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ABSTRACT AND PROJECT OVERVIEW 
India's Unified Payments Interface (UPI), launched in April 2016 by the National Payments Corporation of 

India (NPCI), has emerged as one of the most consequential financial infrastructure developments in modern 

economic history. By the financial year 2023-24, UPI processed an estimated 131 billion transactions valued at  
approximately 199.89 lakh crore — making it the world's largest real-time payments system by volume. This 

growth has occurred alongside, and partly because of, rapid expansion in smartphone penetration, mobile 

internet access, and strong regulatory support from the Reserve Bank of India (RBI) and the Government of 

India. 
This paper investigates two interrelated questions. First, how has the widespread adoption of UPI and digital 

banking platforms coincided with changes in consumer spending behaviour in India, particularly with respect to 

transaction frequency, average spend per transaction, category mix, and self-reported psychological orientation 

toward expenditure? Second, how is the rise of digital payments and fintech competition reshaping the 

operational and strategic position of traditional commercial banks in India? 
The research employs a mixed-methods approach. Primary data was collected through a structured Google 

Forms survey administered to 80 respondents aged 16 to 35 in urban and semi-urban India, capturing self-

reported payment habits, spending perception, and banking behaviour. Secondary data was drawn from official  
publications of the RBI, NPCI, and World Bank, as well as peer-reviewed academic literature spanning 

behavioural economics, financial technology, and banking studies. 
Key findings include: (1) UPI accounts for over 91% of daily transactions among surveyed respondents, 

consistent with RBI aggregate data showing UPI's 76% share  of retail digital payment volume; (2) 58% of 

respondents reported spending more after switching to digital payments — a self-reported association that is 

consistent with, though not proof of, the behavioural economics literature on the reduced pain of paying in 

cashless environments; (3) ATM withdrawals have declined from a peak of 5.6 billion transactions in FY2018-

19 to approximately 4.1 billion in FY2022-23; and (4) while traditional banks retain their structural importance 

as deposit-takers and credit originators, their customer-facing relevance is under sustained pressure from 

fintech platforms. 
The paper concludes that the future of Indian banking will be determined by whether traditional institutions can 

successfully transition from branch-centric service models to data-driven, digitally native customer 

relationships. Physical cash will persist in rural India and the informal economy for the foreseeable future, but 

its role in urban commerce is effectively over. 
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I. Background of the Topic 
On April 11, 2016, the Reserve Bank of India and the National Payments Corporation of India jointly 

launched the Unified Payments Interface. Initial adoption was limited — only twenty-one banks were live on the 

platform and monthly transactions were measured in millions. What followed over the next eight years defied 
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most  
projections. UPI grew not just into a successful payment product but into a piece of public financial 

infrastructure comparable in its economic significance to the expansion of the banking network into rural India 

in the twentieth century. By March 2024, over 500 million unique users were transacting on UPI monthly, using  
applications including PhonePe, Google Pay, Paytm, and the government-issued BHIM app. The platform 

processed roughly 12 to 13 billion transactions every month — a scale that, as the NPCI frequently notes, is 

unmatched by any comparable real-time payments system globally (NPCI, 2024). 

This growth did not occur in a vacuum. Three contextual forces were decisive. The first was the 

Pradhan Mantri Jan Dhan Yojana (PMJDY), launched in August 2014, which opened approximately 500 million 

zero-balance bank accounts for previously unbanked Indians by 2023, dramatically expanding the pool of 

potential UPI users (Ministry of Finance, 2023). The second was the demonetisation of 500 and 1,000 notes in 

November 2016, which functioned as a sharp and involuntary push toward digital payments for hundreds of 

millions of Indians who had previously relied almost entirely on cash. The third was the rapid expansion of 

affordable 4G connectivity following the entry of Reliance Jio into the telecom market in September 2016, 

which  reduced the cost of mobile data from among the highest in the world to the lowest — enabling UPI 

adoption at a scale that would have been technically impossible without cheap internet access. 
 

Objectives of the Study 
• To document and analyse the quantitative growth of UPI transactions from  FY2016-17 to FY2023-24,  

drawing on official NPCI and RBI data. 

