




YOJANA   February 2017	 3

Our Representatives : Ahmedabad: Amita Maru, Bengaluru: Punita, Chennai: A. Elangovan, Guwahati: Anupoma Das, Hyderabad: Vijayakumar  Vedagiri,   
Kolkata: Rama Mandal Mumbai:  Umesh Sadashivarao Ujgare: Thiruvananthapuram: Dhanya Sanyal K.,  Jalandhar: Gagandeep Kaur Devgan, Bhubaneshwar   
Girish Chander  Das.
YOJANA seeks to provide a vibrant platform for discussion on problems of social and economic development of the country through in-depth analysis of these issues in the wider 
context of government policies. Although published by the Ministry of Information and Broadcasting, Yojana is not restricted to expressing the official point of view.  Yojana 
is published in Assamese, Bengali, English, Gujarati, Hindi, Kannada, Malayalam, Marathi, Oriya, Punjabi, Tamil, Telugu and Urdu.

Correspondence address of journals unit for new subscriptions, renewals, enquiries has changed. Please contact : Business Manager (Circulation & Advt.), Publications 
Division, Ministry of Information & Broadcasting, Room No. 48-53, Soochna Bhawan, CGO Complex, Lodi Road New Delhi 110 003(Ph: 011 24367453).Sales Emporia 
: Publications Division: *Soochna Bhavan, CGO Complex, Lodhi Road, New Delhi -110003 (Ph 24365610) *Hall No.196, Old Secretariat, Delhi  110054(Ph 23890205) * 701, 
B Wing, 7th Floor, Kendriya Sadan, Belapur, Navi Mumbai  400614 (Ph 27570686)*8, Esplanade East, Kolkata-700069 (Ph 22488030) *’A’ Wing, Rajaji Bhawan, Basant Nagar, 
Chennai-600090 (Ph 24917673) *Press road, Near Govt. Press, Thiruvananthapuram-695001 (Ph 2330650) *205 II Floor CGO Towers, Kavadiguda, Secundrabad-500080 (Ph 
27546312)*1st Floor, ‘F’ Wing, Kendriya Sadan, Koramangala, Bengaluru-560034 (Ph 25537244) *Bihar State Co-operative Bank Building, Ashoka Rajpath, Patna-800004 
(Ph 2683407) *Hall No 1, 2nd floor, Kendriya Bhawan, Sector-H, Aliganj, Lucknow-226024(Ph 3025455) *Ambica Complex, 1st Floor, above UCO Bank, Paldi, Ahmedabad-
380007 (Ph 26588669) *House no.4 Pension Para Road, Guwahati 781003 (Ph 2665090) *Sco 103, Puda Market, New Bus Stand, Jalandhar. (Ph 2224243)

SUBSCRIPTION : 1 year  ` 230, 2 years ` 430, 3 years ` 610. For subscriptions abroad the same rates  plus Air Mail charges as prescribed by India post from time to time, as 
applicable for concerned countries. 
No. of Pages 60

Disclaimer :
	 l	 The views expressed in various articles are those of the authors’ and not necessarily of the government. The views expressed in the articles are of the author 

and they don't represent the views of their organisation.
	 l	 Maps/flags used in the articles are only indicative.  They don't reflect the political map or legal representation of the flag of India/any other country.
	 l	 The readers are requested to verify the claims made in the advertisements regarding career guidance books/institutions. Yojana does not own responsibility 

regarding the contents of the advertisements.		

Chief Editor's Office : Room No. 660, Soochna Bhawan, CGO Complex, Lodi Road New Delhi 110 003 Ph: 24362971. Yojana (English): Room No. 647, Soochna Bhavan, 
C.G.O. Complex, Lodi Road, New Delhi - 110 003. Business Manager (Hqs.) : Ph :24367260, 24365609, 24365610

February 2017	 Vol 61

Chief  Editor	 :	 Deepika Kachhal
Senior Editor	:	 Shyamala M. Iyer
Editor	 :	 Manogyan R. Pal

Joint Director (Production)	:	V.K. Meena
Cover Design	 :	Gajanan P. Dhope
E-mail (Editorial)  	 :	yojanace@gmail.com
E-mail  (Circulation)	 :	pdjucir@gmail.com
Website 	 :	www.yojana.gov.in
Facebook	 :	https://www.facebook.com/pages/Yojana-Journal

C O N T E N T S

YOJANA

Let noble thoughts come to us from all sides

Rig Veda

Demonetisation – A Look Back at the  
last Two Months 
Arun Jaitley..................................................................................7

 do you know? ....................................................................9

From a Cash Economy to a Less-Cash Economy 
Pravakar Sahoo, Amogh Arora..................................................11

 focus

Demonetisation - Impacting elections  
S Y Quraishi ..............................................................................16

 NORTH EAST DIARY ..........................................................19

Less Cash Economy: Impact on Black Money 
Timsy Jaipuria............................................................................21

Cyber Security:  
Issues and Way Forward 
B M Mehtre................................................................................24

 special article

Less-Cash Economy: India vis-a vis the world 
Arpita Mukherjee, Tanu M Goyal..............................................28

Achieving A Cashless Rural Economy 
Sameera Saurabh........................................................................34

Digital Transformation:  
Boosting Rural Economy 
Sandip Das.................................................................................38 

Demonetisation: A step towards  
Less Cash Economy 
D S Malik...................................................................................42

Payment Systems in India–Driving  
“Less Cash Economy” 
G Raghuraj.................................................................................47

Demonetization, Cashless  
Economy and Development 
B K Pattanaik.............................................................................52



4	 YOJANA   February 2017

Y
E-

22
1/

20
16



YOJANA

Economic Development through Digital Transactions

YOJANA   February 2017	 5

When the Prime Minister announced demonetisation of 500 and 1000 rupee notes on 
the night of 8th November 2016, the first reaction all over the country was one of 
stunned disbelief. 

The main objective of this move was to curb black money, corruption and fake money 
menace. With inflation and the cost of commodities going up daily, the 100 rupee and 50 rupee 
notes had become virtually invisible in the purchase domain. And, the joke going around was 
that the only two people who would accept 10 rupee notes were god and the beggar! 

In India demonetisation was undertaken twice in the past, once in 1946 and the second time 
in 1978.  However, during both those times, the Indian economy was not so vibrant. The notes 
demonetised were of high denominations with very few people having access to these high 
denomination notes and hence not much hardship was faced by the common man. However, 
the present demonetisation announcement had widespread repercussions. The 500 and 1000 
rupee notes being the most widely circulated denominations, their demonetisation left people 
with no cash in hand even to purchase daily perishables like bread, milk and eggs, vegetables 
and fruits. How was fees to be paid, salaries to be given, et al became daily concerns for the 
common man.  The cash crunch in banks and ATMs added to the people’s woes. There was clamor to deposit cash in bank 
accounts, exchange old notes for new ones, and to withdraw scarce cash from ATMs.

The only fact that actually gave the comman man solace was the stated purpose of the demonetisation i.e unearthing of 
black money and curbing of terror financing. The Prime Minister, in his speech, had declared that the step would strengthen 
the hands of the common citizens in the fight against corruption, black money and counterfeit notes. The common man, 
frustrated by the problems caused by black money economy and also the violent proclivities of terrorist organisations funded 
by black money, was glad that some drastic action had been taken to put an end to these activities.  

Another motive of the government in demonetisation was to create a cashless economy. Cashless transactions have 
the benefit of transperancy i.e. all transactions can be traced and tracked.  This helps the government to track payment to 
terrorist organizations and other anti-national activities.  At the same time, the existing white money of the people remains 
with banks and also in knowledge of the government facilitating it’s recycling into the system for giving loans to the needy 
and for development activities. 

However, in a country where a large proportion of the population is illiterate and the rural areas have inadequate 
infrastructure for digital transactions it is not possible to create a totally cashless economy. So, the effort has now been 
to create a less-cash economy i.e. a system of economy where part of the transactions are in cash and the rest in digital 
payments. Incentives are being offered to those who make digital payments as also those who make arrangements for 
accepting payments through digital methods.

One major cause for concern in the less cash economy has, however, been the danger of cyber crimes. While, the digital 
methods reduce the risks involved in carrying cash, they are prone to cyber security risks. At the same time there are definite 
solutions to handle cyber crimes. Often it is not the technology that fails but carelessness on the part of the user that results 
in cyber security hazards. The need, therefore, is to have stricter policies to ensure high cyber security standards and to 
educate people about precautions they need to take to minimise vulnerability.

Digitisation of the economy has been undertaken in various countries with some being successful and some not very 
successful. The most successful effort so far, has been in Sweden. How successful it will be in India will depend on how 
much awareness is created among India’s vast illiterate and semi-literate population, especially in rural areas, who have 
virtually no or very less access to internet. With effective government policies to deal with cyber security issues and large 
scale awareness drives to educate people, one can hope to see India become a global player in the digital economy. � q



6	 YOJANA   February 2017

Y
E-

22
2/

20
16



YOJANA   February 2017	 7

M ore than two months 
have passed since 
the Prime Minister 
a n n o u n c e d  t h e 
decision that high 
d e n o m i n a t i o n a l 

currency notes would cease to be 
a legal tender.   Subsequently those 
notes have been demonetised.  When 
86 per cent of a country’s currency 
constituting 12.2 per cent of its GDP, is 
squeezed out of the market and sought 
to be replaced by a new currency, 
there would obviously be significant 
consequences of that decision.   Now 
that the remonetisation has moved 
ahead, it would be worthwhile to 
analyse the rationale behind the 
decision and its impact.

Steps against Black Money

  The present Government had 
absolute clarity from day one that 
it would move against the shadow 
economy and black money.   It’s first 
decision was to constitute SIT under 
the directions of the Supreme Court.  
The Prime Minister had proposed to 
the G-20 at Brisbane that international 
cooperation in sharing information with 
regard to base erosion and profit shifting 
should be expedited.  The arrangement 
with the United States furthered this 
object.  The Government completed its 
agreement with Switzerland that w.e.f. 
2019, details of assets held by Indian 
citizens in Switzerland and vice versa 
would be provided to each other.  Since 
1996, the Double Taxation Avoidance 

Treaty with Mauritius was being 
renegotiated.   The treaty effectively 
incentivised round-tripping.   It was 
renegotiated.   Similar treaties with 
Cyprus and Singapore have also been 
renegotiated.  The Black Money Law 
dealing with illegal assets outside India 
opened a window for disclosure with 
60 per cent tax and provides a ten year 
imprisonment. 

The Income Declaration Scheme 
(IDS) 2016 was highly successful 
with a 45 per cent tax.   The PAN 
card requirement for cash transaction 
beyond rupees two lakhs put hurdles 
on expenditure through black money.  
The Benami law was legislated in 
1988 and never implemented. It was 
amended and has been put into action.  
The GST, which is scheduled to be 
implemented this year, will provide 
for better indirect tax administration 
and being a more efficient law will 
check tax evasion.  The demonetisation 
of high denominational currency 
notes was the big step in the same 
direction.

The new normal

In the year 2015-16, 3.7 crore 
assesses of the total population of over 
125 crores, filed income tax returns.  
Out of these, 99 lakhs declared income 
below Rs.2.5 lakhs and paid no taxes; 
1.95 crores declared income less than 
Rs.5 lakhs; 52 lakhs declared income 
between Rs.5 to10 lakhs, and only 24 
lakhs declared income above Rs.10 
lakhs.  No better evidence is required 

Demonetisation – A Look Back at  
the last Two Months

creating a new 'normal'
policy

Arun Jaitley

Ethical and developed 
societies aided by 
technology have 

consistently moved 
towards banking and 
digital transactions as 
against the excessive 
use of cash.  Paper 

currency opens the doors 
for many vices.  When 
Governments are able 

to collect more tax from 
tax evaders, they are in a 
better position to collect 
less tax from everyone 

else.  Reducing cash may 
not eliminate crime and 

terrorism but it can inflict 
serious blow on them

The author is  Minister of Finance and Corporate Affairs, Government of India. 
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to substantiate that both in the matter 
of direct and indirect taxes India 
continues to suffer being a hugely tax 
non-compliant society.

Expenditure required for poverty 
eradication, national security and 
economic development have to be 
compromised with on account of tax 
non-compliances.  For seven decades the 
Indian “normal” has been to undertake 
transactions partly in cash and partly in 
cheque.  “Pucca” and “Kachha” accounts 
are a part of the business language.  Tax 
evasion has been considered as neither 
unethical nor immoral.  It was just a way 
of life. The Prime Minister’s decision is 
intended to create a new “normal”.  It 

seeks to change the expenditure pattern 
of India and Indians.   It is obviously 
disruptive.  All reforms are disruptive.  
They change the retrograde status quo.  
The demonetisation puts a premium 
on honesty and penalises dishonest 
conduct.

The adverse consequences of Cash

Paper currency is a zero interest 
anonymous bearer bond.  It has no name 
or history attached to it.  Crime can take 
place with or without cash but excessive 
cash as a medium of exchange is 
favoured by the underground economy.  
It results in non-compliance in the 
matters of tax payments which creates 
an unjust enrichment in favour of the 

evader as against the poor and the 
deprived.   Mountains of cash money 
reach tax havens through the hawala 
route from the original paper currency.  
Cash facilitates real time untraceable 
payments.  Cash is the medium which 
funds bribery, corruption, counterfeit 
currency and terrorism.   Ethical and 
developed societies aided by technology 
have consistently moved towards 
banking and digital transactions as 
against the excessive use of cash.  
Paper currency opens the doors for 
many vices.   When Governments 
are able to collect more tax from tax 
evaders, they are in a better position 
to collect less tax from everyone else.  
Reducing cash may not eliminate crime 
and terrorism but it can inflict serious 
blow on them.  States have shown that 
the stores of cash do not disappear on 
their own till Governments take active 
steps to reduce the quantum of paper 
currency. 

The magnitude of the decision

The Prime Minister’s decision 
to replace the high denominational 
currency and eventually demonetise 
it required both courage and stamina.  
The implementation of the decision 
carried pain.   It can lead to short 

Lucky Grahak Yojana and Digi-Dhan Vyapar Yojana 

The Government seeks to promote digital payment methods to encourage 
consumers and merchants to increasingly shift to these payment modes. 
To take this initative forward, Lucky Grahak Yojana for Consumers and 
Digi-Dhan Vyapar Yojana for Merchants was  launched  recently. The 
schemes are aimed at encouraging people to move towards significantly 
higher usage of digital transactions through the offer of incentives. The 
schemes will be implemented by National Payments Corporation of 
India (NPCI). Only those transactions that take place through RuPay 
Cards, (USSD) Unstructured Supplementary Service Data, (UPI) Unified 
Payments Interface and (AEPS) Aadhaar Enabled Payment System are 
eligible for these schemes.

No Charges on Card Payments 
at Fuel Pumps

Customers or petrol pump dealers 
will not have to bear any charges on 
digital payments for fuel purchases 
according to the ministry of 
Petroleum and Natural Gas. 

Before the demonetization in 
November, consumers used to pay 
the charges on digital payments 
levied by banks. 

Petrol pumps have become a major 
ally in the government’s effort at 
pushing the country towards a less-
cash economy. By quickly adopting 
digital wallets and fast expanding 
the use of credit and debit cards at 
most of its retail outlets, state oil 
companies have immensely pushed 
the government’s digital agenda 
while bringing convenience to 
customers.

BHIM will create Equality

The new indigenously developed payment app 'BHIM'  (Bharat Interface for 
Money) has been launched by the government named after the main architect 
of the Indian constitution, Bhim Rao Ambedkar. BHIM will curb black money 
system and create equality in the society BHIM is a biometric payment system 
app using Aadhar platform, and is based on Unified Payment Interface (UPI) 
to facilitate e-payments directly through banks. It was launched to stress on 
the importance of technology and digital transactions. It can be used on all 
mobile devices, be it a smartphone or a feature phone with or without internet 
connection.
The payments through the BHIM App can be made by just a thumb impression 
after the bank account is linked with Aadhaar gateway. The technology through 
BHIM will empower poorest of the poor, small business and the marginalised 
section.
The new app is expected to minimise the role of plastic cards and point of 
sale machines. The app will eliminate fee payments for service providers like 
MasterCard and Visa, which has been a stumbling block in people switching 
to digital payments.
The app can be used to send and receive money through smartphones. Money 
can also be sent to non UPI supported banks. Bank balance can also be checked 
through the app.
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term criticism and inconveniences.  
Drop in economic activity on account 
of the currency squeeze during the 
remonetisation period would have a 
transient impact on the economy.  The 
decision involves high level of secrecy 
and printing substantial amounts of 
paper currency, distribution through 
banks, post offices, banking mitras 
and ATMs. 

The fact that large quantum of high 
denominational currency has been 
deposited with the banks does not 
render this money to be legitimate cash.  
Black money does not change its colour 
merely because it is deposited in bank.  
On the contrary, it loses its anonymity 
and can now be identified with its 
owner.   The Revenue Department 

would thus be entitled to tax this 
money.  In any case, the amendment to 
the Income Tax Act itself provides that 
the said money, if voluntarily declared 
or if involuntarily detected, would be 
liable for differential and high rates of 
taxation and penalty. 

The situation today

T h e  p e r i o d  o f  p a i n  a n d 
inconveniences is getting over.  
Economic activity is being restored.  
The banks today admittedly have a 
lot more money available in order to 
lend for growth.   Since this money 
constitutes low cost deposits with the 
banks, it is bound to bring down the 
rate of interest.  Both these things have 
already happened.   Lakhs of crores, 

which were floating in the market as 
lose currency, have now entered the 
banking system.   Not only has the 
money lost is anonymity, it’s owners, 
after being taxed, are entitled to put it 
to more effective uses.  The size of the 
banking transactions and consequently 
the size of the economy is bound to 
increase.  In the medium and long run, 
the GDP would be bigger and cleaner.  
Money entering into the banking 
system and officially transacted would 
give an ample scope for higher taxation 
– both direct and indirect.  The Centre 
and the State Governments would both 
stand to gain.  The economy would also 
be serviced by both cash and highly 
digitized transactions.

Source: PIB

do you know?

Legal Tender Money 
Denomination of a country’s currency by law, must be accepted as a medium of exchange and payment for a money 

debt. While usually all denominations of the circulating 
paper money are legal tenders, the denomination and amount 
in coins acceptable as legal tender varies from country to 
country. This is also called lawful money.

The legal tender money is of two types:

(i)	 Limited Legal Tender Money: This is a form of 
money, which can be paid in discharge of a debt 
up to a certain limit and beyond this limit, a person 
may refuse to accept the payment and no legal 
action can be taken against. Coins are limited legal 
tender in India.

