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Market falling despite strong & improving fundamentals; making it a “Rare Opportunity” to invest 
 

5 reasons why you should be buying Equities in this correction 
 

• Near-term woes unsustainable - Dent on consumer spend and overall GDP growth will be extremely short-lived. Once 
people have realigned their idle cash through depositing it in banks as per RBI guidelines, this money will be “put-to-use” 
– by spending & investing. Money, hence, will come back into circulation. 

• Stashed away black money to come into circulation boosting GDP - To the extent of black money stashed away, the 
government will get a “Special Dividend” from the RBI which will be used towards boosting the overall GDP, through a 
combination of - social sector spends, infra spends, recapitalizing banks and setting off against fiscal deficit. 

• Sound & Improving Macro-economic fundamentals - Flush of deposits will mean lower interest rates, a view echoed by 
all our country’s leading bankers. This along with favourable monsoon implies lower inflation. Add to this GST 
implementation is under way. A culmination of the 3 will be a major boost to the economy which could lead to Real GDP 
growth rates more than 10% p.a. over the next 2 years or so. 

• Equities to be the most attractive asset class - With declining yields on Fixed Deposits and uncertainty around other physical 
assets – gold and real estate, this large corpus of funds deposited in banks through de-monetization will have hardly any 
choices left for investments. We see “Equities” being the biggest beneficiary and is expected to see sharp increase in asset 
allocation. 

• Sensex Valuations highly attractive - Our estimates suggest Sensex valuation at about 18xs FY17 on thrashed down FY17 
EPS est. of Rs. 1400/- incorporating weakness in Q3 & Q4-FY17 results due to demonetization effect. This is within the 
historical index multiple of 18-20xs. Assuming even a conservative 15% YoY growth rate in FY18, implying FY18 PE of 
16xs and an upside potential of 15-50% over 6-9M. In our opinion, these are very attractive levels for the market and we 
would strongly recommend using this opportunity in owning stocks. 
 

I. What will be the effect of Demonetization on the Indian Economy? 
 
Quick MATH of Demonetization – 

(Rs. Lakh Crores) Amt, Our View 

Amount of currency sucked out through ban of 
Rs. 500 and Rs. 1000 currency notes 

14.5   

Off which: Est. to be present with RBI and 
Banks 

1.5  

Residual in circulation 13.0  

Off which: Our % estimated as Black Money 
stashed away 

~30% = 3.9 To the extent of Black Money, RBI liability will become zero. RBI has the following 3 
options –  
a. Reprint that much amt. of currency b. Recapitalize banks c. Special dividend to govt. 
 
Govt. on receiving the special dividend has the following 4 options – 
a. Reduce fiscal deficit est. Rs. 5 lakh cr. b. Increase equity in Public Sector banks c. 
Increase social sector spending d. Increase spending on Infrastructure 
 
All in all, this extent of money which was stashed away will come back into the system. 
However, its integration and the full effect will gradually pan out over the next couple of 
quarters. 

Residual deposited in banks 9 Such massive addition to deposits will pull down rate of interest; boosting corporate 
borrowing to spur investments. Apart it will reduce attractiveness of FDs. Deposit in banks 
is only for an intermediate time. Money will come back into circulation by way of consumer 
spending and / or investments in Equities given the low yield on FDs and lack of 
attractiveness due to uncertainty surrounding physical assets like real estate and gold. 

 
The government has pulled off arguably the most significant reform measure in its tenure. While this expeditious move to boldly 
counter the black money and parallel economy threat is likely to have near-term repercussions, importantly, this effort will have a 
visible impact on how the current government's policies are perceived in international circles of economic power. In our opinion, 
most of the macroeconomic impact will be felt in the short-term, though there are larger beneficial implications in the medium to 
long-term. We have tried to answer some of the more immediate questions below. 
 

 

 



 
 

a. What are some of the short-term impacts?  
 
