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Abstract

This research examines how GST notices received through UPI transaction trails affected small vendor
cash usage practices in Bengaluru. Digital payment systems, such as UPI, can promote transparency,
efficiency, and financial inclusion. However, vendors have felt heightened anxiety about their GST
compliance obligations because UPI transactions are traceable. Some vendors said they received GST
notices, or had heard of vendors receiving notices, even while below the statutory threshold or exempt
from the sale of the goods in question; this led to increased fear of being audited/penalized and general
distrust of digital platforms. The study utilized a sample of 110 vendors, and structured questionnaires,
examining the responses of the vendors with statistical tools including chi-square tests, regression,
ANOVA, and correlation analysis. More than 64% of the vendors indicated they stopped using UPI, or it
had reduced usage after hearing or receiving a GST notice. This was associated closely with fear of
penalties, low awareness of GST, and weak digital literacy, and not resistance to technology. The study
highlights a greater need for communication, awareness of the GST process, and clarity when vendors
are issued notices, in order to build ongoing digital adoption, and to widen the fears of GST compliance
and regulatory enforcement among vendors.
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Introduction

India's transition to a digital economy has drastically changed cash transactions for financial transactions,
particularly as it relates to the Unified Payments Interface (UPI) in enabling quicker, cashless, and
transparent payments. Small vendors situated in major urban centres like Bengaluru rapidly adopted UPI
in part to satisfy the digital preferences of their customers and avoid slow and cumbersome cash
transactions to run their daily business. However, this newfound digital exposure comes with
unexpected challenges, especially concerning compliance with Goods and Services Tax (GST).

The traceability of UPI transactions led to at least a handful of vendors receiving GST notice letters or
hearing about GST notice letters issued to their fellow vendors, notwithstanding that they were below
the registration threshold or were selling goods exempt from GST. This has created confusion and fear
about UPI for the vendors, in that they often associate digital payments with regulatory compliance, tax
penalties, and legal dilemmas. Many vendors reverted to cash transactions, which feel safer and less
traceable.

This change in behaviour is a significant obstacle to India's ambition of encouraging digital payments
and creating a cashless economy. The objective of the study is to consider how GST notices and fear of
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GST notices affect vendor's payment behaviour, their perception of GST compliance, and vendor's
confidence/distrust in digital systems. The study uses small vendors in Bengaluru as the unit of analysis,
which highlights the increasing disjuncture between government policy ambitions and the realities of
informal economic actors on the ground, and the need for more clarity and strengthened awareness.

Review of Literature

1. According to a report from the Times of India, street vendors in Bengaluru have been issued GST
notices after their digital collections via UPI crossed the %40 lakhs threshold, despite selling items
that are exempt from GST, like fruit and vegetables. Vendors claimed they did not know a high
volume of digital collections would mean they were required to register for GST. Now, vendors have
reason to be scared of a GST obligation, significant amounts owing, and have moved back to only
cash as vendors stop using digital payment options (UPI).

2. According to a report by Hindustan Times, a vegetable seller in Haveri received a 329 lakh GST
notice after his UPI collection exceeded 40 lakh, even though there is no GST on fruits or
vegetables. Small traders across Karnataka have stated that they had no idea that digital payments of
more than %40 lakh could trigger GST liability, and they argue that their very thin margins cannot
sustain that demand. Also, all trade bodies are making a last-minute appeal for relief and accusing
the government of targeting vulnerable vendors.

3. Kumar & Ramesh (2021): Highlighted that the visibility of UPI transactions led to scrutiny and
mismatch notices. Suggested alignment between digital payment policies and tax compliance
mechanisms.

4. Banerjee & Rao (2022): Reported a 23% dip in digital transactions post-GST notices
in urban vendor markets, showing a direct link between policy fear and digital
regression.

5. Aggarwal & Sinha (2021): Noted that awareness campaigns significantly boosted confidence among
vendors. Emphasized the importance of continuous support and education in sustaining digital
adoption.

6. According to Aarti Chopra's research on the ramifications of GST on SMEs in Rajasthan, GST has
made taxes simpler and more transparent, but has also created additional costs of compliance,
complexity with filing information, and cash-flow burdens, and therefore, symptoms of challenges in
all SMEs. Further, the study recommended new digital tools, staff training, and simplified rules for
regulations, with clarity from policymakers, to assist SMEs with the GST compliance process.

