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Abstract:

This research delves into the transformative evolution of online payment systems in India, unraveling a
narrative shaped by government initiatives, burgeoning internet and smartphone usage, and a thriving e-
commerce sector. Key players such as the Unified Payments Interface (UPI) and the Bharat Interface for
Money (BHIM) app, introduced by the National Payments Corporation of India (NPCI) in 2016, have
been instrumental in redefining the digital economic landscape. Notably, UPI has demonstrated
exceptional growth, showcasing a compelling year-on-year performance.

From its inception in 2017, witnessing a staggering 900% YoY growth and handling transactions valued
at INR 67 billion, to the close of 2022 where it contributed nearly 86% of India's GDP, UPI's journey
exemplifies a paradigm shift in online transactions. Despite challenges like the COVID-19 pandemic,
UPI's momentum persisted, with a 72% YoY growth in 2021, resulting in transactions worth INR 5.6
trillion.

The digital payment ecosystem's expansion is fueled by the increasing reach of the internet and
smartphones, while the thriving e-commerce industry is projected to grow at a CAGR of 31%, reaching
$200 billion by 2026. Private firms have played a pivotal role, with 16 distinct digital payment modes
identified through stakeholder consultations with the Ministry of Finance and the Reserve Bank of India.
This study not only highlights the monumental growth and significance of digital payments in India but
also underscores the convergence of e-commerce and digital payments, reshaping the financial
landscape. UPI's journey signifies the widespread adoption of digital transactions, driven by
convenience, accessibility, and government-led initiatives. The amalgamation of e-commerce and digital
payments fosters financial inclusion, propelling India towards a cashless society. The dynamic
environment outlined in this research paper unveils vast opportunities for innovation and growth in the
digital payment sector, leaving an indelible mark on India's economy and financial landscape.

1. Introduction

In the fast-paced realm of finance, the adage "change is the only constant” holds truer than ever before.
The banking landscape, once characterized by brick-and-mortar institutions and paper-based
transactions, has undergone a profound metamorphosis in recent years. This transformation has been
catalysed by the digital economy dynamics and the remarkable evolution of online payment systems. In
this era of rapid technological advancement, the banking industry is not just adapting to change but
actively shaping its future through innovation and digitalization.
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The digital economy, often referred to as the Fourth Industrial Revolution, has ushered in an era defined
by connectivity, data-driven insights, and seamless customer experiences. It has dismantled the
traditional banking model, replacing it with a more agile and customer-centric approach. At the heart of
this revolution are online payment systems, the lifeblood of the modern financial ecosystem.

Online payment systems have evolved from rudimentary card-based transactions to sophisticated, multi-
modal platforms that encompass mobile wallets, peer-to-peer transfers, cryptocurrency, and more. This
evolution has not only streamlined the way individuals and businesses conduct transactions but has also
opened doors to financial inclusion, providing access to banking services for previously underserved
populations.

Key drivers of this transformation include advances in fintech, regulatory reforms, and changing
consumer expectations. Fintech startups have disrupted the banking industry by offering innovative
solutions that challenge traditional financial institutions. Governments and regulatory bodies have
recognized the need for adaptive regulation to ensure both security and innovation in online payments.
Furthermore, consumers now demand a frictionless, personalized, and secure banking experience,
forcing banks to adopt cutting-edge technologies and enhance their cybersecurity measures.

The impact of this transformation is far-reaching. Banks are evolving from being mere custodians of
money to becoming financial advisors and technology enablers. The traditional physical branch is no
longer the primary interface between customers and their banks; instead, it's the digital touchpoints that
matter most. As technology continues to advance, artificial intelligence and blockchain are poised to
further reshape the banking landscape, promising even greater security and efficiency.

In this multifaceted journey of transformation, the banking industry must navigate the delicate balance
between innovation and risk management. The challenges are substantial, but so are the opportunities.
As we delve deeper into the digital economy, the future of banking holds the promise of enhanced
financial services, greater accessibility, and a more inclusive global economy.

In this comprehensive exploration, we will delve into the driving forces behind the transformation of the
banking landscape, the evolution of online payment systems, and the implications for stakeholders
across the financial spectrum. Through an in-depth analysis, we will uncover the pivotal role that
technology and innovation play in shaping the future of finance and how they are redefining the banking
experience for customers around the world.

1.1 Digital Economy Dynamics

The Indian digital economy is one of the fastest growing in the world. In 2022, the Indian digital
economy was valued at USD 167 billion, and is projected to reach USD 270 billion by 2027. This
growth is being driven by several factors, including the increasing penetration of smartphones and the
internet, the rising disposable incomes of the middle class, and the growing popularity of e-commerce.
The digital economy is having a significant impact on the Indian banking sector. Banks are increasingly
using digital technologies to provide their customers with innovative products and services. For
example, many banks now offer digital banking platforms that allow customers to manage their accounts
and make transactions online.

