 

The survey is conducted in Nalgonda town to study the impact of demonetisaton on 

Consumer behavior . In order to study the impact we have taken 100 samples from across the 

town. We have used the Simple Random Sampling for the purpose of the Questionnaire. After 

collection of date we have used the impact by studying the tables, diagrams, charts etc to know 

the behavior of the consumers. 

 

Review of Literature: 

The review of literature in this field is very limited due to the recent demonetization is a new 

concept . But we have taken up some review of literature in the field of Consumer behavior so 

that what will be the factors that affect the Consumer behavior during various situations. 

The  consumer behaviour is studied as a part of the marketing and its main objective it to 

learn the way how the individuals, groups or organizations choose, buy use and dispose the 

goods and the factors such as their previous experience, taste, price and branding on which the 

consumers base their buying decisions (Kotler and Keller, 2012). 

Backhaus et al (2007) suggested that purchase decision is one of the important stages as this 

stage refers to occurrence of transaction. In other words, once the consumer recognized the need, 

searched for relevant information and considered the alternatives he/she makes decision whether 

or not to make the decision. Purchasing decision can further be divided into planned purchase, 

partially purchase or impulse purchase as stated by Kacen (2002). 

Situational factors impacting consumer behaviour may include location, environment, 

timing and even weather conditions (Hoyer et al., 2012). In order to benefit from situational 

factors major retailers attempt to construct environment and situations in stores that motivate 

perspective customers to make purchase decision. Range of available tools to achieve such an 

outcome include playing relaxing music in stores, producing refreshing smells in stores and 

placing bread and milk products in supermarkets towards the opposite end of stores to facilitate 

movement of customers throughout the store to make additional purchases etc. 

The temporary nature of situational factors is rightly stressed by Batra and Kazmi (2008). 

Personal factors, on the other hand, include taste preferences, personal financial circumstances 

and related factors. The impact of personal factors on consumer decision-making is usually 

addressed by businesses during market segmentation, targeting and positioning practices by 

grouping individuals on the basis of their personal circumstances along with other criteria, and 

developing products and services that accommodate these circumstances in the most effective 

manner. 

According to Hoyer et al. (2012) social factors impacting consumer behaviour arise as a 

result of interactions of perspective consumers with others in various levels and circumstances. 

Targeting members of society perceived as opinion leaders usually proves effective strategy 

when marketing products and services due to the potential of opinion leaders to influence 

behaviour of other members of society as consumers. 



A number of researches have been carried out by academics and scholars on identifying 

and analyzing those factors affecting the consumers’ buying behaviour and as a result, various 

types of factors have been identified. These factors have been classified into different types and 

categories in different ways by different authors. For instance, Wiedermann et al (2007) 

classified them into internal and external factor. On the other hand, Winer (2009) divided them 

into social, personal and psychological factors. Despite the fact that they have been classified 

into different groups by different authors they are similar in scope and purpose (Rao, 2007). 

There is a wide range of factors that can affect consumer behaviour in different ways. These 

factors are divided by Hoyer et al. (2012) into four broad categories: situational, personal, social 

and cultural factors. 
 

Results and Discussion: 
 

Table 1: Amount Spent on Groceries 

 

 

 

 

 

 

 

 

In  the above table it is shown that the number of respondents who are having Rs.2,000 of 

Consumption on groceries have increased from 20% to 22% where as there is much change in 

the Rs.4,000 group where they have shown the fall in consumption to Rs. 3,000. (35 % and 28% 

respectively). But the amount of groceries can be decreased in the short-run due to the low limit 

of withdrawls which is temporary. But the all round effect of the demonetization may be seen on 

the reduction in IIP index which is due in Quarter4 which is yet to come. The reduction in 

consumption will have an effect on whole sale Production also. 

It has been observed that due to the amount of withdrawl ranging from Rs. 2,000 to Rs. 

4,500 in the ATMs by the consumers there is an increase in the number of visits by the consumer 

to the banks due to uncertainty in the amount and long queue lines which causes exhaustion and 

the postponement of the withdrawls. Before demonetization there was a limit of 5 withdrawls but 

the consumer could withdraw upto Rs. 40,000 per withdrawl. But now it is only upto Rs. 4,500 

per  withdrawl . Most of the cases due to emergency they are visiting even 9-10 times in a month 

to continue the same level of consumption as previous. It is also observed the most respondents 

have showed inconvenience  (80% of the respondents ) 

 

GROCERIES 

( in Rs.) 

