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Abstract 

In earlier times, income generation and its utilization were relatively transparent, with clearly identifiable 

sources, commonly referred to as white money. However, over time, the structure of financial transactions in 

India has undergone significant changes, resulting in the emergence and expansion of black money. In the 

present context, black money has become a major issue of public concern, engaging policymakers, researchers, 

and society at large. 

This paper examines the status of black money in India by analyzing its key sources and patterns of utilization 

across different sectors of the economy. It further explores corruption as a primary factor contributing to the 

generation of black money and assesses its impact on various segments of society. The study also reviews 

policy measures and strategic approaches adopted by the Government of India to address this issue. 

The paper concludes that controlling black money requires a strong and comprehensive legislative framework 

supported by effective implementation and transparency. A clear understanding of the concept and nature of 

black money is essential for addressing its broader socio-economic implications. 
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Introduction 

Black money refers to income that is not fully legitimate in the hands of its holder, as it is not disclosed to the 

authorities for taxation and regulatory purposes. It is generally generated through activities that remain 

unreported and outside the formal accounting system. In simple terms, black money is income on which taxes 

have not been paid and which is concealed from fiscal authorities. 

According to the White Paper on Black Money published by the Government of India, there are two major 

sources of black money in the country. The first source includes income generated through illegal activities 

such as crime, drug trafficking, terrorism, and corruption, all of which are prohibited by law. The second, and 

more prevalent source, arises from lawful economic activities where individuals or entities deliberately conceal 

their income to evade taxes. 

A significant portion of such unaccounted income is often transferred abroad through illicit financial channels, 

contributing to capital flight. These funds are sometimes held in foreign bank accounts, including those in tax 

havens such as Swiss banks. The growing magnitude of black money has serious implications for economic 

stability, governance, and social equity, making it a critical issue for policymakers and researchers alike. 
 

Review of Literature 

A number of studies have examined the issue of black money in India, focusing on its causes, consequences, 

and policy responses. Aggarwal (2012), in the edited White Paper on Black Money, highlighted that violations 

of laws at both central and state levels often give rise to illegal activities, which in turn contribute significantly 

to the generation of black money in the Indian economy. 

Sarkar (2010) analyzed the concept of the parallel economy in India, emphasizing its causes, impacts, and the 

initiatives taken by the government. The study identified the political system as a major factor responsible for 

the growth of black money, arguing that the government tends to focus more on forming committees rather than 

ensuring effective implementation of policies. The author concluded that strict enforcement of existing laws is 

essential to curb the problem. 

  

http://www.ijrti.org/


© 2018 IJNRD | Volume 3, Issue 9 September 2018 | ISSN: 2456-4184 | IJNRD.ORG 

IJNRD1809018 International Journal of Novel Research and Development (www.ijnrd.org) 85 
 

Singh (2009) examined the issue of money laundering in India and discussed the challenges involved in 

controlling it. The study pointed out that the persistence of black money is largely due to poor implementation 

of laws, which enables the growth of sophisticated economic crimes. It emphasized that without strengthening 

administrative efficiency and enforcement mechanisms, controlling black money would remain a difficult task. 

Overall, the literature suggests that while adequate policies and legal frameworks exist, their ineffective 

implementation remains the primary obstacle in addressing the issue of black money in India. 

 

Objectives of the Study 

The present study is undertaken with the following objectives: 

 To examine the major reasons responsible for the generation of black money in India.  

 To analyze the impact of black money on Indian society and the overall economy. 
 

Black Money 

There is no universally accepted definition of black money in economic literature. Various terms with similar 

meanings are often used interchangeably, such as unaccounted income, black income, dirty money, black 

wealth, underground economy, parallel economy, shadow economy, and unofficial economy. Despite 

differences in terminology, all these expressions broadly refer to income or assets that remain outside the 

formal financial and regulatory system. 

In general, black money can be defined as income or resources that are not reported to public authorities either 

at the time of their generation or during their possession. Such income escapes taxation and remains 

unaccounted in official records. 

According to the National Institute of Public Finance and Policy (NIPFP), black money is defined as “the 

aggregate of incomes which are taxable but not reported to the authorities.” This definition highlights that black 

money is not limited to income earned through illegal activities; it also includes legally earned income that is 

deliberately concealed. 

Black money may arise due to the following reasons: 

 Evasion of taxes such as income tax, excise duty, sales tax, and stamp duty  

 Avoidance of statutory payments and regulatory obligations  

 Non-compliance with legal and administrative procedures  

Thus, black money represents a significant challenge to economic governance, as it contributes to the growth of 

a parallel economy and undermines the effectiveness of fiscal policy 
 

Generation of Black Money 

Black money in India is generated due to a combination of economic, administrative, political, and social 

factors. These causes are interrelated and contribute to the expansion of the parallel economy. The major 

reasons are discussed below: 
 

1. High Tax Rates and Complex Tax Structure 

Historically, high tax rates and a complicated tax system have encouraged individuals and businesses to evade 

taxes. When compliance becomes difficult or burdensome, taxpayers often resort to concealing income. 
 

