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ABSTRACT

The adoption and usage of digital payments have seen a significant growth globally,
driven by advancements in technology, the increasing internet penetration and mobile
networks, and government policies aimed at promoting cashless economies. Digital
payments, encompassing electronic transactions via credit and debit cards, mobile
wallets, internet banking, and online transfers, provide a more efficient and convenient
alternative to conventional cash transactions. The transition to digital payments in India
and other nations is regarded as a crucial advancement for financial inclusion, economic
modernization, and enhanced transaction transparency. India continues to encounter
obstacles in its efforts to achieve widespread adoption despite rapid growth in digital
payment volumes. In comparison to other nations, India’s cash-based economy remains
dominant, with a high currency-to-GDP ratio and low per capita digital payments. This
suggests that despite expansion of digital payments, there still exists a significant void to
be filled in terms of merchant and consumer adoption. Understanding the drivers as well
as the barriers to adoption, is critical to develop effective strategies, that will facilitate the

transition to a cashless society, specifically in developing economies such as India.

Review of literature revealed that though numerous cross-country studies have explored
payment patterns in developed countries, there is a lack of attention to payment behaviors
and systems in developing nations, despite their growing significance in the global
economy. Like macro-level studies, most micro-level analyses on payment behavior have
focused on developed regions such as the United States and the European Union, with
limited in-depth research on countries like India or other developing economies. Further
existing studies largely focus on user-side perspectives, examining consumer and

merchant payment preferences and behaviors. There is a notable gap in research that
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explores the viewpoint of Payment Service Providers (PSPs) and their role in addressing

challenges within the payment ecosystem.

Considering the gaps in existing literature, certain questions arise- Despite the availability
of similar retail payment instruments across countries, why is there a difference in the
intensity of use of these instruments? What drives or influences the usage of retail
payments at the cross-country level? Is there a difference between drivers of digital
payments in developed versus developing countries? Addressing the persistence of a
dominant cash-based puzzle, what influences the payment patterns of consumers in India?
Whether the determinants of digital payments differ between the adoption stage and the
usage stage of digital payments? What are the key hurdles in the adoption and usage of
digital payments in India? What policy support is required to further the growth of digital

payments in India?

To provide appropriate answers, this study attempts to examine the drivers of digital
payments adoption and usage across countries, as well as within India. This is done by
identifying the factors through literature review and then investigating their impact across
20 countries comprising both high-income and middle-income economies. Using
secondary data, sourced from BIS payment statistics database, WDI and IMEF, this
exercise is undertaken using panel data regression models viz., Fixed-Effects approach
and System GMM approach. In addition to identifying variables for all countries, a
comparative analysis is conducted between high-income and middle-income countries by
examining the interaction effects.

Findings of the study show that past habits, along with technological factors such as the

availability of EFTPOS terminals, ATMs and internet access, play a crucial role in



influencing both the value and volume of digital payments. The corruption perception is
another key factor that significantly impacts the adoption and usage of digital payments.
Furthermore, the effects of payment infrastructure variables and corruption perception are

found to be more pronounced in middle-income countries than in high-income ones.

Using an online primary consumer survey, this study attempts to identify factors affecting
the adoption and usage of retail payment instruments among Indian consumers by taking
a joint approach using a two-stage Heckman Selection Model. This study specifically
examines the influence of payment instrument features and demographic factors on the
adoption and usage of five retail payment methods: credit cards, debit cards, payment

wallets, UPI, and internet banking.

Findings of the study revealed that payment instrument characteristics play a significant
role in shaping consumer payment choices in a developing economy like India. The joint
analysis, utilizing a two-stage Heckman selection model to examine both the decision to
hold and the decision to use payment instruments, reveals that rewards and safety have a
greater influence on the usage decision, while factors like ease of use are more impactful
on the holding decision. Including an immediate bank-transfer option, such as UPI, as a
payment method is a distinctive aspect of this study. The findings highlight that
convenience, security, and reliability are key factors driving consumer preferences and

usage patterns when selecting payment instruments.

33 expert interviews conducted, primarily with payment service providers and

complemented by a small number of academic experts, to validate the drivers of digital

payments as well as to identify the key challenges coming in the way of digitization of
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payments, revealed that ease of use, speed and acceptance by merchants are the top three
drivers of digital payments usage. The identified challenges were categorized into three

primary categories viz., regulatory, technical/ infrastructural, and socio-economic.

Based on the findings, this study has made several recommendations for policymakers,
central bank and payment service providers. The major recommendations include: (i)
policies should focus on changing consumers’ habits such as providing incentives, to
encourage use of non-cash payments, (ii) focus of governments in developing economies
should be on building a robust payment infrastructure in their countries, increasing the
internet penetration and building trust in their systems, (iii) government should credit all
government related payments directly into the bank account of the beneficiaries, (iv)
robust and effective grievance redressal mechanism should be put in place to ensure post-
transaction hurdles to be solved in an easy and efficient manner, (v) payment service
providers’ focus must be on development of products akin to cash in terms of speed,

acceptability, ease of use, so that people can easily adopt the digital payment modes.

The results and findings of this study will be of great interest to policymakers and
governments in India and other developing nations, providing valuable insights to help
them redesign and evaluate their digital payment strategies to enhance its reach and

effectiveness.
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