
 
 

         

Aming to tackle counterfeiting circulation of high denomination currency notes and 
controlling corruption, the Indian government has come up with the bold step by scrapping 
the legal tender status of high denomination currency notes (INR 500 and INR 1000) 
effective from 8th November, 2016 midnight. It is the third round of demonetization done 
by GoI post 1946 when the notes of Rs 1,000 and Rs 5,000 and 1978 when the notes of Rs 
1,000, 5000 and 10,000 were demonetized in an attempt to curb black money and 
inflation. 
 
RBI mentioned that there are 16bn Rs500 notes and 6.7bn Rs1000 notes in circulation 
currently, which means that Rs 14,700 bn worth of cash currency is in Rs500/1000 
denomination notes. The RBI is in the process of replacing the old notes with new ones, 
and has issued operational guidelines to be followed over the next few days to ensure 
smooth transitioning.  
 
Through this, we have tried to come out with a brief explanation with regards to the 
impact of this step on different sectors and investment avenues: 
 
Banks and NBFCs 
Banks and NBFCs may be impacted on this action as there will be concerns over SMEs and 
LAPs loans as they may become unviable. However, in the long-term it is positive for banks as the 
CASA deposits will go up significantly improving formal money channels. 
 
Real Estate & Gold 
This step of government will hit worst on Real Estate and Gold market as these sectors are known 
to be a safe haven for converting stock of black money into white, especially in high-value 
transactions. Scrapping the old higher denomination notes may reduce the number of secondary 
transaction in the market for the short term at least. 
 

Equities 
In the short term the impact of it may be negative as the economy may face a slowdown in 
activities due to reduced money supply and in near term corporate performance and GDP growth 
could be weak.  However, in the longer run its impact on the market is good as it will curtail the 
corruption and improves the ease of doing business and unaccounted cash would be deposited in 
the bank accounts which would create opportunities for lending rate cuts and investment activities 
to pick-up.  
 

Debt 
This step would increase the tax collection of Indian government as some of the traders 
may rush to convert their unaccounted cash into sales. Addition to it, this will suck out 
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liquidity which will provide stability to rupees. Improved tax collection and stabilized 
currency will be positive for the debt market. Increase in bank’s deposits base as currency 
with public comes down and will also make lending cheaper as interest rates will come 
down. Overall, the move should help improve India’s fiscal and monetary position, which is 
a big positive for the debt markets.  
 
This is a strong and bold step taken by the government to curb black money; however the 
effects of this cannot be understated. This step of government will tight the cash liquidity 
and will put impact on the economy for the short term, however it will be beneficial for the 
economy and the capital markets over the medium and long term through lower 
corruption and improved transparency and tax compliance (tax revenues) significantly and 
consequently benefit public finances. 
 
 
 
 
 
 
 

Disclaimer: This document is for the personal information of the authorized recipient and doesn't construe to be any investment, 
legal or taxation advice to you. It is only for private circulation and use. The document is based upon information that we consider 
reliable, but we do not represent that it is accurate or complete, and it should not be relied upon as such. No action is solicited on 
the basis of the contents of the document. The document should not be reproduced or redistributed to any other person(s) in any 
form without prior written permission of the SMC Investments. 
The contents of this material are general and are neither comprehensive nor inclusive. Neither SMC Investments nor any of its 
affiliates, associates, representatives, directors or employees shall be responsible for any loss or damage that may arise to any 
person due to any action taken on the basis of this document. It does not constitute personal recommendations or take into 
account the particular investment objectives, financial situations or needs of an individual client or a corporate/s or any entity/s. 
All investments involve risk and past performance doesn't guarantee future results. The value of, and income from investments 
may vary because of the changes in the macro and micro factors given at a certain period of time. The person should use his/her 
own judgment while taking investment decisions. 
Please note that we and our affiliates, officers, directors, and employees, including persons involved in the preparation or issuance 
if this material;(a) from time to time, may have long or short positions in, and buy or sell the securities thereof, of company (ies) 
mentioned here in or (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation 
or act as a market maker in the financial instruments of the company (ies) discussed herein or may perform or seek to perform 
investment banking services for such company(ies) or act as advisor or lender/borrower to such company(ies) or © may have any 
other potential conflict of interest with respect to any recommendation and related information and opinions. All disputes shall be 
subject to the exclusive jurisdiction of Delhi High court. 
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