(ii)	U nlimited Legal Tender Money: In this form of 
money, which can be paid in discharge of a debt of any amount. A person who refuses to accept this money 
a legal action can be taken against. Paper notes/currency are unlimited legal tender in India.

The ‘Legal tender’ is the money that is recognised by the law of the land, as valid for payment of debt. It must be 
accepted for discharge of debt. The RBI Act of 1934, which gives the central bank the sole right to issue bank notes, 
states that “Every bank note shall be legal tender at any place in India in payment for the amount expressed therein”.

The recognition or cancellation of the legal tender status is important because paper money derives all its value 
from the Government’s recognition of it. Also, for a piece of paper to function as a medium or exchange and store of 
value, it needs to enjoy unquestioning acceptance from the public. This can only be ensured by declaring such paper 
currency notes as ‘legal tender’ through a fiat, with the RBI or the Centre promising to ‘pay the bearer’ an equivalent 
sum if the currency note is presented to them.

Non-Legal Tender Money: It is a form of money, which is generally accepted, but legally is not bound to accept 
it. Such as cheques, bank drafts, bills of exchange, postal orders etc. are not legal tenders and are accepted only at the 
option of the creditor, lender, or seller. It is also called the optional money because it does not have legal backing and 
their acceptance is optional.   � q
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From a Cash Economy to a Less-Cash Economy

digitizing financial transactions
analysis

Pravakar Sahoo 
Amogh Arora

O
n 8  November  2016, 
t h e  g o v e r n m e n t 
d e m o n e t i s e d 
currency notes of two 
denominations: Rs 500 
and Rs 1000. Together, 

currency notes of these denominations 
had accounted for more than 85 per 
cent of the total value of banknotes 
in circulation.  Demonetisation 
caused a cash crunch and forced the 
government to push for electronics 
payments and transfers. Though the 
main pitch of demonetisation was 
towards curbing financing of terrorism 
and eliminating black money, a major 
shift towards a cashless economy 
emerged as a necessity. In fact, in his 
‘Mann Ki Baat’ address to the nation 
on 27 November 2016, Prime Minister 
declared, ‘Our dream is that there 
should be a cashless society. This 
is correct that 100 per cent cashless 
society is never possible. But we can 
make a start with a less-cash society, 
and then cashless society will not be 
a far-off destination.’

Al though  the  na r ra t ive  o f 
demonetisation has changed, the 
government has been sowing the seeds 
of a cashless economy.. First, in 2014, 
the government launched the Jan Dhan 
Yojana in 2014; as on 20 April 2016, 
nearly 220 million accounts had 
been opened.  In February 2016, the 
Government of India approved the 
guidelines for promoting payments 

through cards and digital means. A 
massive change from the informal 
cash-carry system to a formal financing 
payment system will give an impetus 
to the payments and settlement system 
in India. The best way to reduce 
corruption and black money in the 
economy is to move from an economy 
dependent predominantly on cash 
to electronic transfers, which needs 
universal banking access and facility.

A cashless economy runs on credit 
or debit cards, electronic funds transfer, 
or online shopping instead of cash. The 
idea of a cashless economy is actually 
a revolution from the fiat money to 
digital money, generally adopted with 
the aim of curbing the flow of black 
money and increasing transparency 
of the flow of cash. All transactions 
are made with cards or through digital 
means—whether one has to pay bills, 
buy fruits, or take a bus or taxi ride. 
Just like traditional pocket wallets, 
e-wallets do not require cash in its 
physical form; these are linked to one’s 
bank account and payments are directly 
deducted from it. Internet banking and 
the recently launched Unified Payment 
Interface (UPI) are other products of 
technology that are directed towards 
going cashless, but e-wallets are the 
most prevalent and widely used. In 
fact, it is being opined that in the near 
future even credit and debit cards will 
become redundant as all transactions 
would be made possible through a 

Digitising financial 
transactions can 

prove to be an 
effective means of 
curbing the large 
parallel economy 
in India. It would 
make bookkeeping 
easier and increase 

the tax base, and 
substantially reduce 

the need to carry 
cash and the risk of 

physical theft

Pravakar Sahoo is Associate Professor, Institute of Economic Growth (IEG), Delhi. Amogh Arora is Research Intern, Institute of 
Economic Growth (IEG).
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smartphone, and a mobile phone code 
would be sufficient to withdraw cash 
at ATMs, and there would be no need 
for a card.

Advantages of a Cashless Economy

The Indian economy is one of 
the fastest growing economies in the 
world, but it suffers from issues like 
black money, corruption, terrorism, 
illicit wealth, etc. To break the grip 
of corruption and black money, there 
have always been various ways like 
auditing and enforcement agencies, 
but the idea of cashless economy is 
more appealing, as most economic 
transactions would be part of the 
formal system and easy to track. In 
India, few use non-cash payment 
methods; only 10-15 per cent of the 
population is estimated to have ever 
used any kind of non-cash payment 
instrument, compared to 40 per cent 
of people in countries like Brazil 
and China. Meanwhile, as of 2014, 
India’s ratio of currency in circulation 
outside of banks to GDP was 11.1 
per cent, higher than other emerging 
economies like Russia, Mexico, and 
Brazil. This indicates ample scope for 
strengthening the base of the untapped 
non-cash user market. Increasing 
the horizon of non-cash users along 
with convenient, reliable, secure, 
and affordable payment systems 
will have implications for access 
to other financial services such as 
loans and insurance to the unbanked, 
particularly in light of the financial 
inclusion initiative. However, the 
challenge is to strengthen the digital 
infrastructure of banks and to make 
transactions safe.

Cashless  society offers  the 
government and the public many 
advantages.

l	 Convenient Mode of Payment: 
The ease with which every 
t ransact ion can be  carr ied 
out certainly promotes going 
cashless. The cashless economy 
offers everyone (apart from 
low-income groups) enormous 
benefits, including reduction in 
transaction cost of carrying and 
doing business/transactions  in 
cash.

l	 Lower  R i sk :  Wi th  p rope r 
cybersecurity, online payment is 
relatively risk-free, whereas there 
are always safety issues with 
physical cash.

l	 Reduction in the Cost of Printing 
Money: Printing of new currency 
notes and replacement of soiled 
and  mutilated currency notes 
involves cost. In 2015, printing 
currency cost the RBI Rs 27 
billion. The cost can be reduced 
if the economy moves towards a 
cashless economy.

l	 Decrease in Crime Rate: Many 
anti-social and illegal activities 
like drug trafficking, prostitution, 
financing of terrorism, and money 
laundering are carried out only 
in cash. A cashless economy will 
make it difficult to carry out such 
operations.

l	 Good for the Banking Sector: 
A digital economy will help the 

banking system. Once people 
get used to digital payment and 
transfers, there would be less 
demand for cash holding or cash 
hoarding; this would leave more 
cash in the banking system and 
thereby enable more savings.

l	 Transparency and Monitoring: 
Cashless transactions can be easily 
monitored by the government. 
Therefore, tax evasion would 
be difficult and would enhance 
revenue collection.

The  pas t  two months  have 
witnessed a significant increase in 
the digitisation of transactions in India 
and in installations of swipe machines, 
be it at small shops or by street 
vendors. There has been a rise in the 
quantum of e-transactions, enabling 
speedy payments, which is good 
news for the economy. Mobile wallets 
have seen a formidable rise, and it is 
quite possible that a large number 
of Indians will move straight from 
cash to mobile wallets. MobiKwik 
claims it will easily hit $10 billion in 
payments volume by 2017 and will 
soon be accepted by over a million 
merchants.

The move towards a cashless 
economy or electronic transactions 
might help curb black money by 
reducing tax evasion and ensuring 
transparent functioning of the economy. 
Ultimately, the risk of carrying money 
would fall, and a more planned 
structure of credit access and financial 
inclusion would come up. Government 
expenditure will increase in the direction 
of development process, as there is a 
possibility of increase in transparency 
and the flow of revenues.

However, the flip side of moving 
towards a cashless economy in a 
developing economy like India is that 
for poor people, cashless transactions 
are just not practical. Demonetisation 
has particularly hit the informal society 
and unbanked community. This section 
of society would need longer to adapt to 
move to a cashless society. The mode 
of transaction might seem difficult to 
adopt initially but it will ensure that 

The move towards a cashless 
economy or electronic transactions 

might help curb black money by 
reducing tax evasion and ensuring 

transparent functioning of the 
economy. Ultimately, the risk of 
carrying money would fall, and a 
more planned structure of credit 

access and financial inclusion 
would come up. Government 

expenditure will increase in the 
direction of development process, 

as there is a possibility of increase 
in transparency and the flow of 

revenues.

Cashless Transactions: the smart way
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the country takes its first step towards 
a transparent economy. The end of 
cash may seem like fancy thinking but 
certainly cash is on its way out.

Towards a Cashless Society

Soon af ter  demonet isa t ion, 
government took a variety of steps 
to motivate people and seek their 
attention towards various digital modes 
to be adopted so that people do not have 
to stand in long queues either outside 
a bank or an ATM when there was a 
cash crunch.

l	 Lucky  Grahak  Yojana  fo r 
consumers and Digi Dhan Vyapar 
Yojana for merchants:

l	 With the aim of incentivising 
digital payments, the government 
on 25 December 2016 launched 
digital lottery schemes—Lucky 
Grahak Yojana for consumers 
and Digi Dhan Vyapar Yojana 
for merchants. With incentive 
schemes like these, the Digital 
India movement will certainly 
strengthen the country’s economic 
backbone. Only transactions 
processed through RuPay cards, 
Unstructured Supplementary 
Service Data (USSD), UPI, 
and Aadhaar-Enabled Payment 
System are part of the schemes.

l	 Vittiya Saksharta Abhiyan: The 
Vittiya Saksharta Abhiyan has 
been launched to encourage people 
to adapt to a digital economy and 
cashless modes of transaction. The 
main purpose of this campaign is to 
create awareness and to encourage 
the people and to motivate them to 
go digital. The Ministry of  Human 
Resource Development appealed 
to the people to use a digitally 
enabled cashless economic system 
for funds transfer. It also appealed 
to private and government 
institutions of higher studies to 
receive and pay nothing in cash, 
and develop a cashless campus 
(shops, canteen, and services). 
This appeal motivated students, 
faculty, and staff members of 
many educational institutions 

t o  p a r t i c i p a t e  i n 
accomplishing this 
cha l l eng ing  t ask . 
Also, many people 
have enrolled at the 
webpage launched by 
the HRD Ministry and 
the positive feedback 
and suggestions show 
the enthusiasm among 
the people.

l	 B H I M  ( B h a r a t 
Interface for Money) :  On 
30  December  2016,  the Prime 
Minister launched a new e-wallet 
app, BHIM, to make it easier to 
transact online. The Aadhaar-
based mobile payment application 
will allow people to make digital 
payments directly from their bank 
accounts. One’s phone number is 
linked with the bank account and 
hence can transfer money at the 
click of a button. However, though 
the app can be synced with UPI-
enabled bank accounts, only one 
UPI-enabled account can be added 
to BHIM. A person with two bank 
accounts will have to switch 
between the two to perform UPI 
transactions on both accounts.

l	 RuPay: RuPay is an Indian 
version of a credit or debit card 
and similar to international cards 
such as Visa or MasterCard. The 
National Payment Corporation 
of India (NPCI) launched RuPay 
under the Jan Dhan scheme. Banks 
provide every account holder 
a RuPay debit card with Rs 1 
lakh accident insurance. RuPay 
works on three channels (ATMs, 
point-of-sale (POS), and online 
sales) and is the seventh such 
payment gateway in the world. 
Since crores of poor people have 
a RuPay debit card, this is an 
effort to involve lower-income 
groups in the cashless economy. 
However, the primary focus of 
RuPay is financial inclusion and 
it needs to match all the policies 
and standards of credit/debit 
cards to be a world-class financial 
product.

l	 Aadhaar Payment App: On 
25 December 2016, government 
launched an Aadhaar payment 
app; it links the Aadhaar Card 
of an individual to his/her bank 
account. This application will be 
connected to a biometric reader 
and customer will enter the unique 
Aadhaar number and choose a 
bank for the transaction. One 
special feature is that this app 
can be used by a person to make 
payments without any phone.

The Sweden Experience 

Sweden is one of the top five 
cashless economies in the world. It 
has already adopted effective policies 
to facilitate transactions using mobile 
or plastic payments through digital 
infrastructure. Sweden is the first 
country to promise to go 100 per cent 
cashless by 2020, and leads the race 
to become a cashless society with 
banks, buses, street vendors, and even 
churches expecting plastic or virtual 
payments. According to the central 
bank (the Riksbank), cash transactions 
made up barely 2 per cent of the 
value of payments made in Sweden 
in 2016, and the figure is expected to 
drop to 0.5 per cent by 2020. Around 
900 of Sweden’s 1,600 bank branches 
no longer keep cash on hand or take 
cash deposits and many, especially 
in rural areas, no longer have ATMs. 
Circulation of Swedish krona has fallen 
from around 106 billion in 2009 to 80 
billion in 2016.

Technology plays an important 
role when we talk about the policy 
shift from cash to cashless. Swish (a 
mobile app owned by six Swedish 

getting familiar with cashless Purchases
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banks, and the result of a collaboration 
between several major Swedish and 
Danish banks) has seen huge uptake 
in Sweden. The app allows users to 
make real-time transactions from their 
bank account to another, whether they 
are at a restaurant, in a cab, or at the 
flea market. The user base of Swish has 
grown by 1,20,000 users per month. 
In December 2014, over 1.69 billion 
kronor got transferred using the Swish 
app. The company expects to have three 
million users by the end of 2017.

H o w e v e r ,  t h e r e  a r e  h u g e 
differences in terms of base and 
other crucial dimensions. As on 
31  December  2015, the population 
of Sweden was estimated at 9.85 
million people; literacy was almost 
100 per cent. India had a population 
of 1,260 million; literacy was only 75 
per cent. The population of illiterate 
people in India was almost 30 times 
the entire population of Sweden. 
Per capita income is 435 per cent 
of the world average in Sweden but 
14 per cent in India. In India, 68 per 
cent of the population lives in rural 
areas; in Sweden, 85.5 per cent of 
the population is urban. It is difficult 
for India to think along the lines 
of Sweden; nonetheless, India has 
come up with an app called BHIM, 
although large-scale adoption has not 
happened yet, and a large section of 
the Indian population is unfamiliar 
with the technology. The RBI and 
commercial banks need to come up 
with an innovative idea that enables 
cashless transactions and makes them 
safe and easy to perform.

In India, greater adoption of the 
real time gross settlement system 
(RTGS) and the national electronic 
fund transfer (NEFT) by all segments 
of users increased volumes almost 
threefold between 2013 and 2016, 
and the volume of mobile banking 
t ransac t ions  inc reased  near ly 
sevenfold. Both ATM and POS card 
transactions have grown significantly, 
and POS debit card usage has picked 
up significantly. Clearly, banks have 
been widely adopting the non-cash 
payment mode to meet the objective of 
making transactions faster, improving 

efficiencies, and tackling the growing 
burden of government welfare services 
through bank accounts (subsidies 
to  LPG consumers ,  MNREGA 
payments). Notwithstanding, less 
than 5 per cent of all payments are 
electronic; India continues to be 
driven by the use of cash.

Challenges Ahead 

Demonetisation has encouraged 
the entire economy to use less cash 
but has left various challenges for the 
people and also for the government. 
There is unanimous agreement on 
the need to go digital. But can this be 
achieved without proper infrastructure? 
In rural areas, there are only 20.8 per 
cent of ATMs of public sector banks 
and of the State Bank group) and 8.5 
per cent of the ATMs of private sector 
banks. It is difficult to find an ATM 
in a rural area. E-wallets and mobile 
payment systems need a smartphone 
and an internet connection, but less 
than a quarter of the population owns a 
smartphone, a fast and reliable internet 
connection is expensive and difficult to 
find, public wi-fi hotspots and mobile 
phone battery charging stations few and 
far between, and cybersecurity remains 
a key concern. How can one be sure 
that swiping a card at small shops and 
vendors is risk-free and the details shall 
remain confidential? If a card is cloned, 
it might take several years for a person 
to recover his hard-earned money. In 
October 2016, more than 30 lakh debit 
cards were feared to have been exposed 
at ATMs and customers were told to 
change their PIN. A month later, when 
demonetisation led to a sudden surge 
in card transactions, the network was 
overloaded, card machines stopped 
working, and people had to queue 
long hours.

The government has consistently 
argued that the main purpose of 
demonetisation is to fight corruption. 
In a democratic system of government, 
political party funding is one of the 
major sources of corruptions. In fact, 
high-level corruption does not involve 
cash. Therefore, any attempt at fighting 
corruption that does not first involve 
bringing transparency to the funding of 

political parties cannot be meaningful 
or successful. From educating people in 
rural areas to improving infrastructure 
and logistics, the government will 
have to spend a lot of time in deciding 
policies to overcome these flaws. India 
will not turn cashless overnight; first, 
the government will have to consider 
the problems people face and then how 
to overcome them. 

Conclusion

Achieving a 100 per cent cashless 
society will never be possible, but 
one can always start from a less-
cash society and then move towards 
becoming mostly cashless. The move 
towards a mostly cashless society is 
extremely incremental. Though cash 
will still play an important role for 
discrete transactions, especially in 
the most remote areas and informal 
sector, even these transactions can be 
automated. With upcoming technology, 
it is possible to design applications 
where the most informal purchase 
can be automatically debited from 
the buyer’s bank accounts. Also, if 
cash in circulation decreases, and 
most transactions are digital, people 
will tend to hold less cash and hence 
interest forgone earlier for holding cash 
would decrease. Digitising financial 
transactions can prove to be an effective 
means of curbing the large parallel 
economy in India. It would make 
bookkeeping easier and increase the tax 
base, and substantially reduce the need 
to carry cash and the risk of physical 
theft. Fake currencies and their use will 
fade away, and money laundering will 
go down. While going digital facilitates 
the tracking of financial transactions, it 
also increases the cost. IT infrastructure 
would be required on a grand scale, 
which India severely lacks even after 
70 years of independence. However, 
move towards less cash economy 
depends on how effectively we deal 
with issues like cyber security, online 
frauds, financial inclusion into the 
formal banking sector, awareness 
campaigning and proper redressal 
system. � q

(E-mail: pravakarfirst@gmail.com 
amogh.arora04@yahoo.com)
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Demonetisation - Impacting elections 

Ensuring fair elections
focus

S Y Quraishi 

F
o r  f a r  t o o  l o n g , 
Indian politics has 
seen extensive use 
of money power to 
influence  the voters 
and win elections. 

