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Abstract:  

In India, Cash is like water, a fundamental need without which survival is a challenge. 

Nevertheless, cash use doesn't seem to be waning all that much, with around 85% of global 

payments still made using cash. One of the main reasons is that there is nothing to truly 

compete with the flexibility of notes and coins. Of course, the digital era is something to 

embrace, and new methods of payments will continue to be introduced. But Indians need to 

identify the risks and advantages of diverse payment tools; the risks associated with 

electronic payment tools are far more assorted and severe.  

Despite the numerous State endeavours, India has always been driven by cash; while 

electronic payments are seen restricted to a small size of the population, compared to the 

cash transactions. At present, there is a blend of cash and cashless business happening across 

the nation, while various enablers are functioning towards turning the cashless economy 

vision into a reality. We have taken big strides towards becoming a cashless economy; 

however it will take more than a generation to change the habit from cash to no cash 

transaction. A gradual move towards cashless society as said by the Prime Minister is the 

right way forward. 

A major obstacle for the quick adoption of alternate mode of payments is mobile internet 

penetration, which is crucial because point-of-sale (PoS) terminal works over mobile internet 

connections, while banks have been charging money on card-based transactions, which is 

seen as a hurdle. The low literacy rates in rural India, along with the lack of infrastructure 

like internet access and Power make things extremely difficult for people to adopt e-

transaction route. 
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Introduction: 

ndia is a dedicated effort to move towards a cashless dealings economy by minimizing 

the utilization of physical cash. The foremost benefit of building a cashless economy is 

abolition of black money. Digitalization of transactions is the finest way to move in the 
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direction of cashless economy. Such a cashless economy is recognizable by encouraging 

electronic money mechanism, budding financial infrastructure and disseminating digital 

transaction practices among public. RBI’s Payment and Settlement Vision document 2018 

gives intentions and course of action towards cashless financial system. India persists to 

be determined by the utilization of cash; less than 5% of all payments occur electronically 

nevertheless the finance minister, in 2016 budget speech, spoke about the plan of making 

India a cashless culture, with the Endeavour of cutting the gush of black money. 

Even the RBI has also recently exposed a manuscript- “Payments and Settlement 

Systems in India: Vision 2018” - setting out a plan to encourage electronic payments and 

to enable India to move towards a cashless society or economy in the medium and long 

term. A cashless financial system is one in which all the transactions are made using cards 

or electronic means. The movement of physical currency is negligible. India makes use of 

large amount of cash for transactions. The proportion of cash to gross domestic product is 

one of the uppermost in the world—12.4 percentage in 2014, compared with 9.4 

percentage in China or 4 percentage in Brazil. Less than 5 percent of all payments occur 

electronically. The amount of currency notes in movement is also far superior to in other 

huge economies. India had 76.47 billion currency notes in motion in 2012-13 contrast 

with 34.5 billion in the US. A few researches demonstrate that cash dominates even in 

malls, which are visited by people who are expected to have credit cards, so it is no shock 

that cash dominates in other markets as well. 

According to the Ministry of Electronics and IT ‘The infrastructure of electronic payments 

in India is expected to boost three-fold by the end of 2017 with approximately five million 

electronic points of sale machines’ 

The ground truth exposed, a majority of business transactions in confectionery stores, the 

go-to shop for daily shopping in India are cash supported transactions, as these are usually 

small tag transactions. The consumers, as well as confectionery store owners feel more 

relaxing in doing business with cash for small transactions, though these vendors also 

provide credit service to customers. 

Challenges in Making India a Cashless Economy 

Between November 8 and November 27, 2016, the government changed its stated goal 

from that of removing ‘black money’ and ‘counterfeit currency’ to making India a cashless 

economy. But several challenges beset this dream, from a large unbanked population and 

rising cyber security issues to a drop in usage of digital transactions. The latest obstacle 
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being the 21% drop in digital transactions since December 2016, according to RBI’s 

provisional reports. 

