
IJSRD - International Journal for Scientific Research & Development| Vol. 7, Issue 03, 2019 | ISSN (online): 2321-0613 

 

All rights reserved by www.ijsrd.com 935 

Effect of Recession and Demonetization on Construction Industry 

Miss Priyanka R. Tiwari1 Prof. A. B. Ranit2 

1Research Scholar 2Assistant Professor 
1,2Department of Civil Engineering 

1,2Prof. Ram Meghe College of Engineering & Management, Badnera, Amravati, India

Abstract— This dissertation report presents the work related 

to the effect of recession and demonetization on construction 

industry. In India, construction is the second largest industry 

after agriculture. Construction output as % of GDP is 7.2% 

.35 million people which are 16% of working population in 

India work in construction industry. The financial and 

economic crisis has affected many sectors, and also the 

construction sector. Economic downturns generally disrupt 

the employment landscape and lead to economic 

restructuring. This study aims to study the consequences of 

economic slowdown on construction industry and to analyze 

various strategic initiatives taken by different construction 

firms to combat such times and to come out with remedial 

tactics in the form of conclusion which can be referred by 

construction firms to sail smoothly in the grave situation of 

economic downturn. The questionnaire is prepared based on 

the factors affected, that were obtained from the literature 

survey. The questionnaire consists of totally 24 questions. 

Questionnaire was distributed to various construction 

companies through mail and in personal and the responses 

were recorded and analyzed.   
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I. INTRODUCTION 

Recession is a significant decline in economic activity that 

goes on for more than a few months. It is visible in industrial 

production, employment, real income and wholesale-retail 

trade. A recession normally takes place when consumers lose 

confidence in the growth of the economy and spend less. This 

leads to a decreased demand for goods and services, which in 

turn leads to a decrease in production, lay-offs and a sharp 

rise in unemployment. Demonetization is the act of stripping 

a currency unit of its status as legal tender. It occurs whenever 

there is a change of national currency. Economic downturns 

can also reduce the stock of skills in the economy for a 

number of reasons including emigration, early exit from the 

labour force, or a failure of new entrants to the labour market 

to acquire skills. The worst affected traders were the small 

traders and traders who did business on day to day basis. It 

was therefore necessary to study the impact of 

demonetization and recession on various aspects of the 

construction sector such as material resources, manpower 

resources, money resources. Also the cash flow and the 

liquidity was also affected in this economic downturn period.  

 In the world history, one can see several instances of 

the demonetization which were implemented in various 

countries of the world. Many of these countries accepted the 

policy of demonetization which was targeted to make the 

country’s failing economy strong. Though in some countries 

the impact of demonetization was rarely noticed as the 

government had adequate suffer stock of cash in place and 

also had prepared the common masses for this chances, but 

some countries implemented demonetization without any 

proper safety checks in places in views of a renewed strong 

economy, however this in turn became the worst nightmare 

for them and resulted in the decline of some governments and 

people were left grappling with little or no money which were 

not seen circulated yet. 

 Construction Industry is the second largest employer 

after agriculture and is slated to grow at 30 per cent over the 

next decade. the real estate sector comprises four sub sectors, 

which are i) Residential ii) Retail iii) Hospitality iv) 

Commercial. Real estate affects the economy by being a 

critical driver of economic growth. The impact of 

demonetization was felt the most by the section of the sector, 

still dealing in cash transactions. These include:- 

 Builders as well as building material suppliers, who do 

most of their sales with cash payment. 

 Large construction companies who collect payments in 

cash, such as toll-road operation companies. 

 Microfinance companies which give loans for small 

construction and home improvements. As these loans are 

disbursed in cash, shortage of currency created 

challenges. 

II. PROPOSED METHODOLOGY 

The following stated steps represent the methodology that is 

adopted for working on the topic. 

 Study of Cash Flow in a construction industry. 

 Identifying the causes of recession and demonetization. 

 Surveying of builders community for effective 

information. 

 Efficient interaction with material manufacturers and 

suppliers by questionnaire survey. 

 Study the impact of economic and financial crisis in the 

construction industry. 

 To know the strategies and remedial tactics of the 

professional engineering firms during economic 

downturn. 

III. EFFECT OF ECONOMIC DOWNTURN ON CONSTRUCTION 

SECTOR 

The construction industry alone accounts for about 8 – 10% 

of the GDP and offers employment both direct and indirect to 

about 40 million people. The demonetization has caused 

abrupt stoppage of work in many projects. The payments, 

especially to workers, were only by liquid cash. The sudden 

restriction on withdrawals led the contractor unable to cope 

with the labor pressure. 