Traditional wisdom with regard to 
polls in India has it  that distribution of 
money and liquor on the night before 
polling decides the representatives of 
the people. There is a strong evidence  
that over the years free and fair 
elections have  been sacked in bags 
of currency notes being peddled to the 
nation by our political parties. 

An analysis by Association of 
Democratic Reforms (ADR)  shows 
that among the affidavits declared 
by candidates in the 2011 assembly 
elections in Tamil Nadu, West Bengal, 
Kerala, Puducherry and Assam, 576 
candidates (16 per cent of the 3,547 
analyzed), were crorepatis (multi-
millionaires) and yet 50 per cent of 
the candidates had never filed income 
tax returns. The situation cannot be 
different in other states. 

The seed of corruption sown 
in elections eventually germinates 
in corruption in  administration in 
the country. When candidates and 
political parties spend crores of 
rupees in election campaigns, they 
have to generate enough funds by 
hook or by crook when they come 
to power. The ‘collection drive’ 
that follows inevitably leads to a 

politician-bureaucracy nexus. When 
the two most important instruments 
of governance join hands in this 
unholy alliance, corruption spreads 
in all directions, horizontally and 
vertically, and seeps into every sphere 
of life. The lowest functionaries 
like a constable or patwari when 
accosted, have a stock answer, 
“Ooper tak dena hai” (we have to 
pay up to the top).  

State Funding of Polls

Not that political leaders are 
happy with rampant use of money 
in elections. They  have expressed 
concerns about it. However, in the 
absence of a serious discussion to find 
a solution,  it seems their concern is 
mere lip service. The problem has been 
discussed in parliamentary debates, 
committees have been constituted and 
the only refrain we hear is that there 
should be state funding of elections 
as a solution to the problem. 

The most famous committee on 
this subject was the Indrajit Gupta 
Committee set up in 1999 which 
consisted of many political stalwarts 
like Dr Manmohan Singh, Mr Somnath 
Chatterjee and the like.  The committee 
suggested  only partial state funding of 
elections and that too  with a condition 
that there must be genuine inner party 
democracy – which no party is willing 
to consider. 

The unprecedented 
step of 

demonetization 
may hopefully turn 
out to be a blessing 

in disguise for 
conducting free 

and fair elections, 
where  cashless 
transactions will 

ensure higher level 
of transparency  

and scrutiny

The author is the former Chief Election Commissioner of India and the author of the book "An Undocumented Wonder - The Making of the 
Great Indian Election".



YOJANA   February 2017	 17

The ECI has been deeply concerned 
about the use of money to bribe voters 
ahead of polls. In my inaugural press 
conference on taking over as chief 
election commissioner (CEC), I 
had given myself two challenges — 
abuse of money and voter apathy. 
Two new divisions were created to 
addressing these issues seriously. 
Both met with significant success, 
one achieving the highest-ever voter 
turnouts ever since and the other 
unearthing crores of rupees and goods 
including liquor. Our proactive steps 
led to some landmark achievements 
including unseating and disqualifying 
a sitting MLA in Uttar Pradesh and 
countermanding two Rajya Sabha 
elections in Jharkhand.

Work ing  i n  t andem,  vo t e r 
education program sought to educate 
and motivate voters not to accept 
money for votes. The National Voters  
Day -NVD- on 25 January every 
year since 2011, the biggest voter 
enrolment programme in the world, 
administered a pledge to the new 
voters, mostly youth,  for ethical 
voting. Almost 140 million voters 
have so far taken this pledge. 

With a proactive expenditure 
control division, a supportive voter 
education division and a watchful 
media and civil society, manipulating 
expenditure to avoid the electoral 
code  o f  conduc t  has  become 
increasingly difficult. Yet, it’s a sad 
reality that black money in elections 
still continues. 

It is a fact that democracy cannot 
function without money to contest 
elections. However, money cannot 
be allowed to dominate the process 
so much that only the rich can contest 
and hijack the political system.

The law, therefore, prescribes 
a ceiling on expenditure of the 
candidates – though strangely not 
on the expenditure of the political 
parties. The absence of a ceiling 
on political parties’ expenditure 
negates the whole logic of a ceiling 
and creates conditions of financial 
indiscipline. To outdo their rivals, all 

parties spend thousands of crores of 
rupees. In the 2014 general elections, 
the amount spent on campaigns was 
estimated at a staggering Rs 30,000 
crore.

Where does this money come from? 
The sources could be: corporate funds, 
small donations, sale of coupons and 
membership fee, besides interest on 
deposits, rental and revenue income. 
There is no transparency in the source 
of most donations. As much as 75-
80 percent of all funds are shown as 

cash donations without disclosing the 
source. This is a serious matter. It may 
be foreign money or from crime, drug 
or real estate mafia.	

Cash-for-votes notoriety as a 
regular feature in our elections was 
conveyed by US diplomatic cables, 
leaked by WikiLeaks. A cable quoted 
a confidante of a Union minister 
from Tamil Nadu distributing up to 
`5,000 per voter in a by-election in 

2009. After his victory, the politician 
announced that his formula was 
a  sure  winner.  This  notor ious 
“Thirumangalam formula” became 
our biggest challenge.

Around ̀ 300 crore of unaccounted 
cash was seized by the commission 
during the 2014 election. Cash seizure 
across all assembly elections since 
2014 has been at an all-time high. 
Bihar, for instance, registered the 
highest seizure of cash (`19 crore) 
during the assembly polls in 2015. 
In Tamil Nadu, the figure crossed 
`100 crore. 

The public perception of the 
politicians today is that they are all 
corrupt. 		

Such an image of politicians is 
not good for democracy. We have 
had an impressive line-up of honest  
politicians in the country. In fact, 
India has grown into a major power 
mainly due to the great political 
leaders we have had.

It has often been suggested that 
the presence of black money in large 
quantities, especially in the real 
estate sector, prevented India from 
suffering many of the ill effects of 
the global financial crisis of 2008, but 
the pernicious effect of money power 
in elections in India has no such 
upside. The demonetisation of high 
denomination notes of Rs. 500 and 
Rs. 1,000 announced by the  Prime 
Minister came at the right time, just 

With a proactive expenditure 
control division, a supportive 
voter education division and a 

watchful media and civil society, 
manipulating expenditure to avoid 
the electoral code of conduct has 
become increasingly difficult. Yet, 
it’s a sad reality that black money 

in elections still continues.
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ahead of five state elections. Parties 
and candidates who were ready 
with the sackful of notes for public 
bonanza were fixed not knowing what 
to do with that money. 

I personally felt  that this move 
would  have a big impact on the 
ongoing  polls, as this is the time that 
black money is in the distribution 
pipeline. Even fake money from 
across the borders that also increases 
its tentacles during the polls would  
be hit. 

Earlier, disbursal of money to 
various areas used to be done closer 
to the date of polling, and after 
the imposition of the model code 
of conduct. When the ECI started 
cracking down, political parties 
moved up the disbursal date. That’s 
why announcement of demonetisation 
a few weeks before the elections hit 
the money distribution plans at the 
right time. 

In my book, An Undocumented 
Wonder - The Making of the Great 
Indian Election,  I have detailed 40 
different ways in which we found 
black money being disbursed in 
polls. I have no doubt that new ways 
would  be found to do so again, but it 
may take time and these set of polls 
might escape being deluged with 
illicit money.

The lessons learnt in elections must 
be remembered when consolidating 
the gains of demonetisation. Just a 
couple of days after the demonetisation 
decision announced by the prime 
minister I had expressed my fear in 
a newspaper article that to hurt the 
move, a money-laundering industry 
will mushroom with the complicity 
of bank officials. This turned out to 
be a right forecast. I had cautioned 
that the  government must watch 
out for the omnipresent touts and 
colluding bank officials. This advice 
was  based on experience. Once our 
((EC’s) Expenditure vigilance team 
intercepted a vehicle carrying over  
Rs. 2 crore. We were told that the 
money was going to refill the ATM. 
So we let it off with our apology. The 

next day, another team caught a vehicle 
with double the amount with the same 
explanation. When  a third vehicle 
was interrupted with Rs.11 crore, 
we decided to investigate and found 
that the van was not accompanied by 
an armed guard and did not follow 
other security protocols as mandated. 
I immediately spoke to Governor of 
Reserve Bank of India,   D Subba  Rao 
who was shocked to hear of this mode 
of money laundering and ordered an 
investigation. 

In the last set of Assembly polls 
concluded in May 2016, we saw an 
unprecedented step when the ECI 
was forced to cancel elections to 
two Tamil Nadu assembly seats, 
Aravakurichi and Thanjavur, for  
the uncontrolled use of money. 
The poll panel then wrote to the 
government seeking permanent 
legal powers to countermand polls 
on credible evidence of the use of 
black money.

Although the law ministry has 
rejected this proposal, I am hopeful 
the prime minister will consider it 
in pursuance of his war against black 
money. 

The BJP’s economic affairs cell 
chief, Gopal Krishna Agarwal, said 
the demonetization drive  would 
address, at least for the duration of this 
set of polls, the problem of electoral 
financing from the supply side. “Till 
now, there was pressure on political 
parties to give an account of their 
spending in polls, but on circulation 
of this money, regulation was not 
effective. This will hit the supply 
side and will bring down the volume 
of spending quite significantly,” he 
said.

These claims will be proved right 
only if the follow up action on the long 
pending electoral reforms proposals is 
taken without further delay.

Dr. Trilochan Shastry of the 
Association of Democratic Rights 
(ADR), an election watchdog, said that 
while there would be an impact on the 
funds available for disbursal, it could 
encourage parties to promise freebies 
from the exchequer to balance out 
matters. “There is a Supreme Court 
directive to the Election Commission 
on this, but it needs to be monitored 
closely,” he said.

Demonetisation and the  subsequent 
developments, even if not originally 
intended, have a bearing on electoral 
reforms. After demonetisation threw 
up huge logistical challenges, the 
government’s campaigns to promote 
e-banking, e-wallet etc have come 
on everybody’s lips. This, again, is 
a positive development to end black 
economy. When even a rickshaw 
puller or vegetable seller is told 

Such an image of politicians is  
not good for democracy. We have 

had an impressive line-up of  
honest  politicians in the country.  

In fact, India has grown into  
a major power mainly due to  

the great political leaders  
we have had.
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to stop cash transactions, this will 
lead to establishment of a stronger 
banking system and higher level of 
financial inclusion.

However, this has led to an 
inevitable demand that exemption 
of cash donations to political parties 
below Rs 20,000 must also be 
dispensed with straight away. This 
will take care of the non-transparency 
of 80 per cent of political funding 
which all political parties have shown 
as cash donations. This amounts to an 
average Rs 1,000 crore per year.

Another development is the Prime  
Minister's  directive to his party 
legislators to disclose all their bank 
transactions since November 8. Many 
questions were raised. My reaction 
is that instead of criticising it and 
suggesting what the PM could have 
done better, why not welcome it as a 
first positive step towards the financial 
transparency of politicians? Another 
great move of the government is to 
pass an Act to curb benami property 
deals and the subsequent crackdown. 
This should also have a salutary 

effect on the black money in elections 
as this is the biggest source of illicit 
election funding. 

The  unprecedented  s tep  of 
demonetization may hopefully turn 
out to be a blessing in disguise for 
conducting free and fair elections, 
where  cashless transactions will 
ensure higher level of transparency 
and scrutiny. I hope the time for long-
pending electoral reforms has finally 
come. � q

(E-mail: syquraishi@gmail.com)

 NORTH EAST DIARY

  Biotechnology projects in Arunachal Pradesh

T he Government will set up 50 Biotech Laboratories in Senior Secondary Schools of Arunachal Pradesh under 
the scheme Biotech Labs in Senior Secondary Schools (BLISS) to encourage young dynamic students  and 

Rs. 75 to 100 crores have been earmarked for implementing the projects. 

A State Level Biotech Hub will also be set up in the State for conducting high-end researches and training North 
Eastern Region Researchers and students, to create and train employable manpower. For protection of indigenous 
traditional knowledge of the State, an Intellectual Property(IP) Cell will be set up in the State Science and Technology 
Council. Five centres of excellence will also be established in different areas of Biotechnology in the State.

Setting up biotechnology labs in the schools will directly benefit more than ten thousand students and teachers of 
the state towards promoting education in biotechnology and attracting billion young students with multidisciplinary 
research areas.  The outreach programme will immensely help in generating awareness and enhancing literacy and 
promoting public understanding of biotechnology in the state. The outreach programme will have direct benefit to 
more than five lakh people including students in the state, towards understanding biotechnology comprehensively/
holistically.

These projects will lead to more than 1500 natural dye extraction units, 100 banana fibre and extraction 
units,  more than 150 fruit processing units, more than 300 mushroom production entrepreneurs, 200 medical and 
aromatic cultivation units, and more than 50 orchid cultivation entrepreneurs  and  more than 100 vermi-culture 
entrepreneurs.

Implementation of Biotechnology projects will also lead to developing market linkages to facilitate entrepreneurs 
for marketing their produce that will help in income generation, sustainable Socio-techno-economic development in 
rural tribal areas at large. The Project will also lead to biotechnological implementation and sustainable utilization, 
development and conservation of bio resources of the State. 

North Eastern Institute of Ayurveda and Homoeopathy at Shillong 

T he North Eastern Institute of Ayurveda and Homoeopathy (NEIAH), was inaugurated in Shillong, Meghalaya 
recently. It is the second Ayurvedic College in the North East Region with a Homeopathy college and the only 

Central Academic Institute of Ayush. 

This Institute will cater to the needs of all the states of the North East. The establishment of this Institute will solve 
the problem of scarcity of doctors in remote areas of the North Eastern regions to a great extent as it will produce quality 
medical graduates in the stream of Ayurveda and Homeopathy and thereby it will suitably help in implementing and 
improving the execution of national health policies.
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...some of the other 
advantages which too 

dent at the generation of 
black money is the fact 

that digital payments bring 
in greater efficiency in 
welfare programmes as 

money is wired directly into 
the accounts of recipients. 
Thus, once the money is 

transferred directly into a 
beneficiary’s bank account, 
the entire process becomes 

transparent. Payments 
can be easily traced and 
collected, and corruption 

will automatically drop, so 
people will no longer have 

to pay to collect what is 
rightfully theirs

Less Cash Economy: Impact on Black Money

achieving a transparent society
parallel economy

Timsy Jaipuria

A
s India decided to fight 
against shadow economy 
on November 8, what 
helped in pulling up the 
day to day transactions 
was the fact that people 

could use alternatives of cash.

With the country moving to a new 
way of concluding payments i.e, by 
using credit/debit cards, electronic 
wallets, mobile banking etc, what has 
got hit hard the most is the movement 
of cash.

The  v i s ion  o f  t he  p re sen t 
government to march ahead with all 
measures necessary to achieve a more 
transparent and less corrupt society 
are aimed at rooting out black money 
and moving to a cashless economy 
in which transactions can be tracked, 
which, in turn, lifts tax collections and 
ensures that credit flows to the less 
privileged.

According to a 2015 report by 
PricewaterhouseCoopers, it pegs cash 
transactions at 98 per cent of consumer 
transactions in value terms and 68 per 
cent in volume terms, much higher than 
comparable economies, such as China, 
Brazil and South Africa.

Experts and a certain school of 
economists see cash transactions as 
a deterrent to the idea of financial 

The author is  currently Special Correspondent with CNBC TV18, with wide experience in the field. She specializes in writing on 
economic, socio-economic and politico-economic issues ranging from taxes, international trade relations, infrastructure, social 
schemes and many more. 

inclusion. Also, what comes as a 
challenge with such high rates of cash 
movements is the money and resources 
spent to deal with cash.

But what gets a straight pull from 
all the efforts made to push digital 
transactions is the black economy.

The parallel economy which has no 
transparency and thrives on annonymity 
of the currency has taken a back seat 
as people are left with no option but to 
resort to cashless transactions.

If all transactions are electronic then 
all transactions can be chased, can be 
recorded, checked. And thus it will be 
possible to curb the menace of the black 
economy which has been denting the 
tax base, tax collections, encouraging 
terror financing, drug distribution, 
generation of fake currency and much 
more.

In a cyclical pact it will also reduce 
real estate prices because of curbs 
on black money as most of the black 
money is invested in real estate prices 
which inflates the prices of real estate 
markets.

Interesting to note is the fact that 
India continues to be driven by the 
use of cash and less than 5 per cent 
of all payments happen electronically. 
however the finance minister, in the 
2016 budget speech, talked about the 
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idea of making India a cashless society to help curb the flow 
of black money.

Pushing the agenda forward during the demonitisation 
period, the apex bank -- RBI has also recently unveiled a 
document — “Payments and Settlement Systems in India: 
Vision 2018” — setting out a plan and mood to encourage 
electronic payments enabling India to move towards a cashless 
society or economy in the medium and long term.

In the financial year 2015, RBI spent Rs 27 billion on just 
the activity of currency issuance and management. Economists 
feel that at a time when the world is moving to digital payment 
mechanisms and plastic money, India’s spend on currency takes 
it on a regressive path.

As the finance minister says, less cash economy will also 
pave the way for universal availability of banking services to 
all as no physical infrastructure is needed other than digital 
which can be facilitated by the government very easily.

Not just this, some of the other advantages which too dent at 
the generation of black money is the fact that digital payments 
bring in greater efficiency in welfare programmes as money is 
wired directly into the accounts of recipients. Thus, once the 
money is transferred directly into a beneficiary’s bank account, 
the entire process becomes transparent. Payments can be easily 
traced and collected, and corruption will automatically drop, so 
people will no longer have to pay to collect what is rightfully 
theirs.

Building this wave of change, the Prime Minister urged 
people to start learning how the digital economy works 
wherein one can use mobile phones as banking devices and 
make payments. “Learn the different ways you can use your 
bank accounts and internet banking. Learn how to effectively 
use the apps of various banks on your phones. Learn how to run 
your business without cash. Learn about card payments and 
other electronic modes of payment,” he said. Asking people 
to bring a change starting from themselves to help the nation 
weed out black money. � q

(E-mail:timsy.jaipuria@gmail.com)
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Cyber Security:  
Issues and Way Forward

"Anywhere Anytime payment" 
risks

B M Mehtre

T
echnological advances 
have brought  many 
conveniences to modern 
society. One of the most 
important benefits is the 
‘’any where any time’’ 

paradigm. That is, you can carry 
out your work in the cyber world, 
from anywhere and at anytime. For 
example, you can do your tasks like 
buying a ticket, bill payment,  placing 
order for goods and merchandise 
online. All such business transactions 
can be done from anywhere and 
anytime. The first such system, i.e. 
all electronic transaction, was first 
demonstrated in Hyderabad in 2001 
[1]. The all electronic eco system was 
established, and house hold water bill 
payment was made electronically.  
The payment was through e-cheque 
issued by Andhra Bank to a resident 
account holder, Water Board who 
made their bills presentment and 
payment in col laborat ion with  
Andhra Bank.

