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Abstract

The fast rise in startups throughout India has been accompanied by lingering obstacles, such as restricted
financial resources and limited market penetration. This study examines how digital payment systems,
especially UPI, have transformed startups' access to markets and operational efficiency. The study
investigates the factors influencing the broad acceptance of digital payments by utilizing theoretical
frameworks such as the Technology Acceptance Model (TAM) and Roger's Diffusion of Innovations
Theory. Key advantages include improved cash flow tracking, simpler processes, increased business
legitimacy, and a wider geographic reach, according to a thematic analysis based on responses from 12
Indian entrepreneurs. The results highlight how digital payments, supported by encouraging government
policies and rising consumer acceptance, have a revolutionary effect on Indian businesses. Suggestions
for further research include sector-specific studies and deeper qualitative investigations through
interviews.
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Introduction

Envision a small business owner in rural India, once constrained by geography and cash transactions, now
reaching customers nationwide with a simple smartphone tap. This is the potential of digital payment
systems, reshaping the entrepreneurial landscape in ways that were unimaginable a decade ago and
promising a bright future for startups in India.

India has seen a rapid rise in startups over the past decade and ranks as the 3rd largest startup ecosystem
globally, with over 1,12,718 DPIIT-recognised startups as of 3 October 2023 (Invest India, 2023). These
startups not only contribute to economic growth and innovation but have also led to large-scale
employment generation. As of 2023, India is home to 111 unicorns with a total valuation of $ 349.67
billion, with the e-commerce, fintech, and enterprise tech industries leading the charge (Invest India,
2023). There are multiple reasons for India’s startup boom. The widespread adoption of digital technology
and high smartphone penetration have allowed startups to scale up and reach new markets. Furthermore,
favorable government policies such as Startup India and Digital India have improved digital infrastructure,
offered tax exemptions, and streamlined the regulation process.

Despite the exponential growth of startups, they still face critical challenges. One major obstacle is market
reach, as startups often struggle to expand their customer base in highly competitive markets. Limited
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resources for marketing, inadequate research, and restricted access to distribution channels can make it
difficult for even the most promising startups to scale their operations. Financial stability is another
significant challenge, particularly in the early stages. Startups frequently encounter inconsistent cash flow
due to limited access to credit, minimal initial revenue, and high operational costs. These challenges
collectively hinder their ability to expand and achieve sustained growth.

One potential solution for these challenges faced by entrepreneurs and start-ups in India comes as a result
of the country witnessing a major shift toward digitization in recent years, driven by the introduction of
the Unified Payment Interface (UPI) in 2016 and the subsequent introduction of mobile wallets and digital
payment apps. The ease of use and seamlessness of these tools have revolutionized financial transactions
by making payments more accessible, faster, and convenient for both businesses and consumers. This
undoubtedly also has unique implications for the country's startup ventures. In accordance with this, this
research paper aims to answer the following question: Have digital payment systems revolutionized
market access and operational efficiency for startups in India?

This paper explores how the widespread adoption of digital payment systems, particularly through UPI
and mobile wallets, has revolutionized market access and operational efficiency for startups in India due
to factors including but not limited to a reduction in transaction costs, broadening customer bases, and
improving access to formal financial services.

Literature Review

Digital payments are transactions that occur via digital or online modes. This means both the payer and
the payee use electronic mediums to exchange money (Razorpay, 2020).. India used to be a cash-based
economy, yet now it is one of the leaders in the digital payment industry, with over 100 billion digital
transactions taking place in the year 2023 all over India (Gupta, 2024). The most significant reason for
this growth in digital payments is UPI. The boom of digital payments has been driven by advancements
in fintech and telecommunications and a massive increase in the use of smartphones.

UPI was launched by the National Payments Corporation of India (NPCI) and allows for real-time
interbank payments that offer unparalleled convenience. UPI connects over 600 banks and fintech
companies, allowing for instant transactions with no fees or bank details entered (NPCI, 2024). UPI has
seen rapid growth from approximately three crore unique customers in 2017 to over 33 crores, according
to the latest reported data — which amounts to approximately 24% of the Indian population (Reddy, Kedia,
and Shukla, 2024). UPI simplifies the process and aims to provide a single interface system across all
NPCI systems and an improved customer experience (Mohapatra, 2017). Alongside UPI, mobile wallets
and online banking services have become integral to business operations across the country as they provide
cost-effective, accessible, and secure payment solutions.