A. Project Cash Flow 

Cash is the lifeblood of the organization, and the statement of 

cash flows is the barometer by which management, lenders 

and investors measure the strength of your cash flow. The 

Real Estate Sector is severely hit by the demonetization, as it 

is controlled by a high involvement of black money and cash 

transactions. Analytically, while new purchases are backed 



Effect of Recession and Demonetization on Construction Industry 

 (IJSRD/Vol. 7/Issue 03/2019/243) 

 

 All rights reserved by www.ijsrd.com 936 

by bank loans, the resale secondary market is always 

controlled by cash transactions. Many Developers have 

announced a price dipping by about 25%, to tide over the 

liquidity crunch. The majority of cash transaction is in 

secondary market and luxury market. The demonetization has 

literally devastated these. In order to protect cash flow, one 

should protect inflows by offering sales and discounts on a 

regular basis and typically ahead of seasonal offers so that 

one could get the cash first. Reducing inventories should be 

considered. Reducing fixed costs through layoffs and delay 

of major purchases should be done. From a cash flow 

management process, always allocate resources to cover 

labor and fixed costs and manage any cash flow gaps with 

suppliers as much as possible. 

B. Project Man resources 

The decision of sudden ‘demonetization’ therefore led the 

labor market dynamics changed significantly by rendering 

millions of workers exposed to increased uncertainty in 

employment; they resorted to ‘reverse migration’. The 

demonetization & recession has caused abrupt stoppage of 

work in many projects. In a country, when 79 percent of non-

agricultural wage workers have no written contract and only 

one fourth are eligible for any social security, the decision is 

certainly a cause of concern. The payments, especially to 

workers, were only by liquid cash. The sudden restriction on 

withdrawals led the contractor unable to cope with the labor 

pressure. The first and fore most is fleeing of labor force from 

the sites. A direct consequence of demonetization has been 

on the health status of the working class, one which has long- 

term impacts on not only capacity to work but also the 

capacity to come out of poverty.  

C. Project Material resources 

A great majority of micro, small and medium enterprises 

(MSMEs) that form the un- organized sector felt the 

maximum impact which varied greatly from sector to sector. 

The cement sector is hopeful that infrastructure projects to 

offset weakness in realty sector. It is suggested that 2% of 

India’s cement demand comes from the houses built by real 

estate builders and 5% from vacant houses which is at risk. 

Cement sector may witness 15-20 per cent drop in demand 

after the currency demonetization and subdued 3 per cent 

growth in the fourth quarter of this fiscal, a Deutsche Bank 

Markets Research report said. The impact of demonetization 

was greatly felt in the Steel industry especially by the small 

and mid-size steel manufacturers. The impact on large steel 

producers seemed to be minimal. Steel producers, especially 

the small & mid-size plants have reported poor sales with 

significant draw down from the retail side especially in the 

rural sector. Apart from demand for steel from infrastructure 

and construction sector, auto sector, a key industry for steel 

demand has also seen down growth leading to overall 

decrease in demand. In India, according to Index of Industrial 

production (IIP), there was a 13- month high growth in 

November 2016 and industrial production dropped 0.4% in 

December, reflecting the effect of demonetization. Data 

shows manufacturing dropped 2% in December, compared 

with a 5.5% leap in November and already automobile sales 

recorded the worst monthly performance in 16 years in 

December’16. Also, the Indian Nikkei Purchasing Managers 

Index (PMI) survey showed manufacturing activity 

contracted for the first time in a year in December, while 

services contracted for a second straight month. 

IV. ANALYSIS 

The questionnaire was distributed to 10 companies 

respondents and the responses were analyzed by using the 

graphs and charts and by using the percentage analytics. The 

answers to the questions were analyzed by putting them into 

bar charts and pie charts. The answers to the Yes-No type 

questions were analyzed by using the percentage method. The 

charts were made for the questions which were not yes-no 

type questions. The graphs were made for all the responses 

provided by the respondents on the questionnaire.  

V. RESULTS 

It was identified in the result that major impact was on the 

cash flow of the construction companies. The companies that 

were surveyed, took an average of 12 months to 18 months to 

come back to their normal condition after facing the 

demonetization and recession.  

VI. CONCLUSION 

Thus, from this study it was found out that the companies 

suffered in various aspects during the condition of 

demonetization and recession. The main area that was 

analyzed was the cash- flow sector, as the man power and the 

machinery operations totally depended on the cash flow in the 

enterprise. The enterprise should have a back-up plan 

whenever this situation of economic downturn arises and 

should be capable of handling it properly without letting the 

sectors get affected. New improved techniques and planning 

skills and tactics should be invented and used by the firms.  
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