A major obstacle for the quick adoption of alternate mode of payments is mobile internet 

penetration, which is crucial because point-of-sale (PoS) terminal works over mobile 

internet connections, while banks have been charging money on card-based transactions, 

which is seen as a hurdle. The low literacy rates in rural India, along with the lack of 

infrastructure like internet access and Power make things extremely difficult for people to 

adopt e-transaction route. The next major obstacle is access of bank accounts. Though 

bank accounts have been opened through Jan Dhan Yojana, most of them are not been 

operated. Unless and until people start accessing bank accounts, cashless economy is not 

possible. 

There is also vested interest in not moving in the direction of cashless economy. India is 

dominated by tiny retailers. They don’t have enough funds to invest in electronic payment 

infrastructure. 

The financial security over the electronic payment channels is significant for approaching 

the cashless economy plan. Imagine losing your credit cards or being the victim of digital 

hackers can lead to a whole host of issues like denied payment, identity theft, account 

takeover, fraudulent transactions and data breaches. According to the digital security 

company Gemal to, more than 1 billion personal records were compromised in 2014. 

Further, challenges may be:  

 Currency conquered economy: High stage of cash movement in India. Cash in 

motion amounts to approximately 13 % of India’s GDP. 

 Transactions are primarily in cash: almost 95 % transactions takes place in cash. 

Large size of informal/unorganized sector entities and workers prefer cash based 

transactions. They don’t have necessary digital and fine tech literacy. 

 ATM use is primarily for cash extraction and not for clearing up e-

transactions: There are large numbers of ATM cards including around 21 crore 

Rupaya cards. But almost 92 % of ATM cards are utilized for cash withdrawals. Several 

holding of cards in urban and semi-urban regions show low rural diffusion. 

 Restricted accessibility of POS station and poor operation culture in 

POS: According to RBI, there are 1.44 million POS terminals set up by different banks 

across locations at the end of July 2016 but most of them stay in urban/ semi-urban 

area. 

http://www.indiaspend.com/cover-story/digital-transactions-recede-threaten-digital-india-77955
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 Mobile internet diffusion remains fragile in rural India: For settling transactions 

electronically, internet connection is needed but in India, there is poor connectivity in 

rural regions. In addition to this, a lower literacy stage in poor and rural divisions of 

the country, make it challenging to push the utilization of plastic money on a larger 

scale. 

 Accessibility of internet connection and financial awareness. 

 Though bank accounts have been opened through Jan Dhan Yojana, most of them are 

laying unoperational. Unless and until people start accessing bank accounts cashless 

economy is not possible. 

 There is also vested interest in not moving towards cashless economy. 

 India is dominated by small retailers. They don’t have enough resources to invest in 

electronic payment infrastructure. 

 The insight of consumers also from time to time acts as an obstacle. The advantage of 

cashless transactions is not apparent to even those who are using credit cards. Cash, 

on the other hand, is supposed to be the best way of transacting for 82 % of credit card 

customers. It is unanimously believed that having cash facilitate a person negotiate in 

a superior way. 

 Largely card and cash users dread that they will be charged extra if they use cards. 

Additionally, non-users of credit cards are not attentive of the advantages of credit 

cards. 

 Indian banks are creating it difficult for electronic wallets issued by private segment 

companies to be used on the particular bank websites. There might be restrictions on 

using bank accounts to refill electronic wallets or a lack of access to payment 

gateways. Regulators will have to take a tough stand against such rent-seeking 

behavior by the banks. 

Measures taken by RBI and Government to discourage use of cash 

Taking into consideration that an individual needs to have a bank account in order to use 

most cashless structure of transaction, the cashless economy requires financial inclusion. 

E-wallets, debit cards, credit cards or payment gateways such as the United Payment 

Interface and BHIM are the popular methods of payment, yet all of them are dependent on 

bank accounts, if not also smart phones and internet access. The government’s agenda of 

the monumental shift to digital payments from cash-based ones requires universal 

financial inclusion, which therefore becomes central to their objective. 
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 Licensing of Payment banks 

 Government is also promoting mobile wallets. Mobile wallet allows users to instantly 

send money, pay bills, recharge mobiles, book movie tickets, send physical and e-gifts 

both online and offline. In recent times, the RBI had laid assured guidelines that permit 

the users to enlarge their limit to rupees one lakh based on a definite KYC 

authentication. 

 Encouragement of e-commerce by relaxing the FDI norms for this division. 

 Government has also begun UPI which will make Electronic business much simpler 

and faster. 