There will be a disruption in the current liquidity situation as households and trade are likely to get affected by the note exchange 
terms laid by the government. Though clarity is unfolding on this, and each successive week is better than the previous, commodity 
transactions and general cash market transactions are likely to feel an immediate impact.  
Unorganised sector proceedings, including small trade market activities, will remain volatile in the short-term. It is important to note 
that a significant percentage of the Indian workforce is employed in this sector, which is likely to be affected by immediate liquidity 
issues. Overall, negative impact on disposable income is expected along with likely disruption in the consumption patterns of the 
general populace. It is estimated that there will be a negative GDP impact in the current quarter (Q3-FY17) as consumption gets a 
shock in the immediate term. However, quantum and degree of this impact is anybody’s guess.  
 

b. How are the equity markets likely to be affected? 
 
An elevation of uncertainty is always a negative for equity markets. As such, markets have reacted negatively to this latest news 
though part of this may be attributed to the US election results. Markets will recover in the medium-term as the uncertainty eases 
out. While there exists a possibility of a broad-based decline, there will be some sectors (with linkages to the unorganised economy) 
that would feel the brunt while some niche technology sectors related to fin-tech and e-commerce could gain. The long-term outlook 
remains positive. (Detailed scenario analysis of Index and Valuations is covered in Section - II below.) 

 
c. What could be some of the sectoral impacts?  

 
Positives  

E-commerce and Fintech  
1) Payment gateways  
2) Cards  
3) Mobile wallets  
4) Online retail  
5) Net and payment banks  
6) e-marketplace  
 

Negatives  

Agriculture  

Luxury goods  

Real Estate  

Commodities  

Traditional Retail -1) Consumer durables 2) Consumer non-durables  
 

d. Will exchange rates be affected?  
 
We could see some appreciation of the domestic currency in the forex markets as notes in circulation will decrease. Though the RBI 
will be monitoring and taking remedial action, negative impact on international trade cannot be ruled out at this point. Counter moves 
by the government are expected to ease this impact.  
 

e. Will there be an effect on Inflation and what are the policy implications for it?  
 
We are likely to see some decline in inflationary pressures as demand along with household inflation expectations are likely to go 
down. This would make the RBI more comfortable on managing inflation in the future increasing the possibility of rate cuts in the 
future.  
 

f. What are some of the longer-term implications? 
 
This essentially represents a change in regime for the real and financial economy. Domestically, there could be some turmoil as the 
effect will be disproportionately felt by the lower and upper income classes. Internationally, the government is likely to get a thumbs- 
up for the move and more countries could potentially see this as a viable option to curb black money and stem illegal financial 
activity. This move by the government achieves larger significance for a globally connected India as it shows boldness in tackling 

an issue which has remained a thorn in the growth success story of this generation.  
 
 
 



 
 

II. What will be the effect of Demonetization on the Stock Markets? 
 

 
FY17 

Equentis 
Base Case 

FY17 
Equentis 

Worst Case 
Comments 

Sensex EPS    

Existing 1,560 1,560  

Revised Scenarios 1,414 1,326 First Half FY17 EPS reported of Rs. 800/- 

Change in EPS -9% -15%  

    

PE - Revised Scenarios 18.27 19.48 W/n hist. range of 18-20xs 

 

 BASE CASE WORST CASE 

Sensex EPS (Rs./-) FY17 FY18 YoY FY17 FY18 YoY 

        1,414        1,626  15%       1,326      1,525  15% 

        1,414        1,662  17.50%       1,326      1,558  17.50% 

        1,414        1,697  20%       1,326      1,591  20% 

        1,414        1,732  22.50%       1,326      1,624  22.50% 

        1,414        1,768  25%       1,326      1,658  25% 

       

Sensex target (6-12M) PE - 18xs PE-20xs PE-22xs PE - 18xs PE-20xs PE-22xs 

       29,275      32,527    35,780      27,448    30,498    33,548  

       29,911      33,234    36,558      28,045    31,161    34,277  

       30,547      33,942    37,336      28,642    31,824    35,006  

       31,184      34,649    38,113      29,238    32,487    35,736  

       31,820      35,356    38,891      29,835    33,150    36,465  

       