1.2 Evolution of Online Payment Systems
Online payment systems have evolved rapidly in recent years. In the past, online payments were
typically made using credit or debit cards. However, the rise of mobile wallets and UPI has made it
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possible for people to make payments without using a card.

UPI is a real-time payment system that allows users to transfer money between bank accounts using a
smartphone app. UPI is linked to Aadhaar, the national identity database of India. This makes it easy for
people to set up and use a UPI account.

UPI has become extremely popular in India in recent years. In 2022-23, UPI processed over 42 billion
transactions, with a total value of over X30.6 lakh crore. UPI is now the most popular online payment
system in India, accounting for over 75% of all retail digital payments.

1.3 E-Payment impact on Economy:

The adoption of e-payments is accelerating rapidly to keep up with the rapid advancement of technology
and the improvement of the online user experience. Yes, cash is still king, but not anymore. Right now,
digitization is godly. When an economy is heavily dependent on cash, it tends to grow slowly and
ignores significant financial benefits, but as we move away from cash and towards cash lessness,
economies that make the switch to digitization are more successful. This change can boost annual GDP
by as much as 0.8% points across emerging markets and 0.3% for developed markets. India currently
experiences an increase in consumption of 0.056% and a decrease in GDP of 0.032% annually. India will
have a CAGR of more than 20% between 2019 and 2023, predicts Statista. 660 million people will use
e-payment. In this number, Indians will make up around 2.2% of the global market for electronic
payments. E-payment has had a significant impact on our economy. (tomorrow makers).

In 2020-2021, India's e-payment industry would expand by roughly 28,000 lakhs in terms of transaction
volume and by 1526,519 billion INR (17.19%) in terms of transaction value. India moved up to the 28th
rank in the usage of government e-payments in 2018, according to a poll by Economics Times. In FY
2022, India made 7,422 crores in electronic payments, a 33% growth rate. (livemint).

1.4 Implications for Indian Banks

The digital economy and the evolution of online payment systems are having a few implications for

Indian banks. These implications include:

o Increased competition from new digital players: New digital players, such as payment aggregators
and fintech companies, are offering innovative banking products and services. This is increasing
competition for Indian banks.

o Need to adapt business models: Indian banks need to adapt their business models to meet the
changing needs of their customers. For example, banks need to invest in digital technologies to
provide their customers with innovative products and services.

o Need to improve cybersecurity: The digital economy and the evolution of online payment systems
have also increased the risk of cyberattacks. Indian banks need to invest in cybersecurity measures to
protect their customers' data and money.

2. Literature Review:

Mobile payments have been defined as “a transfer of funds in return for a good or service, where the
mobile phone is involved in both the initiation and confirmation of the payment.” (De Bel, J. & Gaza,
2011). To use mobile phones for payments, customers must have the financial literacy towards making
the financial transactions and the trust that their money is safe and secure. In this section researcher has
formulated the hypothesis based on constructs found out after reviewing the literature. Perceived
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Reputation Reputation plays a very important role in business engagements among different firms, as
this is the major factor for assessing the firms’ trustworthiness (Kim & Prabhakar, 2004; McKnight, D.
H., Cummings, L. L., & Chervany, 1998). Service providers having good reputation in the market
among the customers are expected to invite more transactions (Grazioli & Jarvenpaa, 2000; Teo & Liu,
2007) and service providers with unscrupulous repute tends to lose their potential customers easily (Ba,
2001) In the background of digital payments also many investigators have indicated the importance of
perceived reputation in nurturing the clients trust towards its usage. So, the hypotheses have been framed
as: H1: Perceived Reputation influences Trust in digital payment systems. Perceived Security In the
context of digital payment systems, perceived security indicates clients’ perception about safe and secure
environment without any fear of compromise (Belanche-Gracia, Casalo-Arifio & Pérez-Rueda, 2015;
Suh, Ahn, Lee, & Pedersen, 2015; Yang, Liu, Li, & Yu, 2015). As digital payment platform deals with
financial transaction services, security is of utmost importance for the users. Although the concept of
Perceived security is not new in this context but (Schneiderman, 2000) argues that for sustaining in
digital payment systems, improvement in the positive security is of prior importance. (Nayak, Nath, &
Singhal, 2019) has tried to categorize several types of perceived risk in the framework of mobile
banking usage. So, Perceived Security has been cited as an important inhibiting factor in digital payment
systems as well. Therefore, the following hypothesis has been framed: H2: Perceived Security influences
Trust in digital payment systems. Perceived Structural Assurance As compared to traditional ways of
banking, digital payments systems are more exposed to hacker attacks and outflow of information. As
per (Harrison McKnight, Choudhury & Kacmar, 2002), Digital payment system is completely based on
networks that are further prone to virus attacks. According to (Benamati, Fuller, Serva, & Baroudi,
2010). Assurance includes three aspects of trust namely: Integrity, ability, and goodwill. (Zhou, 2011)
Stated that structural assurance can be defined as existence of a technical structure that gives the
assurance of the payments on digital platform, considering the legal aspects as well. Lack of trust from
digital payment system providers affects clients’ expectations for developing a positive attitude towards
digital payment system. Thus, Perceived Structural Assurance is linked with the conviction and trust of
clienteles to depend on a service and service provider. Consumer is expected to trust the digital payment
system service providers who give assurance of providing a secure and protected environment (Harrison
McKnight, Choudhury & Kacmar, 2002). Hence, research has stated that structural assurance (SA) is
important to form faith among the consumers. Accordingly, this study proposes the following
hypotheses: H3: Perceived Structural Assurance influences Trust in digital payment systems. Trust in
Digital Payment Systems and Continuance Intention As defined by (Zhou, 2011) trust “is the willingness
of the service provider to be loyal to the customers and having the positive expectations towards their
behavior in the future.”

