
INTERNATIONAL JOURNAL OF ECONOMIC  SOCIAL SCIENCE AND MANAGEMENT LAW 

Peer Reviewed, Referred & Indexed Journal 

E-ISSN: 3070-0558 

VOL.7, NO.2 (2026) 

 

150 Received: 23-03-2026 | Accepted: 04-05-2026 | Published: 11-05-2026 | www.ijeml.com 

 

 

DIGITAL PAYMENTS IN INDIA: GROWTH, TRANSFORMATION 

AND IMPACT 

Dr.Jayanta Kumar Dutta 

Assistant Professor, Department of Economics 

Moridhal College 

Abstract: 

This paper explores the growth and changing role of digital payments in India and how they 

have transformed the country’s financial system over time. It discusses the journey from 

traditional electronic payment systems like NEFT, RTGS, and ECS to the increasing use of 

debit and credit cards, internet banking, mobile wallets, and the highly successful Unified 

Payments Interface (UPI). The study also highlights the impact of the 2016 demonetization, 

which encouraged millions of people to move from cash transactions to digital modes of 

payment.The paper further examines important government initiatives such as Digital India, 

Pradhan Mantri Jan Dhan Yojana (PMJDY), the BHIM app, GST, QR code-based payments, 

and Direct Benefit Transfer (DBT). These measures have helped improve digital 

infrastructure, increase financial inclusion, and build public confidence in cashless 

transactions across both urban and rural areas. In addition, the study explains how digital 

payments have made financial transactions faster, easier, and more transparent. They have 

also created better opportunities for small businesses, improved access to banking and credit 

services, and supported the growth of the rural economy. By combining historical 

developments, government policies, and their social and economic impact, the paper shows 

how digital payments are contributing to the formalization of India’s economy and promoting 

inclusive economic growth. It also discusses the challenges and future possibilities in creating 

a secure and accessible digital payment system for all sections of society. 

Keywords: Digital Payments, Financial Inclusion, Unified Payments Interface (UPI), 

Cashless Economy, Digital India Initiative 

Introduction: 

Digital payments are transactions, where 

exchange of money takes place via digital 

or online medium electronically, without 

the use of any physical tender or paper bill. 

Both the payer and payee rely on internet 

based mediums to send or receive their 

due, which guarantees them secured, quick 

and cashless transactions. 

 

In recent years, India has undergone a 

significant shift from cash-based 

transactions to digital payments, driven by 

a series of reforms, which include the rise 

in internet connectivity and Smartphone 

usage that has enabled a wider audience to 

adopt digital solutions. Government has 

also taken initiatives, such as the Digital 

India Mission; aiming to transform the 

country into a digitally empowered 

economy, further accelerating this 

transition. 

 

A pivotal moment in India’s digital 

payment journey was the 2016 

demonetization, which acted as a catalyst, 

encouraging people to explore alternatives 

to cash. This event, coupled with policy 

support and innovation by both private 

companies and the government, brought 

about a rapid surge in digital payment 

platforms like UPI and Paytm. 
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The study of digital payments in India is 

essential because it not only reflects the 

changing consumer behavior but also 

showcases the broader economic and 

social implications of a cashless economy. 

As digital transactions become more 

mainstream, understanding their evolution 

helps assess their impact on financial 

inclusion, transparency, and economic 

growth. 

 

This project delves into the historical 

development, current landscape, and future 

trends of digital payments in India, 

highlighting both the benefits and 

challenges. The analysis aims to provide 

insights into how India’s digital payment 

ecosystem can continue evolving and 

overcoming obstacles to reach its full 

potential. 

 

Objectives of the Study: 

The present study is based on the 

following three major objectives: 

1. To examine the growth and 

evolution of digital payment 

systems in India.  

2. To analyse the impact of 

demonetization and government 

initiatives on the adoption of digital 

payments.  

3. To study the role of digital 

payments in promoting financial 

inclusion, transparency, and 

economic growth in India 

Research Methodology: 

This study is mainly based on secondary 

sources of information. The data and 

information used in the paper have been 

collected from government reports, RBI 

publications, NPCI reports, books, 

journals, research articles, newspapers, and 

trusted websites related to digital payments 

in India. The study follows a descriptive 

and analytical approach to understand the 

growth and impact of digital payments in 

the country. Different government 

initiatives, statistical reports, and 

published materials have been examined to 

analyse how digital payment systems are 

contributing to financial inclusion, 

transparency, and economic development 

in India. 