Upside PE - 18xs PE-20xs PE-22xs PE - 18xs PE-20xs PE-22xs 

 13.3% 25.9% 38.5% 6.2% 18.0% 29.9% 

 15.8% 28.6% 41.5% 8.6% 20.6% 32.7% 

 18.2% 31.4% 44.5% 10.9% 23.2% 35.5% 

 20.7% 34.1% 47.5% 13.2% 25.7% 38.3% 

 23.2% 36.9% 50.5% 15.5% 28.3% 41.1% 

       
Sensex Valuations highly attractive - Our estimates suggest Sensex valuation at about 18xs FY17 on thrashed down FY17 EPS est. 
of Rs. 1400/- incorporating weakness in Q3 & Q4-FY17 results due to demonetization effect. This is within the historical index 
multiple of 18-20xs. Assuming even a conservative 15% YoY growth rate in FY18, implying FY17 PE of 16xs. In our opinion, these 
are very attractive levels for the market and we would strongly recommend using this opportunity in owning stocks. 
 
Note – Base Case – we assume liquidity conditions to normalize within 6M. Consumption led demand, SME segment activities are also expected to 

come back to regular levels along with no severe impact on NBFCs and HFCs due to demonetization. 

 
Worst Case – we assume liquidity conditions to normalize after 9M to a year. Consumption led demand, SME segment activities are also expected 

to remain subdued for a longish period with impact on NBFCs and HFCs due to demonetization. 

 
 
 
 
 
 
 
 
 
 



 
 

III. Why Equities are expected to be the single largest beneficiary? 

 

• The total currency withdrawal through demonetization is estimated at approx. Rs. 15 lakh crores.  
 

• Within a week since the demonetization announcement, around Rs. 4 lakh crores have been deposited in the Indian banking 
system.  

 

• Interestingly, the total accretion of fresh bank deposits in a year in India is roughly Rs. 10 lakh crores. This means 40% of 
yearly fresh deposit accretions has already been added, while we still have over a month left to go. 
 

• The moot question is, “So where will these vast sums of money deposited in the banks go?” Let’s evaluate all the options – 
 
a. Fixed Deposits – With banking system flushed with deposits, pure economics will dictate that interest rates across 

tenures are set to witness steep decline. This view is shared by all our leading economists and bankers. Fixed deposits 
offering ~7% rate of interest will lose its sheen. We don’t reckon any large inflows into Fixed Deposits going forward. 
 

b. Real Estate – Indian real estate has been massively overvalued — and the reason is that it acts as a laundering machine 
for black money. In fact, even prior to this demonetization move, one has already seen transaction volumes brought 
down by anti-black money measures, notably being – sharply increasing “circle rates” that sets an effective floor on 
prices for property sales, thereby reducing the scope for sellers to demand a cash component on top of the formally 
declared sale price.  
 
Perhaps, being the biggest victim of demonetization, real estate prices are expected to see correction across markets 
Pan-India. While we believe projects of reputed builders and at prime and promising locations will not witness any 
material price erosion, at the same time, property price appreciation will see a beating thereby boosting demand; till the 
time prices align with demand and supply. Accordingly, our view is that we don’t estimate large diversion of flows into 
real estate in the short term. 
 

c. Gold – The attachment to physical assets is explained in part by tradition and fears of inflation; but primarily by the 
long history that the investment in gold for long has been driven by cash transactions, making this asset class a 
convenient means of parking undisclosed black money. 
 
Immediately after the announcement, there was a spike in activity with rush by holders of undisclosed cash to exchange 
it for gold, despite steep premiums imposed by sellers. However, government measures requiring buyers to mandatory 
report their PAN on transactions more than Rs. 2 lakhs, will ensure steady shift away from “Gold” as an asset class for 
parking undisclosed cash.  
 
In fact, the shift away from gold has already begun and we strongly believe that over time, the proportion of wealth 
invested in this asset class will keep on dwindling. 
 

d. Equities – (Stocks, Mutual Funds) – In contrast with the dwindling yield on Fixed Deposits and uncertain outlook for 
Real Estate and Gold, we strongly are of the view that the money which was hitherto lying idle or in process of being 
parked in physical assets will have no option left but to get invested in equity markets through direct exposure in stocks 
or through mutual funds. 
 

Equities where hitherto losing out to real estate and gold not because they were not performing well, but because they 

were not able to offer any tax amnesty / shelter as against the physical assets like real estate and gold. Now, with a level 

playing field created, logically speaking, equities will stand to benefit the most and share of financial savings in equities 

will considerably increase. 
 