7. The study by Mrs. Priti Singh explores how India's small businesses, shopkeepers, and peddlers have
altered through UPI. Digital payments increased operational efficiencies, financial inclusivity, and
greater resilience, particularly during the COVID-19 pandemic. However, areas of concern remained
related to technology dependence, security risks, digital divide, etc. By generating data and real
examples, the paper exemplifies UPI's role in creating a more inclusive, efficient economic
environment in urban and rural India

Statement of the Problem

The growing acceptance of UPI across India has dramatically changed the transaction process for small
vendors, but the visibility associated with digital payments (UPI) has made such vendors vulnerable to
unintended third party GST scrutiny. Numerous vendors, although below the threshold for GST
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registration, have received or are aware of GST notices generated by UPI transaction trails. This has led
to the rise of fear, confusion and distrust, and ultimately has resulted in many vendors returning to cash
transactions that directly counter the government’s desire to encourage digital payments and financial
formalisation.

Rather than viewing UPI as a means of efficiency and inclusion, the perceived risk of penalties and
compliance costs has led to more vendors seeing UPI as a threat to their means of earning income. Also,
while there is anecdotal evidence to indicate this change in vendor behaviour, there is also little
empirical study with respect to how vendors use or comply with GST to determine whether or not all of
this is due to the experience of receiving a GST notice. This study aims to understand if the experience
and/or fear of receiving GST notices is forcing small vendors to end the use of digital payments and
return to cash based transactions, and how this experience is shaped by compliance orientation and
transparency in their transactions.

Objectives of the Research

1. To analyze the effect of GST notices triggered by UPI payments on small vendors’ cash usage
2. To study vendors’ perception of GST compliance and digital payments

3. To identify the challenges faced in adopting digital transactions

4. To suggest strategies to encourage digital payments while maintaining compliance

Research Design

e Research Design: Descriptive research.

e Research Instruments: Questionnaires that were the research instrument that was used to do the study.
e Area of Sampling: Bengaluru was selected as the area to study.

e Sample Size: The sample size or number of respondents for this research is 110.

e Sampling Technique: Convenient Sampling

Data Collection

Frequency Table

Particulars Frequency Percentage
18-25 19 17
26-35 27 25
36-45 41 37
46-60 15 14
60+ 8 7

Age Total 110 100
Male 59 54
Female 51 46
Other 0 0

Gender Total 110 100
No formal schooling 34 31
Primary 29 26

Education Secondary 19 17
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Graduate 22 20
Other 6 6
Total 110 100
Below 3 lakhs 30 27
3,00,000-6,00,000 41 37
6,00,000-10,00,000 25 23
10,00,000-15,00,000 11 10
Annual More than 15lakhs 3 3
Income Total 110 100
Grocery/General store 23 21
Street food/food stall 26 24
Clothing/accessories 28 25
Electronics/repair 12 11
Services (barber, tailor etc.) 19 17
Type of Other 2 2
Business Total 110 100
0-10% 2 2
11-30% 6 5
31-50% 9 8
51-75% 25 23
Daily UPI More than 75% 68 62
usage Total 110 100
No change 43 39
Changes in | Increased 3 3
UPI  usage | Decreased 59 54
after  GST | Completely stopped 5 4
notice Total 110 100
Fear of GST notice 22 20
Reason for | Customer prefer cash 6 5
decrease/ Technical problems 69 63
stop UPI | Others 13 12
usage Total: 110 100
Results of Hypothesis:

Hypothesis 1: GST Notices and Cash Preference
Ho: There is no relationship between GST notices and vendors' preference for cash.
Hi: There is a significant relationship between GST notices and vendors' preference for cash.