Rogers' Diffusion of Innovations Theory can be used to analyze the adoption of digital payment systems.
According to this theory, society can be divided into five adopter categories: innovators, early adopters,
early majority, late majority, and laggards.

In India, digital payments initially gained traction with innovators and early adopters, primarily tech-savvy
urban users and businesses. These systems offered instant transactions, better security, and transparency.
There was not much difficulty in the integration of these systems, which were a natural fit with the existing
technological infrastructure. Early adopters also recognized the competitive advantage that digital
payments offered in terms of expanded market reach and customer convenience, driving early-stage
uptake.
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As these systems grew and their relative advantage over cash payments increased, the early majority began
to adopt them. The observability of the benefits of digital payments, including increased geographical
reach and faster transactions, led to an increase in user base. These systems required almost no changes to
be integrated into everyday business operations in both rural and urban areas. This ease of adoption,
combined with the visible success of early users, led to a widespread diffusion of payment systems.
Finally, it was the late majority and laggards who largely adopted digital systems due to necessity.
Extenuating factors like demonetization and the COVID-19 pandemic played a big part in making digital
payments necessary for any business, including small and rural enterprises. For example, demonetization
invalidated 86% of India’s currency overnight and forced consumers and businesses to explore cashless
alternatives, giving an unprecedented boost to digital payments (NIC, 2023). Moreover, government
initiatives like Digital India also increased the penetration of smartphones and eased the adoption process.
Thus, digital payments have spread widely, explained by a number of technological, regulatory, and social
factors.

The Technology Acceptance Model (TAM) offers valuable insights into the continual growth of digital
payment systems in India. According to TAM, the adoption of new technology is primarily driven by two
key factors: perceived usefulness and perceived ease of use (Thompson, 2018). Derived from the Theory
of Reasoned Action, TAM provides a psychological perspective on human behavior. Perceived ease of
use refers to the degree to which an individual believes that using a particular technology will require
minimal effort (Marikyan and Papagiannidis, 2023). In the context of digital payments, these factors have
been instrumental in their widespread adoption, particularly among entrepreneurs and small businesses.
For example, UPI, with its simple interface and streamlined processes, has lowered adoption barriers and
expanded businesses’ consumer bases. Together, perceived usefulness and ease of use have driven the
rapid expansion of digital payments in India, firmly embedding them in daily business activities.

The network effects theory states that when more people use a product or service, its value increases
(McShane, 2023). As more businesses and consumers use digital payment systems, the convenience and
ease of use of these systems continually increase, creating a self-inforcing cycle of adoption. For example,
as more and more vendors started accepting UPI payments, the convenience for consumers increased. This
increase in the use of digital payment systems accelerated the growth of cashless transactions in the
economy.

Regulatory policies and pivotal events have further accelerated the adoption of digital payment systems
in India. The Reserve Bank of India’s Payment and Settlement Systems Act 2007 established a legal
framework for the oversight and monitoring of digital service providers. This act led to the growth of UPI
by ensuring the safety and efficiency of this industry (King Stubb & Kasiva, 2023). Government-led
initiatives like Digital India and Pradhan Mantri Jan Dhan Yojana (PMJDY) have also been key in
expanding financial inclusion and building a solid ecosystem for digital payments. Digital India, launched
in 2015, aimed at the digital empowerment of its citizens, thereby encouraging consumers and businesses
to adopt digital payments. PMJDY allowed for the opening of millions of bank accounts, bringing a
previously unbanked population into the formal financial system and enabling them to transact digitally,
increasing the number of consumers for digital payment systems.

Methodology
This study focused on entrepreneurs in India, specifically targeting those from a variety of industries,
including e-commerce, technology, and manufacturing. These sectors prove particularly relevant to the
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research question, as they have experienced significant transformations due to the integration of digital
payment systems, which are reshaping how businesses operate, manage cash flow, and reach their
customer base.

A comprehensive questionnaire was created to collect primary data to understand how entrepreneurs have
integrated digital payment systems into their businesses and the effects of this integration on their market
reach and financial stability. The survey consisted of open-ended and close-ended questions, with the
former allowing the researcher to capture a detailed view of the entrepreneurs' experiences. Questions
addressed direct impacts, such as increases in customer base and transaction efficiency, alongside indirect
effects, like improvements in financial literacy and the ease of cash flow management.