 
 
 
 
 
 
 
 
 



 
 

EQUENTIS VIEW ON DEMONETIZATION 
 

What is “Demonetization”? 
 

• Definition: Demonetization is a (radical) monetary step in which a currency unit’s status as a legal tender is declared invalid. 
This is usually done whenever there is a change of national currency, replacing the old unit with a new one. 

• The announcement by PM Modi: On the evening of 8th November, 2016, PM Modi, in his televised address to the nation, 
made Rs. 500 and Rs. 1,000 notes invalid. As per the announcement, people holding notes of Rs. 500 and Rs. 1,000 can 
deposit the same in their bank and post office accounts from 10th November, 2016 till 30th December, 2016. All notes in 
lower denomination of Rs. 100, Rs. 50, Rs. 20, Rs. 10, Rs. 5, Rs. 2 and Re. 1 and all coins would continue to be valid, and 
new notes of Rs. 2,000 and Rs. 500 have been introduced. There is no change in any other form of currency exchange be it 
cheque, DD, payment via credit or debit cards etc.  

• Objective: The stated objective of the Govt. is to curb black money, curtailing prevalence of fake currency, and countering 
terrorism financing. The move is in continuation with Government’s attempts to curb financing of terrorism through the 
proceeds of Fake Indian Currency Notes 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.  

• Additionally, the Government also expects this move to increase tax collection, broaden tax compliance sustainably and 
thus provide the foundation for ultimately lowering tax rates, a higher share for the formal economy, higher financial 
inclusion and rising national productivity arising out of lower cash in circulation. Another major objective is also to increase 
and encourage electronic transactions since these are safe, fast, easy and eliminate human error. The announcement aims to 
break the back of the “parallel” or “shadow” economy which has attained staggering proportions in India.  

• Shadow economy: As per Reserve RBI figures, as of 31-March-2016 currency in circulation amounted to Rs. 16.,5tn. Of 
this, Rs. 500 notes accounted for 47.8% in value and Rs. 1,000 notes another 38.6%. Together, they were more than 86% 
of the value of the notes in circulation. The World Bank in July, 2010 estimated the size of the shadow economy for India 
at 20.7% of the GDP in 1999 and rising to 23.2% in 2007 (averaging 22.4% for the period 1999-2006). Assuming this ratio 
still holds, it amounts to $497bn of money unaccounted for. It is estimated that this move would obliterate ~40% of this pie 
with a single stroke. The remaining 60% is most likely locked up in physical assets like gold, land and real estate and will 
suffer secondary damage via erosion of value. Gold buying will not be possible any more with illegal cash that cannot be 
deposited.  

• Pre-cursor to the move:  While several Governments prior to this one have spoken of eliminating black money, there was 
hardly any concrete action taken and most of it became mere election rhetoric. Since the time the current Government came 
to power, the Prime Minister had clearly lined that all possible measures will be taken to tackle Black Money. Under Pradhan 
Mantri Jan Dhan Yojana, bank account for millions of Indian citizens were opened coupled with insurance. Thereafter, 
amnesty scheme was launched to get back unaccounted money stashed away abroad in foreign banks and Voluntary 
Disclosure Scheme was launched. And then came the current demonetization. The entire act was done in complete secrecy 
in line with the nature of the announcement.  

• India’s previous demonetization moves: Even though the current demonetization has generated headlines on media and 
elsewhere this is not the first Government to use this toll. India has undertaken demonetization twice previously. In January, 
1946, Rs. 1,000 and Rs. 10,000 banknotes were demonetization while in January, 1978, Rs. 1,000, Rs. 5,000 and Rs. 10,000 
notes were demonetized after getting re-introduced in 1954.  

• Other examples around the world: India is not the first country in the world that has tried demonetization to curb the 
menace of black / unaccounted money. There have instances of the same in the past as well with mixed tracked record of 
success. Some of the notable examples are – Ghana (1982), Nigeria (1984), Myanmar (1987), Soviet Union (1991), Zaire 
(1997) and North Korea (2010).  

