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Abstract— Man has been using some or the other kind of 

payment system from a very long time. The payment 

systems have also changed as the time has passed by. This 

paper aims to study the existing payment systems in India 

and find out ways to develop newer payment systems so that 

the transactions become much more easy, safe and reliable. 

It attempts to find the positives and negatives of the existing 

payment systems. It also studies the history of the payment 

systems and the advancements in the system to the present 

era. In recent times cashless system of payments is on the 

rise. This paper attempts to provide an insight on that aspect 

as well. The paper also discusses the legal aspects of 

adoption of new payment system in India with the help of 

the major acts in the Indian constitution.        
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I. INTRODUCTION 

There is always a need of change, a need of development 

towards betterment in every single thing that we do. The 

payment systems that we use in our day-to-day transactions 

are no exception to this. Development in any system can 

only be done if we know about its past and present both. 

This study of development, in this case, payment systems, 

must be done in a systematic way. The methodology to 

study the existing payment systems and finding out how 

they can be developed or new systems can be adopted is 

discussed further. 

II. METHODOLOGY 

The legal terms of adopting any payment system in India are 

discussed at first. Then, the different payment systems 

currently being used in India are studied. Analysis of 

requirements of different businesses with regard to payment 

systems and innovations needed will be the next step. This 

step involves the study of pros and cons of each of the 

payment system. Study of newer payment systems and their 

adoption in India is also an important part which will be 

dealt with, after the above steps. 

III. LEGAL FRAMEWORK 

The different segments of the financial system and the 

activities of financial intermediaries are governed and 

regulated by various statutes that indirectly affect the 

payment and settlement systems. Some of the enabling legal 

framework is in the form of rules and regulations that, 

though not legally codified, are enforceable due to their 

contractual nature. Some of these laws and regulations are 

briefly explained below. Under the provisions of the RBI 

Act, the RBI, as the central bank of the country, is the sole 

authority for the issue of currency notes. The act also 

empowers the central bank to frame regulations for clearing 

houses. Through an amendment to this act, the RBI was 

empowered to make regulations in respect of fund transfers 

through electronic means between banks or between banks 

and other financial institutions. The Foreign Exchange 

Management Act 1999 (FEMA) was enacted to promote the 

orderly development and maintenance of India‟s foreign 

exchange market. FEMA confers powers on the RBI to 

regulate, inter alia, foreign currency payments into and out 

of India. The Banking Regulation Act, 1949, provides the 

legal basis for all the activities that can be undertaken by 

banks in India. It is applicable to all institutions that receive 

deposits repayable on demand or otherwise, for lending or 

investment. The Act confers powers on the RBI to regulate 

the banks in the country and thus the clearing houses 

managed by banks, to inspect the books and accounts of 

banks and to call for periodical financial reports and data 

from the banks. Non-bank institutions accepting deposits 

and other financial institutions are also governed and 

regulated under the RBI Act, 1934. The Negotiable 

Instruments Act, 1881 (NI Act), defines promissory notes, 

bills of exchange and cheques. After the enactment of the 

Information Technology Act, 2000, amendments were made 

to the NI Act to provide for electronic cheques and cheque 

truncation. The Information Technology Act, 2000, provides 

the legal basis for activities related to electronic transaction 

processing. It also stipulates the security features that are 

necessary to maintain the confidentiality, integrity and 

authenticity of such transactions. It provides legality for 

digital signatures and encryption of data and enables 

electronically stored information to be equivalent to 

documentary evidence in a court of law. The Indian 

Contract Act, 1872, sets forth the principles of contracts in 

India. Agreements entered into by parties, including their 

mutual rights and obligations, are governed by the Indian 

Contract Act. No payment system can be introduced without 

prior permission from RBI [1] 

IV. PAYMENT SYSTEMS IN INDIA 

Different modes of payment are available in India. Out of 

those, the important modes of payment are: 

 Cash 

 Cheques 

 RTGS 

 NEFT 

 IMPS 

 Prepaid instruments 

1) Cash: The simplest and the most primitive form of 

payment after barter system. Equivalent amount of 

standard currency has to be exchanged with 

commodity. 

2) Cheques: Cheques are the order given to the bank 

by the account holder to pay the bearer the sum of 

the amount quoted in the cheque. The bank 

confirms if the account holder has the sufficient 

amount of money in his account and if the holder 

has it, the bank either pays the amount to the 
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person/organization to which the cheque is 

addressed to or credits the amount to the 

person‟s/organization‟s bank account. 

3) RTGS: RTGS stands for Real time gross 

settlement. In this process the transfer of funds is 

done through electronic mode. The transfer is done 

in “Real-time” i.e. on one-to-one basis. The 

minimum amount to be transferred is Rs.2,00,000 

(Two lakh). The transactions are done individually 

i.e. “netting” is not done. 

4) NEFT: NEFT stands for National Electronic Fund 

Transfer. For a bank to enable NEFT services, it 

has to be a member of RTGS. This system is 

similar to that of RTGS except that it has no 

minimum credit limit and that is done in batches. 

Also “netting” is done in case of NEFT. 