• To examine how digital payments have coincided with changes in consumer spending behaviour in India, 

focusing on frequency, category, average transaction value, and self-reported spending perception. 
• To assess the structural impact of digital banking adoption on traditional banks, with specific attention to 

ATM usage trends, branch density, mobile banking penetration, and non-interest income. 
• To situate India's experience within the global academic literature on fintech disruption and cashless 

consumer behaviour. 
• To offer a primary data perspective through a Google Forms survey of 80 urban and semi-urban 

respondents aged 16 to 35. 
• To assess the long-term role of physical cash in the Indian economy and offer policy-relevant conclusions 

for both banks and regulators. 
 

Research Question:  

How has the rise of UPI and digital banking platforms coincided with shifts in consumer spending habits in 

India, and what does this mean for the long-term structural position of traditional commercial banks? 
 
Thesis Statement:  

UPI has democratised and accelerated payments in India. Survey responses and secondary data together suggest 

a possible link between digital payment adoption and higher spending frequency, particularly among urban 

youth, consistent with the behavioural economics literature on the reduced psychological cost of cashless 

transactions — though the survey design cannot establish this as a causal relationship.  
Traditional banks, while not displaced, face a structural transition in which their customer-facing relevance is 

diminishing and their competitive position is increasingly vulnerable to fintech platforms. The future of Indian 

banking will likely belong to institutions that can leverage their unique regulatory standing and credit 

infrastructure while adopting the digital experience standards set by their fintech competitors. 

 

II. THEORETICAL FRAMEWORK AND LITERATURE REVIEW 
Existing research on digital payments and consumer behaviour spans several disciplines. The most directly 

relevant theoretical tradition is behavioural economics, particularly the literature on the psychology of payment. 

 
The Psychology of Cashless Spending 

The foundational theoretical concept underpinning any analysis of how digital payments relate to 

consumer spending is what Prelec and Loewenstein (1998) called the “pain of paying.” In their original 

formulation, every financial transaction involves a degree of psychological discomfort proportional to the 

salience of the payment. Cash payments are the most salient because the act of physically surrendering currency 

makes the cost of a purchase immediately apparent. Credit card payments reduce this salience because 

settlement occurs later. Digital wallet and UPI payments, where a transaction completes in seconds with no 

physical exchange, may reduce it further still. 

Prelec and Simester (2001) provided empirical support for this hypothesis in a controlled auction study, 

finding that participants willing to pay via credit card bid significantly more than those instructed to pay cash for 
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identical items. Soman (2001) found that consumers who paid by credit card recalled the details of their 

purchases less accurately than those who paid cash, suggesting that the decoupling of payment from 

consumption may impair the memory signal that ordinarily constrains spending.  
Shah et al. (2016), writing in the Journal of Consumer Research, further argued that cash payments 

increase the psychological ownership of purchased goods — making consumers more deliberate about what 

they buy. 
For the Indian context specifically, Kaushal and Ghosh (2020), writing in the Journal of Financial 

Economic Policy, examined spending behaviour among urban Indian consumers before and after digital 

payment adoption. Their study found a statistically significant increase in average basket size in food delivery, 

entertainment, and personal care categories after consumers switched from cash to UPI, most pronounced 

among the 18–30 age cohort. It is worth noting that this kind of before-after  comparison, like the present study's 

self-reported survey data, establishes association rather than proof of causation — alternative explanations, such 

as rising incomes or the pandemic-era shift in consumption patterns, cannot be fully ruled out. Banerjee and 

Duflo (2019) further noted that while digital payments increase consumption access, they may also increase 

financial vulnerability for households with weak financial literacy by making it easier to overspend relative to 

income. 

 

Disruptive Innovation and the Traditional Banking Model 
Clayton Christensen's (1997) theory of disruptive innovation offers a useful framework for 

understanding what is happening to Indian banks. Disruptive technologies begin by serving underserved or non-

consuming segments before eventually displacing incumbents. UPI fits this pattern closely. It was initially 

deployed for peer-to-peer transfers and small merchant payments — a segment traditional banks served 

inadequately due to high transaction costs. Over time, UPI's scope expanded into utility payments, rent, school 

fees, insurance premiums, and large commercial transactions, reducing the role of banks in the most frequent 

moments of financial interaction in a consumer's life. 

Navaretti, Calzolari, and Pozzolo (2018) found that payment disruption typically precedes credit and 

savings disruption: once a fintech platform owns the payment  relationship, it gains transaction data that allows 

more accurate creditworthiness assessment than traditional bank underwriting. In India, this trajectory is clearly 

visible — PhonePe has launched insurance products, Google Pay has introduced credit features, and payment 

apps have begun offering mutual funds and buy-now-pay-later credit. 
Buchak, Matvos, Piskorski, and Seru (2018), in a widely cited paper in the Journal of Financial 

Economics, documented that fintech lenders grew from 2% to 8% of the US mortgage market in six years, with 

gains coming primarily from incumbents' areas of weakness: slow processing and limited availability in 

underserved markets. The Indian banking market exhibits many of the same structural weaknesses. 

