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1. Introduction

Money has alwaye been the lubricant of economic exchange,

and the way it movee caye much about how developed, inclusive
and efficient an economy ic. For most of independent Indiac
hictory, everyday commerce ran on cach. Currency in
cireulation, informal credit and unrecorded trancactione chaped

how farmers cold produce, how chopkeepere cettled accounte and
how houceholde caved. Over the lact decade thic hae changed
charply. The Unified Payments Interface (PL), mobile banking,

cord networke and wallete have turned the cmartphone into a

payment inctrument, and India now recorde come of the highect

volumes of real-time digital trancactions in the world,
Thic accigniment examines the impact of digital paymente on

the Indian economy from the ctandpoint of Businecs Economics.

1t acke how digital payments have changed trancaction cocte,
accece to finance, the cize of the formal cector and the working
of cwall businecces, and what role public policy has played. Tt
aleo considere the limite of the transition, namely the digital
divide and cybercecurity rick. The argument ic that digital

payments are best underctood as economic infractructure: a

public good that lowerg the coct of exchange and widene the



market, but whoce benefits depend on complementary invectment

in connectivity, literacy and cecurity.

2. The Growth of UPI and the Payments Landecape

UPT wae launched by the National Payments Corporation of
India (/V/DC'I] I A/bfl’/ 2016. It allowe a ucer to link one or

more bank accounte to a mobile application and trancfer money

inctantly, around the clock, ucing a virtual payment addrecs

rather than account numbers. Itc decign hac three featuree of

economic importance. It ic interoperable, co any UPI application
can cend money to any bank account. It i real-time, <o
cettlement ic immediate. And it ic nearly coctlece for the
individual ucer, cince percon-to-percon and, cince January 2020,

moot ,bel’COh—to—mel'cAw«t trancactione have carried a zero

merchant diccount rate (MDR) For UPI and RuPay debit carde.
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The growth that followed has been remarkable. According to



NPCTc publiched ctatictics, monthly UPI volumes roce from a few
lakh trancactions in the firet monthe to well over ten billion a
month in recent yeare, and annual volumee crocced 100 billion

trancactions in the financial year 2023-24. The Recerve Bank
of India'c Paymente licion documente and annual reporte record

a steady Shift in the payment mix, with digital retail paymente
growing for faster than cach-baced measures. The RBI'c Digital

Payments Index, introduced in 2021 with March 2018 ac the

base period, has ricen concictently, which cignalc de:e/ber
adoption acroce payment infractructure, demand an

per/okmance.

From an economic viewpoint, thic expancion reflects the

network effects typical of platform markete. Each additional

user and merchant raices the value of the cyctem for everyone
elce, <o adoption feeds on itcelf. UPL hac alco gone beyond
India’e bordere. NPCI International Paymente Limited has
arranged linke with countriec cuch ac Singapore, the JAE and
Bhutan, and thic pointe to a poccible role for Tndian payments
technology as an export.

3. Financial Inclugion
Digital paymente cannot fanction without bank accounts, and

here policy and technology have worked together. The Pradhan
Mantri Jan Dhan Yojana (PMIDY), launched in August 2074,

aimed to give every houcehold accece to a bacic bank account
along with a RuPay debit card and accident incurance cover.




Government data show that the programme has opened well
over 50 crore accounts. According to the World Bank's Global

Findex databage, the chare of Indian adulte with an account
roce from about 53 per cent in 2074 o about 78 per cent in

2021, a /arge gain in a chort Pe/'/od.
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
o paymente cystem that reachec people who were previously

outcide the banking net. Direct Benefit Trancfer (DBT) ucec
thic bage to deliver cubcidies, pencions and ccholarshipe ctraight

into beneficiary accounts. Thic reducec leakages and the role of
intermediaries, and the Economic Survey and Minictry of
Finance have cited 06 [ a¢ a cource of cubstantial Ficcal
eavingg.

Inclucion, however, meane more than owning an account.
Many Jan Dhan accounts have been dormant or used only to
receive tramsfere. True inclucion requirec reqular uce, which
bringe credit, insurance and cavinge producte within reach.
Digital paymente create a trancaction history, and thic data can
in turn cupport credit accecement for people who lack collateral

or formal income recorde. In thic way paymente act as the

entry point to wider financial cervices.



4. Formalication of the Economy
A large chare of Indian economic activity hae traditionally

taken place in the informal cector, where trancactione in cach
leave little or no trace. Thic weakens tax collection, limite the
ctate'c ability to target policy and keepe Firme away from formal
credit. Digital paymente leave an electronic record of each
trancaction, and thic makee activity vicible to banke and tax
authorities.

[he demonetication of & MNovember 2016, when the 500 and
7,000 rupee notec ceaced to be legal tender, gave a cudden puch

to digital adoption. In the chort run it cauced real dicruption,
and economicts continue to debate ite effect on growth and on
the ctated aim of removing black money. Jte more [acting effect
on paymentc ic clearer. Many people downloaded wallete and

mobile applicatione for the firct time, merchants inctalled card
machinee and QR codee, and the Bharat Interface for Money

(BHIM), launched at the end of December 2016 ac a
government-backed UPI application, was introduced into thic
moment of heightened attention. The RBI's annual reporte from
thic period chow a jump in digital trancactions even though

cach in circulation later recovered and hac cince grown in

abeolute terms. Thie cuggecte that demonetication accelerated a

chift that was already under way rather than caucing it alore.
Formalication bringe ceveral economic gains. [rancaction

data helpe the Goode and Servicee Tax (GST) cyctem match

invoiceS and payments, widening the toax bace. Greater




traceability can reduce the coct of enforcing contracts. And
firme that appear in the formal cyctem can more eacily accecs

bank loans. It would be wrong, though, to cee digital payments

ac a complete cure for informality. Many trancactione are
digiticed at the point of payment while the underlying buciness

remaing unregictered, <o the gaing in tax terms are partial.