  

History of Online payments in India:  

 

The evolution of digital payments in India 

has been marked by several milestones, 

starting with the launch of early electronic 

fund transfer systems. NEFT (National 

Electronic Funds Transfer), introduced by 

the Reserve Bank of India (RBI) in 2005, 

enabled individuals and businesses to 

transfer money between bank accounts 

securely and efficiently across the country. 

Around the same time, RTGS (Real Time 

Gross Settlement) was also introduced in 

2004, allowing the immediate settlement 

of large transactions on a real-time, 

individual basis. This system, originally 

developed in the USA and Europe, 

transformed high-value transfers in India 

by ensuring instant fund settlement. 

Another key development was ECS 

(Electronic Clearing Service), introduced 

by RBI in the 1990s, which became 

essential for processing bulk payments like 

salaries, dividends, and loan repayments. 

 

The next major leap came with the rise of 

debit and credit cards. While credit cards 

were first introduced in India by Central 

Bank of India and Andhra Bank in 1980, 

debit cards emerged in the early 1990s, 

with SBI leading the way by launching 

them as part of its ATM services. These 

cards became an essential part of retail 

transactions, offering users a convenient 
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cashless option, with banks further 

promoting them through rewards and 

cashback schemes. 

 

Online banking began taking shape in the 

late 1990s when private banks like ICICI 

Bank and HDFC Bank launched internet 

banking services to cater to urban 

customers. ICICI Bank pioneered this shift 

in 1998, offering services like checking 

balances and online fund transfers. By the 

early 2000s, public sector banks like SBI 

also entered the space, expanding online 

banking to include bill payments and loan 

management. The introduction of NEFT 

and RTGS systems in 2005 and 2004 

respectively made online fund transfers 

seamless, encouraging more people to shift 

to digital platforms. In the 2010s, the 

increasing availability of the internet 

further boosted the adoption of online 

banking, laying the foundation for today’s 

digital payment ecosystem.   

 

The early 2010s also saw the rise of 

prepaid wallets, driven by growing 

smartphone usage. Paytm, launched in 

2010, led this wave by offering users a 

simple platform for mobile recharges, bill 

payments, and online shopping. Other 

wallets, such as Mobikwik, FreeCharge, 

and Oxigen, quickly followed, gaining 

popularity through cashback offers and 

discounts. Two key events played a pivotal 

role in the widespread adoption of wallets. 

First was the launch of Jio in 2015, which 

made 4G internet affordable and accessible 

to millions across India. The second was 

the demonetization in 2016, which created 

a cash crunch and forced businesses and 

consumers to adopt digital payment 

methods. This surge in digital wallet usage 

paved the way for partnerships between 

wallet providers, merchants, and financial 

institutions, further integrating mobile 

wallets into India’s payment ecosystem. 

 

Today, these developments spanning from 

NEFT, RTGS, and debit cards to mobile 

wallets have transformed India’s financial 

landscape, encouraging a shift from cash 

to digital transactions and setting the stage 

for a robust digital economy. 

    

The Impact of Demonetization (2016): 

 

As discussed in the history of online 

payments, demonetization on November 8, 

2016, was a turning point in India’s 

financial landscape. The Narendra Modi 

government announced the invalidation of 

₹500 and ₹1,000 notes, impacting 86.4% 

of the currency in circulation, equivalent to 

11% of India’s GDP. The primary goals 

behind the move were: 

 

1. Stopping the circulation of black 

money to curb corruption. 

2. Increasing liquidity to reduce 

interest rates in the banking 

system. 

3. Creating a cashless economy by 

promoting digital transactions. 

4. Formalizing the informal economy 

by encouraging transparency. 

5. Eliminating counterfeit currency to 

improve the integrity of India’s 

financial system. 

 

While India had previously demonetized 

large denominations in 1978 under Morarji 

Desai, that effort affected only 1.7% of 

banknotes in circulation and had limited 

impact on the economy. In contrast, India’s 

cash-heavy economy in 2016, where 98% 

of consumer payments were made in cash 

meant the sudden removal of currency 
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forced businesses and individuals to adopt 

digital alternatives. 

 

In the months following demonetization, 

platforms like Paytm, Google Pay, 

PhonePe, and UPI saw a massive surge in 

usage. UPI, which had launched only a 

few months earlier, became one of the 

primary modes of payment, growing 

rapidly due to its ease of use. Small 

businesses and vendors quickly adopted 

QR code-based payments to sustain 

operations without costly POS terminals, 

while consumers relied heavily on mobile 

wallets for recharges, bill payments, and 

online shopping. 