 
Financial Inclusion and India's Unique Context 

The World Bank's Global Findex Database (2021) recorded that India's adult account ownership 

increased from 35% in 2011 to 78% in 2021 — one of the fastest expansions of formal financial access in 

history. Muralidharan, Niehaus, and Sukhtankar (2016), in the American Economic Review, found that the shift 

to biometric-authenticated direct benefit transfers dramatically reduced leakage in welfare payments. Singh and 

Malik (2019), in the International Journal of Business and Management, found that QR-code-based UPI 

acceptance was significantly more likely to be adopted by small merchants than card terminal systems, primarily 

due to the zero-equipment-cost model. 

Zhao, Li, Liao, and Meier (2021), studying China's comparable mobile payments ecosystem in 

Research Policy, found a statistically significant negative relationship between mobile payment adoption 

intensity and household savings rates, attributed to the spending-facilitation effect of frictionless digital 

transactions. If a similar relationship holds in the Indian context, the macroeconomic implications for savings 

and consumption could be significant — though this too would need to be tested directly rather than assumed. 
 

III. METHODOLOGY 
Research Design 

This study adopts a mixed-methods research design, combining quantitative primary data collection 

through a structured survey instrument with qualitative synthesis of secondary data from official government 

publications, institutional reports, and peer-reviewed academic literature. A mixed-methods approach was 

chosen because neither method alone would be sufficient to address the research questions adequately. Survey 

data captures self-reported individual perceptions essential for understanding how consumers describe their 

experience of the shift to digital payments. Official secondary data provides the macro-level empirical 

foundation necessary to contextualise individual responses within broader economic trends. 
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Note: The primary survey asks respondents whether they feel they spend more since adopting UPI. This is a 

measure of self-reported perception, not a controlled before-and-after measurement of actual spending. Two 

important limitations follow. First, people are not always accurate reporters of their own past behaviour or 

memory.  
Second, correlation is not causation: it is equally possible that people who were already inclined to spend more 

freely adopted UPI earlier or more enthusiastically, rather than UPI adoption itself driving higher spending. 

Throughout this paper, findings from the survey are therefore described as associations or possible links rather 

than proven causal effects. 

 
Materials and Tools Used 
 
Primary data was collected using a structured Google Forms survey distributed to 80 respondents aged 16 to 35 

across urban and semi-urban locations in India over two weeks in May–June 2025. The survey comprised 18 

questions across five thematic sections: demographic profile; primary payment mode and platform preferences; 

spending behaviour and self-reported change following digital payment adoption; ATM and branch banking 

frequency; and attitudes toward fully digital banking. 
Secondary data was sourced from: Reserve Bank of India Annual Reports (2019–2024); NPCI UPI Transaction 

Statistics Dashboard; World Bank Global Findex Database 2021; RBI Report on Trend and Progress of Banking 

in India (2022–23); RBI Payment and Settlement Systems Vision 2025; RBI Report of the Committee to 

Review the ATM Interchange Fee Structure (2020); Ministry of Finance PMJDY Progress Report (2023); 

PhonePe Pulse Annual Report (2024); and peer-reviewed journals including the Journal of Financial Economics, 

Journal of Consumer Research, Journal of Financial Economic Policy, American Economic Review, and 

Research Policy. 

 
Procedure Followed 
The research followed a sequential mixed-methods procedure. First, a comprehensive review of secondary 

literature and official data was conducted to map the growth of UPI and digital banking, forming the empirical 

backbone of the paper. Second, the Google Forms survey was designed in alignment with the theoretical 

questions identified in the literature review. Third, primary survey data was tabulated using Google Sheets, with 

basic descriptive statistics (percentages, frequency distributions) applied. Survey responses were cross-

referenced against official data wherever possible to identify directional alignment or divergence — alignment 

that is  suggestive rather than confirmatory, given the different methods and sample sizes involved. 
Data limitations — including the non-random sampling of survey respondents, the self-reported nature of 

spending behaviour, and the restricted demographic range of the sample — are acknowledged in the conclusion 

section. 
 

