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GS II Structure, organization and functioning of the Executive and the Judiciary—Ministries 

and Departments of the Government; pressure groups and formal/informal associations and 

their role in the Polity. 

1. Supreme Court Verdict on Demonetisation Case 

In upholding the Centre’s 2016 decision to demonetise currency notes of Rs 500 and Rs 

1,000, Supreme Court gives a wide interpretation to the law on the decision-making process and 

extends the benefit of doubt to the government on the key events leading up to the decision. 

Demonetisation meaning 

· Demonetisation is the act of making a currency invalid by stripping off its legal status. 

Typically, demonetisation takes place when a nation changes its currency. To effectuate 

demonetisation, the existing currency is replaced with new currency. 

· Currency notes are legal tenders issued by a government, promising the owner to give the 

value marked on the notes. Since it is a legal tender, the sovereignty of the currency is 

binding on the taker. However, when a government strips off the value of the said currency, 

it is called demonetization. Demonetisation is the end of the legal agreement, as well. 

· This step is used to replace old currency with new. In recent times, members of the European 

Union, for example, used demonetisation to adopt the Euro as a common currency. 

Demonetisation in India 

· The much-publicised move of demonetisation was announced by the prime minister in an 

unscheduled, national, live telecast at 8:15 PM on November 8, 2016, making high-value 

notes invalid, starting midnight. Modi’s demonetisation move resulted in 86% of the existing 

currency of the time becoming invalid overnight. 

· The public had the option to surrender the invalid notes within the next 50 days (till 

December 31, 2016) or visit any bank branch in the country and exchange the illegal tenders 

for valid currency notes of similar value.  

· In a country with the world’s second largest population, the move resulted in extremely long 

queues, chaos, panic and several deaths. 

· Following demonetisation, 99% of the banned currency was returned to the Reserve Bank of 

India. While the total amount of the banned currency stood at Rs 15.41 trillion, Rs 15.31 

trillion came back to the banking regulator. 



 

 

Advantages of Demonetisation 

· According to the RBI, more than 99% of the invalidated money was returned to the banking 

system. Demonetisation helped government officials track the source of unaccounted cash. 

Individuals with a huge chunk of money had to disclose their source of income and pay taxes 

on them. 

· In 2019, the then Finance Minister Piyush Goyal announced Rs 1.3 lakh crore black money 

recovery through all anti-black money measures, including demonetisation. 

· Demonetisation was a move to achieve greater formalisation of the economy. After 2016 and 

along with the implementation of the GST in 2017, a larger part of the informal economy 

was brought into the formal fold. 

· A State Bank of India (SBI) report published in October 2021 found that the share of 

informal economy in FY18 might have shrunk to approximately 20 per cent from 52 per cent. 

· The Income Tax Department added 1.07 crore new taxpayers to its base during the FY 2017-

2018. Growth of approximately 25% was seen in the number of returns filed in FY 2017-

2918 compared to FY 2016-2017. 

Negative impacts 

· Touted to help the government deal with benami transactions, underground transactions and 

money laundering, demonetisation unsettled the local economy and resulted in the Rupee 

crashing against the US dollar. 

· With 86% of the currency in circulation tendered illegal, a state of cash crunch emerged, 

severely hitting cash-reliant sectors such as real estate. 

· MSMEs bore the biggest brunt of demonetisation. About 97 per cent of MSMEs operate in 

the informal space in India. Rendering the biggest denominations invalid sucked the liquidity 

out and struck a huge blow on these small enterprises. 

· According to Kaushik Basu, former chief economic adviser to the government, 

Demonetisation was ostensibly implemented to combat corruption, terrorism financing and 

inflation. But it was poorly designed, with scant attention paid to the laws of the market. The 

demonetisation had very little to do with corruption. It is the poorer people and the informal 

sector, which has been hit very adversely. 

· According to Amartya Sen, economist and Nobel Laureate, the demonetisation of 

currency was a despotic act as the government broke the promise of compensation that comes 



 

 

with a promissory note. Demonetisation goes against trust. It undermines the trust of entire 

economy. Only an authoritarian government can calmly cause such misery to the people – 

with millions of innocent people being deprived of their money and being subjected to 

suffering, inconvenience and indignity in trying to get their own money back. 

Arguments against the legality of demonetisation 

· The proposal for demonetisation in 2016 came from the central government. Therefore, it 

could not be given effect by way of a notification under Section 26 of the Act.  

· According to sub-section (1) of Section 26 of the RBI Act, 1934, every bank note shall be 

legal tender at any place in India and shall be guaranteed by the central government. This 

provision is subject to sub-section (2) of Section 26 of the Act. 

· Sub-section (2) of Section 26 of the Act applies only when a proposal for demonetisation is 

initiated by the RBI. It should be a recommendation being made to the central government. 

The recommendation can be in respect of any series of bank notes of any denomination 

· The word “any” will mean a specified series or a particular series of bank notes. Similarly, 

“any” denomination will mean any particular or specified denomination of bank notes. 

· On receiving the said recommendation made by the central board of the bank under sub-

section (2) of Section 26 of the Act, the central government may accept or reject the said 

recommendation. 

· If the central government accepts the recommendation, it may issue a notification in the 

Gazette of India. It should specify the date from which the bank notes shall cease to be legal 

tender. 