5) IMPS: IMPS stands for Immediate Payment 

Service. It is an interbank electronic instant mobile 

money transfer service through mobile phones in 

India. It is a service which allows a person to make 

payments to the merchants through mobile phones. 

6) Prepaid instruments: Prepaid payment instruments 

are those who allow a person to purchase a 

commodity or service against the value stored on 

the “prepaid instrument”. Examples of such 

instruments are: Airtel M commerce services Ltd., 

Sodexo SVC India Pvt. Ltd (Sodexo passes)[2] 

V. PAYMENT GATEWAYS IN INDIA 

A. Introduction: 

A Payment Gateway provides credit card processing, billing, 

reporting and settlement and operational services to 

acquiring and issuing banks, manages the process of 

transferring authorized and captured credit card funds 

between different financial accounts such as the merchant‟s 

company checking account. These corporations typically 

charge merchants a discount rate and a transaction fee for 

this service. These fees vary from processor to processor. 

With ecommerce and online shopping increasing at 

extraordinary rates, it is essential that your websites be 

integrated via payment gateway. A payment gateway can be 

thought of as a digital equivalent to a credit card processing 

terminal. 

1) The examples are: 

 Paypal 

 CC Avenue (also offers net banking ) 

 ICICI Pay seal 

B. Economics of Payment Gateways: 

 Establishment Cost (also known as Setup Fee) – 

This is a onetime cost charged by a Bank for the 

establishment of an online merchant facility. 

 Annual Cost This is an annual cost charged by a 

Bank for having an online merchant facility 

established with the Bank. Not all Banks charge 

this cost. Banks that do not charge this cost will 

charge a monthly cost. It‟s important to do the 

calculations as sometimes one Bank‟s Annual Cost 

plus Monthly Cost will be less than another Bank‟s 

Monthly Cost. 

 Monthly Cost (also known as License Cost in some 

cases) – This is a monthly cost charged by a Bank 

for the service provided on the online merchant 

facility. 

 Merchant Service Fee (MSF) – This is a percentage 

(%) cost charged by a Bank per transaction. This is 

the most important fee that should be negotiated. 

 Minimum Monthly Merchant Service Fee – This 

fee is charged by a Bank only when the revenue 

generated by the Merchant Service Fee (%) is 

below a certain value. All Banks charge this fee. 

 Transaction Cost – This is a cent value (eg. $0.10)  

cost that is charged by the Bank per transaction. 

Not all Banks charge this cost and it is advised that 

when integrating with a Payments Gateway to find 

a Bank that will not charge this cost. 

 Chargeback Fee – This is a fee that is charged by a 

Bank ONLY when a customer issues a chargeback 

against the merchant. 

 Termination Fee (also known as Closure Fee and 

Exit Fee) – This is a fee charged by a Bank when a 

merchant chooses to close their online merchant 

facility. 

A payment gateway isn‟t a comprehensive solution 

for online payment processing. It‟s just one element of a full 

fledged eCommerce site that allows you to accept and 

process credit cards, debit cards and other forms of payment 

online. Every time you purchase something online with a 

credit card, your information has to be verified, the charge 

authorized and funds transferred. Transmitting data to 

authorize a transaction is the job of a payment gateway.[3] 

VI. ANALYSIS OF REQUIREMENTS FOR BUSINESS OWNERS 

Any business owner in today‟s world would like his 

payment system to have the following features: 

 Comfort – Access to the bank 24 hours a days, 7 

days a week, without depending on the bank‟s 

schedule  

 Low costs – In order to reduce the number of 

clients who go to the bank desks, there are fee 

reductions (10-50% of the ordinary fees) for the 

electronic payments  

 Time saving and reduced expenses - No more 

transportation to and from the bank building  

 Safety – Transactions take place in the best security 

conditions as customers use a username, a 

password, and an encrypted channel  

 Accessibility – Online connection with the bank 

from any Internet connected computer  

 Simple and ergonomic menu - leading the client 

directly to the operation he/she wants to perform 

[4] 

VII. ADVANTAGES AND DISADVANTAGES 

A. Cash: 

1) Advantages: 

 Cash is real money. The effect of spending cash is 

real and immediate.  Nothing keeps us in financial 

reality like dealing with cash. 
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 Cash limits spending. It is hard to part with cash.  

We are reluctant to hand it over and think twice 

before we do it. 

 Using cash eliminates the risk of debt. We cannot 

spend more cash than we have.  Cash forces us to 

at least live within our means. 

 Cash is anonymous. Using cash for payment 

removes the threat of identity theft and fraud. 

 Cash is simple. No record keeping is required when 

cash is used, not even for tracking the budget if the 

envelope method is employed.  There are no 

monthly statements to reconcile or balances to 

monitor. 

 Cash is cheap to use. There are no fees associated 

with the use of cash for payment.  Sometimes we 

even get a discount for using cash.  When paying 

for personal services, we can often negotiate a 

better price by offering to pay with cash. 

 Cash is widely accepted. Rarely is cash refused as a 

method of payment in face-to-face transactions.  

With the advent of payment services such as 

PayPal, cash can be used to make electronic 

payments, as well. 