• In our view, this landmark initiative is unprecedented in its scope and magnitude as these high-value notes form around 
86% of the total currency. Some have hailed this announcement as one of the biggest, boldest and most significant financial 
moves since Independence. This measure can provide the government with windfall gains through adjustments to the RBI’s 
balance sheet. However, the exact time for the gains and nature of gains remains speculative as of now. The windfall gains 
can accrue in FY2018 or later and can be used by the government for long term debt reduction and/or higher expenditure to 
prop up demand conditions. In the near term, there will be risks of significant demand reduction in certain cash dependent 
sectors such as real estate (and its associated sectors such as cement, building materials, etc.), retail trade (especially local 
stores and their suppliers), luxury products, etc. However, the effect should smoothen out over the medium term and create 
a more matured, transparent and strong economy with larger proportion of “accounted for” transactions. 

 
 
 
 
 



 
 

What are Pros and Cons of this move? 
 
PROS: 
 
Shift from unorganized to organized economy: A combination of demonetization and GST will aid the shift from the unorganized 
to the organized segment in several consumer-oriented categories. As unorganized trade becomes more compliant, the pricing 
advantage that it possesses today vis-a-vis the organized business will fade. The shift in market share in favor of the organized 
branded segment in the medium to long term is inevitable.  
 
Reinforces the “pro-reforms” face of the Government: The current demonetization drive reinforces faith in the Government’s 
pro-reforms agenda, the very promise on which the current Government was elected to power with a thumping majority in 2014. The 
drive would also instill fear in the minds of law-breakers as to what would be the next step by the Government. The move is expected 
to improve India’s image globally. 
 
Disruption in currency racket: If implemented correctly and effectively then it will result in end of fake currency racket as most 
of the fake notes are of Rs. 500 and Rs. 1000 currently. This will also deal a blow to terrorist activities from across the border which 
use black money in return for trafficking of weapons, drugs, etc.  
 
Benefit to online payment routes: The current situation presents an exciting opportunity for payment gateways, cards (credit and 
debit), mobile wallets, online retail, net and payment banks and e-market-place. 
 
CONS: 

 
Inconvenience to people: People are getting highly inconvenienced due to huge queues outside banks and ATMs for withdrawals, 
exchanging the demonetized notes with those of lower denominations or depositing them in own accounts. The limit on daily / 
weekly withdrawals has added to the burden.  
 
Hardships to small traders and business persons: There are certain areas in daily walks of life where transactions happen in cash 
– buying daily groceries, vegetables, buying goods from roadside vendors. Hence, some cash is certainly required for day-to-day 
activities; which would be affected by the currency shortage being faced currently. As the supply of money dries up, small and 
medium-size business are finding it difficult to pay daily wages and raw material costs, among other expenses. Indian small 
businesses typically rely heavily on cash for their day-to-day operations. 
 
Loss owing to fake currency being detected:  Common people could be in for a rude shock if they discover that the currency note(s) 
that they deposited in the bank was (were) fake. Even if this money was earned by legal and ethical means, the person in possession 
of the currency would have to bear the brunt of the same.  
 
Workarounds being devised by people: Some Indians have devised workarounds to use up the banned notes. Certain government 
services such as the railways still accept the demonetized notes. Those with the now-invalid notes book expensive train tickets, cancel 
them, and get refunded in new notes. In response, the Indian Railways had to stop giving refunds in cash. 
 
 
Whatever be the pros as well as cons of this move, it is majorly being hailed as a very bold and effective reform measure and one 
that has taken everyone by surprise. There would, however, be some teething trouble that people as well as Government would have 
to face. If the Government can pull off the entire exercise in the slated time in a relatively seamless manner, it would certainly be a 
huge confidence booster for the Government and would mark the beginning of its fight against unlawful elements.  
 
 
 
 
 
 
 
 
 

 

 

 

 



 
 

Sectoral Impact 
 

Sr.  
No. 

Sector Impact – ST & LT Details 

1 
Financials  
(Banks, NBFCs, 
 MFIs and HFCs) 

ST – Negative  
LT -- Positive 

� Banks have been getting strong inflow of CASA deposits since the beginning of this drive, 
estimated at Rs. 2.5tn till date, which is 7.5% of existing CASA base. 

 
� Restriction on withdrawal is leading to excess liquidity being parked into G-Sec. 
 