The questionnaire was distributed through online forms, facilitating easy access for a wide range of
entrepreneurs. This method not only enhanced the reach of the survey but also encouraged participation
from individuals across various geographical locations within India. That being said, the target sample
size was limited to 12 entrepreneurs - this focused approach was intentional, as it aimed to elicit in-depth
responses that yield valuable qualitative insights into the entrepreneurs' experiences and perspectives. By
focusing on a manageable sample, a high level of interaction and follow-up could be managed, enhancing
the reliability and depth of the data collected.

For data analysis, a thematic analysis, a qualitative method that allows for the identification of patterns
and themes within the collected data, was employed. This approach provided the flexibility to explore the
complexities of how digital payment systems impact entrepreneurship, revealing both the challenges and
opportunities faced by these business owners.

Data Analysis

Code 1 - Significant reliance on digital payment systems for startups (Derived from the following
question: On a scale of 1-5, how important are digital payment systems to your business operations? Where
1 = Not important at all and 5 = Extremely important)

On a scale of 1-5, how important are digital payment systems to your business operations? (1 = Not

important at all, 5 = Extremely important)
12 responses

10.0
75
5.0
25 3 (25%)
0 (0%) 0 (0%) 0 (0%)
0.0
1 2 3
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Code 2 - Popular digital payment platforms amongst startups in India are Google Pay, Razorpay,
Paytm, PhonePe (Derived from the following question: Which digital payment platforms does your
startup primarily use?

Check all that apply)

Which digital payment platforms does your startup primarily use? (Check all that apply)
12 responses

Paytm 5 (41.7%)

PhonePe 3 (25%)

Google Pay 8 (66.7%)
Razorpay 8 (66.7%)
Stripe 0 (0%)
Other (please specify) 1(8.3%)
1(8.3%)
Cc avenue 1(8.3%)
0 2 4 6 8

Code 3 - Younger customer segments (25-34 years) dominate digital payment adoption (Derived
from the question: Which customer segment has most embraced digital payments in your business?)

Which customer segment has most embraced digital payments in your business?
12 responses

@ 18-24 years
@ 25-34 years
35-44 years
@ 45-54 years
@ 55+ years

Code 4 - Faster payment processing is cited as a major benefit (Derived from the question:What was
the most significant benefit of adopting digital payment systems for your startup?)

Code 5 - Improved customer experience, including ease of use and convenience (Derived from the
question:What was the most significant benefit of adopting digital payment systems for your startup?)
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What was the most significant benefit of adopting digital payment systems for your startup?
12 responses

@ Increased revenue

@ Improved customer experience
Faster payment processing

@ Better financial management

@ Other (please specify)

Code 6 - Broader geographical reach enabled through digital payments (Derived from the
question:How have digital payment systems helped you expand your market reach, especially in terms of
geographical boundaries or customer demographics?)

e “My company used to experience a geographic constraint first - | was serving around 80% of clients
in Delhi itself because that is where my office was based and the payment methods worked in favor
of those clients. Now, with digital payment systems, | have customers all across India who are open
to doing business with my company because | offer a quick payment choice through my PayTM QR
code”

e “Digital payments have helped to increase reach to out station customers and offer convenience of
payment while sitting at a remote location.”

e “We now have vendors from across the country - wouldn’t have happened if we didn’t have digital
payment options.”

Code 7 - Trust and legitimacy are enhanced via payment systems (e.g., logos like Razorpay) (Derived
from the question: How do you think digital payments have affected customer trust and satisfaction within
your business?)

e “It makes my business look more legitimate. For example, | have added the razorpay logo. As a small
business, people didn't want to purchase originally because they weren't sure if they might get
scammed. But using razorpay and showing that I do provide more trust for the customers.”

e “Customers are definitely more satisfied because it saves them a significant amount of time as well.”

e “There’s greater transparency”

Code 8 - Seamless integration of digital payment systems into existing operations (Derived from the
following question: How have you had to adapt your business model, if at all, to integrate digital payment
systems?)

e “The adoption of digital payment systems did not require me to change my business model much at
all. I was easily able to create a account, complete KYC for my company and then start offering this
payment option”

e “No significant requirements to adapt”

e “No, we didn't change our business model. But working with payment gateways can sometimes be
very painful! Integrating them using APIs is not hard though, as their tech infrastructure is built for
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that”