 Government has also inhibited surcharge, service charge on payments cards and 

electronic payments. 

What also needs to be done?  

Government needs to open bank accounts and also ensures that they are being operated. 

Abolishment of government fees on credit card transactions; reduction of interchange fee 

on card transactions; increase in taxes on ATM withdrawals will lead to usage of e-banking 

services. 

Policy makers should provide Tax rebates to consumers and merchants who adopt 

electronic payments so that they get motivated to use these payment services. Safety is 

also a major issue while we talk about e-payments. So for this, government should opt 

some measure and Make Electronic payment infrastructure completely safe and secure so 

that incidents of Cyber-crimes could be minimized and people develop faith in electronic 

payment system. 

The Reserve Bank of India too will have to arrive to terms with a few issues, from figuring 

out what electronic payments across borders means for its capital controls to how the new 

modes of payment influence key financial variables such as the pace of money. 

Reserve Bank of India as well needs to shed some of its conservatism, component of which 

is as it has frequently seen itself as the protector of banking interests rather than overall 

financial development. 

The regulatory bodies also need to keep a prickly eye on any probable restrictive practices 

that banks may indulge in to uphold their current supremacy over the profitable payments 

business. 

 

http://www.legalserviceindia.com/income%20Tax/income_tax.htm
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Opportunities in Making India a Cashless Economy 

 Open Bank accounts and ensure they are operationalized. 

 Abolishment of government fees on credit card transactions; reduction of interchange 

fee on card transactions; increase in taxes on ATM withdrawals. 

 Tax rebates for consumers and for merchants who adopt electronic payments. 

 Making Electronic payment infrastructure completely safe and secure so that incidents 

of Cyber offences could be reduced and people develop faith in electronic payment 

system. 

 Create a culture of saving and faith in financial system among the rural poor. 

 Reserve Bank of India will need to discard some of its conservatism, part of which is 

because it has often seen itself as the protector of banking interests rather than overall 

financial growth. 

 The monitoring bodies also need to keep a sharp eye on any potential restrictive 

practices that banks may indulge in to maintain their current dominance over the 

lucrative payments business. 

 The Reserve Bank of India need to come with few issues, from figuring out what 

electronic payments across borders means for its investment controls to understand 

how the latest forms of payment influence key monetary variables such as the velocity 

of money. 

Although it will take time for going in the direction of a complete cashless system, efforts 

should be made to convert urban regions as cashless regions. As 70 percentage of India’s 

GDP appears from urban areas if government can change that into cashless it will be a 

huge achievement. As a result different paths need to be planned for migration to cashless 

for those having bank account and for those not having. 

Conclusion  

At present, there is a blend of cash and cashless business happening across the nation, 

while various enablers are functioning towards turning the cashless economy vision into a 

reality. We have occupied big strides towards fitting in a cashless economy; yet it will take 

more than an age band to transform the habit from cash to no cash transaction. Hastening 

the nation into a cashless state without appropriate planning and infrastructure will be 

unfortunate and its effect will be never-ending. A gradual move towards cash less society 

as said by the Prime Minister is the right way forward. 
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Also, significant to note that if public start collecting to rotate currency, governments 

could set-up losing much of their power to persuade economic concerns such as inflation 

and unemployment. The government can't rest an interest rate for bodies lending in a 

currency it doesn't run. 

For a smooth conversion to a cashless economy, the government will need to ensure that 

the largely cash-dependent informal sector in India is assimilated into the system. The use 

of cash is still high in India despite the general increase in digital transactions and 

financial inclusion. Through the use of mobile phones, last-mile banking problems are 

expected to disappear. Affordability of smart phones and internet connectivity to informal 

laborers are still in question. Without informal laborers having access to suitable financial 

products and awareness on them, digital financial inclusion and a cashless India will 

remain a dream. Though ‘Digital India’ and a cashless India could help push the Indian 

economy to become more transparent, the infrastructure needs to be in place and 

institutions need to make the option of going cashless more economically viable to the 

average Indian. Considering that the per capita income of India in 2015-16 was merely Rs 

94,178 and that over 90% of the total workforce depends on cash transactions, the 

assignment of eliminating obstacles to digital financial inclusion cannot be undermined. 
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