� Lower spreads on monies parked into Investments and higher administrative cost of 

demonetization is likely to be more than compensated by trading gains in investment portfolio. 
 
� For NBFCs, new disbursements have come to a halt due to lack of new notes (esp. Rs. 500) 

and inability to collect old currencies for repayments. Most consumer durable stores indicated 
that their business is down by 60-70% and that improvement is expected only after 1-2 months. 

 
� Business has dipped significantly across vehicle finance, while collections are down over 80%. 

Disbursements are also hit badly as customers were finding it difficult to make margin money 
payment, and NBFCs are not getting money from customers. 

 
� Disbursements for real estate financing are down by 70-80% over past few days as customers 

are deferring their decisions. Real estate transactions have almost come to a halt in past few 
days, and potential buyers are expecting price correction.  

 
� Portfolio exposure to LAP/SME/MFI segment will likely see heightened stress levels. A large 

proportion of transactions/ income generation in these segments are cash based.  
 
� Banks’ entire focus is now on administration/exchange of old currency, with little or no emphasis 

on credit/recovery. Hence, asset quality could get hampered over the next 1- 2 quarters. 
 
� Interest rates are expected to trend downwards as money supply in the formal sector increases. 

This will reduce borrowing cost for Banks / NBFCs over the longer term.  
 

2 
Automobiles  
and Auto- 
ancillaries 

ST – Negative 
LT -- Positive 

� The automobile sector in entry level segment of bicycles, motorcycles, second-hand cars would 
suffer an immediate impact since a lot of transactions take place in cash using no PAN (and 
possibility black money). Q3 would suffer from a double whammy of lean sales post festive 
season and effect of demonetization. 

 
� It is common practice for down payments to be made in cash across categories, this could get 

impacted due to current drive. Also, inventory stocking for the marriage season could get hit. 
 

� Channel checks suggest that footfalls / enquiries in showrooms have fallen 50% for 2Ws and 
50-70% for 4Ws. Turnaround time from enquiries to bookings for 4Ws has gone up from 8-10 
days to 12-14 days. Unorganized fleet operators have postponed buy orders by 1 – 2 months. 

 
� 95% of 3W transactions are financed, however, 70% of down payments happens in cash. 

Hence, purchase decisions could get deferred by 1 – 2 months. 
 

� If the current weakness prevails for a longer duration, OEMs might support dealers to manage 
working capital pressures resulting in their own working capital cycles getting stretched. 

 
� Sale of trucks, tractors and high-end luxury cars would suffer as a lot of these happen in the 

parallel economy. 
 

3 
Consumer --  
FMCG & 
Discretionary 

ST – Highly  
Negative  
LT – Neutral  
to Positive 

� Businesses with high cash component -- grocery stores, QSRs, Cigarettes, discretionary 
items have seen huge impact as consumers have reduced spending on these items. 

 
� Because of the uncertainty at the retailer level, some companies are considering extending 

credit period to distributors, who will in turn extend credit to the last mile retailer (bearing brunt 
of weak demand and high inventory levels). 

 
� In grocery stores dealing with FMCG products and having high cash sales proportion, customers 

are mainly buying staples and not discretionary products. Even buying of staples is being 
delayed wherever possible. 

 



 
Sr.  
No. 

Sector Impact – ST & LT Details 

� Over longer term, sales of staples would normalize as consumers would eventually alter their 
spending patterns. Need-based products are expected to return to normal trajectory quicker 
than discretionary products (such as gold, alcoholic beverages, etc.).  

 
� Branded apparels have not seen huge impact of demonetization. This is because only ~20% 

of their sales are in cash. Given higher ticket size of branded apparels, majority of their sales 
happen by credit / debit cards. 

 
� India is 4th largest illegal cigarette market in the world; tax-evaded tobacco products (like bidis, 

chewing tobacco and illegal cigarettes) currently constitute over 89% of total tobacco 
consumption. Similarly, counterfeit products have been a menace to the FMCG companies and 
the cash crunch in the economy might serve as a blessing in disguise to the sector in our view. 

