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1. Introduction
Money has always been the lubricant of economic exchange,

and the way it moves says much about how developed, inclusive
and efficient an economy is. For most of independent India's
history, everyday commerce ran on cash. Currency in
circulation, informal credit and unrecorded transactions shaped
how farmers sold produce, how shopkeepers settled accounts and
how households saved. Over the last decade this has changed
sharply. The Unified Payments Interface (UPI), mobile banking,
card networks and wallets have turned the smartphone into a
payment instrument, and India now records some of the highest
volumes of real-time digital transactions in the world.

This assignment examines the impact of digital payments on
the Indian economy from the standpoint of Business Economics.
It asks how digital payments have changed transaction costs,
access to finance, the size of the formal sector and the working
of small businesses, and what role public policy has played. It
also considers the limits of the transition, namely the digital
divide and cybersecurity risk. The argument is that digital
payments are best understood as economic infrastructure: a
public good that lowers the cost of exchange and widens the
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market, but whose benefits depend on complementary investment
in connectivity, literacy and security.

2. The Growth of UPI and the Payments Landscape
UPI was launched by the National Payments Corporation of

India (NPCI) in April 2016. It allows a user to link one or
more bank accounts to a mobile application and transfer money
instantly, around the clock, using a virtual payment address
rather than account numbers. Its design has three features of
economic importance. It is interoperable, so any UPI application
can send money to any bank account. It is real-time, so
settlement is immediate. And it is nearly costless for the
individual user, since person-to-person and, since January 2020,
most person-to-merchant transactions have carried a zero
merchant discount rate (MDR) for UPI and RuPay debit cards.

Fig. 1: Flow of a UPI payment
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The growth that followed has been remarkable. According to
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NPCI's published statistics, monthly UPI volumes rose from a few
lakh transactions in the first months to well over ten billion a
month in recent years, and annual volumes crossed 100 billion
transactions in the financial year 2023-24. The Reserve Bank
of India's Payments Vision documents and annual reports record
a steady shift in the payment mix, with digital retail payments
growing far faster than cash-based measures. The RBI's Digital
Payments Index, introduced in 2021 with March 2018 as the
base period, has risen consistently, which signals deeper
adoption across payment infrastructure, demand and
performance.

From an economic viewpoint, this expansion reflects the
network effects typical of platform markets. Each additional
user and merchant raises the value of the system for everyone
else, so adoption feeds on itself. UPI has also gone beyond

India's borders. NPCI International Payments Limited has
arranged links with countries such as Singapore, the UAE and
Bhutan, and this points to a possible role for Indian payments
technology as an export.

3. Financial Inclusion
Digital payments cannot function without bank accounts, and

here policy and technology have worked together. The Pradhan
Mantri Jan Dhan Yojana (PMJDY), launched in August 2014,
aimed to give every household access to a basic bank account
along with a RuPay debit card and accident insurance cover.
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Government data show that the programme has opened well
over 50 crore accounts. According to the World Bank's Global
Findex database, the share of Indian adults with an account
rose from about 53 per cent in 2014 to about 78 per cent in

2021, a large gain in a short period.
The combination of Jan Dhan accounts, Aadhaar

identification and mobile connectivity, commonly called the JAM
trinity in the Economic Survey, allowed the government to build
a payments system that reaches people who were previously
outside the banking net. Direct Benefit Transfer (DBT) uses
this base to deliver subsidies, pensions and scholarships straight
into beneficiary accounts. This reduces leakages and the role of
intermediaries, and the Economic Survey and Ministry of
Finance have cited DBT as a source of substantial fiscal
savings.

Inclusion, however, means more than owning an account.
Many Jan Dhan accounts have been dormant or used only to
receive transfers. True inclusion requires regular use, which
brings credit, insurance and savings products within reach.
Digital payments create a transaction history, and this data can
in turn support credit assessment for people who lack collateral
or formal income records. In this way payments act as the
entry point to wider financial services.
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4. Formalisation of the Economy
A large share of Indian economic activity has traditionally

taken place in the informal sector, where transactions in cash
leave little or no trace. This weakens tax collection, limits the
state's ability to target policy and keeps firms away from formal
credit. Digital payments leave an electronic record of each
transaction, and this makes activity visible to banks and tax
authorities.

The demonetisation of 8 November 2016, when the 500 and
1,000 rupee notes ceased to be legal tender, gave a sudden push
to digital adoption. In the short run it caused real disruption,
and economists continue to debate its effect on growth and on
the stated aim of removing black money. Its more lasting effect
on payments is clearer. Many people downloaded wallets and
mobile applications for the first time, merchants installed card
machines and QR codes, and the Bharat Interface for Money
(BHIM), launched at the end of December 2016 as a
government-backed UPI application, was introduced into this
moment of heightened attention. The RBI's annual reports from
this period show a jump in digital transactions even though
cash in circulation later recovered and has since grown in
absolute terms. This suggests that demonetisation accelerated a
shift that was already under way rather than causing it alone.

