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1. Introduction 
1.1 Payment and Settlement System- an Overview 

The financial sector in India has undergone significant reforms during the last two decades. The reform was 

initiated in 1992, with increased emphasis on deregulation, competition, and adoption of international best 

practices. At the same time, banks and financial institutions were encouraged to play an effective role in 

strengthening economic growth. The major initiatives undertaken by the Reserve Bank of India (RBI), including 

the deregulation, improved prudential measures and risk management, as well as measures to develop financial 

markets. The RBI plays a pivotal role in the development of India’s payment and settlement systems for both 

large-value and retail payments. It introduced an electronic funds transfer system and electronic clearing 

services (ECS Credit and Debit) in the 1990s. The National Electronic Fund Transfer (NEFT) system was 

introduced in November 2005 and the Real Time Gross Settlement (RTGS) system in March 2004.The RBI 

plays a major operational role in the payment and settlement system. It established and also manages the RTGS 

system used for settling large –value and time-critical retail payment above INR 2,00,000 as well as transactions 

related to the securities settlement system. 

The payment system initiatives taken over the last three years viz from 2009 to 2012 have resulted in deeper 

acceptance and penetration of modern electronic payment systems in the country. Though cheque is still the 

dominant mode of payment, its s hare in all payment has come down from 65 per cent to 52 per cent in volume 

terms and from 12 per cent to 9 per cent in value terms. The share of electronic payments in non-cash payments 

have shown an upward trend with electronic payments by the end of the year 2011-12 constituting 91 per cent in 

terms of value )from 88 per cent in 2009-10) and 48 per cent in terms of volume(from 35 per cent in 2009-10). 

Though the growth of electronic payments including RTGS transaction has been impressive, the benefits of 

modern payment systems are yet to reach all section of the society and be accepted across the length and breadth 

of the country. Current experience and evidence indicated the penetration and success of modern electronic 

payment products and services is concentrated to a large extent in the Tier –I and Tier - II locations of the 

country and mostly to those citizens who already have access to the formal banking channels. By taking this as 

the background the present study made an attempt to have an in-depth study on the payment and settlement 

system in Indian Banks. 

 

1.2 Indian Payment System Opportunities and Challenges 

Indian payment system poses significant opportunities and challenges in the near future. An indicative of the 

scope of the challenges and opportunities can be gathered from the following few pointers 

 Of the six lakh plus villages in India, the total number of baking outlets in the villages is 1.47 lakhs     

(march 2012). In addition, RRBs have 34,000 plus outlets in villages. With financial inclusion gaining 

pace and the number of bank account increasing at a sustainable pace and the number of transactions is 

likely to increase further. 

 Cash is the preferred mode of payment for that section of society not having access to formal payment 

systems. Electronic payments, even with an associated fee, can be less expensive compared to the 

available alternatives. The use of electronic payment instruments allows the unbanked to start building 

a transaction history, which can be a step towards imitating them towards financial inclusion. 

 There is a huge potential of migrating government transaction to electronic mode. It is estimated that 

government subsidies alone constitute more than Rs.2.93 trillion and if these payments are effected 

electronically, it may translate to 4.13 billion electronic transactions in a year.  

 Currently, the number of non-cash transactions per person stands at just 6 per year. If the efforts of 

financial inclusion bear fruit and if each citizen of the country undertakes a minimum of one 

transaction in month, the total transactions in the country would reach an astronomical 12 billion 

transactions per annum. 

 The e-commerce and m-commerce platforms are poised for a big stride in coming years. As per the 

report on E-Commerce released by the internet and mobile Association of India, internet commerce 

industry in India has been estimated to be Rs.465.20 billion as at the end of 2011. 

 Electricity bill presentment and payments involving insurance, utility bills, taxes, school fees etc 

present a huge opportunity. 
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1.3 Key Elements Towards Widespread Payment System 

To accomplish the vision o a less- cash society, if not cash less society, the key elements which would impact all 

our efforts towards creation of a modern and widespread payment system are as follows 

 Accessibility:-Access to formal payment systems, including e-payments as indicated above is not 

available to sizable section of the society .In view of this cash is still the predominant mode of payment 

used in the country. It is therefore, necessary that access to the formal payment systems is made as 

easily available to all, as is the case with cash. 

 Availability: Availability of the modern payment systems beyond the banking relationship has now 

been made possible through non-bank entities as well after the enactment of the payment and 

settlement systems Act, 2007. This development has provided an enabling atmosphere to make 

available the formal payment systems to all segments of society. 

 Awareness: The usage of a payment product is dependent on the customer being aware of the 

existence of such a product and its use as also the safeguards against its misuse. Therefore, it is 

necessary that awareness of various payment products is created through the innovative use of 

available mass media. 

 Acceptability: Availability and awareness of payment products will not lead to increased usage unless 

the payment product is accepted by all. The acceptability, convenience, interoperability, language 

neutrality and incentive factors associated with the particular mode of payment. 

 Affordability: The payment services, including the e-payment option, should be affordable to all 

segments of the society. Effective technology deployment and incentive structure should result in the 

creation of low cost payment products that encourage all customers and users towards their repetitive 

usage and cut down their dependency on cash. 