IV. OBSERVATIONS AND DATA ANALYSIS 
UPI Growth: Official Transaction Data 
The following table, compiled from NPCI's publicly available product statistics, documents UPI transaction 

volume and value from the first full financial year of operation through FY2023-24. 

 
Financial Year Transactions (Bn) Value ( Lakh Cr) YoY Vol. Growth Avg. Txn Value () 

2017-18 0.92 1.10 — 1,196 

2018-19 5.35 8.77 +481% 1,639 

2019-20 12.52 21.32 +134% 1,703 

2020-21 22.33 41.04 +78% 1,838 

2021-22 45.96 84.17 +106% 1,831 

2022-23 83.71 139.11 +82% 1,662 

2023-24* 131.00 199.89 +57% 1,526 

Table 1: UPI Transaction Volume and Value, FY2017-18 to FY2023-24 Source: National Payments 

Corporation of India (NPCI), UPI Product Statistics, www.npci.org.in. 
*FY2023-24 figure is an annualised estimate based on Q1–Q3 reported data. 
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Figure 1: UPI transaction volume growth, FY2017-18 to FY2023-24. 

 
Several observations deserve attention. The average transaction value has shown a moderate downward 

trend since FY2020-21, declining from 1,838 to an estimated ₹1,526. This is consistent with the hypothesis that 

UPI is increasingly being used for very small, everyday transactions — tea stalls, auto-rickshaws, small 

groceries — which were historically cash-only domains. As micro-transactions enter the digital ledger, they 

drag down the average value even as total volume surges. 
The increase from FY2022-23 to FY2023-24 alone — approximately 47 billion transactions — exceeds 

the entire transaction volume of FY2021-22. This “large base, still large increments” pattern suggests UPI 

adoption is still in an expansion phase rather than approaching saturation. Furthermore, 199.89 lakh crore in 

annual payment value represents approximately 75% of India's nominal GDP for FY2023-24 (Ministry of 

Finance, 2024). A payment system processing three-quarters of a nation's economic output within eight years of 

launch, at zero fees to end users, has no direct precedent in global financial history. 

 
Geographic Distribution of UPI Usage 
According to the PhonePe Pulse Annual Report (2024), metro areas accounted for approximately 33% of UPI 

transaction volume in FY2023-24, down from roughly 54% in FY2020-21, reflecting rapid adoption in Tier 2, 

Tier 3, and rural markets. 

 
City Tier Share (FY2020-21) Share (FY2023-24) Change 

Tier 1 (8 metros) 54% 33% −21 pp 

Tier 2 (next 50 cities) 28% 36% +8 pp 

Tier 3 and Rural 18% 31% +13 pp 

Table 2: Geographic Distribution of UPI Transactions by City Tier, FY2020-21 vs FY2023-24 
 
Source: PhonePe Pulse Annual Report (2024). 

 
Figure 2: Geographic shift in UPI usage share by city tier. 
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Consumer Spending: Primary Survey Findings 
Of the 80 respondents surveyed, 91.3% identified UPI as their primary payment mode for daily transactions, 

with the remainder split between cash (5.0%) and debit or credit cards (3.7%). These figures align with RBI data 

showing UPI accounts for approximately 76% of all retail digital payment transactions by volume in India (RBI 

Annual Report, 2023-24). 

 
Survey Dimension Category Respondents (n=80) % 

Primary payment mode UPI (PhonePe, GPay, Paytm, etc.) 73 91.3% 

Primary payment mode Cash 4 5.0% 

Primary payment mode Debit / Credit Card 3 3.7% 

UPI platforms used PhonePe 61 76.3% 

UPI platforms used Google Pay 54 67.5% 

UPI platforms used Paytm 38 47.5% 

Spending perception “Spend more since switching to UPI” 46 57.5% 

Spending perception “No noticeable change” 24 30.0% 

Spending perception “Spend less / more controlled” 10 12.5% 

ATM visits/month Zero visits 27 33.8% 

ATM visits/month One to two visits 39 48.8% 

ATM visits/month Three or more visits 14 17.5% 

Bank branch visits/month Zero visits 41 51.3% 

 
 

Survey Dimension Category Respondents (n=80) % 

Bank branch visits/month One visit 28 35.0% 

Bank branch visits/month Two or more visits 11 13.8% 

Table 3: Primary Survey Results — Digital Payment Behaviour (n=80), Google Forms, May–June 2025 
 

 
Figure 3: Self-reported spending perception after switching to UPI. 