w

. Objective of the study:
To find the growth of Digital Payments Year on Year.
To recommend some major practical and policy implications.

A

4. Research Methodology:

4.1 Data Sources: The whole study is dependent on Secondary Data, which has been collected from
certain multiple and reliable sources which include National Informatics Centre, RBI Publications and
National Payment Corporation of India (NPCI).
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4.2 Research Design: For this study Descriptive Research and Empirical Research has been used, the
researcher uses the Trend Analysis for the study, The data has been collected for the financial year 2016-
2017 to 2022-2023. Our data is in the form of Time Series, Also Calculating the Year-on-Year growth
rate of Digital Payment and find the result on that basis of given data and give some Policy Implications.
Analysis of the growth rates and proportions have been performed to understand the data and draw
conclusions.

As a result of several government initiatives, an increase in internet and smartphone use, and the growth
of e-commerce, the digital payments ecosystem in India has also experienced tremendous growth in
recent years. The Unified Payments Interface (UPI), which enables real-time interbank transactions,
and the Bharat Interface for Money (BHIM) app, which streamlines the process of conducting digital
transactions, are two of the important efforts. Since being introduced by National Payments
Corporation of India (NPCI) in 2016, UPI has experienced rapid growth in India. Here are some
highlights of the UPI journey in India with YoY (‘Year-on-Year) growth statistics till Jan 2023:

Fig. 1: UPI journey in India with YoY (Year-on-Year) growth statistics:

Volume (In Mn)
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Source: NIC (National Informatics Centre)

e In 2017, UPI recorded a YoY growth of 900%, processing over 100 million transactions worth INR
67 billion.

e In 2018, the YoY growth was 246% with transactions worth over INR 1.5 trillion processed.

e In 2019, the YoY growth was 67% with transactions worth over INR 2.9 trillion processed.

e In 2020, UPI recorded an YoY growth of 63% with transactions worth over INR 4.3 trillion
processed in December 2020.

e In 2021, the YoY growth was 72% with over 1.49 billion transactions worth INR 5.6 trillion
processed in June 2021[5].

e At the end of the calendar year 2022, UPI’s total transaction value stood at INR 125.95 trillion, up
1.75 X year-on-year (YoY), as per the NPCI. Interestingly, the total UPI transaction value accounted
for nearly 86% of India’s GDP in FY22[8].

o At the end of the calendar year 2023, UPI’s total transaction volume stands on 83.75 billion.

Source: NIC (National Informatics Centre)
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These figures indicate how UPI is becoming more and more widely used in India as a practical and
safe platform for online transactions. The expansion of the digital payment ecosystem has been greatly
aided by the rise in internet and smartphone use in India. E-commerce has also played a significant
role in the expansion of India's digital payment ecosystem. By 2026, the Indian e-commerce market is
projected to develop at a CAGR of 31% and reach $200 billion. By 2025, there will be 220 million
more online shoppers in India because of the expansion of the e-commerce industry. Several more
private firms also contribute to the Indian digital payments’ ecosystem.