NO. OF 

RESPONDENTS 

NO. OF 

RESPONDENTS 

2000 20% 22% 

3000 37% 28% 

4000 43% 35% 

5000 20% 15% 



 

Table 2: Amount Spent on FMCG Goods 

FMCG(RUPEE

S) 

NO. OF 

RESPONDENTS 

1000 20% 

1500 53% 

2000 7% 

2500 10% 

3000 10% 

 

 

Table 3: Awareness among the Customers regarding Cashless transactions 

Cashless Instruments Percentage of Respondents 

Net banking 12% 

Debit Cards 52% 

Cheques 32% 

UPI App for payments 09% 

 

 From the above table it is evident that the awareness of customers regarding cash less 

transactions is very low which is shown in the results where only 12% of them know about 

Netbanking transactions, Debit cards 52%, Cheques 32% and UPI App for payments 9 % only. 

There is a need for rising awareness among the customers. 

Table 4:Savings due to Demonetization 

Change Percentage of 

Respondents 

Increased 69% 

Same 31% 

 

From the above table it is shown that Compulsory savings have increased to 69% of the 

customers due to banking and low withdrawl limits where as 31% of them are saying that the 

savings remained constant. Whatever is saved is not consumed, it shows that the Savings will 

result in investment which leads to increase in Capital accumulation of the economy. It is having 

a positive impact on the economy. 



 

 

Table 5:Fuel Consumption 

Change in Fuel 

consumption 

Percentage of 

respondents 

Decreased 32% 

Same 68% 

 

From the above table it is evident some respondents(32%) have decreased their fuel consumption 

due to the demonetization effect. The usage of fuel is need-based so there is not much of 

decrease in the fuel consumption. 

Impact on Banking sector: 

This demonetization move will attract huge deposits of high value currency in banks by 

way of deposits. The unearthing of currency which was otherwise resulting in the black economy 

into formal banking stream is a positive sign for banks by reducing dependence on higher cost 

borrowing. The liquidity position of the banks improves which results in cheap lending rates. But 

the deposit rates may become lower in the short-run. But for NBFCs asset quality of lenders with 

dependence on cash collection gets affected in the short term. 

Across the medium term, the demand for real estate, especially in the secondary market 

i.e. Resale Transaction and Tier-II cities where the cash component, as a proportion of 

transaction is significant, could face a slowdown. This trickle-down effect could encompass the 

entire real estate sector putting pressure on the demand itself.  This could adversely impact 

NBFC’s & housing financers with a large proportion of exposure Mortgage built with a self-

employed customer profile.  We believe that Micro Finance Institutions and Small Finance 

Banks (SFB’s) may not be significantly impacted in the long term, considering that the cash 

flows of the borrower segment are usually in the smaller denomination. However, there could be 

near term disruptions in the collection cycles along with a spike in over dues, which could put 

their liquidity strengths and the disbursal cycles under pressure. 

The Demonetisation has affected the Production and hence the total output of the 

economy which results in the overall contraction of the economy. The Industrial production in 

India went up 0.7 percent year-on-year in September of 2016, following two straight months of 

falls (-0.7 percent in August and -2.5 percent in July). The sudden blow to the Production sector 

may bring it down to negative mark again. 

The Economic growth which is measured by GDP also gets affected because of this 

demonetisation move. There is an expectation of above 7% in the last quarter by the various 

rating agencies, but if the last quarter production gets affected it may have an effect on Economic 

growth also.  



The demand for Bullion sector  in the short-run boom in the bullion sales with the 

customers parking their extra funds in this sector. The Gold sales were done with an extra 

premium in the short-run due to the exchange of old notes. But in the long run the demand for 

gems and jewellery may decline in the future. But for the small business men and unorganized 

sector there is a hit in the short run due to less cash flows from small buyers. Regarding gold 

exports there may not be any impact due to organized channel but unofficial gold imports may 

reduce.  

The impact on grocery retail sector may not be so much but its impact on small retailers 

is high since they depend on cash payments for purchase and sales of the commodities. 