 

A little over 57% of respondents reported that switching to digital payments had increased their overall 

spending, with only 12.5% reporting improved spending control. It is important to be precise about what this 

shows: this is a self-reported perception collected at a single point in time, not a measured before-and-after 

comparison of actual spending, and it cannot on its own establish that UPI adoption caused the reported 

increase. Respondents' memories of past spending are imperfect, and it is equally plausible that individuals 

already inclined toward higher, less deliberate spending were simply quicker to adopt UPI in the first place. 

With that caveat in mind, several open-ended responses are nonetheless suggestive: 
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“I genuinely don’t feel the money going. With cash I’d think twice before buying something for 200. With UPI I 

just scan without thinking.” (Respondent, 22, Mumbai) 
“My food delivery and online shopping spending has at least doubled since I stopped carrying cash regularly. 

It’s just too easy.” (Respondent, 19, Pune) 
“I check my bank balance and I’m always surprised. I know I spent money, I just don’t feel like I did.” 

(Respondent, 26, Bengaluru) 
These responses echo Kaushal and Ghosh (2020) and are broadly consistent with the psychological mechanism 

identified by Prelec and Simester (2001) in controlled laboratory settings. They suggest that this mechanism 

may operate in everyday Indian consumer contexts as well, though the survey data by itself cannot confirm this 

— a formal experimental or longitudinal design would be needed to establish the direction of the relationship 

with more confidence. 

 
UPI Spending by Category 

Category Share of Volume Avg. Txn () YoY Growth FY23-24 

Peer-to-peer transfers 42% 3,240 +38% 

Food and beverages 18% 320 +67% 

Retail and grocery 14% 580 +72% 

Entertainment and OTT 8% 210 +88% 

Utilities and bills 7% 1,450 +41% 

Travel and transport 5% 1,890 +55% 

Education 3% 4,200 +31% 

Healthcare 2% 2,100 +44% 

Other 1% 640 +29% 

Table 4: UPI Spending by Category, Volume Share and Growth, FY2023-24 Source: PhonePe Pulse Annual 

Report (2024). 
 
 

 
Figure 4: UPI spending growth by category, FY2023-24. 

 

The highest year-on-year growth rates are in entertainment and OTT (88%), retail and grocery (72%), and food 

and beverages (67%) — precisely the categories where reduced transaction friction would be expected to have 

the greatest impact on marginal spending decisions, though category-level growth data alone cannot isolate 

friction reduction from other contributing factors such as broader e-commerce expansion. 

 

Impact on Traditional Banks: RBI and Official Data 
The picture that emerges from RBI data on traditional banking is one of genuine structural transition rather than 

crisis. The following table draws on the RBI's Report on Trend and Progress of Banking in India across multiple 

years. 
Metric FY2018-19 FY2020-21 FY2022-23 Direction 

ATM Transactions (Bn) 5.6 4.9 4.1 ↓ Declining 

No. of ATMs (Thousands) 222 213 225 → Flat 



UPI And Digital Banking in India 

DOI: 10.35629/3002-1408142152                               www.questjournals.org                                        149 | Page 

Mobile Banking Users (Mn) 340 590 920 ↑ Strong growth 

 
 

Metric FY2018-19 FY2020-21 FY2022-23 Direction 

Internet Banking Txns (Bn) 1.9 3.8 7.2 ↑ Strong growth 

Bank Branches (Thousands) 154 160 163 → Minimal growth 

UPI Share of Retail Txns 38% 62% 76% ↑ Dominant 

Non-Interest Income / Total 18.4% 17.6% 16.9% ↓ Gradual decline 

 

Table 5: Selected Traditional Banking Sector Metrics, FY2018-19 to FY2022-23 Source: RBI Report on Trend 

and Progress of Banking in India (multiple years). 
 

 
Figure 5: Diverging trends in ATM usage and mobile banking adoption, FY2018-19 to FY2022-23. 

 

ATM Usage Decline 
The consistent decline in ATM transactions — from 5.6 billion in FY2018-19 to 4.1 billion in FY2022-23 — 

represents a 27% reduction in cash withdrawal activity over five years even as the number of ATMs has 

remained roughly stable. Estimates presented to the RBI-constituted Committee to Review the ATM 

Interchange Fee Structure placed the monthly cost of operating an ATM — covering rent, electricity, cash 

logistics, and security — in a broad range depending on location and bank type  
 
(RBI, 2020). With transaction volumes falling, the per-transaction cost of ATM infrastructure is rising, creating 

pressure on banks to rationalise their networks. 