The aim of Information security 
is to provide confidentiality, integrity 
and availability of information. These 
(CIA) three parameters are also called 
security goals or security services. 
The other security objectives also 
include such other parameters as 
authenticity, authorization, accounting 
and nonrepudiation. This is illustrated 
as shown in Figure1. 

The author is Professor at the Center for Cyber Security, Institute for Development and Research in Banking Technology, established by 
Reserve Bank of India. His areas of interest include Cyber Security, Digital Forensics and Technologies for Cyber Defense. His seminal work 
on fingerprint identification led to the development of the first automated fingerprint identification system in India, which was later deployed 
in many states in India and some countries abroad.

...security largely 
depends on people 
involved, and less 

on technology. 
Technology installed 

and configured 
properly will work as 
designed, but humans 
behave differently, at 
different times. This 
requires important 
culture change and 
adhering to process 

and procedure, which 
depends on human 

beings

Cyber security is a process, 
technique or procedure to ensure 
information security goals. Various 
terms used to mean information 
security or cyber security, include IT 
security, digital security, electronic 
security, systems security, internet 
security etc.

Let us take an example of online 
banking. The customer account details 
(like name, address, bank balance, 
and transactions) forms important 
information for any bank and its 
customers. This information needs 
to be kept confidential (secret) from 
others, and to be known to only 
the customer and to the authorized/
designated staff in the bank. Any 
leakage of this information (somebody 
else having access / knowing this info) 
is called a security breach. Similarly, 
communication between the customer 
and the bank has to be secure, that 
is, exactly the same message has to 
reach the bank (and vice versa), and 
it should not get altered in anyway 
during transit. This is called message 
integrity (or quality) of information 
or message. One of the methods to 
achieve integrity and confidentiality is 
by encryption, a cryptographic process 
in which clear text is scrambled 
using a mathematical function. The 
scrambled text message is decrypted 
at the receiver's end using similar or 
related cryptographic (mathematical) 
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This indicates that you are going to 
login into a secure system.

To login to a system, you need 
user id and the password. Password is 
like a lock and key. You need to keep 
it secret and not share with anybody, 
because for computer systems, it is 
the user name and password that 
represents the user. Whoever has 
these credentials is the real owner 
for the system. many attempts are 
made to steal these credentials by 
cyber criminals, also called, hackers. 
One of the popular methods is to 
send hundreds of emails announcing 
30 M$ lottery (or such other alluring 
mails) to unsuspecting users. Once 
you respond to such emails, they will 
lure you to reveal your credentials 
or ask for registration fees etc. 
Such attempts to extract credentials  
is called phishing. Other methods 
to steal credentials through cyber 
attacks involves steps like social 
engineering,  scanning,  f inding 
vulnerabilities and exploiting the 
vulnerabilities in the system. Such 
attempts to steal credentials and 
gaining access to the systems are 
called cyber attacks. 

Important and Mission critical 
systems  employ several measures 
to counter the cyber attacks. In large 
organizations cyber security operating 
centers are necessary to be established, 
which can monitor security incidents 
and events and generate alerts. The 
alerts are for system administrators 

to look into the matter, as there are 
quite often false alarms.  Normally, 
several layers of defense (defense in 
depth) is employed – to take care of 
data, applications, hosts, and network 
or perimeter assets and infrastructure. 
This is illustrated in Figure 3.

Cyber security is managed and 
administered through a mechanism 
called people, process and technology. 
As shown in Figure 4, security largely 
depends on people involved, and less 
on technology. Technology installed 
and configured properly will work 
as designed, but humans behave 
differently, at different times. This 
requires important culture change and 
adhering to process and procedure, 
which depends on human beings. 

Cyber security is a skill based 
technology and thrives on knowledge 
o f  unde r ly ing  i n f r a s t ruc tu r e , 
o p e r a t i n g  s y s t e m s ,  c o m p u t e r 
networks and applications which are 
built using programming language. 
There are large opportunities for 
our young engineers in the coming 
years in this area to work and make 
a professional career. In fact, such 
opportunities are worldwide, as the 
whole world is dependent on cyber 
space and cyber security is every 
body’s concern.

Suggestions for password protection

-	 It should be 8 to 10 characters 
or longer, preferably mix of 
alphabets and numerals

Figure 1. Information Security goals – 
different views

 

 

 

Figure 2. Secure login – lock symbol in green color 

 

 

 

 

 

function. “Availability” service 
provides Customer access and use of 
the information at any time and from 
anywhere. This forms an important 
part of secure systems. 

One of the methods of accessing 
computers and other digital devices 
in cyber space, on internet,  is through 
a valid user name (customer id) and 
a valid password. This is normally 
issued the first time, through a process 
called registration or enrollment. 
Once enrolled, subsequently the user 
id and password is used to access 
the account (or information) by the 
enrolled user. Most applications 
available today on internet are web 
applications. Login into such systems 
is through a secure (encrypted) 
mechanism. Figure 2 shows a secure 
login site. Please note the lock sign 
in green along with the bank name. 
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-	 Do Sensitive browsing (like 
online banking) only from your 
computer

-	 Take Backup frequently

-	 Think before sharing on social 
networks/media

Security Tips for Organizations/ 
System, Network Administrators

-	 Need to have a security policy 
approved by top management

-	 Ensure that Security policy is 
read and understood by every 
employee

-	 Revisit controls / counter measures 
periodically

-	 Apply security patches regularly

-	 Plan diversity in data center and 
disaster sites environments

-	 Take system backup regularly and 
test backups for restoration

-	 Need to have a suitable password 
policy for multishift system admin 
personnel

-	 Refer to Cyber security check list 
IDRBT July 2016 doc at www.
idrbt.ac.in site.

In summary, a brief introduction 
to cyber security is given along with 
the convenience it provides and the 
precautions one has to take. This 
is especially important for online 
banking and the present era of less 
cash economy. This is also an area for 
our young engineers to make a career 
in the field of cyber security.

Readings:

1.	 NN Murthy, BM Mehtre, KPR Rao, 
GSR Ramam, PKB Harigopal, 
& KS Babu: Technologies for 
eCommerce:  An Overview, 
Informatica 2001

2.	 Cyber Security Check list, IDRBT 
Document July 2016 https://
idrbt.ac.in/assets/publications/
Best%20Practices/CSCL_Final.
pdf. � q

(E-mail:bmmehtre@idrbt.ac.in)

Figure 3. Defence in Depth - Multi Layer cyber security architecture

Figure 4. Managing and administering Security through PPT.
 

-	 Should use lower case and upper 
case mix

-	 Mix (allowable) special characters 
in the password

-	 Use your own favorite multilingual 
passwords, which are hard to 
guess

-	 Change password frequently
-	 Do not use name, address, date 

of birth, etc as passwords as they 
can be guessed easily

-	 Do not use dictionary words
-	 Solutions

Security Tips for individuals (end 
users -desktop, laptop, mobile internet 
users)

-	 Update Frequently

-	 Passwords

-	 Downloads from official website

-	 Administrator

-	 Turn off

-	 Encrypt

-	 Be Careful while using USB 
drive
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n June 2016, the Reserve 
Bank of India (RBI) released 
a report titled Payment and 
Settlement Systems in India: 
Vision 2018 that envisioned 
making India into a ‘less-
cash’ economy by building 

one of the best payment and settlement 
systems. The aim is to encourage 
greater use of electronic payments by 
all sections of the society which will 
enable the large informal sector to enter 
into the formal economy, increase the 
tax base, reduce black money and cash 
funding for terrorism and election. The 
Prime Minister has reiterated that India 
should move towards a ‘less-cash’ 
society as a stepping stone towards 
becoming a cashless society.1 A number 
of countries including Sweden, Kenya 
and Brazil have successfully moved 
towards a “less-cash” economy. Their 
experience shows that “less-cash” 
economy needs supporting regulations 
ensuring security of online transaction, 
robust infrastructure and customer 
centricity.2 

India vis-a-vis Other Countries 

Comparing India with some of 
the other countries shows that the 
currency in circulation in India is 
higher than many developing and 

Less-Cash Economy: 
India vis-a vis the world

global scenario
special article

Arpita Mukherjee  
Tanu M Goyal

I
developed countries. In 2015, the share 
of cash in circulation3 in the economy 
as a percentage of the gross domestic 
product (GDP) of India was 12.3 per 
cent compared to 3.8 per cent in Brazil, 
5.6 per cent in South Korea and 1.7 per 
cent in Sweden (see Figure 1).4

Further, in 2016, more than 68 per 
cent of the transactions in India were 
settled in cash5, one of the highest in the 
world after Indonesia and Russia. Other 
developing countries such as Thailand, 
Brazil and China have much lower 
usage of cash for settling payments, 
as compared to India. The use of credit 
cards in India has also been much 
lower compared to many developed 
and developing countries.  

Sweden has one of the lowest cash 
intensities in the world. A majority of 
the payments in the country are settled 
through electronic means, including 
payments for bus tickets and charities. 
Retailers are legally entitled to refuse 
coins and notes.6 Swedes use debit 
cards three times more than average 
Europeans.7 Incidentally, Sweden 
declared certain currency notes (20, 
50 and 1000 Krona) invalid this year 
and has already announced that by July, 
2017, certain other denominations will 
also become invalid. 

Dr. Arpita Mukherjee is a Professor at ICRIER. She has several years of experience in policy-oriented research, working closely with 
the government in India and policymakers in the EU, US, ASEAN and in East Asian countries.  Her research is a key contributor to 
India’s negotiating strategies in the WTO and bilateral agreements.
Tanu M Goyal is a Consultant at ICRIER and her research interests include trade in services, international trade agreements and 
policy and regulatory issues. She has edited and co-authored books, published in international and national journals and has written 
book chapters and popular media articles.

 ...the Indian government 
has taken the right step 
to move towards a ‘low-

cash economy’. However, 
experiences of other 
countries show that a 
“less-cash economy” 

needs infrastructure and 
supporting regulations. 

To move towards a 
“less-cash economy” 
government, financial 

institutes  
and businesses have  

to work together
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Among developing countries 
Kenya has taken measures for online 
payments for government services 
such as council parking, construction 
permits, land rates, renewal of driving 
licences and passport fees to reduce 
fraud and ensure better collection.8   
According to the World Bank’s 
Global Findex Report, 58 per cent 
of the adult population in Kenya had 
active mobile money accounts in 
2014, the highest rate in the world.9 
The Central Bank of Kenya reported 
31 million mobile money subscribers 
backed by close to 144,000 agents 
in 2015. Kenya is an example where 
mobile technology and the increase 
in smart phone ownership have 
played key roles in improving online 
payments despite low credit card 
usage and internet penetration.10

Available Infrastructure 

A p a r t  f r o m  a c c e p t a b i l i t y 
of electronic means of payment, 
it is important that these payment 
instruments penetrate into the society. 
In India, for instance, in 2015, only 
half of the Indian population had a 
card.11 Compared to this, in Sweden, 
the average number of cards per person 
was 2.5, in South Korea it was 5.5, in 
Brazil 4.1 and in China 4. 

South Korea, which has one of the 
highest penetrations of cards among the 
comparative countries, is a fast mover 
into the cashless payment system. It 
introduced a preferential value added 
tax treatment for consumers who pay 
through card, thereby encouraging 
the use of plastic money.12 In India, 
bank charges are deducted in case of 
card payments – thereby making it 
more lucrative for consumers to pay 
by cash. 

Further, compared to the large size 
of the Indian population, India has 
one of the lowest numbers of point 
of sale terminals (or PoS which help 
in processing cashless transactions 
through the use of debit or credit 

card at the point of sale), per million 
inhabitants in the country compared to 
other developing countries including 
Brazil and China (see Table 1). 

There are several other modes of 
settling payments that have taken-off 
in other less-cash countries, which 
include electronic money terminals 
and mobile-money payment systems. 
In India, the available infrastructure 
for these modes is limited. With a 
population of 1.2 billion people, 
India has a wireless phone subscriber 
base of over a billion people as of 30 
June, 2016.14 Yet, only 0.05 per cent 
of the total non-cash transactions 
are made through electronic money 
terminals that can be accessed through 

mobile phones.15 One of 
the reasons for this is that 
smart phone ownership 
and internet penetration 
is low in India compared 
to other countries. In 
India, only 17 per cent of 
adults had smart phones in 
2016 compared to 88 per 
cent in South Korea and 
26 per cent in Kenya.16 
Further, 26 per cent of 
individuals were using 
the internet in India in 
2015 as compared to 
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59.08 per cent in Brazil, 50 per cent 
in China and around 90 per cent in 
South Korea and Sweden.17 Similarly, 
the fixed-broadband subscription per 
100 inhabitants is only 1.34 for India 
as compared to 36.07 in Sweden and 
40.25 in Korea.18 

Thus, the present level infrastructure, 
par t icular ly  the  technological 
infrastructure in India needs to be 
upgraded at a fast pace to support 
the ‘less-cash’ initiative of the Indian 
government. Along with that there 
is need to ensure security of online 
transaction through the right policies.

Global Experiences and Way 
Forward

If countries such as Kenya and 
Nairobi can successfully move towards 

a “less cash economy”, India can also 
move towards such an economy by 
increasing the use of technology-
based innovative payment products.19 
In this regard, mobile payment wallets 
and mobile applications that support 
online transfer of funds are a key 
alternative. This is particularly useful 
for small business or non-corporate 
players who do not accept cards or 
have point of sale terminals installed 
for accepting payments. In Sweden 
for instance, most street vendors 
and small businesses have adopted 
payment application and PoS card 
reader developed by a company 
called iZettle20, which has led to a 
positive impact on the sales made by 
these businesses. Similarly in Kenya, 
which is one of the biggest users of 
mobile money in Africa, M-Pesa is 

used for paying fees and bills and even 
receiving salaries.21 In India, there is a 
need to encourage and support the use 
of payment gateways such as Paytm, 
CCAvenue and PayU, among others, 
especially for inducing cashless 
transactions.

Some of the key areas that need 
immediate attention are cash payment 
for retail and wholesale transactions, 
payment to workers in informal sector 
and payment to agriculture labourers. 
Much of these payments in the informal 
sector are done by cash to avoid 
paying taxes or for paying the workers 
below the minimum wages. Several 
initiatives are underway to bring the 
informal sector into the formal sector 
and encourage cashless transactions. In 
August 2016, the National Payments 
Corporation of India (NPCI) launched 
Unified Payment Interface, which 
allowed the users to transfer funds 
across two bank accounts using a 
mobile application. It also allows the 
users to make payments to different 
merchants without using card details 
and other codes and passwords. The 
Government passed an ordinance 
in December 2016, which brings an 
amendment to Section 6 of the Payment 
of Wages Act. This amendment is to 
provide for crediting the wages in 
the bank account of the employees 
or payment through cheque – thereby 
making the transaction cashless.22 It 
is worth mentioning that Sweden too 
started moving towards a cashless 
country with the use of digital transfer 
for payment of wages in the 1960s. 

The village of Ibrahimpur in 
the state of Telangana has become 
completely cashless by having bank 
accounts, using payment gateways 
and credit cards. Other villages too can 
replicate this success story. In some 
cases, banks have taken the initiative to 
digitalise a certain area. For instance, a 
village in Gujarat – Akodara – has been 
digitalised by an Indian private sector 
bank in 2015. The bank has invested 
in infrastructure such as wireless 
Internet and payment terminals that 
have provided the villagers access to 
modern banking facilities.23 

Table 1: Number of Point of Sale (PoS) Terminals Located in Selected Countries 
per Million Inhabitants in 2011-2015. 

Country 2011 2012 2013 2014 2015

Brazil 17,811 20,561 22,146 24,837 25,241

China 3,592 5,270 7,814 11,650 16,602

India 550 695 865 889 1,080

Sweden 22,167 20,837 20,380 20,304 18,660

United Kingdom 21,499 25,732 25,800 26,346 30,078

Source: Compiled by authors from Table 11b of the Comparative Tables for Committee 
on Payments and Marketing Infrastructure Countries, BIS accessible at http://www.bis.
org/cpmi/publ/d155.htm (accessed on 27 December, 2016)

A number of countries including Sweden, Kenya and Brazil have successfully moved 
towards a “less-cash” economy
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Other initiatives that are now 
being taken in India include the use of 
electronic payment methods in availing 
public transportation services such as 
the metro train. Certain stations of the 
Delhi Metro will go cashless from the 
2017. 

Moving forward towards a less-cash 
economy the government should 
ensure:  

Neutrality of mode of payments: 
Payments through cards or digital 
methods should not be costlier for 
the payer as compared to use of cash 
payments. Often banks deduct bank 
charges or fees for processing an online 
payment or electronic transfer. This 
discourages the use of online payment 
methods as opposed to the use of cash, 
which is free from additional charges. 

Security of information: Electronic 
methods for making payment ensure 
that all transactions and customer 
information is recorded. There is a threat 
to privacy. In Sweden for instance, 
while bank robberies have reduced 
tremendously after digitalisation of 
payment systems, there has been an 
increase in online payment frauds.24 
Thus, maintaining data security and 
privacy of information is important. 
The RBI is already undertaking review 
of policies related to pre-paid payment 
instruments such as smart cards. There 
should be a strong system for ensuring 
mitigation of risks and a fast track 
grievance redressal mechanism. 

Setting-up a robust physical 
and technological infrastructure: 
Mode of payment is determined 
by the availability, acceptability 
and access to different payment 
terminals. As mentioned, in India, 
the present infrastructure to handle 
cashless transactions is insufficient. 
The government needs to install 
infrastructure and the capacity to 
operate the infrastructure to ensure 
that cashless transactions take place 
in the country. This includes access to 
smart phones, internet and broadband 
connectivity, among other things. 
A majority of the cashless payment 

systems are technology-dependent as 
internet connectivity is a pre-requisite 
for enabling their use. 

Lower taxes: It is important that 
taxes on information technology 
devices such as smart phones and 
tablets are reduced. This will enable 
people to make payments digitally. As 
per the goods and service tax (GST) 
structure released by the Ministry of 
Finance, electronic items are likely to 
attract 28 per cent GST.25 This is very 
high. Smart phones have to be made 
affordable. India also has one of the 
highest corporate taxes in the world. 
In 2016, India had a corporate tax rate 
of 30 per cent for domestic companies 
and 40 per cent for foreign companies, 
along with additional charges. In 
Sweden it was 22  per cent and in China 
it was 25  per cent for both domestic 

and foreign companies.26 Higher taxes 
encourage tax evasion. 