2) Disadvantages: 

 Cash is not flexible. While inflexibility is an 

advantage when a person is trying to control 

spending, it is a disadvantage for the careful 

shopper.  The limitations of cash may force us to 

pass up an opportunity to take advantage of a sale.  

At the very least, it may require us to make an extra 

trip to the store. 

 There is a risk of loss or theft. The practical use of 

cash may require us to carry a large amount of it 

with us.  Thus, we run the risk of losing part or all 

of it or of having it stolen.  Unlike the loss or theft 

of a debit or credit card, which can be canceled and 

replaced, once cash is gone, it‟s gone. 

 Cash offers no consumer protection benefits. Once 

the cash is exchanged for a good or service, it can 

be very difficult to get it back if the transaction 

results in a dispute of some kind.  There is no 

intermediary in a cash transaction.  The consumer 

is at the mercy of the seller for a refund or other 

remedy. 

 No rewards are earned when cash is used. Unlike 

debit cards and credit cards, spending cash earns no 

reward points.  Sellers build the cost of rewards 

points into the price of goods.  In this sense, paying 

with cash may be more expensive than using other 

forms of payment. 

 Cash is not practical in some situations. It is 

awkward and sometimes impossible to use cash to 

obtain lodging or a rental car.  Some governmental 

agencies will not accept cash in payment. 

 Cash is cumbersome. We must plan in advance to 

make sure we have enough cash on hand to cover 

our spending.  Then there are those times when we 

need to produce the exact amount of money 

required, because the other party to the transaction 

may have trouble making change. 

 Cash earns no interest. The cash we keep on hand 

to use for payment does not earn interest.  With 

other forms of payment, the money remains in the 

bank, earning interest, until it is actually spent.[5] 

B. Cheques: 

1) Advantages: 

 You do not have to carry around a lot of cash to 

pay for goods or post cash to pay bills etc. 

 You do not have to pay for an item until a few days 

after you have received it. 

 It is usually safer to receive payment by cheque as 

only the person or company named on the cheque 

can receive the money from it. 

2) Disadvantages: 

 Your bank statement will not show who the cheque 

was paid to. 

 It can be up to a week after a cheque has been 

received before payment is made. 

 If the person who wrote the cheque does not have 

enough money to pay for the item he has bought 

then it can be very difficult to obtain the money.[6] 

C. NEFT/RTGS/IMPS: 

1) Advantages: 

 The transaction takes very less time to complete. 

 The commission rates are very less. 

 There is no physical handling of cash. 

 The transactions are very safe if carried out on 

secure websites. 

 Any amount can be transferred or obtained from 

anywhere (where the service is available). 

2) Disadvantages: 

 Though less, commission rates are present. So, 

when compared to cash, these are costly. 

 Complexity of these systems is higher compared to 

conventional systems 

 Having a bank account is mandatory to use these 

systems 

 The person using this system must be literate or 

else it is difficult to understand and use these 

systems. 

 If the website and applications used in the systems 

are not secure, it may lead to huge losses. 

VIII. INTRODUCTION OF NEW PAYMENT SYSTEMS 

Mobile commerce is a natural successor to electronic 

commerce. The capability to pay electronically coupled with 

a website is the engine behind electronic commerce. 

Electronic commerce has been facilitated by automatic teller 

machines (ATMs) and shared banking networks, debit and 

credit card systems, electronic money and stored value 

applications, and electronic bill presentment and payment 

systems. Mobile payments are a natural evolution e-payment 

schemes that will facilitate mobile commerce. A mobile 

payment or m-payment may be defined, for our purposes, as 

any payment where a mobile device is used to initiate, 

authorize and confirm an exchange of financial value in 

return for goods and services (Au and Kauffman, 2007). 

Mobile devices may include mobile phones, PDAs, wireless 

tablets and any other device that connect to mobile 
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telecommunication network and make it possible for 

payments to be made (Karnouskos and Fokus, 2004). The 

realization of mobile payments will make possible new and 

unforeseen ways of convenience and commerce. 

Unsuspected technological innovations are possible. Music, 

video on demand, location based services identifiable 

through mobile handheld devices – procurement of travel, 

hospitality, entertainment and other uses are possible when 

mobile payments become feasible and ubiquitous. Mobile 

payments can become a complement to cash, cheques, credit 

cards and debit cards. It can also be used for payment of 

bills (especially utilities and insurance premiums) with 

access to account-based payment instruments such as 

electronic funds transfer, Internet banking payments, direct 

debit and electronic bill presentment.[7] 

IX. CONCLUSION 

The payment systems in India have seen a lot of 

development especially in recent years. But still, every 

system has some or the other disadvantages. To bring the 

disadvantages to a minimum level constant development and 

upgradation is required. Along with the use of mobile 

technology there must some system which enables the usage 

of cash payments. In other words it must combine the 

advantages of cash payments and wireless technology. This 

is the need as even today most of the low value transactions 

and several high value transactions are carried out via cash. 

Such a system will not only ease the transactions, but also it 

will bring transparency in them. This may even reduce the 

„black money‟ transactions which are otherwise easy to 

carry out in „cash only‟ transactions.  
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