Code 9 - Enhanced cash flow tracking, management and stability (Derived from the following
question: In what ways have digital payment systems impacted your startup’s financial stability or cash
flow management?)

e “l am now able to better track the cash flow than ever before. I also feel that the company has become
more financial stable due to the sheer volume of transactions we are able to process (much higher than
before)”

o “What's great is the regular settlement but also for example it makes it really easy to manage refunds.
Because the settlement doesn't happen immediately, so | can manage sending money back to a
customer without managing the money directly (as it hasn't entered my bank account yet)”

e “It’s helped in all possible ways - but helped with accounting, parking cash aside and ensuring we
have knowledge of our books and numbers.”

Code 10 - Restrictions like QR code payment limits for large transactions (Derived from the following
question: In what ways have digital payment systems impacted your startup’s financial stability or cash
flow management?)

e “When scanning QR code from one's own gallery limits the payment to 2,000/- this needs to change

2

e “One step checkout is key - hence UX and digital payments together. and in store mobile checkout.”

Code 11 - Pain points with system integration and KYC processes/Infrastructure improvements for
easier international payments required (Derived from the following question: In what ways have digital
payment systems impacted your startup’s financial stability or cash flow management?)

e “Transparency around time. There's a constant "just give it a few days" attitude to ease the client (me)
with these payment platforms. But it causes startups to struggle especially assuming most
entrepreneurs may not be tech savvy. There also needs to be more options regarding varying pricing.
For example, returns are the biggest problem with physical products. So | don't offer COD. Many
platforms integrate like "discount of 15% when not placed on COD", but | haven't seen that atleast on
razorpay or Wix (what I've used to build my website). For example, on razorpay, their backend is not
great and in order to change my account from an individual account to a LLP registered account, |
have to use a new email and phone number (I guess the OTP only connects to one number). And to
switch, I'd have to start my account again and reset up everything. I need to switch because right now
| can't accept international payments.”

e “The back end in terms of network and the security features should be enhanced to make it fraud
proof”

Thematic Analysis

Theme Code Evidence
Theme 1: Widespread Codes 1, 2,3 75% of respondents, i.e., start-up owners,
Adoption and Essentiality acknowledged digital payment systems as being
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of Digital Payment incredibly important to business operations,
Systems, specifically with Google Pay, Razor Pay, and PayTM
within the younger proving the most popular. 75% of the business
customer segments owners also said that the customer segment

embracing digital payment systems most was
25-34 years old.

Theme 2: Greater Codes 4,5,7,8 50% of respondents said that faster payment
Operational Efficiency and processing was the most significant benefit of
Customer Satisfaction digital payment systems, and 33% stated that an

increase in customer satisfaction was the key
benefit. Respondents also highlighted the
increase in trust from consumers and the ease of
integration of digital payment systems.

Theme 3: Ability to reach a | Code 6 Multiple respondents highlighted the ability to
broader market expand their geographical reach as a key benefit
of adopting digital payment systems.

Theme 4: Improved Code 9, 4 16.7% of respondents state better financial
Financial Management and management is the most significant benefit of
Stability digital payment systems.

Theme 5: Pain Points in Codes 10, 11 Several respondents highlighted challenges
Integration and related to integration and accessibility in digital
Accessibility and payment systems, underscoring areas requiring
requirement for improvement, such as issues with system
improvements in the future integration and international payments and some

security concerns.

Discussion

India’s digital payment volume has grown at an average annual rate of about 50% over the past five years,
making it one of the fastest-growing markets globally (Kearns and Mathew, 2022). This remarkable
growth aligns with Theme 1, highlighting the widespread adoption of digital payment systems, particularly
among younger customer segments. Unified Payments Interface (UPI) has emerged as the most common
mode of payment for the youth in India due to its simplicity, convenience, and ease of use (Debnath,
2024). India’s demographic composition, with 65% of the population below 35 years of age, has been a
critical driver of this trend. Supporting this, over 75% of business owners surveyed identified the 25-34
age group as the customer segment most actively embracing digital payment systems. For startups aiming
to connect with a broader customer base, catering to this demographic is essential, as digital payments
have essentially become the new form of cash for this age group. Additionally, UPI’s secure, convenient,
and instant transactions have further reduced barriers to adoption, solidifying its popularity. This aligns
with literature emphasizing how user-friendly technology fosters acceptance and adoption.
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Startups can leverage UPI systems to enhance operational efficiency and customer satisfaction by
streamlining payment processes and building trust, as supported by the finding of Theme 2. Existing
literature highlights that adopting UPI improves business-customer relationships and increases the
legitimacy of small businesses, making them more appealing to customers (Phatak, 2023). The reduced
payment processing time not only ensures a better customer experience but also allows businesses to
handle higher transaction volumes, thereby improving operational efficiency. Additionally, the ease of
integrating digital payments into business operations reduces the effort and resources required for
implementation. Together, these factors enable startups to optimize processes and foster stronger customer
loyalty, enhancing their overall performance.