5. Impact on Small Bucineccec

Small bucinecces, including ctreet vendors, kirana ctorec and

micko-enterprices, are among the main beneficiaries. For them,
the relevant economic variable ic the coct of handling paymente.
Cash carries cocte of ite own: the time cpent counting and
depociting it, the rick of theft, errorc in giving change and the
loce of c¢alee when cuctomers do not have the exact amount. A

printed QR code, by contract, cocte almost mothing to cet up, and
UPT payment artivee in the merchant’s account within ceconde.

Thic hae two effecte. Firet, working capital improvec becauge
money ic received immediately rather than being held in a till
Cecond, the digital record of daily sales gives a cmall chopkeeper

a verifiable income hictory, which can cupport applications for
working-capital loans. Platforme and lenders uce payment data
to extend cmall, chort-term credit to merchante who would not
meet traditional bank criteria. Digital paymente have alco let
cmall cellers reach cuctomers beyond their neighbourhood

through e-commerce platforme and cocial media.
Some cocte and frictione remain. The zero-MDR policy



benefite concumers and emall merchante but limite the revenue
available to banke and payment cervice providere to fund the

infractructure, a concern raiced in ceveral RBI diccuccione of
the cuctainability of the payments ecogystem. lery cmall traders
may alco worry that a digital record of cales exposes them to

tax obligations they previoucly avoided, which con clow adoption.

6. Government Initiatives

The growth of digital paymente in India ic partly the recult
of deliberate public policy. The RuPay card network, launched by
MPCI in 2012 a¢ a domectic alternative to international card
cchemes, wag linked to PMJDY accounte and today iccues
hundrede of millione of carde. UPL and BHIM are public digital
infractructure built on open ctandards, and the RBI hac
cupported them through requlation, the Paymente and Cettlement
Sycteme Act, 2007 and ite Paymente Vicion documente. The

Digital India programme, launched in 2013, expanded
connectivity and e-governance, and the zero-MDR rule from
2020 hag kept the cost of acceptance low. Incentive cchemee for

low-value (JPI trancactione have alco been announced in recent

years.

Public policy hae treated payments ac infractructure rather
than as a product of private firme. Thic approach recemblec the
logic of building roads or power gride: the ctate builde the
common raile and private firme cuch ac banks, fintech companiee

and merchante compete to provide cervices on top. The recult ic



a competitive market with very low price¢ to the end ucer. It ic

a notable feature of the Indian model compared with cycteme
that rely on proprietary networke.

Fig. 2: Timeline of digital paymente in India
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7. CAA//e@_qec

The digital divide. A payments cyctem built on g’martphonec
and data connectione leavee out thoce without them. Internet

uce i¢ lower in rural areac, among women, and among older and
poorer people. Langunge barriere and low digital and financial
literacy alco matter. Where connectivity ic weak, a JPI
trancaction can fail, and an unreliable cyctem teaches usere to
90 back to cach. Policy needs to invect in telecom infractructure,

vernacular interfaces and offline payment options cuch ac PI
(ite and feature—,b/\one colutiong.

Cybercecurity and fraud. Greater digitication bringe a larger
attack curface. Phiching, fake payment linke, SIM-cwap
attacks and cocial engineering fraud have grown, and the RBIc

annual reports and concumer-protection ,bué//cat/ohc have



repeatedly drawn attention to the number of digital fraude.
Victime are often firct-time ucere with fow awarenece. The
responge includes two-factor authentication, trancaction limite,
Fraud monitoring by banke and NPCL grievance redreccal
mechanicme and public awarenece campaigne. Because truct ic
the foundation of any paymente cystem, a loce of confidence
cauced by ricing fraud could clow progrece.

Concentration and operational rick. A few applications

handle moct UPI volume, which raicec concerne about market
concentration and the recilience of the cystem. NPCI hae

responded by propocing limite on the market chare of any cingle
third-party application, although the timing of its
implementation has been extended. Outages at a single bank or

procescor can alco dicrupt paymente widely.

5. Conclugion
Digital paymente have become one of the moct important

ctructural changes in the Indian economy of the lact decade.

UPL, BHIM and RuPay, cupported by PMIDY accounte and the
JAM infrastructure, have lowered the coct of trancacting,
brought many more householde into the formal financial cyctem,
made economic activity more visible and given cmall busineccec a
cAea/b and reliable way to receive money. Demonet/s’at/on was a
catalyst for adoption, but the lagting change comec from cound
decign and concictent public invectment in chared

infractructure.



At the came time, the benefite are uneven and not yet

cecure. The digital divide leavee millione at the marging,
formalication remaing incomplete, and fraud and concentration
rickS need continuous requiatory attention. The central leccon for
a ctudent of Bucinecs Economics ic that technology lowere

trancaction cocte, but inctitutions, literacy and truct determine

who gaing. IF India continues to pair innovation with (nelugion
and safequarde, digital payments can cupport higher productivity,
a broader tax bace and more equitable accece to credit in the

year¢ ahead.
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