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Abstract 

India's economy has seen significant change over time, mostly due to the growth of the digital banking 

industry. The nation's financial system has helped the economy. Less enthusiastic responses have been 

given to the capital protection assistance. Economic expansion and technical advancement, especially 

high-tech development, are closely related (Landes 1969). The banking industry is also being impacted by 

these improvements. The Indian federal government is working to advance "Digital India," which is why 

the digital banking system has undergone a number of changes. The goal is for India to become a "digitally 

literate" nation without the need for paper money and paperwork. The financial services industry, on the 

other hand, has grown thanks to a variety of contemporary products and services, many of which are stand-

alone offerings (like wallets) that are derived from traditional banking practices, such as online trading 

accounts, electronic fund transfers, and custodial services, while also encompassing a broad definition of 

banking, like branch networking. Additionally, a limited range of these innovations provide new forms of 

proficiency, as exemplified by "plastic money," which includes credit cards, debit cards, smart cards, 

phone pay, and Google Pay. In today's corporate world, e-payment systems are becoming an increasingly 

popular way to send money instantly. because it completes the task quickly and easily. I suppose this is a 

payment mechanism that banking systems in both established and emerging economies are starting to 

accept more frequently in order to make these business transactions less complicated and more transparent. 

The Unified Theory of adoption and Use of Technology (UTAUT) and the Technology Acceptance Model 

(TAM) are two likely explanations for digital payment adoption. However, security is perhaps the most 

prevalent issue when accepting digital payments. Despite the advantages and pitfalls of digital payments, 

it is nevertheless true that they speed up and simplify our lives. Future studies may focus on the security 

aspects of digital payments and consider how advancements in technology are making these payment 

methods more widely accepted. 
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1. Introduction 

The financial ecosystem in India has seen a substantial transformation due to the fast advancement of 

digital technology. Because they make transactions quicker, safer, and more convenient, digital payment 

systems are becoming a crucial part of contemporary financial services. The nationwide use of digital 
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payment platforms has increased due to the growing ubiquity of smartphones and internet access. A 

paperless and digitally empowered economy has also been greatly aided by the Government of India's 

policy efforts. The Reserve Bank of India's regulatory assistance has improved the infrastructure for digital 

payments and guaranteed safe financial transactions. 

India's digital payment environment has completely changed with the advent of cutting-edge payment 

platforms like BHIM and Unified Payments Interface. These systems make it simple for customers to 

make online purchases, pay bills, and transfer money in real time. By encouraging people and companies 

to use cashless payment systems, the demonetization of India in 2016 hastened the transition to digital 

commerce. Because of this, digital payments are becoming a crucial component of India's developing 

financial system. 

By giving rural and previously unbanked communities access to financial services, digital payment 

systems help support financial inclusion. They promote the expansion of digital enterprises and e-

commerce, lower transaction costs, and increase transparency. The adoption of digital payment systems is 

still impacted by issues including infrastructural constraints, cybersecurity risks, and a lack of digital 

literacy. Therefore, in order to comprehend the influence of digital payment usage on enabling India's 

financial ecosystem and bolstering the nation's digital economy, a comprehensive analysis is required. 

 

2. Components of Digital Payment system. 

A number of crucial elements make up the Digital Wallet Payment System, which enables safe and 

effective electronic transactions. The user interface or mobile application, which enables consumers to 

access wallet services through applications like Paytm, Google Pay, and PhonePe, is the first component. 

The user wallet account, which keeps track of transaction information and saves virtual currency, is 

another crucial element. The National Payments Corporation of India provides the infrastructure needed 

to interface the system with banks and payment gateways, primarily via the Unified Payments Interface 

platform. Safe and permitted transactions are ensured by authentication and security techniques like OTP, 

PIN, passwords, and biometric verification. Real-time money transfers between consumers and retailers 

are handled by the transaction processing system. Businesses may take digital payments with ease thanks 

to merchant integration tools, which include QR codes, payment links, and APIs. Additionally, transaction 

records and user information are safely stored by database and data management systems. Users get alerts 

and transaction confirmations via SMS or app notifications from the notification and reporting system. 

Lastly, the Reserve Bank of India regulates the whole digital wallet ecosystem to guarantee consumer 

safety, security, and transparency. These elements work together to create an effective digital wallet 

payment mechanism. 
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Flow chart- 1 

 
 

3. Research Objectives 

With this study, we specifically hope to achieve the following: 

1. To research India's need for a digital payment system. 

2. To research how digital payment systems are used. 

3. To assess the advantages and disadvantages of digital payment systems. 

3.1 Objective 1: India's need for a digital payment system. 

Rapid technical advancement and the growth of the digital economy have greatly boosted India's demand 

for a digital payment system. Compared to conventional cash-based systems, digital payment systems 

offer a quicker, safer, and more convenient way to conduct financial transactions. In order to create a 

transparent and cashless economy, the Indian government has actively encouraged digital transactions 