Robust e-commerce policy: The 
country must have a strong e-commerce 
regulation which ensures consumer 
protection for cashless payments.     

To conclude, the Indian government 
has taken the right step to move towards 
a ‘low-cash economy’. However, 
experiences of other countries 
show that a “less-cash economy” 
needs infrastructure and supporting 
regulations. To move towards a “less-
cash economy” government, financial 
institutes and businesses have to 

work together. Further, the country 
should have a lower and simplified 
tax structure and the Union Budget of 
2017-18 will be a key instrument to 
take the government policies related to 
“less-cash economy” forward. 

Readings

1.	 P r ime  Min i s t e r ’s  add res s  to 
the nation through the monthly 
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broadcasted on 26-27th November, 
2016, accessible at http://pmonradio.
nic.in/# (accessed on 23 December, 
2016). The English translation of 
the broadcast is accessible at http://
www.narendramodi.in/mann-ki-baat 
(accessed on 23 December, 2016)

2.	 For details see https://rbidocs.rbi.org.
in/rdocs/PublicationReport/Pdfs/
VISION20181A8972F5582F4B2 
B 8 B 4 6 C 5 B 6 6 9 C E 3 9 6 A . P D F 
(accessed on 21 December, 2016)

3.	 This includes the notes and coins 
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figure excludes notes and coin 
kept in vaults at central banks or 
at banks but includes holdings by 
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commemorative coins that are not 
used for payments.

4.	 For details see http://www.bis.org/
cpmi/publ/d155.pdf (accessed on 26 
December, 2016)

5.	 See http://www.business-standard.
com/a r t i c l e / economy-po l i cy /
infographic-68-of-transactions-
i n - i n d i a - a r e - c a s h - b a s e d -
116111400495_1.html (accessed 
on 26 December, 2016) 

6. 	 For details see https://www.the-
guard ian .com/bus iness /2016 /
jun/04/sweden-cashless-society-
cards-phone-apps-leading-europe 
(accessed on 27 December, 2016)

7. 	 http://www.thelocal.se/20160229/
why-sweden-is-winning-the-race-
to-become-the-first-cashless-so-
ciety (accessed on 27 December, 
2016)

8.	 http://www.standardmedia.co.ke/
article/2000150788/ government-
to-implement-digital-strategy-for-
cashless-services (accessed on 27 
December, 2016)

Electronic methods for making 
payment ensure that all 

transactions and customer 
information is recorded. There is 
a threat to privacy. In Sweden for 

instance, while bank robberies 
have reduced tremendously after 

digitalisation of payment systems, 
there has been an increase 

in online payment frauds.24 
Thus, maintaining data security 

and privacy of information is 
important. 
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Achieving A Cashless Rural Economy

reaching the grass roots
Rural india

Sameera Saurabh

W
orldwide there is 
tremendous interest 
a m o n g  p o l i c y 
makers to explore the 
possibility of moving 
towards a cashless 

economy. However, cash still continues 
to remain the predominant form 
of transaction. Recording financial 
transactions has many advantages. 
First, it aids the Government to collect 
appropriate tax revenues; second, it 
can effectively detect, and help curtail, 
illegal transactions; third,  it will give 
us a better estimate and understanding 
of the huge unorganized sector in 
India; and last, but not the least, it will 
help plug the ‘leakages’ in various 
government programmes.

With cashless transactions, almost 
all transactions will leave a digital 
footprint.  A system that encourages and 
incentivizes the ‘buyer’ to pay through 
cashless instruments (increasing use 
of bank to bank transactions without 
involving the physical currency) will 
have higher financial transparency. 
This is perhaps the most direct way of 
battling issues in corruption and black 
money in India. Digital footprints 
have other major advantages. It can 
make public delivery systems much 
more efficient. In 2009, the Planning 
Commission estimated that only 27 
per cent of Public Distribution System 
(PDS) expenditure reached the targeted 
low-income groups. Digitalization of 

The author is Director, (Plan & Policy), Ministry of Rural Development, Government of India.  She has handled international 
multilateral negotiations and policy in various ministries of the, Government of India and has represented the country in various 
international fora like BRICS, G20, IORA and ILO.

Government should 
assure basic necessities in 
rural areas and focus on 

developing infrastructure. 
Special drives through 

schools, colleges, Panchayats 
etc. can help create 

awareness about cashless/
banking transactions. 
Financial Literacy is a  
must for bringing more 

and more people to digital 
platform. Digital payment 

or payment through banks, 
instead of paying cash 
should be encouraged. 
Linkage of all welfare 

activities with bank accounts 
is a very strategic step

transactions is the best way to move 
towards cashless economy. Such a 
cashless economy may be achievable 
by promoting electronic money 
instruments, developing financial 
infrastructure and spreading digital 
transaction habits among people. 
Government’s demonetization drive 
is also supposed to benefit cashless 
economy. Still there are several 
constraints as well as prospects in the 
journey towards cashless economy. 

In the contemporary scenario, 
our nation is set to emerge as one 
of the world’s most thriving and 
promising economies.  India is largely 
an agrarian based rural economy with 
a predominant unorganized sector and 
68.84 per cent of India’s population 
living in rural areas. The informal 
sector accounts for 20 per cent of the 
GDP and 80 per cent of employment.  
Rural areas are home to two thirds of 
the country’s population of some 870 
million people where much of the 
challenge lies in achieving cashless 
transactions for the rest of the decade.  
It is estimated that rural users will 
constitute about half of all internet 
users in 2020.  Number of connected 
rural consumers is expected to increase 
from 120 million in 2015 to almost 
315 million in 2020.  Currently, the 
age group of 18 to 50 years constitutes 
around 160 million people with 30 
per cent internet penetration.  It is 
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interesting to note that rural growth 
is expected to significantly outpace 
growth in urban centers.  

Over 93 per cent of people in 
rural India have not done any digital 
transactions. So the real potential lies 
there. The government has taken steps, 
including announcing zero balance 
accounts for poor people, but growth 
of bank branches has been low as 
margins are slender for most lenders. 
In 2001, India had 5.3 bank branches 
per 100,000 people in rural areas. 
Today, that stands at only 7.8 branches, 
according to RBI data. 

Indirect Benefits

There are three distinct yet important 
indirect benefits from promoting 
cashless transactions in India. These 
are:

l	 I t  w i l l  p romote  f i nanc i a l 
inclusion;

l	 It will keep records of financial 
transactions; and

l	 It will lower transaction costs 
involving any two parties engaged 
in a financial transaction.

While the last observation is in 
general true for any economy, the first 
two are particularly relevant for India.  
Gangopadhyay (2009), shows that 
more than half the Indian population 
is not financially included. There are 
about 7.8 bank branches for every 
100,000 people in India, less than 3 
branches per 100 square kilometres. 
For rural India, the numbers are 
less than 1 branch per 100 square 
kilometres. In particular, 45 per cent of 
the rural, 28 per cent of the urban and 
38 per cent of all households in India, 
admit that access and availability are 
the main factors determining their 
choice of a particular bank. While it is 
necessary for financial inclusion that 
every household should have access 
to a bank, mere physical access to a 
bank is, of course, not sufficient. This 
is particularly important given that 
more than 90 per cent of the workforce 
in India is in the unorganised sector, 
and physically accessing banks would 
mean huge opportunity costs for 

them (measured in terms of daily 
earnings).  

Informal sector is the largest 
employer in India and runs on cash 
primarily.  An enabling system that 
promotes cashless transactions would, 
therefore, be the natural extension of 
the existing policies directed towards 
financial inclusion. Government has 
announced incentives like cutting 
down on service charge and other 
levies on debit/credit card transactions. 
The government’s initiatives over the 
past year or so have been focused 
on promoting e-payments, plastic 
transactions, cashless payments. It 
is, indeed, the future for the Indian 
economy. The question, however, 
remains whether India is ready for 
such an overhaul of its cash-driven 
economy especially in rural areas. 
RBI figures for July 2016 show that 
banks had issued 697.2 million debit 
cards and 25.9 million credit cards to 
customers after deducting withdrawn 
or cancelled cards. It is important to 

note that number of cards does not 
equal number of individuals holding 
those cards. Usually urban residents 
have multiple cards and the trend 
is seen now in rural areas as well. 
Further, cards are used for 3 primary 
purposes–withdrawing money from 
ATMs, making online payments 
and payments at point of sale (POS) 
terminals at shops, restaurants, fuel 
pumps etc. Merely 26 per cent of India 
has internet access, and there are only 

200 million users of digital payment 
services. India’s modern banking 
system maps neatly onto social and 
spatial inequalities. Only 18 per cent of 
all ATMs are deployed in rural India. 
The RBI’s own research finds that 
states with a higher female population 
and a more rural populace show lower 
levels of financial inclusion.

A report by Google India and 
Boston Consulting Group showed 
that last year around 75 per cent of 
transactions in India were cash-based 
while in developed countries like the 
US, Japan, France, Germany etc it 
was around 20-25 per cent. Due to 
demonetization, business for mobile 
or e-wallet companies has boosted 
by up to four times. Much of the cash 
transactions in the country are small 
exchanges for goods or services and 
the penetration of PoS terminals is not 
enough. Millions of people still don’t 
have a bank account, access to PoS 
sale points, internet or infrastructure 
to understand and use online payment 
methods etc. So we need a large scale 
penetration of digital services and 
PoS terminals to facilitate digital 
transactions in small towns and  rural 
India. In July this year, 881 million 
transactions were made using debit 
cards at ATMs and PoS terminals. 
Out of these, 92 per cent were cash 
withdrawals from ATMs. The principal 
purpose for cards in Indian setup is thus 
a means to withdraw cash.

Anothe r  b ig  hurd le  i s  the 
unachieved targets for digital India. 
Mobile internet penetration is crucial 
into deeper pockets since PoS works 
over mobile internet connections. 
Earlier, banks used to charge money 
on card-based transactions which has 
now been pointed out as a hurdle. 

While it is necessary for financial 
inclusion that every household 
should have access to a bank, 
mere physical access to a bank 
is, of course, not sufficient. This 
is particularly important given 
that more than 90 per cent of 
the workforce in India is in the 

unorganised sector, and physically 
accessing banks would mean 

huge opportunity costs for them 
(measured in terms of daily 

earnings)

Rural India Understanding Cashless 
Transcation
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an analysis of their financial year 
2014 annual reports shows that on an 
average, rural areas have accounted for 
50-65 per cent of their new branches. 
Top private lenders ICICI Bank, Axis 
Bank, HDFC Bank and Yes Bank 
have been expanding their presence 
in unbanked and under banked areas 
over the past five years. RBI has asked 
banks to prioritize opening of branches 
in unbanked rural centers (Tier-V and 
VI) over a three-year cycle of 2013-
16. It has asked them to allocate at 
least 25 per cent of the total number 
of new branches to these areas. Also, 
the central bank will give credit for the 
branches opened in excess of the 25 per 
cent for a year, which would be carried 
forward for achieving the criteria in the 
next year. 

Semi-urban and rural markets are 
currently growing at a pace faster than 
the larger centers and, consequently, a 
large proportion of the recent branch 
expansion has been in these areas. 

The focus is to make the branches a 
single-point interface for all services. 
Technology is a great enabler for 
financial inclusion, which includes 
Branch on Wheels, a mobile-van-
based branch that aims at providing 
banking services to a cluster of remote 
unbanked villages. However, one of 
the main problems faced by a rural 
branch is the time it takes to break 
even due to unavailability of business.  
The cost of running a rural branch is 
close to Rs.4 lakh a month against 

Semi-urban and rural markets 
are currently growing at a pace 

faster than the larger centers and, 
consequently, a large proportion 
of the recent branch expansion 

has been in these areas. The focus 
is to make the branches a single-
point interface for all services. 

Technology is a great enabler for 
financial inclusion, which includes 
Branch on Wheels, a mobile-van-

based branch that aims at providing 
banking services to a cluster of 

remote unbanked villages.

Also, the low literacy rates in rural 
areas along with lack of internet access 
or even basic utilities makes it very 
difficult for people to adopt to digital 
transactions.

Challenges of a cashless rural 
economy
l	 Currency dominated economy: 

High level of cash circulation in 
India. Cash in circulation amounts 
to around 13 per cent of India’s 
GDP.

l	 Transactions are mainly in cash: 
Nearly 95 per cent of transactions 
take place in cash. Large size 
of informal/unorganized sector 
entities and workers prefer cash 
based transactions. They don’t 
have required digital  literacy.

l	 ATM use is mainly for cash 
withdrawals and not for settling 
online transactions: There are 
large number of ATM cards 
including around 21 crore Rupaya 
cards. But nearly 92 per cent of 
ATM cards are used for cash 
withdrawals.  Multiple holding 
of cards in urban and semi-urban 
areas show low rural penetration.  

l	 Limited availability of Point 
of Sale terminals: According to 
RBI, there are 1.44 million PoS 
terminals installed by various 
banks across locations at the end 
of July 2016. But most of them 
remain in urban/ semi-urban 
areas.

l	Mobile internet penetration 
remains weak in rural India: 
For settling transactions digitally, 
internet connection is needed. But 
in India, there is poor connectivity 
in rural areas. In addition to this, 
a lower literacy level in poor 
and rural parts of the country, 
make it problematic to push the 
use of plastic money on a wider 
scale. This is being overcome 
by application BHIM (Bharat 
Interface for Money) launched 
by the Prime Minister which will 
work on USSD i.e without mobile 
internet.

Private sector banks have been 
steadily increasing their rural presence. 

Rs.9 lakh in a tier-1 city. Meanwhile, 
public sector banks are not far behind 
when it comes to rural expansion. In 
FY14, SBI opened 1,053 branches, 
57 per cent of which were in rural 
and semi-urban areas. And, though 
rural branches benefit from cheaper 
real estate rents, the cost of servicing 
and staffing balances out the benefits. 
However, since RBI mandates 25 per 
cent of new branches in rural areas, 
banks have aggressively ventured into 
rural areas. 

Prospects and the road ahead

When 86 per cent  of currency notes 
in a country of 1.3 billion people are 
rendered illegal tender in a matter of 
hours, it is bound to create a short term 
disruption in daily lives.  Particularly 
so, since much of India’s economic 
activity still takes place in the informal 
sector with no cheque payments, 
resulting not just in widespread direct 
and indirect tax evasion but also an 
inability to assess the true state of the 
economy.  For instance, while farmer’s 
income is not taxed, most of them 
now have a Kisan Credit Card, first 
launched in 1998, and no-frills Bank 
accounts whose creation has been 
scaled up by the present Government.  
But the agricultural economy is still 
controlled by middlemen and traders 
who only make cash payments to 
farmers while reaping a profit from the 
difference in prices

The Jan Dhan Aadhar Mobile 
(JAM) can encourage digital transaction 
culture. It is spreading to reach each 
remote corner of the country. Aadhaar 
was introduced in 2009, and within 
seven years the project has enrolled 
1.07 billion people, or about 88 per 
cent of the country’s population.  A 
large number of government transfers 
(DBT) are made through JAM mode. 
This will help people to get digital 
transaction awareness. 

There are a large number of nodal 
points of interaction between a citizen 
and the Government. The role of 
the Government in these cases will 
be to make cashless transactions 
mandatory for certain payments and 
make it mandatory for certain services 
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exceeding a certain amount which has already been initiated. 
For example, payment for passports can be made mandatory 
through cashless methods (online payments or bank drafts). 
Also, payments of various taxes (income, sales or excise 
duties) can be made mandatory through cashless modes. 
In addition, a tax rebate (of say 1 per cent  to 2 per cent)  
on payments made by households as salary to unorganized 
sector (domestic servants, sweepers etc) can boost cashless 
payments. This will do two things, one the households will 
have an  incentive to go cashless and two, large portion of 
the unorganized sector will be financially included. Apart 
from the incentives and mandatory prescriptions of cashless 
modes mentioned above, there are some direct government 
programmes and initiatives where it can create a large 
platform for cashless transactions. 

Bottlenecks which need to be factored in policy 
formulation are the lack of acceptability and the other is 
high transaction costs. However, it is worthwhile to note 
that, even if these two constraints were to be removed, 
cashless transactions will not be automatic. The framework 
for recommendation must eventually address the 5 A’s of 
promoting financial inclusion through cashless payment 
instruments which are availability, accessibility, acceptability, 
affordability and awareness.

Government should assure basic necessities in rural 
areas and focus on developing infrastructure. Special drives 
through schools, colleges, Panchayats etc. can help create 
awareness about cashless/banking transactions. Financial 
Literacy is a must for bringing more and more people to the 
digital platform. Digital payment or payment through banks, 
instead of paying cash should be encouraged. Linkage of 
all welfare activities with bank accounts is a very strategic 
step. A strong banking base is the basic prerequisite for the 
cashless economy. The path forward is clear: a nationwide 
financial literacy campaign accompanied by a medium-term 
strategy to improve access to, and awareness of, electronic 
payments. Targeted financial education programmes can 
improve financial skills and credit management, and increase 
account ownership in rural India. � q
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he Prime Minister, 
f o l l o w i n g  t h e 
announcement of 
demonetization of 
Rs 500 and Rs 1000 
notes in November 
last year, had stated 

that this currency swap would not 
merely nudge the economy in the 
direction of cashless economy but 
give it a significant push in that 
direction. More than two months 
after demonetization, there is a 
transformation taking place in the rural 
areas in adoption of various modes of 
cashless financial transactions facilities 
available such as - payment gateways 
or mobile banking services such as 
Aadhaar Enabled Payment System, 
National Unified USSD (unstructured 
supplementary service data) platform, 
point of sale (PoS) machine linked to 
debit and credit cards and mobile app 
based programmes such as e-wallet.

 Entire focus of the government has 
been on ensuring that a significant chunk 
of rural population adopts cashless 
transactions in various activities such 
as receiving wages for Mahatma 
Gandhi National Rural Employment 
Guarantee Act (MGNREGA) through 
the bank accounts of beneficiaries, 
direct fund transfer to banks accounts 
of dairy farmers for the milk sold 
to cooperatives or private sector   or 
making purchases through using 
Rupay cards issued by banks under 
Pradhan Mantri Jan Dhan Yojana.  At 

Digital Transformation: Boosting Rural Economy 

Rural India
financial inclusion

Sandip Das

T
present more than 26.5 crore banks 
accounts have been opened under the 
Jan Dhan Yojana.   The scheme also 
promised to provide every new Jan 
Dhan account holder with RuPay debit 
cards, with 19.5 crore   cards being 
issued so far. The finance ministry has 
said that the government is aiming at 
ensuring that Jan Dhan bank account 
holders became the flagbearers of 
digital transformation in the rural 
areas.