 
Non-Interest Income Pressure 
The gradual decline in non-interest income as a share of total bank income — from 18.4% in FY2018-19 to 

16.9% in FY2022-23 — is consistent with the zero-fee structure of UPI reducing interchange revenue that banks 

previously earned on retail payment transactions, compounded by fintech entry into insurance, mutual funds, 

and foreign exchange. Isolating UPI's specific contribution to this decline from other factors affecting bank fee 

income is beyond the scope of the data available here. 

 
Deposit Resilience 
One finding that complicates a purely disruptive narrative is the resilience of CASA ratios. Despite the 

proliferation of fintech savings products, bank deposits as a proportion of total liabilities have remained stable. 

This is consistent with UPI's architecture: since UPI transactions flow directly through bank accounts, the bank 

account remains the core financial identity of every user. Fintech platforms depend on banks as underlying 

infrastructure. 

 
Fintech Competition: The Emerging Credit Layer Threat 
The most consequential medium-term threat to traditional banks is not in payments — where banks have ceded 

much of the customer interface to fintech apps — but in credit. As fintech platforms accumulate rich transaction 
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data through UPI, they gain an information advantage for assessing the creditworthiness of informal sector 

workers, small merchants, and gig economy participants who have limited formal credit histories. 
The RBI's Account Aggregator framework, launched in 2021, has accelerated this dynamic by creating a 

standardised mechanism for sharing financial data across institutions with user consent. A small merchant who 

has processed three years of UPI transactions through PhonePe can now share this history with a lending fintech 

that can extend credit a traditional bank, relying on payslips and ITR documents, might not provide. RBI's 

Payments Vision 2025 indicates that fintech lenders already account for approximately 42% of personal loan 

disbursements by volume. 

 
Interpretation: Connecting Primary and Secondary Evidence 
The data from both primary and secondary sources points toward a broadly consistent picture, though the 

strength of that picture varies by claim. UPI has clearly and measurably democratised payments and made 

financial transactions faster and cheaper — this is supported by hard transaction and infrastructure data. The 

claim that UPI has nudged consumers toward more frequent, less deliberate spending is better described as a 

plausible and literature-consistent association suggested by self-reported survey data, rather than an established 

causal finding. It has also coincided with the physical touchpoints of traditional banking — the ATM and the 

branch — becoming substantially less central to everyday financial life. 
However, traditional banks are not in freefall. They hold critical functions of deposit-taking, credit origination, 

and regulatory compliance that fintech platforms cannot easily replicate. The relationship between digital 

disruption and traditional banking is one of transformation rather than replacement — at least for now. The 

more uncertain question is whether this equilibrium will hold as fintech platforms mature their credit and 

savings offerings. 
 

V. CONCLUSION 
Summary of Final Research Answers 

This paper set out to examine two interconnected questions: how UPI and digital banking have 

coincided with changes in consumer spending behaviour in India, and what the consequences are for the long-

term structural position of traditional commercial banks. The evidence supports several conclusions, with 

varying degrees of confidence depending on the strength of the underlying data. 
UPI has achieved a scale and penetration that has no direct international parallel. With 131 billion 

transactions in FY2023-24, a user base exceeding 500 million, and geographic reach now extending 

meaningfully into rural markets, UPI has fundamentally changed the mechanics of everyday commerce in India. 

The speed of this change — eight years from launch to processing three-quarters of GDP in annual transaction 

value — is historically unprecedented. These are hard, well-documented facts. 

The relationship between digital payments and consumer spending behaviour is more tentative. Over 

57% of surveyed respondents reported spending more since switching to UPI, a self-reported association 

consistent with the behavioural economics  literature on the reduced pain of paying (Prelec & Simester, 2001; 

Kaushal & Ghosh, 2020). However, because this finding rests on self-reported perception rather than a 

controlled comparison of actual spending, it should be read as suggestive of a possible link rather than proof that 

UPI adoption causes higher spending. The category-level data shows the highest growth in low-value, 

discretionary categories — food, entertainment, and retail — which is consistent with, though does not by itself 

confirm, the hypothesis that reduced transaction friction affects spending in these segments. 