Formalisation brings several economic gains. Transaction
data helps the Goods and Services Tax (GST) system match
invoices and payments, widening the tax base. Greater
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traceability can reduce the cost of enforcing contracts. And
firms that appear in the formal system can more easily access
bank loans. It would be wrong, though, to see digital payments
as a complete cure for informality. Many transactions are
digitised at the point of payment while the underlying business
remains unregistered, so the gains in tax terms are partial.

5. Impact on Small Businesses
Small businesses, including street vendors, kirana stores and

micro-enterprises, are among the main beneficiaries. For them,
the relevant economic variable is the cost of handling payments.
Cash carries costs of its own: the time spent counting and
depositing it, the risk of theft, errors in giving change and the

loss of sales when customers do not have the exact amount. A
printed QR code, by contrast, costs almost nothing to set up, and
UPI payment arrives in the merchant's account within seconds.

This has two effects. First, working capital improves because
money is received immediately rather than being held in a till.
Second, the digital record of daily sales gives a small shopkeeper
a verifiable income history, which can support applications for
working-capital loans. Platforms and lenders use payment data
to extend small, short-term credit to merchants who would not
meet traditional bank criteria. Digital payments have also let
small sellers reach customers beyond their neighbourhood
through e-commerce platforms and social media.

Some costs and frictions remain. The zero-MDR policy
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benefits consumers and small merchants but limits the revenue
available to banks and payment service providers to fund the
infrastructure, a concern raised in several RBI discussions of
the sustainability of the payments ecosystem. Very small traders
may also worry that a digital record of sales exposes them to
tax obligations they previously avoided, which can slow adoption.

6. Government Initiatives
The growth of digital payments in India is partly the result

of deliberate public policy. The RuPay card network, launched by
NPCI in 2012 as a domestic alternative to international card
schemes, was linked to PMJDY accounts and today issues
hundreds of millions of cards. UPI and BHIM are public digital
infrastructure built on open standards, and the RBI has
supported them through regulation, the Payments and Settlement
Systems Act, 2007 and its Payments Vision documents. The
Digital India programme, launched in 2015, expanded
connectivity and e-governance, and the zero-MDR rule from
2020 has kept the cost of acceptance low. Incentive schemes for
low-value UPI transactions have also been announced in recent
years.

Public policy has treated payments as infrastructure rather
than as a product of private firms. This approach resembles the
logic of building roads or power grids: the state builds the
common rails and private firms such as banks, fintech companies
and merchants compete to provide services on top. The result is
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a competitive market with very low prices to the end user. It is
a notable feature of the Indian model compared with systems
that rely on proprietary networks.

Fig. 2: Timeline of digital payments in India
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7. Challenges
The digital divide. A payments system built on smartphones

and data connections leaves out those without them. Internet
use is lower in rural areas, among women, and among older and
poorer people. Language barriers and low digital and financial
literacy also matter. Where connectivity is weak, a UPI
transaction can fail, and an unreliable system teaches users to
go back to cash. Policy needs to invest in telecom infrastructure,
vernacular interfaces and offline payment options such as UPI
Lite and feature-phone solutions.

Cybersecurity and fraud. Greater digitisation brings a larger
attack surface. Phishing, fake payment links, SIM-swap
attacks and social engineering fraud have grown, and the RBI's
annual reports and consumer-protection publications have
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repeatedly drawn attention to the number of digital frauds.
Victims are often first-time users with low awareness. The
response includes two-factor authentication, transaction limits,
fraud monitoring by banks and NPCI, grievance redressal
mechanisms and public awareness campaigns. Because trust is
the foundation of any payments system, a loss of confidence
caused by rising fraud could slow progress.

Concentration and operational risk. A few applications
handle most UPI volume, which raises concerns about market
concentration and the resilience of the system. NPCI has
responded by proposing limits on the market share of any single
third-party application, although the timing of its
implementation has been extended. Outages at a single bank or
processor can also disrupt payments widely.

8. Conclusion
Digital payments have become one of the most important

structural changes in the Indian economy of the last decade.
UPI, BHIM and RuPay, supported by PMJDY accounts and the
JAM infrastructure, have lowered the cost of transacting,
brought many more households into the formal financial system,
made economic activity more visible and given small businesses a
cheap and reliable way to receive money. Demonetisation was a
catalyst for adoption, but the lasting change comes from sound
design and consistent public investment in shared
infrastructure.
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At the same time, the benefits are uneven and not yet
secure. The digital divide leaves millions at the margins,
formalisation remains incomplete, and fraud and concentration
risks need continuous regulatory attention. The central lesson for
a student of Business Economics is that technology lowers
transaction costs, but institutions, literacy and trust determine
who gains. If India continues to pair innovation with inclusion
and safeguards, digital payments can support higher productivity,
a broader tax base and more equitable access to credit in the
years ahead.
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