Dairy sector 

While digital transactions have seen 
a jump in several areas of commerce 
after the government’s announcement 
on demonetization, the organised dairy 
sector hasn’t been left behind. Milk 
farmers affiliated to both the state 
cooperatives and private companies 
have opened more than a million new 
bank accounts and have also received 
payments in their accounts since 
November 10. Since middle of last 
year, total banks accounts opened for 
dairy farmers have exceeded more 
than 3 million.

The  depa r tmen t  o f  an ima l 
husbandry under the agriculture 
ministry recent ly had directed 
National Dairy Development Board 
(NDDB), Delhi Milk Scheme and 
all the state level dairy federations 
to ensure direct payment to farmers’ 
bank accounts within next couple 
of months. The government had 
also  urged the country’s biggest dairy 

The author is a Delhi based journalist with wide experience in writing on rural issues.  

The government is 
targeting at digitally 

educating one 
crore rural citizens, 
which implies that 
people are trained 

as consumers to use 
all payment options 

available to them and 
what is best suited 

for them
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federation Gujarat Cooperative Milk 
Marketing Federation, popularly also 
known as AMUL, to ensure opening 
of bank accounts for all its 29 lakh 
odd affiliated farmers for payment 
towards purchase of milk.

The Managing Director, R S 
Sodhi, GCMMF, has said. “Since 
demonetization was announced, we 
have opened 8 lakh new bank accounts 
of dairy farmers. Currently, more 
than 19 lakh dairy farmers are getting 
paid for milk sold to the cooperatives 
through bank account,” However 
he said that the federation has asked 
banks to open branches in tribal areas 
of Gujarat so that all the remaining 
farmers could have bank accounts. 
Amul pays around Rs 450 crore weekly 
to farmers for the milk purchase.  About 
Rs 310 crore is now being transferred 
to farmers’ accounts by Amul on a 
weekly basis, almost double the level 
before demonetisation. This apart,  
Rs 75 crore is now being transferred 
every 10th day to some 3 lakh milk 
producers by Chennai-based private 
dairy major Hatsun Agro Products, in 
a signal that e-payments are catching 
up among private players too.

dairy  farmers  aff i l ia ted to 
coopera t ives  a re  pa id  a round  
Rs 120 crore daily in a weekly or 10 
days, which results in huge disbursal 

of cash. At present around 60-70 
per cent of around one crore dairy 
farmers who are part of 22 odd dairy 
cooperatives’ network have bank 
accounts. Since last few months, the 
state federations are being encouraged 
to go for cashless transactions and the 
government’s move on demonetisation 
has given a boost to these efforts. 
NDDB, the apex body of cooperatives 
have urged all the state federations 
like GCMMF, Karnataka Co-operative 
Milk Producers’ Federation, Rajasthan 
Cooperative Dairy Federation, etc, to 
urgently open banks accounts of those 
farmers who are still getting paid in 
cash.

cashless transaction at PDS 
outlets

Besides, the food ministry has 
also launched an init iat ive for 
ensuring cashless transaction at 
all the 5 lakh odd Fair Price Shops 
(FPSs) across the country where 
beneficiaries covered under National 
Food Security Act (NFSA) can 
purchase highly subdised grains 
using Aadhar linked bank accounts 
or Rupay cards issued by banks. 
Although beneficiaries covered 
under  NFSA pay  only  a round  
Rs 75 to Rs 90 each month for getting 
highly subsidised foodgrains, the 
food ministry wants to ensure that 

even these small amounts are also 
not paid in cash. 

Under NFSA, each beneficiary 
monthly gets 5 kg of rice or wheat 
at the rate of Rs 3 and Rs 2 per kg 
respectively. However, many states 
such as Odisha, Chhattisgarh and 
Tamil Nadu further subsidise the 
foodgrains.

Andhra Pradesh which has already 
installed Point of Sale (PoS) machines 
at all  i ts 29,082 FPS, has also 
commenced using Aadhaar enabled 
PoS machines which is linked to bank 
accounts of NFSA beneficiaries. By 
using the card at the PoS machines, 
beneficiaries can pay for grains 
purchased under NFSA without 
paying cash. At present, only 33 per 
cent out of total 5,27,750 FPSs in the 
country have PoS machines which 
electronically record transaction of 
foodgrains purchased under NFSA. 
These PoS machines have to be linked 
with beneficiaries’ banks accounts. 

Karnataka along with states such 
as Maharashtra, Haryana, Rajasthan 
and  Odisha  have  commenced 
implementation of Aadhaar-based 
payments in the public distribution 
system (PDS). Aadhar-enabled point-
of-sale (PoS) machines at 20,778 
FPSs in the state would use biometric 
authentication of 1.08 crore below-
poverty-line (BPL) rationcard holders 
against purchase of highly subsidized 
foodgrains under NFSA. The state 
government would link the Jan Dhan 
accounts of the card holders through 
Aadhaar.

The Maharashtra government has 
launched a pilot project to introduce 
cashless trasanction at 84 FPSs using 
Business Correspondence model or 
payment through USSD and e-wallet 
facility. The PDS shops will now 
conduct transactions through point-
of-sale terminals. The FPSs supply 
subsidised goods to ration card holders 
and persons below the poverty line. The 
Maharashtra government is aiming at 
installing cashless transactions facilities 
at all 50,000 odd PDS outlets.

encouraging cashless transactions in Rural India
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Since the demonetization drive was announced, there 
have not been reports of delays in delivery of grains under 
NFSA because of cash crunch. More than 71 per cent of 24 
crore ration cards have been Aadhaar based and through the 
linkage of these cards with beneficiaries’ bank accounts and 
installation of PoS machines, a cashless transaction could 
be ensured. At present, around 50 to 55 million tonnes (mt) 
of rice and wheat is supplied to around 82 crore population 
covered under NFSA.

The food and consumer affairs ministry has also 
directed officials to ensure cashless transactions for all 
official work. The procurement of foodgrains from farmers 
by Food Corporation of India (FCI) is done through transfer 
of Minimum Support Price (MSP) to bank accounts while in 
case of only Punjab and Haryana, the MSP is transferred to 
bank accounts of arthias or commission agents. Similarly, 
the department of consumer affairs had procured pulses of  
Rs 703 crore during recently concluded kharif season by 
making online payments to farmers. The Ministry had directed 
officials to ensure cashless transactions mandatory for all 
contract works for making payments.

  Thanks to financial inclusion programme launched 
earlier, the wage payment to workers under Mahatma Gandhi 
National Rural Employment Guarantee Act (MGNREGA) 
have virtually gone cashless with most of the beneficiaries 
getting wages into their bank accounts. In the financial year 
2016-17, more than Rs 32,000 crore have been transferred to 
25 crore beneficiaries so far.

thrust on digital education 

The government is targeting at digitally educating one 
crore rural citizens, which implies that people are trained as 
consumer to use all payment options are available to them 
and what is best suited for them. More than 40 lakh rural 
citizens and around 1.2 lakh merchants have already enrolled 
for digital payments.

We have already moved from the awareness creation 
stage to one where people are actively trying out electronic 
payment options. The common service centres (CSCs) set up 
by the ministry of electronic and information technology are 
spearheading this campaign.

Recently, the Prime Minister had acknowledged that a 
‘cashless’ society is not immediately possible, and appealed 
to the people to work towards it by being part of a ‘less-cash’ 
society immediately. “Learn how this digital economy works. 
Learn the different ways you can use your bank accounts and 
internet banking. Learn how to effectively use the apps of 
various banks on your phones. Learn how to run your business 
without cash,” the Prime Minister had stated. Going by the 
progress so far, it seems that a sound beginning has been made 
for making rural India a less cash economy. � q

(E-mail:sandipdas2005@gmail.com)
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Demonetisation: A step towards  
Less Cash Economy

pushing for digital banking
way forward

D S Malik

I
n a concerted drive 
aga ins t  cor rupt ion , 
black money, money 
l a u n d e r i n g ,  a n d 
terrorism among others, 
the Government of India 

initiated a massive demonitisation 
drive from the midnight of 8th 
November 2016. Firstly,  five hundred 
and one thousand rupee notes ceased 
to be legal tender from the midnight of 
8th November 2016.This decision was 
also, in fact aimed at curbing financing 
of terrorism through the proceeds of 
Fake Indian Currency Notes (FICN) 
and use of such funds for subversive 
activities such as espionage, smuggling 
of arms, drugs and other contrabands 
into India, and for eliminating Black 
Money which cast a long shadow of 
parallel economy on our real/formal 
economy.

The government also accepted 
the recommendations of the Reserve 
Bank of India (RBI) to issue new Two 
Thousand and Five Hundred Rupee 
Notes. No restriction was placed 
on  any kind of non-cash payments 
by cheques, demand drafts, debit 
or credit cards and electronic fund 
transfer etc.

To ensure welfare of farmers, 
steps were taken to provide sufficient 
funds to the farmers to buy inputs 
such as good quality seeds, fertilizers 
and pesticides etc for sowing of Rabi 
crops. Similarly steps were taken to 
provide funds to traders by increasing 

The author is Additional Director General (M&C)., Press Information Bureau, Ministry of Information & Broadcasting, government of India.

...decision of the 
present Government 
to withdraw the legal 

tender status/character 
of old Rs.5,00 and 

Rs.1,000 notes will go a 
long way in expediting 

and pushing the process 
of digital banking to 

new heights in shortest 
possible time through 

use of latest technology 
and increased level of 

financial literacy

the limit to Rs.50, 000 per week for 
withdrawal from current accounts 
to pay wages to daily wagers and 
meet their sundry expenditure among 
others.  

The fight against black money was 
initiated by the present government 
way back in May 2014, with the 
formation of an SIT on black money.

A law was passed in 2015 on 
Disclosure of Foreign Bank Accounts. 
In August 2016, strict rules were put 
in place to curtail benami transactions. 
During the same period, an Income 
Disclosure Scheme (IDS)-2016 
to declare domestic black money 
was introduced in June 2016 to 30th 
September, 2016. Declarations of 
more than Rs. 67,000 crore were made 
under the IDS 2016.

All these efforts have borne fruit. 
Over the past two and a half years, 
more than Rs. 1.25 lakh crore of 
black money has been brought into 
the open.

On the one hand, the government 
has waged a war against the black 
money and on the other hand, it has 
laid increased emphasis on promoting 
digital banking and e-payments.

Ta k i n g  t h e  i n i t i a t i v e ,  t h e 
government took the lead and started 
this process of digital payments from 
home. In order to attain the goal of 
complete digitization of government 
payments, the Ministry of Finance, 
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Government of India reviewed the 
existing limit of Rs. 10,000/-(Rs. Ten 
Thousand only) prescribed regarding 
e-payment to Suppliers etc. It has now 
been decided to lower this threshold 
limit from Rs. 10,000 to Rs. 5,000 
(Rupees Five Thousand only). The 
last review in this regard was made 
only in August, 2016. Accordingly, 
all the Ministries/Departments of the 
Government of India have been now 
directed by the Ministry of Finance 
to ensure with immediate effect 
that all payments above Rs. 5000/- 
(Rupees Five Thousand only) to 
suppliers, contractors, grantee/loanee 
institutions etc. are made by issue of 
payment advises only.

In its endeavor on moving towards 
the electronic payments, the Central 
Government Ministries/Departments 
have been crediting the salary and 
other payments for the majority of its 
employees electronically, direct into 
the designated bank accounts of the 
employees. Given the progress made in 
banking technology, it is assumed that 
each employee would be in possession 
of a Debit/ATM card linked to his/her 
bank account. Government employees 
are being encouraged to maximise 
the usage of debit cards for personal 
related transactions instead of cash 
which would go a long way in making 
the employees as ‘ambassadors’ for 
the digital push and also motivate, 
encourage the general public in 
taking-up the cause. All Ministries/
Departments are also requested to 
encourage their employees to make 
use of debit cards for personal related 
transactions instead of cash. Ministries/
Departments have been asked to liaise 
with their accredited banks and set-up 
special camps to facilitate obtaining 
of and ensure that all its employees 
are in possession of debit cards. 
Ministries/Departments are also asked 
to issue similar advisories to their 
attached/subordinate offices, PSUs, 
Autonomous Bodies etc.

The  F inance  Min i s t e r  had 
emphasised that physical currency 
must shrink while the economy should 
expand, shifting more and more focus 
to digital currency. One of the major 

objectives of withdrawal of legal 
tender status of Rs. 500 and Rs. 1000 
notes was to move the Indian economy 
further towards digital transactions.  
Most banks have already begun a 
promotional exercise by waiving 
MDR charges on debit cards -up to end 
December 2016,. Banks will now be 
focussing on significantly stepping-up 
transactions in mission mode through 
alternate banking channels such as 
NEFT, mobile wallets, pre-paid cards, 
QR codes, pay-roll cards, debit and 
credit cards and Unified Payments 
Interface (UPI). Apart from urban 
areas, banks will increase and sustain 
their focus on semi-urban and rural 
areas. This outreach would be backed-
up by an advertising campaign from 
Indian Bankers Association (IBA) 
including demonstration videos on 
how to use cards and other modes for 
cashless transactions.

With these and other steps already 
underway, there is a clear path 
towards more digital transactions 
by all citizens. This will serve the 
larger objective of making banking 
activity easier and achieving the 
goal of financial inclusion that the 
government is committed to.

Point of Sale (POS) devices are 
used for cashless transactions, both for 
making payments or disbursing cash. 
PoS do not attract any basic customs 
duty. To further reduce the cost of 
such devices and thereby encourage 
digital payments, the government 
has exempted such devices from 
Central Excise Duty. Consequently, 
these devices will also be exempt 
from Additional Duty of Customs 

[commonly known as CVD] and 
additional duty of customs [commonly 
known as SAD]. Simultaneously, to 
encourage domestic manufacturers of 
such devices, all goods required for 
the manufacture of PoS devices have 
also been exempted from excise duty, 
and consequently from CVD and SAD. 
These exemptions will be valid till 31st 
March 2017.

As part of the plan to expand the 
digital payments eco-system and 
facilitate the move towards cashless 
transactions, the government has 
decided that an additional one million 
new PoS terminals would be installed 
by 31st March 2017. Towards this end, 
banks have already placed orders for 6 
lakh PoS machines and another 4 lakh 
PoS machines are likely to be ordered 
in the next few days. The country today 
has about 15 lakh PoS terminals across 
different merchants to facilitate card 
based payments.

A special drive has also been 
undertaken jointly with Ministry of 
Labour & Employment and States’ 
Administration to open bank accounts 
for unorganized labour by holding 
camps at various locations. A total of 
2,73,919 camps have been organized so 
far in which 24.54 lakh accounts have 
been opened.

There are 30 crore RuPay Debit 
Cards which have been issued, 
including those issued to Jan Dhan 
account holders. There was a growth 
of nearly 300 per cent in use of RuPay 
cards in 12 days. To facilitate the use of 
this debit card, the banks have decided 
to waive transaction charges (MDR) 
up to 31st December, 2016. National 
Payments Council of India (NPCI) has 
already waived switching charges for 
RuPay Cards. Together, these steps will 
improve the acceptance of debit cards 
at different establishments.

To promote greater use of debit 
cards, public sector banks and some of 
the private sector banks have decided to 
waive the MDR charges till 31.12.2016. 
Other private sector banks are expected 
to do likewise. Consequently, the 
transaction charges – including the 

With these and other steps 
already underway, there is a 

clear path towards more digital 
transactions by all citizens. This 
will serve the larger objective 

of making banking activity 
easier and achieving the goal 
of financial inclusion that the 
government is committed to.
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charges for switching services – were 
waived till 31.12.2016.

To promote greater usage of 
payments through e-wallets, RBI 
has decided to increase the monthly 
transaction limit for individuals from 
Rs.10,000 to Rs.20,000. Similar 
enhancements  have a lso  been 
announced by RBI for merchants.

For convenience of passengers, 
Indian Railways had decided not to 
levy service charges of Rs.20 for second 
class and Rs.40 for upper classes on 
purchase of reserved E-tickets upto 
31st December, 2016. This would 
facilitate and encourage the passengers 
to buy e-tickets instead of across the 
counter purchase through cash.

Daily average number of passengers 
buying e-tickets online is 58 per cent 
and across the counter in cash is 42 per 
cent of the total purchase of tickets. The 
effort now is to increase the purchase of 
e-tickets. It is expected that the above 
measure will encourage people to 
migrate to cashless transactions.

TRAI has decided to reduce the 
USSD charges from the current Rs.1.50 
per session to Rs.0.50 per session for 
transactions relating to banking and 
payments. They have also increased 
the stages from current five to eight. 
The telecom companies also agreed 
to waive the above 50 paisa USSD 
charge per session for the period up 
to 31.12.2016. Consequently, USSD 
charges up to 31.12.2016 were NIL. 
This provided a very cost effective 
method of digital financial transaction, 
especially to the poor people with 
feature phones (which are currently 
65 per cent of the total phones in the 
country).

A lot of time is spent by vehicles 
at the check posts and toll plazas. 
While GST will address the problem 
at the check posts, certain measures 
are necessary for ease of payment 
at the toll plazas on the National 
Highways. Ministry of Road Transport 
and Highways is therefore advising 
the automobile manufacturers to 
provide ETC compliant RFID in all 
new vehicles.

All Government organizations, 
Public Sector Undertakings (PSUs) and 
other government authorities have been 
advised to use only digital payment 
methods such as internet banking, 
unified payment interface, cards, 
Aadhar enabled payment system etc. to 
make payments to all stakeholders and 
employees. At the point of disbursing 
the payments, it will be necessary for 
the authorities to provide the option 
of payments through cards, internet 
banking, unified payment interface, 
cards, Aadhar enabled payment system 
etc. 

To further accelerate this process 
of digital transactions through use 
of credit/debit cards and mobile 
phone applications/e-wallets etc., the 
Central Government has also declared 
a package of incentives and measures 
for promotion of digital and cashless 
economy in the country. 

These incentives/measures are the 
following: 

1.	 T h e  c e n t r a l  g o v e r n m e n t 
petroleum PSUs shall  give 
incentive by offering a discount at 
the rate of 0.75 per cent of the sale 
price to consumers on purchase of 
petrol/diesel if payment is made 
through digital means.