Demonetisation affects the Conspicuous consumption i.e, high end retail and luxury goods. The 

Customers are postponing the buying of retail goods in bulk due to expectations of regular cash 

flows after the set right of the economy to normalcy. 

The unexpected decline in cash flows and short-term savings due to Speculation about 

the situation unfavorably impacts the consumption demand in the economy. Besides a fall in 

Construction activities in the short term will impact may lead to lowering of GDP growth. The 

manufacturing sector which is measured by IIP index for Q3 FY 2016-17 may be hampered due 

to the halting of various manufacturing activities. The business households think that the fall in 

the Consumption may lead to further decrease in off-season sales i.e., November and December. 

This affects their initiative in new investment and fall in Production since the Old inventories 

and Stocks pile up as an immediate effect of fall in Consumption.  

The employment gets affected by the decrease in Consumption of goods and decrease in 

Production and hence a decrease in the demand for labour. Already in states like Uttar Pradesh 

huge loss of jobs were reported and the aftermath results are yet to come from other States. In 

some places it is also reported that the employers are paying from Old exchange notes for two 

months as advance salary. But the decrease in Production has an adverse effect on the 

employment who depends on daily labour and depend on daily wages as remuneration. The 

construction sector received a set back in the short-run. 

The retail business also got affected since the Consumer wants to hold the cash towards 

precautionary and transactionary motives. Either the consumer postpones the consumption or 

goes to big retail shops and buy it with debit card. Some big shops are accepting the debit cards. 

The limit of daily exchange of notes imposed on the retail business people and the consequent 

long que lines also discourages them from accepting the exchange of old notes for daily 

transactions.  

Impact on Consumption Sectors 

The real estate demand from end users is unlikely to be impacted, since a majority of 

them are backed by funding from bank loans. Demand from investors for real estate however 

may come down since in some cases, investors prefer cash transactions. If the proportion of 

earlier transactions in the real estate sector, which were allegedly done through partial cash 



payment reduces, the registered prices for real estate will go up. We expect the supply of real 

estate in the secondary market, which is strongly rumoured to have a large cash component 

involved, to suffer in the short term, which may in turn improve demand for residential real 

estate in the primary market. In the medium term, the prices in this sector could regain on many 

fronts as developers rebalance their prices (probably charging more on cheque payment). 

Real estate sector which has linkages with Cement and Steel sector will get affected in 

the short run due to irregular cash flows. But once the economy comes to normalcy regarding the 

currency availability there will be resume in Construction sector. Besides the daily wage 

employees in the Construction sector may receive a set back with the payments. 

 

Conclusion:  

 We can conclude that due to demonetization it is observed that there is a drop 

in the amount of groceries and FMCG due to short-term policies of the government like low limit 

withdrawl of demand deposits and long waiting lines near the bank. It is observed that both the 

objectives of government would not have taken at the same time. There must be a time limit for 

both the actions. The Consumer awareness about the cashless transactions is low due to various 

reasons. One of the positive impact of this demonetization is increase in number of bank 

transactions and bank money in the economy which will result in low deposit rates of loans from 

the banks. The Circular flow of income have started in positive direction instead of parallel 

economy. 
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Appendix 
IMPACT OF DEMONETIZATION ON CONSUMER BEHAVIOUR IN NALGONDA DISTRICT 

 
 

NAME: 
AGE: 
OCCUPATION: 
INCOME: 
GENDER: 
EDUCATION: 
MARITAL STATUS: 
 
1)How many times you have to visit the bank for withdrawing money needed by you for a month: 
a)1-2 times b)3-4 times c)5-6 times d)7-8 times e)9-10 times 

 
2)How many times you have to visit the bank for withdrawing money needed by you for a month: 
a)1-2 times b)3-4 times c)5-6 times d)7-8 times e)9-10 times 

 
3)When compared to earlier ( before Demonetization) was it convenient for you to draw the money 
from the banks:  
         Yes/ No 
 
4) How much percentage of income do you spend for consumption before Demonetization: Yes/No 
 
5) How much Percentage of money you spend for Consumption after Demonetization: 
a) 10%   b) 20% c) 30% d)40% e)50% 
 