 

The government also played an active role 

in encouraging digital payments by 

launching the BHIM app to promote UPI 

and offering incentives like cashbacks and 

discounts for using cashless platforms. 

Banks and fintech companies expanded 

their digital infrastructure to meet the 

growing demand for online transactions. 

These efforts helped extend digital 

payments beyond urban areas, bringing 

cashless solutions to rural populations as 

well. 

 

The impact of demonetization on digital 

payments was significant, leading to a 

massive rise in UPI transactions. By 

October 2022, UPI processed 7.3 billion 

transactions, amounting to ₹75 trillion in 

payments for the year. Platforms like 

Google Pay, PhonePe, and Paytm together 

accounted for 94.3% of UPI transactions, 

becoming essential parts of India’s 

cashless economy. 

 

While demonetization initially disrupted 

the economy, it accelerated India’s 

transition toward a cashless economy and 

laid the foundation for a robust digital 

payment infrastructure. Today, UPI and 

mobile wallets continue to drive India’s 

economic growth, ensuring financial 

inclusion, transparency, and convenience, 

bringing the country closer to becoming a 

cashless society. 

 

Government Initiatives to Promote 

Digital Payments in India: 

 

The Government of India has introduced 

several initiatives to promote the adoption 

of digital payments, improve financial 

inclusion, and build a cashless economy. 

These programs focus on expanding 

internet access, ensuring affordable 

banking services, and fostering trust in 

digital platforms, transforming India’s 

payment landscape. 

 

1. Digital India Mission (2015): 

 

Launched by Prime Minister Narendra 

Modi on 1st July 2015, the Digital India 

Mission aims to provide high-speed 

internet networks, particularly to rural 

areas, making financial services more 

accessible. This initiative supports other 

government programs like Make in India, 

Bharatmala, Sagarmala, Startup India, 

BharatNet, and Standup India. The 

increased availability of internet and 

mobile networks has played a key role in 

paving the way for exponential growth in 

digital payments. As of 2022, India had 

692 million active internet users, with rural 

areas contributing to 351 million users, 

reflecting the program’s success in 

bridging the digital divide. 

 

2. Pradhan Mantri Jan Dhan Yojana 

(PMJDY): 
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The PMJDY, announced by Prime Minister 

Narendra Modi on 15 August 2014 and 

officially launched on 28 August 2014, is a 

financial inclusion program that ensures 

affordable access to bank accounts, credit, 

insurance, and pension services. It allows 

even minors aged 10 and older to open 

accounts with a guardian. By March 2023, 

more than 490 million bank accounts had 

been opened under the PMJDY scheme, 

providing millions of people access to 

RuPay debit cards and linking them to the 

digital payment ecosystem. This scheme 

has been instrumental in encouraging 

cashless transactions, especially among the 

previously unbanked population. 

 

3. Bharat Interface for Money (BHIM) 

App: 

 

The BHIM app, developed by the National 

Payments Corporation of India (NPCI), 

was launched in 2016 to promote cashless 

transactions and digital payments. Built on 

the UPI platform, BHIM offers a simple 

interface that supports multiple languages, 

including Hindi, Tamil, Telugu, Bengali, 

and more. It allows users to send and 

receive money using UPI IDs, mobile 

numbers, or QR codes. Available on both 

Android and iOS, the app provides 

additional features like balance checks, 

transaction history, and rewards for using 

digital payments. The BHIM app’s 

security, reliability, and speed have made it 

a widely accepted platform across sectors 

such as retail, healthcare, education, and e-

commerce. 

 

4. Goods and Services Tax (GST): 

 

The introduction of GST on 1st July 2017 

simplified India’s indirect tax system by 

consolidating multiple taxes, including 

excise duty, VAT, and service tax. GST 

also incentivized businesses to adopt 

digital payments for better tax compliance. 

According to the Ministry of Finance, the 

number of GST-registered businesses 

increased from 6.4 million in 2017 to over 

13 million by 2022, highlighting the 

formalization of the economy. The GST 

regime promotes the use of digital 

transactions by encouraging businesses to 

maintain transparent accounts, reducing 

the reliance on cash. 