(Ministry of Finance, 2023)3. Instantaneous financial transfers have been made easier by platforms like 

Unified Payments Interface, which have made it possible for people and businesses to conduct seamless 

digital transactions (NPCI, 2023)4. The usage of digital payment methods has increased in both urban and 

rural areas due to the increasing ubiquity of smartphones and internet access. Digital payments minimize 

hazards like fraud and theft while lowering the expense of generating and managing physical cash. By 

integrating underbanked and unbanked people into the established financial system, they help promote 

financial inclusion. The Reserve Bank of India's guidelines and regulatory assistance guarantee the 

effectiveness and security of digital payment systems (RBI, 2023)5. Digital payment systems also promote 

the expansion of online services, digital entrepreneurship, and e-commerce. As a result, implementing 

 
3 Ministry of Finance. (2023). Digital Economy and Payment Systems in India. Government of India. 
4 National Payments Corporation of India. (2023). UPI Product Statistics. NPCI. 
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digital payment systems is now crucial to bolstering India's financial system and encouraging long-term 

economic development. 

3.2 Objective 2: Usage of Digital Payment Systems 

In India, digital payment systems are now a crucial component of financial operations, allowing people, 

companies, and organizations to make electronic payments. These systems let consumers to utilize 

computers, smartphones, or other digital devices to perform financial transactions, pay bills, transfer 

money, and buy products and services. The Reserve Bank of India and the National Payments Corporation 

of India's initiatives, which established cutting-edge payment systems like Unified Payments Interface, 

have contributed to the expansion of digital payments. Peer-to-peer transfers, internet shopping, bill 

payment, retail transactions, and government services all make extensive use of digital payment systems. 

The use of various payment methods has been further aided by the growing accessibility of cellphones, 

internet connectivity, and digital literacy. Additionally, companies choose digital payments because they 

increase transaction efficiency, save cash handling expenses, and offer transparency. 

 

3.2.1 Major Uses of Digital Payment Systems 

Table-1 

S.No Area of Use Description Examples 

1 Peer-to-Peer (P2P) 

Transfers 

Individuals transfer money directly to 

friends or family using mobile apps. 

Google Pay, PhonePe 

2 Online Shopping Customers pay for goods and services 

purchased from e-commerce websites. 

Amazon, Flipkart 

3 Utility Bill 

Payments 

Digital payments are used for 

electricity, water, mobile recharge, and 

DTH payments. 

Electricity boards, 

telecom providers 

4 Merchant 

Payments 

Payments made at shops, restaurants, 

and retail stores using QR codes or POS 

machines. 

QR-based payments 

5 Government 

Payments 

Citizens pay taxes, fees, and 

government service charges online. 

Income tax, GST 

6 Transportation 

Payments 

Digital payments are used for booking 

tickets and paying travel fares. 

Railways, bus tickets, 

ride-sharing apps 

 

3.2.2 Common Digital Payment Methods Used in India. 

Table – 2 

Payment Method Description Platform Example 

UPI Payments Instant bank-to-bank transfers using mobile devices. Unified Payments 

Interface 

Mobile Wallets Digital wallets that store money electronically for quick 

payments. 

Paytm 

Debit/Credit 

Cards 

Card-based payments used online or through POS 

machines. 

Visa, Mastercard 

Internet Banking Payments made through bank websites or applications. SBI Net Banking 
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QR Code 

Payments 

Scan-and-pay system used by merchants for quick 

transactions. 

Bharat QR 

 

3.2.3 UPI Transactions in India (2020–2025) 

Table-3 

Year Number of UPI 

Transactions 

Approx. Value 

(₹) 

Growth Trend 

2020 12.5 Billion ₹21 Lakh Crore Rapid growth during pandemic 

2021 22.3 Billion ₹41 Lakh Crore Increase due to smartphone and internet usage 

2022 45.9 Billion ₹84 Lakh Crore Expansion of digital payments and QR payments 

2023 83.7 Billion ₹139 Lakh 

Crore 

Strong adoption across urban and rural areas 

2024 131.1 Billion ₹200+ Lakh 

Crore 

Massive growth with merchant payments 

2025* 114 Billion (till Sept 

2025) 

₹180+ Lakh 

Crore 

Continued increase in daily transactions 

*2025 data is partial (up to September). 

Source: National Payments Corporation of India – UPI Statistics Reports. 

 

Bar Chart – 1 

 
The bar chart-1 shows the growth of transactions through the Unified Payments Interface in India from 

2020 to 2025. UPI transactions increased from about 12.5 billion in 2020 to 22.3 billion in 2021, showing 

a rapid rise in digital payment usage. The number further grew to 45.9 billion in 2022 and reached around 

83.7 billion in 2023 due to wider smartphone and internet adoption. In 2024, transactions sharply increased 

to about 131.1 billion, reflecting strong acceptance of digital payments. The trend highlights the rapid 

expansion of India’s digital payment ecosystem supported by the National Payments Corporation of India. 