 
6) The percentage of Income you save after demonetization: 
a)10%   b) 20% c) 30% d)40% e)50% 
 
7)The percentage amount spent on FMCG goods for Consumption after demonetization:10%    
a) R.1,000 b) Rs.1500 c) Rs.2,000  d)Rs.2,500  e)Rs.3,000 
 
8) The Percentage amount spent on Groceries for consumption: 
a)Rs. 2000 b) Rs.3,000 c) Rs.4,000 d)Rs,.5,000 
 
9) What is the reason for reducing the Consumption recently: 
a) Recession 
b) Long  ATM queue lines 
c) Government quick decisions regarding demonetization 
d) difficult to withdraw money 
 
10) Have you made any cashless payments recently:  Yes/No 
 
11) Do you have netbanking :     Yes/No 
 
12) Do you use Debit Cards:     Yes/No 



 
13) Do you use Cheques:     Yes/No 
 
14) Do you use any Smart phone UPI App for payments: Yes/No 
 
15) Was there an impact on your Groceries consumption due to Demonetization: Yes  /  No 
 
16) Was there any impact on your fuel consumption due to demonetization:  Yes  /  No 
 
17) Was there any impact on your garments purchasing on demonetization:  Yes  /  No 
 
18) Was there any impact on yourGold or Silver purchasing on Demonetizaion:  Yes  /  No 
 
19) Was this demonetiation worth the effort by the Government to curb Black money:  Yes  /  No 
 
20) HOW MUCH MONEY YOU SAVE BEFORE DEMONETIZATION: 
 
a)10%   b) 20% c) 30%  d)40% e)50% 
 
Suggestions: 
 

 

 

 

 

Signature 



Students:

Mentor:

•



• Debate on Demonetization

• Macro economic Variables

• Objective of introducing 

Demonetization



• During the initial days of demonetization the economy
was going through cash crunch and there were
apprehensions among the public regarding the cash less
transactions and further action by the government
regarding the printing of new currency. There was a
shortage of Rs.2000 notes, limited withdrawals and
limited cash in ATMs. People were decreasing their
consumption levels. One hand the government
scrapped old currency of Rs.500 and Rs.1000 and on
the other hand there is rising cashless transactions in
the economy about which majority of population are
not aware.



• To study the impact of demonetization on 

Consumption patterns.

• To study the awareness of Consumer on 

Cashless transactions.



• Study Area: Nalgonda Town

• Samples:100

• Method: Simple Random Sampling

• Interview method

• Tools: tables, diagrams, charts etc



• Kotler, P. (2012) “Kotler on Marketing” The Free Press

• Backhaus, K. Hillig, T. and Wilken, R. (2007) “Predicting purchase

decision with different conjoint analysis methods

• Kacen. J. J. and Lee. J. A., (2002) “The influence of culture on

consumer impulsive buying behaviour”, Journal of consumer

psychology. 12(2), pp. 163-174.

• Hoyer, W.D. & Macinnis, D.J. (2008) “Consumer Behaviour”, 5th

edition, Cengage Learning

• Wiedmann, K., Hennigs, N. and Siebels, A. (2007) “Measuring

Luxury consumer perception: A cross-culture framework”, Academy

of Marketing Science review, 2007(7)

• Winer, R. (2009), “New Communications Approaches in Marketing:

Issues and Research Directions,” Journal of Interactive Marketing,

23 (2), 108–17



Impact on Consumption:

• Consumer’s Needs:

• Groceries

• FMCG Goods

• Fuel Consumption

• Purchase of Garments

• Purchase of gold and Silver



• They form an important part of Consumer
spending in day to day life.

• Cereals, grams, pulses, milk, egg, fish, meat,
vegetables, fruits, sugar, salt , beverages etc.



• To understand which class of society eats what, we take

the survey conducted by the NSSO on Household

Consumption of Various Goods and Services in India

2011-12. The report separates per capita consumption

into 12 divisions, called fractiles. The survey shows the

per capita monthly consumption of the various fractiles,

or classes. The richest 5% of the urban population spent

Rs2,859 per head per month on food in 2011-12,

according to the survey, about nine times more than that

spent by the bottom 5% of the rural population.



GROCERIES

( in Rs.)