With the aggressive stakeholder consultation with Ministry of Finance and Reserve Bank of India, it
was envisaged that there are 16 different digital payment modes which are as follows:

Fig. 2. 16 Different Digital Payment Modes:

1. AEPS

2. BHIM Aadhaar
3. BHIM UPI

4, Closed Loop Wallet
5. Credit Card

6. Debit Card

7. IMPS

8. Internet Banking
9. Mobile Banking
10. NACH

11.  NEFT

12. | NETC

13. | Others

14.  PPI

15. RTGS

16. | USSD

Source: NIC (National Informatics Centre)

5. Analysis and Comments:

The provided data shows the year-wise growth in the contribution of digital payments through the

Unified Payments Interface (UPI) in India. Let's analyse the variations and comment on the trends in the

contribution of digital payments:

2017:

e UPI recorded an impressive year-on-year (YoY) growth of 900%, processing over 100 million
transactions worth INR 67 billion. This marked the beginning of a rapid adoption of digital payments
in India.

2018:

e The YoY growth in 2018 was 246%, with transactions worth over INR 1.5 trillion processed. This
substantial growth indicates that UPI was gaining significant traction among consumers and
businesses.
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2019:

e« The YoY growth in 2019 slowed down to 67%, but the transactions' total value increased
significantly to over INR 2.9 trillion. This suggests that while the pace of growth decreased, the
adoption of digital payments continued to expand.

2020:

e In 2020, UPI recorded a 63% YoY growth, with transactions worth over INR 4.3 trillion processed in
December 2020. Despite the challenges posed by the COVID-19 pandemic, digital payments
remained resilient and continued to grow.

2021:

e The YoY growth in 2021 was 72%, with over 1.49 billion transactions worth INR 5.6 trillion
processed in June 2021. This strong growth indicates that digital payments had become an integral
part of India's financial ecosystem.

2022:

o By the end of 2022, UPI's total transaction value stood at an impressive INR 125.95 trillion, marking
a substantial 1.75 times Y0Y increase. Notably, the total UPI transaction value accounted for nearly
86% of India's GDP in FY22. This data underscores the dominant role of digital payments in the
Indian economy.

2023:

o At the end of 2023, UPI's total transaction volume stands at 83.75 billion. While the YoY growth rate
for this year is not provided, it continues to demonstrate a high volume of digital transactions.

Comments:

1. The data clearly shows that UPI has experienced remarkable growth since its inception in 2016,
becoming the preferred mode of digital payment in India.

2. The consistent YoY growth in UPI transactions reflects a strong and sustained adoption of digital
payments across the country, driven by factors such as convenience, accessibility, and government
initiatives to promote digital finance.

3. The sharp increase in UPI's total transaction value relative to India's GDP in 2022 highlights the
significant role digital payments play in the country's economic landscape.

4. The data suggests that digital payments are here to stay and will continue to shape India's financial
ecosystem, fostering financial inclusion and supporting the transition to a more cashless society.

Fig.3. The Growth of Online Payments in India:

Year No. of Online
Transaction (in
Billion)
2019 48.6
2020 62.4
2021 86.8
2022 110.0

4. Different Payment Methods Market Shares:

Payment Type Market Share (%)

Unified Payment Interface 56.0
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Debit Cards 19.0
Credit Cards 12.0
Net Banking 9.0
Wallets 4.0

The provided information highlights the significant growth and impact of digital payments, particularly
through the Unified Payments Interface (UPI), in India. the factors contributing to this growth:

UPI has witnessed remarkable growth, with impressive year-on-year increases in transaction volume and
value. This reflects its convenience and security, making it a preferred choice for digital transactions.
The rise in internet and smartphone penetration has been a key driver of digital payment adoption. Easy
access to the internet and smartphones has enabled more individuals to participate in digital transactions.
The booming e-commerce market in India has played a pivotal role in driving digital payments. The
projected growth of the e-commerce sector and the increasing number of online shoppers indicate a
robust demand for digital payment methods. Digital payments have contributed to financial inclusion by
providing access to financial services for a broader population. It allows people who were previously
underserved by traditional banking systems to participate in the formal financial ecosystem. Private
players in the digital payment sector offer a wide range of services, including mobile wallets, UPI
payments, and QR code-based payments. This diversity caters to different consumer preferences and
needs. The Indian government has been actively promoting digital payments through initiatives like
Digital India and the demonetization drive in 2016. These efforts have significantly boosted the adoption
of digital payment methods. The data indicates that the digital payments ecosystem in India is still
evolving, with significant growth potential in the coming years. As more people come online and adopt
digital transactions, this trend is expected to continue.