2. Complexity of Tax Laws 

The complexity of tax regulations makes it difficult for common taxpayers to fully understand and comply with 

legal requirements. Even honest taxpayers may unintentionally make errors, while others deliberately exploit 

loopholes to evade taxes. 

 

3. Corruption in Administration 

Corruption within tax and regulatory authorities plays a significant role in the generation of black money. 

Bribery and misuse of power enable individuals and businesses to manipulate records and avoid paying taxes. 
 

4. Excessive Controls and Licensing System 

The presence of numerous regulations, permits, and licensing requirements creates opportunities for illegal 

payments. Businesses often engage in underhand dealings to bypass bureaucratic hurdles. 
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5. Political Funding and Elections 

Elections in India involve substantial expenditures, often exceeding legal limits. This leads to the use of 

unaccounted money for campaign financing. Additionally, political parties receive large undisclosed donations 

from business groups seeking favourable policy decisions. 
 

6. Illegal Activities 

Black money is also generated through illegal activities such as smuggling, drug trafficking, and other criminal 

operations, which remain difficult to control completely. 
 

7. Social and Moral Factors 

A decline in ethical standards and civic responsibility contributes to tax evasion. The demonstration effect, 

where individuals attempt to imitate higher standards of living, further encourages the accumulation of 

unaccounted wealth. 
 

8. Public Sector Practices 

In public sector projects, contracts are often awarded through non-transparent processes involving bureaucrats 

and political influence. Such practices lead to large-scale generation of black money through commissions and 

kickbacks. 
 

9. Inflationary Pressure 

Rising inflation increases the cost of living and business operations, encouraging individuals and firms to evade 

taxes in order to maintain profit margins. 
 

10. Real Estate Transactions 

The real estate sector is one of the largest contributors to black money. Property transactions often involve 

significant cash payments that are not recorded officially, leading to tax evasion. 
 

11. Misuse of Agricultural Income Exemption 

Agricultural income in India is largely exempt from taxation. This provision is sometimes misused by 

individuals and business entities to convert unaccounted income into legitimate earnings 
 

Impact of Black Money 

The widespread existence of black money has led to the development of a parallel economy, which 

significantly affects the functioning of the Indian economic and social system. Its impact can be broadly 

categorized into economic, social, and political dimensions. 
 

1. Economic Impact 

a) Loss of Government Revenue: Black money results in substantial loss of revenue to the government due to 

tax evasion. This reduces the availability of funds for public expenditure and development activities. 
 

b) Distortion of Economic Data: A large volume of unaccounted income leads to underestimation of national 

income and Gross Domestic Product (GDP), thereby affecting economic planning and policy formulation. 
 

c) Inflationary Pressure: The circulation of unaccounted cash increases overall liquidity in the economy, 

contributing to inflation. This creates an imbalance between demand and supply of goods and services. 
 

d) Misallocation of Resources: Black money encourages investment in non-productive assets such as gold, 

jewellery, and luxury real estate. This diversion of resources hampers productive investment and economic 

growth. 
 

e) Real Estate Price Inflation: The use of unaccounted cash in property transactions artificially inflates land 

and housing prices, making them unaffordable for middle- and lower-income groups. 
 

f) Capital Flight: Black money is often transferred abroad through illegal channels such as under-invoicing of 

exports and over-invoicing of imports. This results in loss of domestic capital and weakens the economy. 
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2. Social Impact 

a) Income Inequality: Black money leads to concentration of wealth in the hands of a few, thereby widening 

the gap between rich and poor. 
 

b) Decline in Moral Values: The prevalence of black money undermines ethical standards and promotes 

dishonest practices. Values such as honesty and hard work are often discouraged. 
 

c) Conspicuous Consumption: Easy availability of unaccounted income encourages spending on luxury goods 

and non-essential items, creating a demonstration effect across society. 
 

3. Political Impact 

a) Corruption in Governance: Black money fuels corruption at various levels of government, including 

politicians, bureaucrats, and public officials. 
 

b) Electoral Malpractices: Large amounts of unaccounted money are used in elections, distorting the 

democratic process and promoting unfair practices. 
 

c) Weakening of Institutions: The influence of black money erodes public trust in institutions and reduces the 

effectiveness of governance mechanisms. 
 

4. Overall Impact 

The existence of black money disrupts economic planning, weakens fiscal policy, and promotes a parallel 

economy that operates outside the legal framework. If not controlled, it can seriously undermine the long-term 

stability and development of the country. 
 