 

5. QR Code Promotion and RBI 

Regulations: 

 

To make digital payments accessible to 

small merchants and street vendors, the 

government promoted the use of QR codes 

as a cost-effective solution, eliminating the 

need for POS terminals. Today, 340 

million QR codes are deployed at 

merchant locations across India. Alongside 

this, the Reserve Bank of India (RBI) and 

NPCI have introduced regulations to 

ensure secure and smooth digital 

transactions, such as two-factor 

authentication and grievance redressal 

mechanisms. 

 

6. Direct Benefit Transfer (DBT): 

 

The Direct Benefit Transfer (DBT) scheme 

ensures that government subsidies and 

welfare payments are transferred directly 

into beneficiaries' bank accounts, 

eliminating intermediaries and reducing 

corruption. This initiative promotes 

banking and digital payments, especially in 

rural areas, by encouraging citizens to use 

bank accounts and mobile banking apps to 

access funds. 
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These government initiatives have had a 

profound impact on India’s digital 

payment ecosystem. The combination of 

Digital India and GST has accelerated the 

adoption of cashless transactions across 

sectors. According to the Reserve Bank of 

India, digital payment volumes grew by 

33% year-on-year between 2019 and 2022. 

As of 2022, UPI alone processed ₹75 

trillion in transactions, with over 7.3 

billion transactions in October 2022. 

Additionally, mobile wallets and QR code 

payments have become essential for small 

businesses and merchants, further 

expanding the reach of digital payments. 

 

These initiatives have collectively laid the 

foundation for a cashless economy and 

continue to shape India’s digital 

transformation. By improving internet 

connectivity, promoting financial 

inclusion, and simplifying the tax system, 

the government has empowered millions to 

adopt secure and convenient digital 

payment methods, bringing India closer to 

becoming a cashless economy. 

 

Benefits of Digital Payments in India: 

 

The adoption of digital payments in India 

has transformed the financial landscape, 

particularly after demonetization in 2016 

and the government’s proactive initiatives 

like Digital India. These payment methods 

offer several economic and social benefits, 

fostering financial inclusion, enhancing 

transparency, and driving economic 

growth. Below are the key benefits aligned 

with the evolution of digital payments in 

India : 

 

1. Instant and Convenient Transactions: 

 

As discussed earlier, platforms like BHIM-

UPI and IMPS enable users to transfer 

money instantly and seamlessly without 

needing cash or physical bank visits. Users 

can send and receive payments with just a 

mobile number, UPI ID, or QR code, 

linking multiple bank accounts to one app. 

This convenience was crucial post-

demonetization when access to cash was 

limited, pushing users and merchants 

toward cashless solutions. 

 

2. Financial Inclusion and Accessibility: 

 

Digital payment platforms have played a 

significant role in financial inclusion, 

especially in rural areas. As noted with 

PMJDY, millions of Indians gained access 

to bank accounts, which became gateways 

for digital payments. Initiatives like UPI 

123PAY further ensured that users without 

smartphones could conduct transactions 

using voice-based commands on feature 

phones. Direct Benefit Transfers (DBT) 

have also made government subsidies 

accessible through bank accounts, 

eliminating intermediaries and 

encouraging citizens to become part of the 

formal banking system. 

 

3. Transparency and Trust in 

Government Systems: 

 

Digital payments enhance transparency by 

ensuring that government benefits, such as 

welfare payments and subsidies, are 

directly deposited into beneficiaries' bank 

accounts. This shift has reduced leakages 

and eliminated ghost beneficiaries—a 

common issue with cash-based transfers. 

The introduction of GST further 

incentivized businesses to adopt digital 

transactions, promoting tax compliance 

and economic formalization. 
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4. Growth of Small Businesses through 

QR Code Payments: 

 

The adoption of QR code payments has 

empowered small vendors and micro-

enterprises to adopt digital payment 

methods without investing in costly POS 

machines. Platforms like Google Pay, 

Paytm, and PhonePe have made QR codes 

accessible, allowing businesses to receive 

payments instantly and improve cash flow. 

The widespread use of QR codes—

particularly after demonetization—played 

a crucial role in accelerating the shift 

toward cashless transactions across India. 

 

5. Speed and Real-Time Cash Flow: 

 

Digital payments improve the speed of 

transactions, ensuring businesses and 

individuals maintain real-time cash flow. 

Systems like UPI and Bharat Bill Payment 

System (BBPS) allow users to pay bills 

and make transfers anytime, ensuring no 

delays in transactions. This benefit has 

been particularly important for small 

businesses and vendors, helping them 

conduct operations smoothly without the 

hassle of cash handling. 