 

4 Real Estate 

ST – Highly  
Negative 
 
LT – Mildly  
Negative to Neutral 

� Real estate transactions have almost come to a halt in past few days, and potential buyers are 
expecting price correction. Small builders could face liquidity issues as hard cash may be 
rendered useless and conversion would take time. Small developers are now insisting existing 
customers to make payments by cheques. 

 
� Over medium term, black money funding in real estate will come down significantly. Land prices 

may correct and housing will become more affordable. This will prop up pre-sales volumes. 
Curbs on black money will make the sector more transparent and price discovery more efficient 
for genuine buyers. This along with Real Estate Regulatory Bill will help in the long term. 

Note:  LT - Long Term = 12 months+ 

          ST -  Short Term = 1 – 3 months 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
Impact of demonetization drive on Indian equity, bond markets and macro-economy: 
 

Sr.  
No. 

Variable Impact – LT&ST Details 

1 Equity Markets 
ST – High volatility 
LT -- Positive 

� Equity markets, which had already become volatile as outcome of the US 
Presidential elections neared, have been facing greater volatility due to 
uncertainty surrounding the entire demonetization exercise. 

 
� While there is possibility of broad-based decline, some sectors linked to 

unorganized economy would feel the brunt while niche technology sectors 
related to fin-tech & e-commerce would benefit. Long-term outlook for equity 
markets remains positive as deficits reduce and stronger economy emerges. 

 

2 Bond Markets 
ST – Positive 
LT -- Positive 

� Over the short term, improved liquidity in the banking system would drive up 
demand for bonds and cause downward pressure on yields. 

 
� Over the longer term, improved fiscal position would reduce borrowing 

requirement and exert downward pressure on yields. 
 

3 Inflation 
ST – inflation  
to trend lower 
LT -- neutral 

� Over the immediate term, downward pressure on prices due to lower 
demand, especially in rural areas and for sectors such as housing, transport 
and food where share of cash transactions is high. Sharper fall in rural 
inflation versus urban inflation is likely.  

 
� However, there would be minimal impact in the longer run, as demand will 

bounce back in line with increased Government spending and positive 
impact on employment and incomes. 

 

4 Liquidity 
ST – positive 
LT – Neutral 

� Led by higher deposits, banks would have increased liquidity which will help 
mitigate any short-term concerns arising because of FCNR redemptions. 

 
� Over the longer term, RBI would go ahead with its stated intent of 

maintaining neutral liquidity in the banking by sucking out any excess 
liquidity through open market operations. 

 

5 Fiscal Deficit  
ST – Neutral 
LT – Positive 

� It would take some time for tax officials to claim tax on deposits made by 
people; hence one-time impact on tax collections could be high. However, 
over the longer term, better tax compliance and disincentive to hoard cash 
could push up direct tax collections in the medium term.  

 
� Income tax collections are expected to see uptick as funds that were 

unaccounted for earlier would now enter banking system & eventually get 
taxed. The “unaccounted” component is estimated to be 23% of total 
economy. IDS with tax rates between 30-120% would further increase 
collections, thereby creating room for infrastructure spending. 

 

6 Current Account Deficit 
ST – Positive 
LT -- Negative 

� Gold demand has currently got dented due to policy restrictions. The 
demonetization exercise will bring down gold imports since almost 80% of 
gold purchases are done in cash. 

 
� Few quarters down the line, pent up demand for gold and the desire to hoard 

gold instead of cash may lead to higher imports, thereby widening CAD. 
 

7 GDP 
ST – Negative 
LT – Highly 
Positive 

� Consumption & investment-led demand could see some dent as cash based 
economy feels a crunch. Not all black money may get declared, hence 
overall money available with people for cash-based consumption demand 
would be lower. 

 
� Increased direct tax collection would create room for investment spending. 

Also, disposable income may go up in the long term, if Govt chooses to bring 
down income tax rates, given that tax base will widen. Higher disposable 
income to bode well for consumption. On the other hand, some sectors 
related to construction and real estate) could get negatively impacted. It 
could be a cause for worry since these sectors generate huge employment.  

Note:  LT - Long Term = 12 months+ 

          ST -  Short Term = 1 – 3 months 

 



 
 

Summing it up: The big picture 
 
The immediate, medium and long-term effect of the current demonetization drive can be summarized as seen in the image below: 
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