· When the central government proposes demonetisation of any bank note, it must seek the 

opinion of the central board of the bank. The bank is the sole authority to regulate circulation 

of bank notes and secure monetary stability. 

· The opinion of the central board of the bank should be independent after a meaningful 

discussion by the central board of the bank. If the central bank gives negative opinion, the 

central government may still go ahead with demonetisation after weighing the pros and cons. 

· The decision making process did not include independent advice by the central board of 

the bank. Therefore, notification dated November 8, 2016 for demonetisation is unlawful. 

Supreme Court’s Judgement 



 

 

· The majority view found that the word ‘recommendation’ would mean a consultative process 

between the Central Board and the Central Government.” 

· The judges highlighted that it cannot be expected that the RBI and the Central Government 

acted in two isolated boxes. An element of interaction/consultation in such important matters 

cannot be denied. 

· The majority verdict states that curbing fake currency, black money and terror funding are 

legitimate interests of the state and have a rational nexus with demonetization. 

· The court said that the Centre is the best judge since it has all the inputs about fake currency, 

black money, terror financing & drug trafficking.  

· The majority stated that the court cannot determine the effectiveness of the economic 

policy. It agreed with the Centre’s contention that the decision had to be made in secrecy and 

haste for it to be effective. 

· Dissenting Judge’s view: The Justice stated that demonetization was a violation of Section 

26(2) of the RBI Act as the recommendation for the demonetization originated from the 

Centre and not the RBI’s Central Board. 

Source: The Hindu 

Practice question: “Demonetisation was a shockingly cruel policy enacted under false pretences. 

It did not achieve any of its stated objectives”-How far you agree with this statement? 

GS III Awareness in the fields of IT, Space, Computers, Robotics, Nano -technology, Bio-

technology and issues relating to Intellectual Property Rights. 

2. Crypto Awareness Campaign 

The Investor Education and Protection Fund (IEPF) will launch an outreach programme 

to create awareness of Cryptocurrencies and Online Gaming. 

Investor Education and Protection Fund (IEPF) 

· The Investor Education and Protection Fund (IEPF) is managed by the IEPF Authority, 

which was set up in 2016 under the provisions of Section 125 of the Companies Act, 2013.  

· The Authority is entrusted with the responsibility of administration of the IEPF, which, 

besides promoting awareness among investors, makes refunds of shares, unclaimed 

dividends, matured deposits and debentures and so on to rightful claimants. 



 

 

· As for investment education, the idea is to reach out to household investors, housewives and 

professionals alike in rural and urban areas and teach them the basics.  

· Focus areas include primary and secondary capital markets, various saving instruments, the 

instruments for investment (such as mutual funds, equity, among others), making investors 

aware of dubious Ponzi and chit fund schemes and existing grievance redressal mechanisms, 

among other things.  

· Until the end of October, it had conducted more than 65,000 awareness programmes 

covering 30 lakh citizens. 

Concern about cryptocurrency 

· The crypto dilemma stems from concerns about the unregulated currency having a 

destabilising effect on the monetary and fiscal stability of a country.  

· Further, crypto exchanges in India are being investigated for their alleged involvement in 

unlawful practices such as drug trafficking, money laundering, violating foreign exchange 

legislation and evasion of GST.  

· As on December 14, proceeds of crime amounting to ₹907.48 crore have been 

attached/seized, three persons have been arrested and four prosecution complaints have been 

filed before the Special Court, Prevention of Money Laundering Act (PMLA). 

· The Reserve Bank of India (RBI) has recommended framing legislation on the sector. It is of 

the view that cryptocurrencies should be prohibited.  

· In a written reply to the Lok Sabha recently, Minister of State for Finance Pankaj Chaudhary 

stated that crypto assets are by definition borderless and therefore, any legislation (for 

regulation or for banning) would require international collaboration to prevent regulatory 

arbitrage. The collaboration must entail an evaluation of risks and benefits and evolution of 

common taxonomy and standards. 

Cyber risks with online gaming 

· There is confusion about the definitions of a ‘game of chance’ like fantasy games, and a 

‘game of skill’, a term which has been used in the Public Gaming Act (1867) but has not 

been spelt out. There are risks from cybercrimes as well. 

· In a ‘game of skill’, while the element of chance cannot be entirely ruled out, it is the 

‘element of skill’ (mental or physical skill of the user) that plays a dominant role in 

determining the outcome of the game rather than pure chance. 



 

 

· As per several rulings of the Supreme Court and several High Courts clearly establish 

‘Games of Skill’ as legitimate business activities protected under Article 19(1)(g) of the 

Indian Constitution. 

· These rulings have also emphasized a clear distinction between ‘Games of Skill’ and ‘Games 

of Chance’. 

· Despite these court rulings, online skill games have faced restrictions in a few States due to 

addiction, financial losses and the thin line between skill and chance. 

Significance of outreach programme 

· The need for the outreach programme is based on the observation that both crypto-assets and 

online gaming (that extends to gambling and betting) are still being promoted in a risky 

manner despite the recent turmoil in the sector. 

· The programme will help potential investors to thoroughly educate themselves before 

making any decision since cryptocurrency investing is a complex and risky endeavour.  

Way Ahead 

Apart from the outreach programme, there has to be a regulatory mechanism for the 

crypto sector. 

Source: The Hindu 

Practice question: Why is there a Concern about Cryptocurrency? Will an outreach programme 

help? 
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