Measures Taken by the Government of India 

The Government of India has undertaken several policy, legislative, and administrative measures to curb the 

generation and circulation of black money. These initiatives aim to improve transparency, enhance tax 

compliance, and reduce the scope for unaccounted transactions. 
 

1. Tax Reforms and Rationalization 

The government has progressively reduced tax rates and simplified the tax structure to encourage voluntary 

compliance. Lower tax burdens are intended to discourage tax evasion, although challenges remain due to 

loopholes and enforcement issues. 
 

2. Tax Deduction at Source (TDS) on High-Value Transactions 

To improve traceability, TDS has been made applicable to high-value transactions, particularly in the real estate 

sector (e.g., transactions above ₹50 lakh). The introduction of measures such as the Commodities Transaction 

Tax (CTT) has also helped in monitoring bullion trade. 
 

3. Income Disclosure and Amnesty Schemes 

From time to time, the government has introduced disclosure schemes that allow individuals to declare 

undisclosed income by paying a prescribed tax, with reduced penalties. These schemes aim to bring black 

money into the formal economy. 
 

4. Special Bearer Bonds (Historical Measure) 

Special bearer bonds were introduced in 1981 to channel unaccounted money into productive use. These bonds 

allowed holders to invest without disclosing the source of funds, thereby converting black money into 

legitimate assets. 
 

5. Legislative Measures (2015–2016 Reforms) 

 Black Money (Undisclosed Foreign Income and Assets) Act, 2015: Targets undisclosed foreign assets 

and imposes stringent penalties.  

 Benami Transactions (Prohibition) Amendment Act, 2016: Strengthens action against properties held 

under fictitious names.  
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6. Demonetization (2016) 

On November 8, 2016, the government demonetized ₹500 and ₹1000 currency notes to curb black money, 

counterfeit currency, and illegal activities. While this move increased financial inclusion and digital 

transactions, its effectiveness in eliminating black money remains debated. 
 

7. Promotion of Digital Transactions and E-Governance 

The government has encouraged digital payments, e-filing of returns, and online transactions to reduce cash-

based dealings and minimize human intervention, thereby limiting corruption. 
 

8. Action against Corruption 

Strict actions have been taken against corrupt officials and high-profile cases to create deterrence. 

Strengthening vigilance and accountability mechanisms remains a key focus area. 
 

Conclusion of Measures 

Despite these initiatives, the persistence of black money indicates gaps in enforcement and regulatory 

mechanisms. Strengthening legal provisions, ensuring transparency, and improving implementation are 

essential to effectively control black money in India 
 

Recommendations and Suggestions 

Based on the analysis of the concept, causes, and impact of black money in India, the following 

recommendations are suggested to effectively control its generation and circulation: 
 

1. Strengthening Policy Focus 

The government should prioritize the control of black money as a key objective of economic policy, ensuring 

coordinated efforts across institutions. 
 

2. Promotion of E-Governance 

Greater use of technology, such as e-registration, e-filing of tax returns, and digital record-keeping, should be 

encouraged to reduce human intervention and minimize opportunities for corruption. 
 

3. Reduction in Human Discretion 

Excessive human involvement in administrative processes often leads to corruption. Automation and 

transparent procedures can significantly reduce discretionary powers and associated malpractices. 
 

4. Rational Taxation of Agricultural Income 

While protecting small farmers, appropriate measures should be taken to prevent misuse of agricultural income 

exemptions by high-income groups to convert black money into white. 
 

5. Limiting Cash Transactions 

Since black money largely circulates in cash, restrictions should be imposed on large cash transactions. The use 

of digital payment methods such as debit cards, credit cards, and electronic transfers should be actively 

promoted. 
 

6. Decentralization of Authority 

The concentration of power in a single authority may lead to misuse. Responsibilities should be distributed 

among multiple (officials) with proper checks and balances to ensure accountability. 
 

7. Rationalization of Tax Rates 

Tax rates should be moderate and reasonable to encourage voluntary compliance and reduce incentives for tax 

evasion. 
 

8. Plugging Legal Loopholes 

Existing loopholes in tax laws and regulatory frameworks should be identified and eliminated to prevent misuse 

and evasion. 
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9. Comprehensive Monitoring Mechanism 

All potential sources of black money generation should be continuously monitored through coordinated efforts 

of regulatory and enforcement agencies. 
 

10. Transparent Procurement and Competitive Bidding 

Public sector contracts and tenders should follow transparent and competitive bidding processes to reduce 

corruption and underhand dealings. 
 

Conclusion of Recommendations 

Effective control of black money requires not only strong laws but also efficient implementation, transparency, 

and public cooperation. A combination of policy reforms, technological advancement, and ethical awareness is 

essential to address this issue in a sustainable manner 
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