NO. OF 

RESPONDENTS

NO. OF 

RESPONDENTS

Up to 2000 20% 22%

Up to 3000 17% 28%

Up to 4000 43% 35%

Up to 5000 20% 15%
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FMCG:1
• FMCG goods are popularly known as

consumer packaged goods. Items in this
category include all consumables people buy at
regular intervals. The most common in the list
are toilet soaps, detergents, shampoos,
toothpaste, shaving products, shoe polish,
packaged foodstuff, and household
accessories and extends to certain electronic
goods. These items are meant for daily of
frequent consumption and have a high return.
The fast moving consumer goods (FMCG)
segment is the fourth largest sector in the
Indian economy.



FMCG:1

• The market size of FMCG in India is
estimated to grow from US$ 30 billion in
2011 to US$ 74 billion in 2018. Food
products is the leading segment, accounting
for 43 per cent of the overall market.
Personal care (22 per cent) and fabric care
(12 per cent) come next in terms of market
share. Growing awareness, easier access,
and changing lifestyles have been the key
growth drivers for the sector.



FMCG 2

• Rural areas expected to be the major driver for

FMCG, as growth continues to be high in these

regions. Rural areas saw a 16 per cent, as against

12 per cent rise in urban areas. Most companies

rushed to capitalize on this, as they quickly went

about increasing direct distribution and providing

better infrastructure. Companies are also working

towards creating specific products specially targeted

for the rural market.



FMCG 2

• With rise in disposable incomes, mid- and high-

income consumers in urban areas have shifted their

purchasing trend from essential to premium

products. In response, firms have started enhancing

their premium products portfolio. Indian and

multinational FMCG players are leveraging India as

a strategic sourcing hub for cost-competitive product

development and manufacturing to cater to

international markets.



Impact on FMCG Goods

FMCG

(RUPEES

SPENT)

NO. OF 

RESPONDENTS NO. OF 

RESPONDENTS

Up to 1000 23% 21%

Up to1500 10% 24%

Up to 2000 10% 22%

Up to 2500 34% 20%

Up to3000 22% 9%
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India's fuel consumption grew at a slower rate of five per cent

in the 2016-17.

The world's third largest oil consumer our India saw demand

for fuel and petroleum products rise to 194.2 million tonne in

2016-17, up from 184.6 mt in the previous financial year,

according to the data from Petroleum Planning and Analysis

Cell (PPAC) of the oil ministry. The demand growth was

slower than 11.5 per cent recorded in 2015-16 when

consumption had jumped to 184.67 mt from 165.5 mt in the
previous year.



Demand for diesel, the most consumed fuel in the country, grew

by 1.8 per cent to 74.6 mt in 2016-17. Diesel consumption has

soared 7.5 per cent in 2015-16.

Last financial year saw LPG sales move up by 9.8 per cent to

19.6 mt as government released two crore new connections for

the poor.

Petrol consumption was up 8.8 per cent to 21.84 mt on the back

of rise in two-wheeler and car sales. Jet fuel sales were up 12

per cent at 6.2 mt.

Kerosene demand however declined by a steep 21 per cent to

6.8 mt as government restricted supply of subsidized cooking

fuel only to the identified needy. Also, LPG replaced it as a

cooking fuel in many households.



1. Diesel consumption has soared 7.5 per cent in 2015-16.
Last financial year saw LPG sales move up by 9.8 per cent
to 19.6 mt as government released two crore new
connections for the poor.

2. Petrol consumption was up 8.8 per cent to 21.84 mt on the
back of rise in two-wheeler and car sales. Jet fuel sales
were up 12 per cent at 6.2 mt.

3. Kerosene demand however declined by a steep 21 per
cent to 6.8 mt as government restricted supply of
subsidised cooking fuel only to the identified needy. Also,
LPG replaced it as a cooking fuel in many households.



Change in Fuel 

consumption

Percentage of 

respondents

Decreased 32%

Same 68%
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Garments 1
• Eighty percent of the Indian textile and clothing industry is in the 

decentralized sector, in the SME sector, and that tells the story of 

the impact that demonetization is having on the country's second 

largest industry. There were reports of 70-75% of power loom 

units having stopped production in the various textile clusters, as 

most of the transactions happening were in cash.