 

6. Enhanced Security and Fraud 

Prevention: 

 

Digital transactions offer greater security 

than cash payments, which are prone to 

theft and loss. With two-factor 

authentication, biometric verification, and 

encryption techniques like tokenization, 

digital platforms ensure safe and reliable 

transactions. Platforms like UPI and 

BHIM have built trust by maintaining 

secure transaction records, minimizing 

fraud risks, and giving users confidence in 

cashless systems. 

 

7. Increased Access to Credit: 

 

Unlike cash-based transactions, digital 

payments create a verifiable financial 

footprint, enabling banks and fintech 

companies to assess creditworthiness. With 

a documented transaction history, small 

businesses and individuals have improved 

access to formal credit services. This 

benefit supports economic growth, as it 

helps businesses expand and scale 

operations by accessing cashflow-based 

loans. 

 

8. Support for a Cashless Economy: 

 

The combined efforts of Digital India, 

GST, and demonetization have laid the 

foundation for a cashless economy. With 

over 7.3 billion UPI transactions in 

October 2022 and a total of ₹75 trillion 

processed that year, India has rapidly 

embraced digital payments. These systems 

are integral to the government’s vision of 

formalizing the economy and fostering 

financial stability. 

 

9. Improved Customer Experience and 

Business Scalability: 

 

The convenience of multiple payment 

options—like UPI, mobile wallets, and 

contactless payments—enhances customer 

satisfaction by speeding up the checkout 

process. Faster transactions not only 

reduce wait times but also encourage 

repeat purchases. Businesses can scale 

operations more efficiently by accepting 

payments online and offering subscription-

based models. With global payment 

platforms like PayPal, Indian businesses 
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can also reach international customers, 

boosting sales and expanding their market 

reach. 

 

10. Efficient Transport Payments with 

NETC: 

 

The National Electronic Toll Collection 

(NETC) system allows drivers to pay tolls 

electronically using RFID-enabled tags, 

eliminating long queues at toll plazas. This 

system has improved transport efficiency 

by reducing wait times and ensuring 

smooth travel, reflecting how digital 

payments extend beyond retail into other 

sectors of the economy. 

 

These benefits demonstrate how digital 

payments have become a cornerstone of 

India’s financial ecosystem. By promoting 

financial inclusion, increasing 

transparency, and ensuring convenience, 

digital payments are driving India’s 

economic growth. With the continued 

expansion of UPI, QR codes, and mobile 

wallets, the country is well on its way to 

becoming a cashless economy, 

transforming how individuals, businesses, 

and governments interact financially. 

 

Conclusion: 

The growth of digital payments in India 

reflects the country’s rapid transformation 

from a largely cash-dependent economy to 

a digitally connected society. Over the 

years, payment systems in India have 

evolved from traditional banking methods 

such as NEFT, RTGS, and ECS to modern 

platforms like UPI, mobile wallets, 

internet banking, and QR code-based 

payments. Today, digital payments have 

become a part of everyday life for millions 

of people across the country.  

One of the most important moments in this 

journey was the demonetization of 2016, 

which encouraged people to explore digital 

alternatives to cash. Along with this, 

government initiatives such as Digital 

India, PMJDY, BHIM, GST, and DBT 

helped strengthen digital infrastructure and 

increase financial inclusion. These 

initiatives made banking and digital 

payment services more accessible, 

especially for people living in rural and 

previously underserved areas. 

The rise of digital payments has brought 

many positive changes. Transactions have 

become faster, easier, and more convenient 

for both consumers and businesses. Small 

shopkeepers and street vendors can now 

accept payments through QR codes, while 

individuals can transfer money instantly 

with just a smartphone. Digital payments 

have also improved transparency, reduced 

dependence on cash, and created better 

access to financial services and credit 

facilities. 

At the same time, some challenges still 

need attention. Issues such as cyber fraud, 

lack of digital literacy, poor internet 

connectivity in remote areas, and concerns 

about data security continue to affect the 

smooth adoption of digital payment 

systems. Therefore, increasing awareness, 

improving digital education, and 

strengthening cybersecurity measures are 

essential for building trust among users. 

In conclusion, digital payments have 

become a powerful tool for India’s 

economic and social development. They 

are not only changing the way people 

make transactions but are also helping in 

promoting financial inclusion, 

transparency, and economic growth. With 

continuous technological advancements 

and strong policy support, India is moving 
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steadily toward a more inclusive, secure, 

and digitally empowered future. 
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