3.2.4 Net Banking Usage in India (2020–2025) 

Net banking (internet banking) has become an important part of the digital banking system in India. It 

allows customers to transfer money, pay bills, and manage bank accounts through the internet without 

visiting bank branches. Over the last five years, the use of net banking has increased steadily due to higher 
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internet penetration, smartphone usage, and digital banking initiatives promoted by the Reserve Bank of 

India. Net banking is widely used for high-value transactions such as business payments, tax payments, 

and institutional transfers. Studies show that the value of internet banking transactions increased 

significantly from about ₹6,71,78,238 crore in 2020–21 to ₹13,09,35,134 crore in 2024–25, indicating its 

growing importance in the digital payment ecosystem. 

 

3.2.4 Net Banking Transactions in India (2020–2025) 

Table-4 

Year Estimated Net Banking 

Transaction Value (₹ Crore) 

Growth Trend 

2020 6,71,78,238 Beginning of strong digital banking adoption 

2021 8,20,00,000 Increase due to pandemic-driven online 

banking 

2022 9,85,00,000 Growth in online services and e-commerce 

2023 11,50,00,000 Expansion of digital banking infrastructure 

2024 12,70,00,000 Higher corporate and institutional transactions 

2025 13,09,35,134 Continued increase in digital financial activities 

Source: Reserve Bank of India – Digital Payments and Banking Reports. 

 

Chart-2 : Net Banking Growth in India (2020–2025) 

Net Banking Transaction Value (₹ Crore) 

2020 | ███████████████████ 

2021 | ████████████████████████ 

2022 | █████████████████████████████ 

2023 | █████████████████████████████████ 

2024 | █████████████████████████████████████ 

2025 | ███████████████████████████████████████ 

The chart-2 illustrates the growth of net banking transactions in India from 2020 to 2025, showing a steady 

increase in the use of online banking services. The transaction value increased from about ₹6,71,78,238 

crore in 2020 to around ₹8,20,00,000 crore in 2021 due to greater adoption of digital banking. The value 

further rose in 2022 and 2023 as more individuals and businesses started using internet banking for online 

payments and fund transfers. In 2024 and 2025, the chart shows continued growth, reaching approximately 

₹13,09,35,134 crore. This upward trend reflects the increasing reliance on digital banking supported by 

institutions such as the Reserve Bank of India. 

The data shows a rapid increase in digital payment usage in India between 2020 and 2025. Transactions 

through Unified Payments Interface and net banking have grown significantly due to rising smartphone 

and internet usage. This growth reflects the expansion of India’s digital financial ecosystem supported by 

the Reserve Bank of India and the National Payments Corporation of India. 

 

4. Abjective 3: advantages and disadvantages of digital payment systems. 

4.1 Advantages of Digital Payment Systems 

Digital payment systems have significantly improved the efficiency and accessibility of financial 

transactions in India. One of the major advantages is convenience, as users can make payments anytime 
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and anywhere using mobile phones or computers. Digital platforms such as Unified Payments Interface 

enable instant fund transfers between bank accounts, making transactions faster and more efficient. These 

systems also promote financial inclusion by providing banking services to people in rural and remote areas 

who previously had limited access to formal financial institutions. In addition, digital payments enhance 

transparency and accountability, since all transactions are recorded electronically, helping to reduce 

corruption and cash-related fraud. According to reports from the Reserve Bank of India, the increasing use 

of digital payments has improved the efficiency of India’s financial ecosystem and supported the growth 

of e-commerce and online services. 

4.2 Disadvantages of Digital Payment Systems 

Despite their benefits, digital payment systems also present certain challenges and risks. One major 

disadvantage is the risk of cybercrime, including hacking, phishing, and identity theft, which may 

compromise users’ financial information. Another limitation is the digital divide, as many people in rural 

or less developed regions may lack access to smartphones, internet connectivity, or the necessary digital 

literacy to use these systems effectively. Technical issues such as server failures, network problems, or 

system errors can also interrupt digital transactions and cause inconvenience to users. Furthermore, 

concerns about data privacy and security remain significant, as digital payment platforms store sensitive 

financial and personal information. Therefore, while digital payments offer many advantages, 

strengthening cybersecurity measures and improving digital awareness are essential to ensure safe and 

sustainable adoption. 

In conclusion, digital payment systems have become a vital part of the financial ecosystem in India, 

transforming the way individuals and businesses conduct transactions. Platforms such as Unified 

Payments Interface have significantly improved the speed, convenience, and accessibility of financial 

services. These systems promote financial inclusion, transparency, and efficiency in the economy. 

However, challenges such as cybersecurity risks, digital illiteracy, and infrastructure limitations still need 

attention. Continuous support from institutions like the Reserve Bank of India is essential to strengthen 

digital payment security and reliability. Therefore, with proper regulation and awareness, digital payments 

can further enhance India’s progress toward a modern and inclusive digital economy. 
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