Chi-Square Test of Independence
Table 4: Cross-tabulation - GST Notice Experience x Cash Preference
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Prefer Cash (Agree/Strongly Agree)
Received/Heard About Notice Neutral/Disagree| Total
Yes (Self or Someone Known)||58 18 76
No 12 22 34
Total 70 40 110

Chi-Square Test Results:

v =24.367

o df=1

e p-value <0.001

e Cramer's V=0471

Interpretation: The chi-square test data suggest a highly statistically significant relationship between
exposure to GST notices and vendors selecting cash as a preferred payment type (y*> = 24.367, p < .001)

and as a result we reject the null hypothesis. Cramer's V statistic of 0.471 suggests a moderate to strong
correlation. Just over 76.3% of vendors who did receive or hear about GST notices prefer to receive cash
vs only 35.3% of those who had not had any exposure to GST notices. This indicates an observable
behavioural shift. These results suggest that the notion of fear of GST enforcement appreciably inhibits
the adoption of digital payments, resuming cash payments, which can underappreciate India's push for
digital payments.

Hypothesis 2: GST Compliance Perception and Digital Payment Attitude
Ho: GST compliance perception is not related to vendors' attitude toward digital payments.
H:: GST compliance perception is significantly related to digital payment attitude.
Linear Regression Analysis
Table 6: Regression Model Summary

Model|R R?* ||Adjusted R?*|Std. Error
1 0.687|(0.472|0.467 0.634

Table 7: Regression Coefficients

Predictor B Isati'or B t p-value
(Constant) 2.143 ]|0.287 - 7.465 <0.001
GST Fairness Perception [|0.456 /0.061 0.523 ||7.475 <0.001
Trust in Digital System |0.289 ||0.054 0.347 |5.352 <0.001

Dependent Variable: Attitude toward Digital Payments (Composite Score)

ANOVA Results:

o F(2,107)=47.862

e p<0.001
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Interpretation: The regression analysis yields substantial evidence to reject the null hypothesis
demonstrating a significant relationship between perceptions of fairness in GST compliance and attitude
toward digital payments. The model explains 47.2% of variance in vendor attitudes (R* = 0.472), with a
highly significant fit (F = 47.862, p < 0.001). Perceived fairness in GST compliance was the strongest
predictor (B = 0.523), suggesting that improved perceptions of fairness significantly contributed to
enhanced positive attitudes towards digital payments. Perceived trust in the digital system also had a
significant positive influence (B = 0.347). Overall, these results indicate that the vendor’s intention to
adopt digital payments is motivated largely by his or her perceptions that GST compliance was fair and
non-punitive, rather than by the underlying technology itself. Efforts to enhance awareness or improve
perceptions of fairness in GST compliance could therefore contribute to increased digital payment
adoption.

Hypothesis 3: Challenges and UPI Adoption

Ho: Challenges such as fear, technical issues, and awareness do not predict UPI adoption.

Hi: These challenges significantly predict UPI adoption.

Multiple Regression Analysis
Table 9: Regression Model Summary - Predicting UPI Adoption

Model|R R? Adjusted R* ||Std. Error
1 0.741 {/0.549 ||0.536 0.789

Table 10: Regression Coefficients - Challenge Predictors

Predictor B lSEtr(:'.or B t p-value VIF
(Constant) 5432  ||0.398 - 13.648 <0.001 -

Fear of GST Notice -0.534 ]/0.078 -0.421 |-6.846 <0.001 1.34
Technical Difficulties |-0.387 {/0.091 -0.268 |-4.253 <0.001 1.29
Lack of Awareness -0.423 1/0.084 -0.312 |-5.036 <0.001 1.42

Dependent Variable: UPI Adoption Level (0-5 scale)

ANOVA Results:
e F(3,106)=43.098
e p<0.001

Interpretation: The findings from the multiple regression analysis indicate that the null hypothesis can
be rejected for Hypothesis 3. The three challenges accounted for 54.9% of the variance in UPI adoption
(R?=0.549), all predictors were highly significant (p < 0.001), and no significant multi collinearity was
present between predictors (VIF < 2). Fear of GST notices was the largest negative predictor (f = -
0.421), awareness was the second (B = -0.312), and technical difficulties was third (f = -0.268). Each of
these three challenges was shown to independently reduce UPI adoption, showing that the use of UPI is
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influenced by multiple challenges and fear of regulations was the primary challenge to UPI usage.
Addressing these challenges and fears could provide a pathway to increased uptake of digital payments
among small vendors.

Hypothesis 4: Clarity from Authorities and Adoption Willingness
Ho: Clarity from authorities has no influence on willingness to adopt digital payments.
Hi: Clarity from authorities significantly influences willingness to adopt digital payments.