	 Nearly 4.5 crore customers buy 
petrol or diesel at such petrol 
pumps per day who can take 
benefit of this incentive scheme.  
It is estimated that petrol/diesel 
worth Rs.1800 crore is sold per 
day to the customers out of which 
nearly 20 per cent was being 
paid through digital means.   In 
the month of November 2016 
it had increased to 40 per cent 
and the cash transaction of 
Rs.360 crore per day shifted to 
cashless transaction methods.  
The incentive scheme had the 
potential of shifting at least 30 
per cent more customer to digital 
means which would further reduce 
the cash requirement of nearly  
Rs. 2 lakh crore per year at the 
petrol pumps.

2.	 To expand digital  payment 
infrastructure in rural areas, 
the central government through 
NABARD will extend financial 
support to eligible banks for 
deployment of 2 POS devices 
each in 1 lakh villages with 
p o p u l a t i o n  o f  l e s s  t h a n 
10,000.   These PoS machines 
are intended to be deployed at 
primary cooperative societies/
milk societies/agricultural input 
dealers to facilitate agri-related 
transactions through digital 
means.

	 This will benefit farmers of one 
lakh villages covering a total 
population of nearly 75 crore who 
will have the facility to transact 
cashlessly in their villages for 
their agri needs. 

3.	 The central government through 
NABARD will also support Rural 
Regional Banks and Cooperative 
Banks to issue “Rupay Kisan 
Cards” to 4.32 crore Kisan Credit 
Card holders to enable them to 
make digital transactions at PoS 
machines/Micro ATMs/ATMs.

4.	 Railways, through its suburban 
railway network, shall provide 
incentive by way of discount 
upto 0.5 per cent to customers for 
monthly or seasonal tickets from 
January 1, 2017, if payment is 
made through digital means.

	 Nearly 80 lakh passengers use 
seasonal or monthly tickets on 
suburban railways, largely in 
cash, spending worth nearly 
Rs.2,000 crore per year.   As 
more and more passengers will 
shift to digital means the cash 
requirement may get reduced by 
Rs.1,000 crore per year in near 
future.

5.	 All railway passengers buying 
online tickets shall be given free 
accidental insurance cover of upto 
Rs. 10 lakh.

	 Nearly 14 lakh railway passengers 
are buying tickets everyday out 
of which 58 per cent tickets are 
bought online through digital 
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means.  It is expected that another 
20 per cent passengers may shift 
to digital payment methods for 
buying railway tickets.   Hence, 
nearly 11 lakh passengers per 
day will be covered under the 
accidental insurance scheme.

6.	 For paid services e.g. catering, 
accommodation, retiring rooms 
etc. being offered by railways 
through its affiliated entities/
corporations to the passengers, it 
will provide a discount of 5 per 
cent for payment of these services 
through digital means.All  the 
passengers travelling on railways 
availing these services may avail 
the benefit.

7.	 Public sector insurance companies 
will provide incentive, by way of 
discount or credit, upto 10 per 
cent of the premium in general 
insurance policies and 8 per 
cent in new life policies of Life 
Insurance Corporation sold 
through the customer portals, in 
case payment is made through 
digital means.

8.	 T h e  c e n t r a l  g o v e r n m e n t 
Departments and central Public 
Sector Undertakings will ensure 
that transactions fee/MDR charges 
associated with payment through 
digital means shall not be passed 
on to the consumers and all such 
expenses shall be borne by them.  
State Governments are being 
advised that the State Governments 
and its organizations should also 
consider to absorb the transaction 
fee/MDR charges related to digital 
payment to them and the consumer 
should not be asked to bear it.

9.	 Public sector banks are advised 
that merchants should not be 
required to pay more than  
Rs. 100 per month as monthly 
r en t a l  fo r  PoS  t e rmina l s /
Micro ATMs/mobile PoS from 
the merchants to bring small 
merchants on board the digital 
payment eco system. Nearly 
6.5 lakh machines by Public 
Sector banks have been issued to 
merchants who will be benefitted 
by the lower rentals and promote 

digital transactions.   With lower 
rentals, more merchants will 
install such machines and promote 
digital transactions. 

10.	 No service tax will be charged on 
digital transaction charges/MDR 
for transactions upto Rs.2000 per 
transaction.

11.	 For the payment of toll at Toll 
Plazas on National Highways 
using RFID card/Fast Tags, a 
discount of 10 per cent will be 
available to users in the year 
2016-17.

	 With all the aforesaid measures, 
it is expected that this decision 
of the present Government to 
withdraw the legal tender status/
character of old Rs.5,00 and 
Rs.1,000 notes will go a long 
way in expediting and pushing the 
process of digital banking to new 
heights in shortest possible time 
through use of latest technology 
and increased level of financial 
literacy. � q

(E-mail: dprfinance@gmail.com)

Swachh Swasth Sarvatra launched 

‘Swachh Swasth Sarvatra’, an inter-ministerial joint initiative between the 
Ministry of Drinking Water and Sanitation and the Ministry of Health and 
Family Welfare was launched in the Capital recently. Another joint initiative, 
‘Swasth Bacche Swasth Bharat’, between Ministry of Health and Family 
Welfare and the Ministry of Human Resource Development was also launched 
on the occasion.

The objective of the ‘Swachh Swasth Sarvatra’ initiative is to build on and 
leverage achievements of two complementary programmes – Swachh Bharat 
Mission (SBM) and Kayakalp – of the Ministry of Drinking Water and Sanitation 
and Ministry of Health and Family Welfare, respectively. Under this initiative:

(a)	 Ministry of Drinking Water and Sanitation has declared over 700 blocks as Open Defecation Free (ODF). 
Community Health Centres (CHCs) in ODF blocks of the country will be allocated Rs 10 lakhs under National 
Health Mission (NHM) to focus on sanitation and hygiene.

(b)	 Under Kayakalp, one Primary Health Centre (PHCs) in each district is awarded for meeting quality standards 
including sanitation and hygiene. Under SBM, the Gram Panchayat in which the PHC which gets awarded under 
Kayakalp for that district will be noted, and special focus will be given to make it ODF at the earliest.

By merging the goals of Swachh Bharat with the Health Ministry’s focus on health, the needle will move  from 
hospital-care to healthcare, i.e. from treatment of diseases to prevention of diseases by focussing on improved 
overall health.

Over 70 districts, over 700 blocks, and over 1.3 lakh villages of the country have achieved ODF status so far, and 
many others are very close to the target.
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ayment System, as the 
name indicates is a term 
used to denote a system 
which enables payment 
of a liability, typically 
without involvement of 
movement of cash or 

legal tender. In case of payment by cash 
the payment part need not be through 
a “system” participant. In order to 
process a payment without movement 
of cash, the payer and the receiver of 
the payment have to be within the ambit 
or participant of a ‘payment system’.

In the traditional paper-based 
payment system, a cheque in its 
different forms (account holder’s 
cheque, demand draft, payment order, 
bankers’ cheque, dividend warrant, 
interest warrant, travellers’ cheque, gift 
cheque, debit note, refund 
order, etc.) was the first 
instrument of a cash less 
fund transfer transaction 
through an inter-bank 
payment system. Cheques 
are processed through the 
bankers’ cheque clearing 
house mechanism. The 
basic requirements of a 
cheque clearing system for 
processing of an inter-bank 
cash less payment system 
are still relevant even after 
over two centuries of its 
emergence.

Payment Systems in India–Driving  
“Less Cash Economy”

online solutions
technology

G Raghuraj

P
The advent of electronic and 

communication technologies in the 
banking systems has thrown up a 
variety of payment systems and has 
brought in non-bank players, such as, 
telecom operators, into the payment 
systems mould. The first steps of 
introduction of mechanisation through 
electronics was the introduction 
of MICR (magnetic ink character 
recognition) technology for cheque 
processing in 1986. As this set the 
tone for introducing computerisation 
and mechanised processing in the 
operations of banks, other applications 
started rolling out with the initiatives 
and active thrust by the Reserve Bank 
of India.

RBI started paper-less electronic 
clearing services (ECS-Cr) in mid 
1990s, first for credit transfers i.e., a 

The payment systems 
have brought down 
cash payments and 
even transactions 

through cheques are 
not growing at the 
levels which were 

seen earlier. Payment 
systems are at the 

forefront of moving 
towards a “less cash 

economy”

The author is  a career central banker serving in the Reserve Bank of India and presently deputed to IDRBT (Institute for Development 
and Research in Banking Technology), Hyderabad.  he has worked in communication, Information Technology, Payment Systems, MICR 
technology, Central Accounts, public accounts, foreign exchange, etc. 

Variety of Payment Systems
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payer paying through electronic media 
through a bank. This was followed 
by electronic clearing services (ECS-
Dr) where a payer gives a mandate 
to his bank to debit his account and 
pay a receiver. This is typically for 
paying utility services bills such as 
telephone, electricity, water and also 
premium, etc. Then came electronic 
fund transfer (EFT) where a customer 
of one bank can pay to a customer of 
another bank through an electronic 
instruction. Initially, this was available 
only in about 15 major cities but after 
2004 it evolved as NEFT (National 
Electronic Funds Transfer). As banks 
moved towards core banking systems, 
which is centralised accounting of all 
the branches and outlets of the bank, 
the possibilities of offering more 
online solutions opened up. Card 
based transactions opened up a new 
horizon in making payments anywhere. 
Linking of all banks’ ATMs enabled 
withdrawal of cash from any ATM 
in the country which proved to be a 
path breaking disruptive innovation 
as customers’ visits to the bank came 
down drastically. The ATM card 
evolved into the debit card which has 
become a versatile card as it can be 
used for withdrawing cash, do shopping 
through a PoS (point-of-sale) machine 
and do all kinds of online payment 
transactions through the internet.

While NEFT serves retail payment 
requirements, the Reserve Bank of 
India established a large value payment 
system, that is, RTGS – Real Time 
Gross Settlement – system in 2004 
March. This is typically used by 

funds managers of banks and financial 
companies and also customers for large 
value funds transfers. As the name 
indicates, this is the only online inter-
bank payment system which is settled 
on gross basis so as to enable fastest 
turn around cycle. 

For any interbank payment system 
there has to be a central trusted counter-
party which will settle the transaction 
between two participants. Traditionally, 
the central bank of the country, which 
is the Reserve Bank of India in this 
case, is the settlement agency. This area 
was opened up with the passing of the 
Payment and Settlement Systems Act, 
2007 under which the Reserve Bank 
is empowered to authorise payment 
systems which can settle payments 
among participants. 

T h e  N a t i o n a l  P a y m e n t s 
Corporation of India (NPCI) and 
the Clearing Corporation of India 

Ltd. (CCIL) are two of the major 
authorised organisations permitted 
by the Reserve Bank to offer payment 
systems. The NPCI which handles the 
highest number of retail payments 
maintains the NFS (National Financial 
Switch) connecting all the ATMs of all 
banks. NPCI has rolled out a variety of 
payment products which include:
l	 IMPS – Immediate Payment 

System
l	 NACH – National Automated 

Clearing House
l	 CTS – Cheque Truncation System 

(cheque clearing through image 
based processing)

l	 AEPS – Aadhar Enabled Payment 
System

l	 UPI – Unified Payment Interface

Definition of Payment System in the  
Payment and Settlement Systems 
Act, 2007 Section 2 (i)

“Payment System” means a system 
that enables payment to be effected 
between a payer and a beneficiary, 
involving clearing, payment or 
settlement service or all of them, but 
does not include a stock exchange:

Explanation:-- For the purposes 
of this clause, “Payment system” 
includes the systems enabling 
credit card operations, debit card 
operations, smart card operations, 
money transfer operations or similar 
operations
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Payment Systems Vision 2015-2018 
of the Reserve Bank of India

Building best of class payment 
and settlement systems for a ‘less-
cash’ India through responsive 
regulation, robust infrastructure, 
effective supervision and customer 
centricity.

 

  

 

 

are PayTM, Billdesk, CCAvenue, 
Ins tamojo ,  Paypal ,  Ci t ruspay, 
D i r e c p a y,  P a y U m o n e y,  e P a y, 
Paynetz, etc. Apart from this, there 
are closed payment systems which 
operate within an environment such 
as a transport service, marketing 
coglomorate, delivery service, etc., 
which can also have limited purpose 
pre-paid cards. 

A payment system should be 
authorised by the Department of 
Payment and Settlement Systems of the 
Reserve Bank of India. The permission 
to operate a payment system and 
for those who want to participate in 
a payment system is governed by 
principles which essentially assess 
the capabilities of the participant and 
to verify whether his operations will 
cause any liability or systemic issues 
to the system. A bank customer or end 
user has to register for usage of any 
payment system with his or her bank, 
if the payment system is offered by 
the bank. In other cases, they have to 
register with the service provider.

 

 

 

l	 *99#  -  based  on  USSD - 
Unstructured Supplementary 
Service Data

l	 Rupay Debit Card

l	 UPI – Unified Payment Interface 
as a front end for all bank accounts 
through one channel

NPCI is also establishing a retail 
bill payment system “BBPS – Bharat 
Bill Payment System. This will enable 
users to pay bills pertaining to any 
service including government dues, 
taxes, etc., from anywhere in the 
country.

Apart from these, there are many 
payment service providers offering 
wallet  services.  Some of them 
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financial services to un-banked areas 
of the country took shape. Banks 
have extended banking correspondent 
module where it is not feasible to have 
a full-fledged branch to reach the 
un-banked so that minimum banking 
services can be delivered to reach the 
goals of financial inclusion.

The proliferation of mobile 
telephone instruments has opened 
up a channel to make cash-less 
payments accessible to all. It is seen 
that there are more mobile telephones 
than bank accounts in India. This 
has given a platform for all the 
payment systems and mobile wallets 
to develop software which can be used 
on mobile telephones or other hand-
held computer devices to do their 
transactions. Users will find it very 
convenient to make their payments 
from one account or wallet to another 
account or wallet. Of course, users 
have to be careful in dealing with 
these applications by not sharing their 
passwords and PIN with anyone and 
keeping transaction amounts to the 
least to avoid exposure.

The above payment systems have 
brought down cash payments and even 
transactions through cheques are not 
growing at the levels which were seen 
earlier. Payment systems are at the 
forefront of moving towards a “less 
cash economy”

The most recent developments 
i n  c a s h l e s s  t r a n s a c t i o n s  d u e  
to demonetisation of specified  
bank notes shows growing trends  
and increase of 35 to 40 per cent 
in some of the electronic payment 
transaction systems over the past few 
months. � q
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For example, the trend in the year-on-year growth in the number of transactions 
in NEFT is shown below:

Year 
Apr-Mar

NEFT
Volume in 

Million

NEFT
Value in (Rs.) 

Billion
2006-07 8 478
2007-08 14 1332
2008-09 25 3216
2009-10 41 6636
2010-11 132 9328
2011-12 226 17839
2012-13 392 28889
2013-14 658 43570
2014-15 924 59579
2015-16 1245 82806

The Reserve Bank of India directly 
operates the RTGS, NEFT and ECS 
(Dr & Cr) systems whereas all other 
payment systems, including cheque 
clearing, operated by payment system 
service providers get settled at their 
end and are finally booked in the 
Reserve Bank’s books.

As new products have entered 
the market which have leveraged 
the platform of ICT – information 
and communication technology, the 
purpose of extending banking and 
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Demonetization, Cashless Economy and 
Development

changing the face of the economy
perspective

B K Pattanaik

T
he demonetization of 
high value currencies 
on the mid-night of 8th 
November 2016 by the 
government of India is a 
watershed in the history 

of monetary economics of India. 
The economists, intelligentsia, social 
scientists, politicians and the common 
men are in confusion regarding the 
size of its impact on the black money, 
counterfeit currency, corruption 
and terrorist funding and finally on 
economic growth and development. 
Demonetization is an act by which 
government of a nation strips the 
circulation of one or more than one 
currency unit of its status as a legal 
tender. The process of demonetization 
involves either totally withdrawing 
currency units or withdrawing currency 
units and introducing new currency 
units of the same denomination which 
are being demonetized or completely 
replacing the old currency with new 
currency of different denomination. 
This process of demonetization is 
largely done keeping in mind the goal 
of unearthing black money accumulated 
through corrupt means. John Eatwell 
Palgrave’s Dictionary of Political 
Economy defines demonetization as 
the discontinuance by a government 
of the use of a coin and its official 
withdrawal from circulation. N B 
Ghodke, Encyclopedic Dictionary 
of Economics defined that under the 
paper currency standard, the term 

The author is Professor, School of Extension and Development Studies, Indira Gandhi National Open University.

Income earned 
through 

demonetization, if 
spent on various 
developmental 

activities such as 
roads, sanitation, 
health, education, 

employment 
generation, and other 

livelihood projects 
and programmes will 
enhance development 
and raise the quality 
of life of the people

“demonetization” implies a wholesale 
withdrawal of currency notes from 
circulation. Thorpe and Thorpe (2010) 
opined that demonetization refers 
to the withdrawal of currency from 
circulation which is done to control 
black market currency and unaccounted 
money. Not only India but several 
countries to name a few such as USA 
in 1969; Zaire in 1990; Australia 
in 1996; Zimbabwe in 2010 and 
North Korea in 2010 have resorted 
to demonetization; while the effort 
resulted in success in the developed 
liberalized economies of the USA 
and Australia it could not ensure any 
success in the underdeveloped African 
countries. The first demonetization in 
the independent India was done in the 
year 1946 and another one in the year 
1978. At that time the currency notes of 
higher denomination constituted only 
three percent, of the total currency in 
the circulation. Notes demonetized in 
1946 were of the value of Rs. 143.97 
crores as against the total notes issued 
of the value of Rs. 123593 crores. 
Again in the year 1978, the higher 
denomination notes Rs. 1000, Rs.5000 
and Rs. 10000 which were reintroduced 
in 1954 after the demonetization in the 
year 1948 were demonetized. 

The demonetization of high value 
currency as on that day amounted 
to only Rs. 146 crores. Therefore, 
its effect on the inconvenience was 
minimal. The Direct Taxes Enquiry 
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Committee in its interim report 
admitted “demonetization was not 
successful then, because only a very 
small proportion of total notes in 
circulation were demonetized. As far 
as the demonetization of November 
2016 is concerned, the rupees 500 and 
1000 constituted a gigantic share of 86 
percent of the notes in circulation during 
2016. According to RBI figures as of 
March 2016, currency in circulation 
amount to Rs. 16,415 billion: of this  
Rs. 500 notes accounted for 47.8 
per cent in value and Rs 1000 notes 
constituted 38.6 per cent and together 
they were more than 86 per cent of 
the value of the notes in circulation. 
Secondly, size of the economy, the 
growth rate of the economy and the role 
of the private sector and services sector 
to economic growth and development 
was small in the year 1946 and 1978 as 
compared to the year 2016. Thirdly, the 
number of people within the net of the 
income tax was also not so large during 
1946 and 1978. There are more than 11 
crore PAN card holders now and the 
number is on increase. Fourthly, in the 
year 1946 and 1978 public were already 
aware that the demonetization will be 
introduced by the government sooner 
or later, therefore, the demonetization 
at that time could not produce any 
substantial gain to the economy. One of 
the key features of the demonetization 
2016,which is different from the 
demonetization done in 1946 and 1978, 
is that it was kept very secret, so that 
the black money hoarders could not 
get any time to convert their black 
money and counterfeit currency into 
white money. 