According to a data analysis by SBI, rural and semi-urban areas account for a 60 percent share of UPI in
terms of value and volume. It has seen a surge of 118% in semi-urban and rural stores (Saklani, 2024).
This validates Theme 3, which shows how UPI systems allow businesses to access a broader market,
particularly in rural markets that otherwise would be inaccessible. The increased smartphone penetration
among the Indian rural population and the increase in financial literacy are some of the main reasons for
this boom. There is also increased access to international payments in countries like the UAE, further
increasing geographical reach.

Digital payment systems provide startups with a secure, efficient, and transparent way to manage their
finances, contributing to greater financial stability. UPI records every transaction digitally, offering
businesses real-time access to their financial data and enabling faster reconciliation of accounts - an
essential feature for small businesses with limited resources (Phatak, 2023). These systems simplify
processes like issuing refunds and tracking cash flows, ensuring businesses can access vital financial
insights easily. By improving accountability and simplifying financial management, digital payments
empower startups to maintain better control over their finances, reduce errors, and support sustainable
growth.

Finally, Theme 5 shows some of the limitations and ways to improve digital payment systems in India.
Business owners emphasized the need for better customer service and information related to transactions,
particularly international transactions, to allow businesses to utilize these services better. Also, the QR
code limit for images from photo galleries is a restriction to the geographical expansion that digital
payments provide. There also needs to be increased penetration amongst older users as currently, the
majority of users are under 35 years of age. Security and fraud-proof measures for digital payment systems
and a decrease in failure rates for increased trust in these systems must also be improved.

Conclusion

India has seen a massive boost in the number of startups over the last decade, but such organizations
commonly face significant challenges due to a lack of cash flow and a limited customer base. With the
introduction of UPI and demonetization in 2016, along with widespread smartphone usage, digital
payments have boomed in India. This research paper explored how the widespread adoption of digital
payment systems has allowed startups to expand their business operations significantly.

Digital payment allows businesses to streamline their operation and broadens their geographical reach.
The low barriers to adoption, the convenience of instant transactions, and the transparency of these systems
are the key reasons for this growth. Government schemes like Digital India and Pradhan Mantri Jan Dhan
Yojana have increased the number of consumers for such systems. Through models like Roger’s Diffusion
of Innovations Theory and Technology Acceptance Model (TAM), the paper analyzed and found how
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early users of these systems may have mainly been tech-savvy users in urban areas, and as more and more
people started using these systems, the convenience and testimonies also continued to increase leading to
higher uptake. As the population saw the benefits of the systems and how easy they were to integrate,
there was an uptick in usage throughout India.

In order to discover the extent to which startups have witnessed increased operational efficiency and
market reach due to digital payment systems, the study conducted an in-depth survey with 12
entrepreneurs who have startups in India. On the basis of the research, a thematic analysis was conducted,
which further uncovered the essentiality of these systems for startups. The entrepreneurs' answers clearly
underscored the significant effect of digital payment on their businesses. The access to remote customers,
faster payment processing, increased cash flow tracking, and increased legitimacy all contribute to the
importance of digital payment systems. This clearly shows that digital payment systems have had a marked
effect on startup operations, leading to improvement.

While the conclusion derived from this research is based on the primary research conducted with
entrepreneurs in India, to drive this research further, more entrepreneurs from more diverse sectors could
be involved. There could also be a study into what particular sectors are most affected by digital payment
systems. It would also be helpful to make use of a more in-depth medium, such as an interview, to obtain
a more detailed understanding of the impact of digital payment systems.
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