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General Studies – 3 Topic: Economic growth and development 

Cashless Economy 

1) Introduction 

 The Centre is making a big push for online and card-based transactions in the country to achieve its 
target of becoming a largely cashless economy.  

 By year 2020, nearly $500 billion worth of transactions in India will happen digitally, using online 
wallets and other digital-payment systems, 10 times the level currently, according to a report by 
Google India  

2) Why Shift towards a Cashless Economy? 

 India has one of the highest cash to gross domestic product ratios in the word, and lubricating 
economic activity with paper has costs.  

 According to a 2014 study by Tufts University, The Cost Of Cash In India, cash operations cost the 
Reserve Bank of India (RBI) and commercial banks about Rs21,000 crore annually. 

 A shift away from cash will make it more difficult for tax evaders to hide their income, a substantial 
benefit in a country that is fiscally constrained. 

 Nandan Nilekani, termed demonetisation as “a defining point in India moving to cashless” 

3) Factors that determine transition to a cashless economy 

 A meaningful transition will depend on a number of things such as awareness, technological 
developments and government intervention. 

 Mobile wallets have seen notable traction, and it is possible that a large number of Indians will 
move straight from cash to mobile wallets. 

 The availability and quality of telecom network will play an important role.  

 Banks and related service providers will have to constantly invest in technology in order to improve 
security and ease of transaction.  

 The government will have to find ways to incentivize cashless transactions and discourage cash 
payments 

 Government should revamp the tax administration, as more than taxes, small businesses fear tax 
inspectors. 

 India’s current economic moment constitutes a crucial inflection point; if handled correctly, there is 
a real chance that the unbanked will adopt digital payments 

 A sharp increase in the use of mobile phones with internet connectivity will help drive the move to 
digital payments 

 Till the time the penetration for online payments doesn’t reach local stores, the transition will 
never be truly effective. 

 Financial security over the digital payment channels is imperative for pushing the cashless economy 
idea 

4) Hurdles in making India a cashless economy 

 A large part of the population is still outside the banking net and not in a position to reduce its 
dependence on cash. 
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 According to a 2015 report by PricewaterhouseCoopers, India’s unbanked population was at 233 
million. 

 Even for people with access to banking, the ability to use their debit or credit card is limited 
because there are only about 1.46 million points of sale which accept payments through cards. 

 It will not be easy for the informal sector to become cashless,  

 There is a general preference for cash transactions in India.  

 Merchants prefer not to keep records in order to avoid paying taxes and buyers find cash payments 
more convenient.  

 People face difficulties in making electronic payments even in metro cities because of poor 
network. 

 The World Bank’s Global Findex shows that Indians are significantly less familiar with digital 
banking, making transactions using mobile phones, and using the internet to pay bills – than their 
peers in middle-income nations. 

 Another big hurdle is unachieved targets for digital India.  

 Low literacy rates in rural areas along with lack of internet access or even basic utilities in many 
places 

5) Government and RBI Efforts 

 Government on its part is working at various levels to reduce the dependence on cash.  

 Opening bank accounts for the unbanked under Pradhan Mantri Jan-Dhan Yojana  

 Adoption of direct benefit transfer  

 The recently launched Unified Payments Interface by National Payments Corporation of India 
makes digital transactions as simple as sending a text message. 

 Implementation of the goods and services tax, for example, should encourage businesses to go 
cashless. 

 The RBI and finance ministry have made Financial Literacy Centres (FLCs) a cornerstone of the 
PMJDY.  

 These centres provide tailored financial education programmes to introduce adults to banking 
products and setting financial goals. 

 Major social-media effort to promote cashless transactions, which include e-banking, debit and 
credit cards, card-swipe or point-of-sales (PoS) machines and digital wallets.  

 As an incentive to banks and manufacturers of PoS terminals, the government has waived 12.5 per 
cent excise duty and four per cent special excise duty on these machines 

 RBI has also issued licences to open new-age small finance banks and payments banks which are 
expected to give a push to financial inclusion and bring innovative banking solutions. 

6) Way Forward 

 Targeted financial education programmes can improve financial skills and credit management 

 A nationwide financial literacy campaign accompanied by a medium-term strategy to improve 
access to, and awareness of, electronic payments.  

 
 