• Traders and manufacturers are reporting a pile up of stocks 

across the value chain, and companies are not in a position to 

collect receivables resulting in a serious impact on cash flows. 

Manufacturers are unable and unwilling to buy inputs, due to 

limited liquidity.

• The retail consumer too has little liquidity to splurge on clothes, 

which will slow down the demand downstream.



Garments 2
• While the liquidity crunch is temporary, this could impact the 

textile industry for the next 2-3 quarters. Demand for textiles 

and clothing in the market even before the demonetization has 

been dull. The situation has worsened after November 8.

• Almost 70-80% of the textile workers in most of the clusters 

are paid weekly wages in cash. Majority of these workers do 

not have bank accounts, are migrant labor, who stash their 

savings at home. Due to poor Cash-holdings companies are 

unable to pay workers their wages. And even those who paid 

their workers an advance of 2-3 months to avoid changing the 

scrapped notes, have had to allow workers to queue in front of 

banks to handle cash and change notes. This has severely 

impacted production and productivity in the textile production 

clusters.

•



Impact on Purchase of Garments

Change in 

Purchase decisions

Percentage of 

respondents(%)

Decreased 28

Same 72



• More than half of Indian households are still

without bank accounts. But savings in cash

and currencies is less than 10% of savings.

The initial impact of note ban is expected to

be on savings in bank deposits. This is

because more cash is expected to get

converted into deposits. This may result in

banks getting saddled with excess funds,

which could force them to lower the interest

they pay on these deposits.



• Indians save in broadly two forms of assets:

physical and financial. While physical savings

comprise assets like real estate and other

immovables, some also reckon gold as a physical

asset. Some others consider gold as a speculative

hoarding item. Financial assets, on the other hand,

include cash, bank and corporate deposits, equity

and MF investments, besides provident and

pension fund investments, small savings like post

office etc.



Savings2

• It would be difficult to estimate the exact

impact on savings in the form of cash,

financial analysts expect that there could be

a shift in other financial assets from bank

deposits to stock, mutual funds, insurance

and pension products. This is because in the

past, whenever interest rates on deposits fell,

savers have shifted to non-deposit assets.



Change Percentage of 

Respondents

Increased 69%

Same 31%
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• The government of India wants its people to

cashless. Earlier, the online transactions

were done only through debit and credit

cards or through net banking. These options

always had the issues of security and were

not user-friendly. After the smart phone

revolution, there is a explosion in digital

payment options.



• The mobile wallets and digital payment

happen to be the result due to

demonetization. Paytm’s traffic had

increased by 435% and its downloads by

200%. Paytm is India’s leading mobile wallet

which allows users to make transactions “at

850,000 places across 1,200 Indian cities,

including mom and pop shops, branded retail

outlets, and petrol pumps.



• The troubles caused by demonetization paved way for

plastic money and cashless transactions at a larger

scale. Altogether the online transactions in India gone

up by 250 per cent post demonetization. The recent

acceptance of e-transactions by people gave scope for

e-banking in our country. There is a tremendous

increase in mobile banking and Immediate Payment

System (IMPS) usage in India post demonetization.

According to India-spend analysis of RBI, the mobile

banking transaction had grown by 175 per cent and the

amount transacted had grown up by 369 per cent in the

past one year.



• There is a 3 times increase in in Rupay

transactions on point of sale to 10 lakhs a day,

which is three times more than the normal

transaction count. Post demonetization, the card

transactions in India boosted up by 133 per cent.

The 120 crores worth transactions were witnessed

by seven million transactions daily in paytm and 15

lakh people of India started using cards (mostly

debit cards). The growth of usage of debit cards

doubled after demonetization.



Cashless Instruments Percentage of 

Respondents

Net banking 12%

Debit Cards 52%

Cheques 32%

UPI App for payments 09%
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• To improve the awareness of Cashless

payments to the consumers through

Awareness Camps

• Prior Information to the Consumers

regarding changes in the economic

system to avoid inconvenience













 

 



 

The students of Government Degree College for Women, Nalgonda have got first prize in Jignasa 

Student Study Projects in Economics  during the academic year 2016-17. These students got Rs: 5,000 

cash prize from the Commissioner, Collegiate Education, Hyderabad, Telangana. 
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