Traditional commercial banks are experiencing genuine structural pressure, though not existential 

crisis. The clearest indicators are the 27% decline in ATM transactions since FY2018-19, the stagnation of 

branch network growth, and the gradual erosion of non-interest income. Banks retain their critical roles as 

deposit custodians and credit originators, and the UPI architecture's dependence on bank accounts provides a 

structural floor on disintermediation. 

 
The Future of Physical Cash 

Physical cash will not disappear from India in the near term. The RBI's Currency Management Annual 

Report (2023) recorded that currency in circulation reached ₹33.5 lakh crore in March 2023, reflecting 

persistent cash dependency in rural areas, among elderly populations, and in the informal economy. India's 

informal sector employs an estimated 80% of the workforce (ILO, 2022) and still relies heavily on cash for 

wages and local commerce. However, cash's role as the primary medium of urban commerce is effectively over. 

The relevant question is no longer whether cash will be replaced, but how long the transition in rural and semi-

urban markets will take, and how regulators can ensure this transition does not leave low-income and low-

literacy populations behind. 
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Limitations of the Study 
This paper has several limitations. The primary survey is based on a convenience sample of 80 respondents that 

over-represents urban, educated, and younger Indians, making direct generalisation to the Indian population 

inappropriate. More fundamentally, the survey measures self-reported perceptions of spending change at a 

single point in time rather than actual spending behaviour tracked over time, so the paper's findings on consumer 

psychology should be read as associational rather than causal. The analysis does not employ formal econometric 

methods and cannot establish causal relationships between UPI adoption and specific spending or banking 

outcomes. Future research could include larger-scale representative surveys, longitudinal tracking of individual 

spending behaviour before and after UPI adoption, and formal econometric analysis of the relationship between 

UPI penetration and bank performance metrics at the district or state level. 

 
ACKNOWLEDGEMENTS 

This research paper is the product of sustained inquiry over several months, and it could not have been 

completed without the help of a number of individuals and institutions. I am grateful to each of them. 
First and foremost, I owe gratitude to my research supervisor and teacher, who guided the development of this 

paper from its earliest stages through to the final draft. Her insistence on precision, her willingness to push back 

on weak arguments, and her patience in reviewing multiple revisions were invaluable. I would like to thank the 

eighty respondents who participated in the primary survey conducted as part of this study. They gave their time 

generously and answered questions about their financial behaviour with a frankness that enriched the findings 

considerably. Several also offered qualitative observations in the open-ended section of the survey that proved 

more illuminating than the numerical data alone. 
The open-access publications of the Reserve Bank of India deserve particular acknowledgement. The RBI's 

Annual Reports, the Report on Trend and Progress of Banking in India, and the Payment and Settlement 

Systems Vision documents are models of public data transparency. Without them, a study of this kind would be 

impossible for a high school researcher to conduct rigorously. I am similarly grateful to the National Payments 

Corporation of India for maintaining a publicly accessible transaction statistics dashboard, and to the World 

Bank for the Global Findex Database. 
I also benefited from the academic generosity of several researchers whose published work forms the theoretical 

backbone of this paper. The contributions of Prelec and Simester (2001) on the psychology of cashless 

spending, Christensen (1997) on disruptive innovation, and Buchak et al. (2018) on fintech and banking 

competition each shaped how I approached the analytical questions at the heart of this study. 
Finally, I would like to thank my family for their patience and encouragement throughout a project that took 

considerably longer than originally anticipated. Their support was quiet but constant, and I am grateful for it. 
 

BIBLIOGRAPHY 
[1]. Banerjee, A., & Duflo, E. (2019). Good economics for hard times: Better answers to our biggest problems. PublicAffairs. 
[2]. Bhatnagar, S., & Sharma, R. (2020). India’s digital payments revolution: Lessons from UPI.  
[3]. Economic and Political Weekly, 55(14), 34–41. https://www.epw.in  
[4]. Buchak, G., Matvos, G., Piskorski, T., & Seru, A. (2018). Fintech, regulatory arbitrage, and  the rise of shadow banks. Journal of 

Financial Economics, 130(3), 453–483.  
[5]. https://doi.org/10.1016/j.jfineco.2018.03.011  

Christensen, C. M. (1997). The innovator’s dilemma: When new technologies cause great  firms to fail. Harvard Business School 

Press. 
[6]. Durai, T., & Grace, J. (2019). Digital payments and its impact on business growth. Journal of Advanced Research in Dynamical and 

Control Systems, 11(1), 1349–1355. 
[7]. International Labour Organisation. (2022). India labour overview 2022. ILO Country Office for India. https://www.ilo.org/india  

Kaushal, L., & Ghosh, S. (2020). Digital payments and consumer spending behaviour in urban India. Journal of Financial Economic 
Policy, 12(4), 581–596.  