The growth of digital payments in India is a testament to the country's rapid digital transformation. It has
not only improved convenience for consumers but also boosted transparency and reduced the reliance on
cash transactions. The synergy between e-commerce and digital payments is particularly noteworthy. As
more Indians shop online, the need for secure and efficient payment methods becomes increasingly
important, driving the growth of digital transactions. The digital payment landscape in India is dynamic,
with various players offering innovative solutions. This competition benefits consumers and promotes
continuous advancements in the sector. Financial inclusion remains a key objective, and digital
payments are playing a pivotal role in bringing more people into the formal financial system, which is
crucial for the country's economic growth. Given the continued growth and evolving landscape, it is
likely that digital payments will continue to reshape India's economy and financial ecosystem,
contributing to its journey toward becoming a more cashless society.

References:

1. Ravi, V., Mahil Carr, and N. VidyaSagar (2007). “Profiling of Internet Banking users in India
using Intelligent Techniques”. Journal of Services Research. Oct2006-Mar2007, Vol. 6 Issue 2, p61-
73.13p.

2. Al Nahian Riyadh, Md. Shahriar Akter, Nayeema Islam (2009). “The Adoption of E-banking in
Developing Countries: A Theoretical Model for SMEs” International Review of Business Research
Papers Vol. 5 No. 6 November 2009, Pp.212-230

IJFMR230610962 Volume 5, Issue 6, November-December 2023 8



https://www.ijfmr.com/

i International Journal for Multidisciplinary Research (IJFMR)

IJFMR E-ISSN: 2582-2160 e Website: www.ijfmr.com e Email: editor@ijfmr.com

3. Malhotra, Pooja, and Balwinder Singh, (2009). “The Impact of Internet Banking on Bank
Performance and Risk: The Indian Experience” Eurasian Journal of Business and Economics 2009, 2
(4), 43-62.

4. Ali, R. (2010). “E-Government Adoption in Developing Countries: The Case of Indonesia”. Journal
of Emerging Trends in Computing and Information Sciences, 2 (5).

5. Alingjadi, B., Arbab, H., & Mehrabi, J. (2013). “The Effect of the New Electronic Payment
Instruments on the Liquidity of Banks”. Technical Journal of Engineering and Applied Sciences, 3,
3747-3751

6. Antwi, S. K., Hamza, K., & Bavoh, S. W. (2015). “Examining the Effectiveness of Electronic
Payment System in Ghana: The Case of e-ZWICH in the Tamale Metropolis”. Research Journal of
Finance and Accounting, 6(2), 163-177.

7. Balogun, A. (2012). “Electronic Retail Payment Systems in Nigeria: User Acceptance through
Infrastructural Approach” (master’s Dissertation, Liverpool John Moores University). Retrieved on
14/05/2015 from http://www.scribd.com/doc/127190513/Dissertation

8. Mohammad Auwal Kabir*, Siti Zabedah Saidin, Aidi Ahmi (2015). “Adoption of e-Payment
Systems: A Review of Literature” International Conference on E-Commerce (ICoEC 2015).
WWW.icoec.my

9. Reserve Bank of India. https://www.rbi.org.in/Scripts/NEFTView.aspx

10. https://www.meity.gov.in/writereaddata/files/Compendium.pdf

11. Nadire Cavus, Dambudzo Netsai Christina Chingoka (2016), Information technology in the
banking sector: Review of mobile banking, Global Journal of Information Technology, Volume 05,
Issue 2, pg. 62-70.

12. Gayathri G, Suvitha K Vikram (2018), Impact of Information Technology on the Profitability of
Banks in India, International Journal of Pure and Applied Mathematics, Volume 118 No. 20 2018,
225-232.

13. Ahmed Taha Al Ajlouni, Monir Al-Hakim (2019), Financial Technology in Banking Industry:
Challenges and Opportunities, Conference: International Conference on Economics and
Administrative Sciences ICEAS 2018., At Applied Sciences University, Jordan.

14. Jaiswal Bimal; Agnivesh Singh (2023), An Inter-State Exploration of Unified Payments Interface
(UPI) Adoption and Digitalization Advancements | Journal: International Journal of Social
Relevance & Concern (IJSRC) ISSN-2347-9698 Volume 11 Issue 9 September 2023. DOI:
10.26821/1JSRC.11.9.2023.110906

15. www.tomorrowmakers.com

16. www.livemint.com

17. NIC (National Informatics Centre).

IJFMR230610962 Volume 5, Issue 6, November-December 2023 9



https://www.ijfmr.com/
https://www.meity.gov.in/writereaddata/files/Compendium.pdf
http://www.tomorrowmakers.com/
http://www.livemint.com/