Correlation and Regression Analysis
Table 12: Correlation - Clarity and Adoption Willingness

Variables Pearson r Sig. (2-tailed) |n
Clarity from Authorities x Adoption Willingness 0.713 <0.001 110

Table 13: Simple Linear Regression Results

Model Statistics Value
R 0.713
R? 0.508
Adjusted R? 0.504
F-statistic 111.567
p-value <0.001

Table 14: Regression Coefficients

Predictor B Std. Error B t p-value
(Constant) 1.234 0.265 - 4.656 <0.001
Desire for Clarity 0.678 0.064 0.713 10.563 <0.001

Dependent Variable: Willingness to Continue/Increase UPI Usage

Interpretation: This analysis provides strong support for Hypothesis 4 and sufficient evidence to reject
the null hypothesis. There was a strong, positive and statistically significant correlation found between
perceived clarity from authorities and adoption of digital payments (r = 0.713, p < 0.001). With clarity
alone, the regression results indicate that it accounts for nearly 51% of the variance in the willingness to
adopt digital payments (R? = 0.508) with a standardized coefficient of f = 0.713. Practically, a 1-point
increase in perceived clarity (on a 5-point scale) resulted in a 0.678 increase in the willingness to adopt.
The relatively high t- and F-statistics (t = 10.563; F = 111.567, p < 0.001) support the practical
significance of this effect of clarity in understanding how guidance from tax authorities could influence
a vendor’s adoption of digital payments in a strong way.

Findings

1. The psychological fear stemming from GST notices considerably influences the payment behaviour
of small vendors. Vendors reported an extreme amount of anxiety and fear when they received, or
even just heard about, GST notices as a result of their UPI transactions. The consequent fear, for the
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vendors, impacted their confidence in digital payments, and prompted their behaviours to revert to
cash.

2. Vendors experiencing or aware of GST notices move away from UPI as their payment option of
choice. The patterns demonstrated a tendency for many vendors who were familiar with notices
(either from experience or from peer accounts), to choose cash over UPIL, as they felt that cash is
more “safe,” “invisible,” and “untraceable.”

3. More than 50% of vendors reduced, or stopped, UPI use following GST notices. The data indicated
that more than 64.5% of vendors formally made a decision to reduce or eliminate their digital
transactions as the notices became habitual occurrences, demonstrating that fear has an empirical
relationship with digital payment adoption in the vendor population.

4. The fear of receiving GST notices is the single largest reason for decreased digital transactions.
Among all the reasons for vendors reducing UPI use technical problems, customer appeal, or
awareness of UPI fear of the tax authority was the most significant driver influencing almost half
who returned to cash.

5. While vendors admit that UPI is simple, rapid, and easy to use, fear of the regulator is greater than
the technological advantages. While UPI is acknowledged to be convenient and effective, vendors
view the risk of receiving a notice, having to pay a penalty, or potentially being required to comply
with regulations as being greater than the benefit of using digital payments.

6. Vendors' perceptions of GST fairness and transparency powerfully influence their attitudes toward
digital payment systems. Vendors who hold negative perceptions toward GST notices, thresholds,
filing requirements develop negative attitudes toward digital payment systems. Vendors who
consider GST to be fair demonstrate enhanced comfort using UPI.

Conclusion

The findings of this study clearly establish that GST notices linked to UPI transactions have
substantially influenced the behavioural patterns of small vendors in Bengaluru. Despite acknowledging
the efficiency and convenience of digital payments, vendors demonstrated a strong inclination toward
cash due to fear of penalties, legal complications, and unclear compliance obligations. This fear was
intensified by misinformation, low awareness of GST exemptions, and limited digital literacy.

The research underscores that vendors’ trust in digital systems is deeply connected to their perception of
fairness, transparency, and clarity in GST enforcement. Where clear communication and guidance from
authorities existed, confidence in UPI usage improved significantly. Therefore, the study concludes that
fostering digital adoption requires more than technological infrastructure; it demands empathetic policy
communication, simplified compliance norms, and education initiatives. Bridging the gap between
policy intent and vendor understanding is critical to ensuring that digital transformation strengthens
rather than alienates India’s small vendor community
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