[8]. https://doi.org/10.1108/JFEP-09-2019-0176  
Ministry of Finance, Government of India. (2023). Pradhan Mantri Jan Dhan Yojana: Progress report, March 2023. 
https://pmjdy.gov.in/account  
Ministry of Finance, Government of India. (2024). Economic survey 2023–24.  

[9]. https://www.indiabudget.gov.in/economicsurvey  
Muralidharan, K., Niehaus, P., & Sukhtankar, S. (2016). Building state capacity: Evidence  from biometric smartcards in India. 

American Economic Review, 106(10), 2895– 2929. https://doi.org/10.1257/aer.20141346 
[10]. Navaretti, G. B., Calzolari, G., & Pozzolo, A. F. (2018). FinTech and banking: Friends or  foes? European Economy – Banks, 

Regulation, and the Real Sector. https://european- economy.eu  
National Payments Corporation of India. (2024). UPI product statistics. NPCI.  

[11]. https://www.npci.org.in/what-we-do/upi/product-statistics  
Niti Aayog. (2021). Digital payments: Trend, issues and opportunities. NITI Aayog, Government of India. https://www.niti.gov.in  
PhonePe Pulse. (2024). India digital payments report, FY2023–24. PhonePe Private Limited.  

[12]. https://www.phonepe.com/pulse  
Prelec, D., & Loewenstein, G. (1998). The red and the black: Mental accounting of savings  and debt. Marketing Science, 17(1), 4–

28. https://doi.org/10.1287/mksc.17.1.4 Prelec, D., & Simester, D. (2001). Always leave home without it: A further investigation of 
the credit-card effect on willingness to pay. Marketing Letters, 12(1), 5–12.  



UPI And Digital Banking in India 

DOI: 10.35629/3002-1408142152                               www.questjournals.org                                        152 | Page 

[13]. https://doi.org/10.1023/A:1008196717017  
Reserve Bank of India. (2020). Report of the Committee to Review the ATM Interchange Fee Structure. RBI.  

[14]. https://rbidocs.rbi.org.in/rdocs/PublicationReport/Pdfs/ATMIEE25676A70774F5EB809A581CC767DE2.PDF  
Reserve Bank of India. (2022). Payment and settlement systems in India: Vision 2025. RBI.  

[15]. https://www.rbi.org.in/Scripts/PublicationsView.aspx?id=21343  
Reserve Bank of India. (2023). Currency management annual report 2022–23. RBI.  

[16]. https://www.rbi.org.in  
Reserve Bank of India. (2023). Report on trend and progress of banking in India, 2022–23.  

[17]. RBI. https://www.rbi.org.in/Scripts/PublicationsView.aspx?id=22716 
[18]. Reserve Bank of India. (2024). Annual report 2023–24. RBI.  
[19]. https://www.rbi.org.in/Scripts/AnnualReportPublications.aspx  

Shah, A. M., Eisenkraft, N., Bettman, J. R., & Chartrand, T. L. (2016). Paper or plastic? How we pay influences post-transaction 

connection. Journal of Consumer Research, 42(5), 688–708. https://doi.org/10.1093/jcr/ucv056  
Singh, N., & Malik, A. (2019). Exploring the impact of digital payment on the behaviour of  consumers. International Journal of 
Business and Management, 14(7), 75–84.  

[20]. https://doi.org/10.5539/ijbm.v14n7p75  
Soman, D. (2001). Effects of payment mechanism on spending behaviour: The role of rehearsal and immediacy of payments. 
Journal of Consumer Research, 27(4), 460– 474. https://doi.org/10.1086/319621  
World Bank. (2021). The global findex database 2021: Financial inclusion, digital payments, and resilience in the age of COVID-

19. World Bank Group.  
[21]. https://www.worldbank.org/en/publication/globalfindex  

Zhao, X., Li, X., Liao, J., & Meier, S. (2021). Does mobile payment affect saving behaviour? Evidence from China. Research 

Policy, 50(8), 104275.  
[22]. https://doi.org/10.1016/j.respol.2021.104275 

https://doi.org/10.1016/j.respol.2021.104275