The important objectives behind 
this demonetization are: (i) to unearth 
black money  in the economy; (ii) 
to put check on corruption, and (iii) 
demolish counterfeit currency used 
by the organization both inside and 
neighboring countries in the funding 
of the terrorist and extremists activities 
in the country.  Over and above, one of 
the objective is that the taxable income 
earned from this exercise will be to 
spent on economic growth boosting 
the development activities and also 
the economic upflitment of the poor. 

Finally, the demonetization endeavour 
intends to have a cleaner growth and 
equity in development.

Black money variously known 
as “black income”, “dirty money”, 
“unaccounted income” “counterfeit 
currency” is  acquired through 
corruption, bribe, black market and 
hording, arms trafficking, terrorism, 
smuggling, illicit trade in banned 
substances and money laundering. 
This unfair income and wealth which 
does not come under the net of 
income tax and is accumulated by a 
small percentage of people-largely 
corrupt and criminals is stumbling 
block in the path of the economic 
growth and development of India. In a 
nutshell, black money is “unaccounted 

money” and the income which has 
escaped taxation and it may hoarded 
in the form of cash and invested in 
other precious assets like landed 
property, house, gold, jewellery 
and other valuable durable assets. 
Existence of black money is one of the 
fundamental reasons for the endurance 
of high economic inequalities, poverty 
and unemployment in the country. 
According to NIPFP, black income 
is the aggregate of incomes which 
are taxable but not reported to the tax 
authority. The Wanchoo Committee 
in  i ts  report  on Black Money 
-1971 described black money as a 
“cancerous growth in the country’s 
economy, which if not checked in 
time, will surely lead to its ruination.” 
The Committee report envisaged 
that “black money denotes not only 
unaccounted currency which is either 
hoarded or is in circulation outside 

disclosed trading channels but also its 
investment in gold, jewellery and even 
in precious stones made secretly and in 
land and buildings and business assets 
over  and above the amounts shown in 
the books.” The Committee suggested 
the withdrawal of high value currency 
notes. The Black Money, White Paper 
of May 2012 brought out by the joint 
effort of the Ministry of Finance, 
Department of Revenue and Central 
Board of Direct Taxes, New Delhi 
has envisaged that “manifestation 
of black money in social, economic 
and political space of our lives has a 
debilitating effect on the institutions 
of governance and conduct of public 
policy in the country”. The Report, 
therefore, has advocated that the 
success of an inclusive development 
strategy critically depends on the 
capacity of our society to root out the 
evils of corruption and black money 
from its very foundations. 

Cashless Economy

Cashless economy means more 
and more use of digital mode and 
less use of cash in transactions. In 
other words, it does not mean the 
shortage or less supply of cash but 
less use of cash and more use of digital 
transactions i.e. debit card, credit card, 
internet banking and through mobile 
phone app. Danieal et.al (2004) has 
said that it is an economic system 
in which transactions are not done 
predominantly in exchange for actual 
cash. Transaction in cash is one of 
the vital and major modes of payment 
during purchases of all goods and 
services in the developing countries. 
However, in most of the developed 
countries of Europe and also in the 
USA, digital transaction is the main 
mode of payment during the purchase 
of goods and services. According to 
Humphrey (2004) developed countries 
of the world to a large extent, are 
moving away from a paper payment 
instruments toward electronic ones, 
especially payment cards. The World 
Bank’s World Development Report-
2016 envisages that in many instances, 
digital technologies have boosted 
growth, expanded opportunities and 
improved service delivery. Larger 

One of the key features of the 
demonetization 2016,which is 

different from the demonetization 
done in 1946 and 1978, is that it 
was kept very secret, so that the 
black money hoarders could not 

get any time to convert their black 
money and counterfeit currency into 

white money.
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size of digital economies in the 
developed economies is one of the 
factors of less corruption in these 
countries as compared to developing 
countries. On the other hand, in the 
developing countries it is the main 
source of black money, existence of 
large size of informal economy; and 
operation of all terrorist activities 
and also tax evasion. Therefore, in 
order to escape from adversaries 
of corruption and black money 
and to have more transparent and 
cleaner economic growth with social 
justice, less use of cash is one of the 
suggested measures. In other words, 
the cash less society will not only 
ease the burden on the government for 
printing of currency notes and onus 
on the people to carry these notes, 
but will also eradicate black money, 
corruption, pick pocketing, robbery, 
tax evasion and curtail the size of 
informal economy in the developing 
countries. Use of cash is a facilitator 
of black money as transactions in 
cash do not leave any audit trial. As 
against this, use of bank debit and 
credit cards will discourage black 
money and unaccounted transactions, 
since they will leave adequate audit 
trials and hence dis-incentivise black 
money generation. In other words, 

while demonetization will unearth 
black money and its source, digital 
transactions will discourage the 
promotion of black money in the 
society. Sweden, where 89 percent 
is no cash payment, ranks 3rd in 
Corruption Perception Index. In India, 
an estimated 22 percent is non-cash 
payment and India ranks 76th in the 
Corruption Perception Index. This 
veritably proves that there is a strong 
negative correlation between the 
cashless transaction and corruption. 

This means higher the cashless 
transaction lower the corruption and 
vice versa. Another important benefit 
of the cashless transactions is that it 
will reduce the burden of printing, 
transportation and other expenses 
incurred in currency operations. It is 
calculated that the Reserve Bank of 
India and commercial banks annually 
spend around Rs. 21, 000 crores ($3.5 
billion) in currency operations.

Another indicator of cashless 
economy is cash to GDP ratio. In 
Sweden, the cash-to-GDP ratio is just 
1.73 percent. The cash-to-GDP ratio 
in India is 10.86, which is more than 
nine times high. The demonetization 
and withdrawal of high value currency 
from circulation would lower the cash-
to-GDP ratio. According to Soumya 
Kanti Ghosh, group chief economist, 
State Bank of India “after complete 
re-monetization, the currency levels 
may settle for a little less than 10 per 
cent of GDP.”

One of the essential requirements 
of the cashless economy is financial 
inclusion. Financial inclusion means 
people must be linked and be part of 
the financial system of the country.  
By opening of accounts in the 
financial institutions such as banks 
and post offices, people will be 
financially included in the mainstream 
of institutional financial system. 
The World Bank data shows that 

Table-1 Status of Cashless and Corruption in a Selected Countries 

Countries  % Non-Cash 
Payment*

Corruption 
Perception 

Index(2015)**

Rank in Corruption 
Perception Index 

(2015)**
Belgium 93 77 15th 
France 92 70 23rd 
Canada 90 83 9th 
UK 89 81 10th 
Sweden 89 89 3rd

Australia 86 79 13th 
The Netherlands 85 87 5th 
USA 80 76 16th 
Germany 76 81 10th 
South Korea 70 56 37th 
India 22*** 38 76th 

*http://www.worldatlas.com/articles/which-are-the-world-s-most-cashless-countries.
html(accesed on 15/12/2016)
**https://www.iaca.int/images/news/2016/Corruption_Perceptions_Index_2015_report.
pdf(accessed on 20/12/2016)
***https://www.equitymaster.com/5minWrapUp/charts/index.asp?date=11/14/2016&stor
y=1&title=Just-22-of-Indias-transactions-Are-Non-Cash(accessed on 20/12/2016)

Ready for Cashless Economy
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upto 2014, only 52.8 percent adult 
population of India had accounts in 
the financial institutions. Out of the 
total only 10.7, 3.4 and 1.2 percent 
have used debit card, credit card and 
internet banking system for making a 
payment. This means that the digital 
transaction is very meager in India. It 
needs to be drastically improved.

Demonetization and Cashless 
Economy: Perspectives

The perspectives on benefits of 
demonetization are as follows: (i) it 
will check money hoarding and as a 
result more and more money will come 
to the banking system in the form of 
either current or savings account. 
The savings will push up investment 
and lead to capital formation in the 
economy; (ii) the opening of new bank 
accounts for depositing the banned 
currencies shows that it has promoted 

banking literacy among the general 
population and connected the common 
man who was out of the net of the 
banking system; with the banking 
system (ii) the deposit of huge amount 
of money in the Jan Dhan Bank account 
and opening up a large number of new 
Jan Dhan Accounts clearly shows 
that common men who were earlier 
scared of Bank and lacking banking 
habit are being brought to the banking 
system. (iii) it has strengthened 
the banking system, as many bank 
branches were facing acute problem 
of NPA(Non-Performing Assets). 
The capabilities of banks to lend 
more will be enhanced which would 
raise investment in the economy. 
The rise of savings in the bank 
will enhance their credit capability 
and thus promote investment in the 
economy; (iv) the excess income 
deposited in the banks can generate 
taxable income for the government 
which can be spent on various welfare 
programmes for the poor in different 
sectors of the economy; (v) during the 
re-monetization process the supply 
of money and liquidity flow to the 
market will be slow. It will help to 
control inflation in the economy; 
(vi) money unearthed through the 
demonetization if spent prudently 
and honestly for the upliftment of the 
poor, will be helpful to reduce poverty 
and inequality in the society (vii) 
people who have earned black money 
through corruption and unfair means 
will be exposed and be punished so 
that it will pave the way towards a 
corruption free society. It will help to 

create a corruption free administrative 
and political environment in the 
country; (viii) earning through the 
unearthing of black money and also 
through raid on corrupt businessmen, 
politicians and bureaucrats will reduce 
the fiscal deficit. NITI Aayog Vice-
Chariperson, Arvind Panagariya 
expects that demonetization will 
bring significant tax gains and help 
the economy bounce back strongly in 
the years ahead; (ix) it will enhance 
the flow of FDI to the economy, as 
the foreign investment requires a 
corruption free environment; (x) as 
this step will check the generation of 
black money, it will also be helpful 
to control the outflow of illicit money 
to other developed country’s foreign 
bank accounts. The raid on the black 
money holders will unearth and 
control “money laundering” and 
“hawala” transactions also; (xi) the 
demonetization has inflicted a big blow 
to the terrorists and naxalites funding 
who were largely using counterfeit 
high value currencies for purchase 
of arms and ammunitions and for the 
conduction of terrorist camps, training 
and terrorists attacks. The cash less 
transactions will check the use of 
counterfeit currency and discourage 
terror funding; (xii ) demonetization, 
if done in regular intervals, will check 
political corruption and spending of 
illicit money during elections; (xiii) 
the demonetization and cashless 
transactions will be helpful to reduce 
the size of informal economy in the 
country. (xiii) it will promote social 
and cultural development in the 
society. Corruption and black money 
erodes social and cultural systems.  
It will put a break on unethical 
social development; (xiv) it will 
help the nation to achieve a real and 
cleaner economic growth rate, not an 
artificial and dirty economic growth 
rate achieved with the help of black 
money. It is a fact that the country is 
experiencing high rate of growth since 
1991, but where is development?. 
Growth rate is high but pace of 
development is slow and tardy. High 
economic growth rate, if it fails to 
promote development or lead to snail 
pace development, will not be helpful 

Table-3: Financial inclusion in India (per cent of adult age> 15), 2014 

Type Percentage
With Financial institution account 52.8
Has debit card 22.1
ATM is the main mode of withdrawal 33.1
Used a debit card to make payment 10.7
Used a credit card to make payment 3.4
Used the internet to pay bill or make purchases 1.2
Saved at financial institution 14.4
Barrowed from a financial institution 6.4

http://datatopics.worldbank.org/financialinclusion/country/india(accessed on 
20/12/2016)

Table-2: Cash to GDP Ratio in 
Selected Countries (%)

Country Percentage
Sweden 1.73
South Africa 2.39
UK 3.72
Brazil 3.82
Canada 4.08
USA 7.9
Singapore 9.55
Russia 10.56
India 10.86

Source: http://byjus.com/free-jas-prep/
demonet iza t ion-of - rs -500-and-rs -
1000(accessed on 19/12/2016)
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for the poor to improve their quality 
of life. Any growth rate achieved 
through the distributive justice and 
with less economic inequality is the 
true growth rate for a developing 
country like India. Less growth rate 
with less poverty and lower income 
inequality is more desirable and better 
for the Happiness Index than high 
growth rate with more number of 
people living below the poverty line 
and there is huge income inequality 
between the rich and poor. The nation 
has already crossed seven decades 
of its independence and cannot wait 
for long to allow a few to enjoy 
all fruits of economic growth and 
development while a vast majority 
languish in economic and social 
underdevelopment. It is high time 
the nation has to change its economic 
growth and development strategy.

Suggestions:

i)	 It should be a continuous exercise 
by the government and be repeated 
at suitable intervals to discourage 
the hording of black money in the 
form of cash. It will encourage 
digital transactions and banking 
habits among the people and 
improve the banking system 
also.  

ii)	 The tax net needs to be increased. 
Simple progressive taxation is 
suggested. Besides the poor 
and lower middle income group 
with annual income of less 
than rupees five lakh should 
be exempted from the tax net, 
so that they can invest it in 
purchasing household amenities 
for improving their quality of life. 
It will also be helpful to promote 
self employment and small scale 
business activities. As a simple 
tax collection procedure, the 
tax must be deducted at source. 
It is better that the tax payment 
system must be very simple. The 
filling of returns must not only be 
simple but also be do away with 
by deducting tax at source will 
making any payment.

iii)	 The size of the informal economy 
needs to be curtailed. All payments 

to the workers in the informal sector 
with the business, contractors, 
landlords, and other rich and 
higher middle classes houses have 
to be made digital. Employees 
have to be encouraged to open 
bank accounts and employers 
need to pay them either through 
e-transactions or in cheques. 

iv)	 In order to promote more and 
more digital payment, government 
needs to take steps to reduce the 
interest charged on the debit and 
credit cards and particularly credit 
cards. The low rate of interest 
through the BPL-Adhar Card link 
on the people belonging to Below 
Poverty Line will encourage the 
use of debit and credit card use 
among the poor people. special 

concessions need to be given to 
the small businessmen, vendors 
and petty shop owners, tea and 
beetle sellers, etc.

v)	 Adequate number of bank branches 
need to the opened in rural areas. 
Because the number of banks per 
1,00,000 population in India is 
only 0.01, while in Germany the 
ratio is 2.3, that is 230 times larger 
than that of India. The other non-
banking financial intermediaries 
such as Life Insurance Corporation 
and Health Insurance companies, 
General Insurance companies 
need to be involved in the re-
monetization process of the 
government. Besides, they must 
also render their help to the banking 
institutions in the promotion 
of saving and use of debit and 
cards among the rural and semi-
urban users. A strong regulatory 
mechanism for the private and 
cooperative banking system, chit 
funds, etc. should be put in place 
so that they should not indulge 
in nefarious activities of black 
money.

vi)	 One of the essential prerequisites  
for the promotion of digital 
economy is safe digital transactions. 
Adequate arrangement have 
to be made for digital security. 
Strong action needs to be taken 
for prevention of digital crime 
and compensation be made to 

One of the essential 
prerequisites for the promotion 

of digital economy is safe 
digital transactions. Adequate 
arrangement have to be made 

for digital security. Strong action 
need to be taken for prevention 

of digital crime and compensation 
be made to the common men 
if they lose money because of 

digital crime. A system of digital 
investigation and insurance should 

be created
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the common man if they lose 
money because of digital crime. A 
system of digital investigation and 
insurance should be created.

vii)	The self help groups (SHGs) can 
be of great help to the people in 
the promotion of digital banking 
systems in the rural areas. More 
and more SHGs must be given 
the charge of bank mitras (friend) 
who can extend their help to 
the bank, post offices and bank 
correspondents during the re-
monetization process and also 
proliferation of digital economy, 
use of debit and credit cards for 
making payment in the purchase 
of goods and services in the 
countryside. Besides the rural 
social infrastructures such as 
Youth Clubs and Mahila Mandals 
and Panchyati Raj Institutions 
should be energized for the 
propagation of digital rural 
economy. The “Gram Sabhas” in 
PRIs(Panchayati Raj Institutions) 
and “Ward Sabhas” in ULBs 
(Urban Local Bodies) must take 
up the issue of digital economy at 
the village level.

viii)	A l l  t h e  l i n e  d e p a r t m e n t 
functionaries such as school 
teachers, health workers, village 
development officers, anganwadi 
workers,  etc.  must educate 
the people about the financial 
inclusion and digital economy. 
Government has a large net work 
of village level functionaries and 
institutions which can take up the 
challenges of promotion of digital 
India.

ix)	 Like Pulse Polio Campaign, the 
digital India campaign twice or 
thrice in a year in a mass scale can 
be conducted in the country. It is 
an appropriate way to propagate 
the Digital India campaign both 
in rural as well as urban areas. 
Besides, the digital infrastructure 
also needs to be improved.

x)	 India being one of the emerging 
economies in the world must try 
to achieve high “transparent and 

distributive growth rate”, that is 
the growth rate achieved bereft of 
black money and with distributive 
justice. In other words, it must be 
pro-poor and transparent growth 
rate with the help of digital 
transactions. The high growth 
rate achieved with the help of 
black money cannot be helpful 
to reduce poverty and economic 
inequality.

xi)	 Strong political will among both 
the ruling and opposition parties is 
necessary for the implementation 
of any economic reform including 
de-monetization and cash less 
economy in the country.  

Conclusion

The Crisil Report says that “the 
demonetization move could change 
the face of the Indian economy”. 
According to Mauro F Guillen “the 
move could stifle some business 
that are legal and clean, if they use 
cash payment. But everyone will 
adjust. And while it can hurt some 
small business and individuals, it is 
better to do it than not”. According 
to IMF “we support the measures to 
fight corruption and illicit financial 
flows in India.” India is a great 
democracy where the people at large 
despite inconvenience supported 
the demonetization drive by the 
government for unearthing black 
money and counterfeit currency.  

Demonetization and cash less 
economy in the long run will have 
negative impact on black money and 
positive impact on economic growth 
and development. By controlling 
black money, these two measures 
i.e demonetization and promotion 
of cashless transaction will help 
the nation to achieve a cleaner and 
transparent growth rate bereft of 
black money. Income earned through 
demonetization, if spent on various 
developmental activities such as 
roads, sanitation, health, education, 
employment generation, and other 
livelihood projects and programmes 
will enhance development and raise 
the quality of life of the people.
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