 Assurance: it is an aspect which is related to trust in the products and processes and the security and 

authenticity relating to the transactions. For non-cash payments to proliferate, they should provide a 

high degree of comfort and offer an appropriate level of security in their repeated and regular usage 

with zero fail rates. 

 Appropriateness: Appropriateness is the combined effect of all the above features. The payment 

products should adopt to the social and cultural milieu and meet the needs of existing and prospective 

customers.  

 

1.4 Payment System Agenda 2014-15 – Implementation Status 

It was planned that efforts would be made to provide a fillip to mobile banking and undertake necessary 

groundwork to put in place standards for customer on – boarding, security of transactions and redressal of 

customer grievances. The RBI issued necessary guidelines to banks in December 2014 to enhance the usage of 

mobile banking in the country. Bank were advised to provide their customers options for easy registration for 

mobile banking services, through multiple channels, including ATMs, therby minimising the need for branch 

visit to avail such services. In order to provide quick and efficient financing options for the micro, small and 

medium enterprises segment, it was proposed to set up an electronic Trade Receivables Discounting System to 

bring together the MSME, their corporate buyers as well s financiers and reduce the constraints faced by the 

MSME segment in liquidity management. The guidelines for Bharat Bill payment System (BBPS)were issued in 

November as per the agenda for 2014-15 BBPS is being set up by NPCI as a pan-India integrated bill payments 

system under PSS Act, 2007 offering inter-operable and accessible bill payment services to customers who are 

required to use multiple options to meet their bills payment requirements. The ECS suite and NACH provide 

similar services. As envisaged in the agenda for 2014-15, consolidation of these payment systems has 

commenced from December 2014 with migration of volume from the ECS suite to NACH and thus ,almost all 

participants are board in the NACH system. 

 

2. Trend and Progress in Payment Systems 
Efficient and secure payment and settlement systems are essential components of a well-developed financial 

system. The RBI in the matter of payment and settlement systems, focused towards migrating to a less cash 

society and on enhancing the efficiency and security of electronic transactions, while the same time improving 

convenience of operations. 
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Table 1 Payment System Indicators-Annual Turnover, Based on Volume 

ITEMS 
VOLUME (Million) 

2012-13 2013-14 2014-15 

Systemically important financial market infrastructures(SIFMIs)    

1. RTGS  68.5 81.1 92.8 

Total Financial Markets Clearing (2+3+4) 2.3 2.6 3.0 

2. CBLO 0.2 0.2 0.2 

3. Government securities clearing 0.7 0.9 1.0 

4. Forex clearing 1.4 1.5 1.8 

Total SIFMIs(1 to 4) 70.8 83.7 95.7 

RETAIL PAYMENTS 
Total paper clearing (5+6+7) 

1,313.7 1,257.3 1,195.8 

5. CTS 275.0 591.4 964.9 

6. MICR clearing 823.3 440.1 22.4 

7. Non-MICR clearing 215.3 225.9 208.5 

Total of Retail Electronic Clearing (8+9+10+11+12) 694.1 1,108.3 1,687.4 

8. ECS DR 176.5 192.9 226.0 

9. ECS CR 122.2 152.5 115.3 

10. NEFT 394.1 661.0 927.6 

11. Immediate payment service(IMPS) 1.2 15.4 78.4 

12. National Automated clearing House (NACH) ---- 86.5 340.2 

Total Card payments (13+14+15) 932.6 1,261.8 1,737.7 

13. Credit Cards 396.6 509.1 615.1 

14. Debit Cards 469.1 619.1 808.1 

15. Prepaid payment instruments 66.9 133.6 314.5 

Total Retail Payments (5 to 15) 2940.3 3,627.4 4,620.9 

Grand Total (1 to 15) 3,011.1 3,711.1 4,716.6 

Source: RBI, Annual Report 2014-15 

  

 

Figure 1 Retail Payments During 2012-13 to 2014-15 

 

The electronic payment systems registered high volumes in 2014-15, following the determined efforts made 

by the RBI for migration to electronic payments. Overall, the payment and settlement systems posted a higher 

growth of 5.4 per cent in value in 2014-15 in relation to the previous year. 

The share of paper-based transactions in total transactions continued to show a declining trend over the 

years.In volume terms, paper based transactions accounted for 25.4 per cent of the total transactions during 

2014-15, down from 33.9 per cent in the previous year. Their share of value terms also declined to 5.4 per cent 

from 6.2 per cent. Table 1 depicts the payment system indicators-Annual Turnover, Based on volume and Figure 

1 deal with retail payments during 2012-13 to 2014-15 
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Table 2 Payment System Indicators-Annual Turnover, Based on Value 

ITEMS 
VALUE (INR Billion) 

2012-13 2013-14 2014-15 

Systemically important financial market infrastructures(SIFMIs)    

1. RTGS 676,841.0 734,252.4 754,032.4 

Total Financial Markets Clearing (2+3+4) 501,598.5 621,569.6 672,455.6 

2. CBLO 120,480.4 175,261.9 167,646.0 

3. Government securities clearing 119,948.0 161,848.2 179,372.0 

4. Forex clearing 261,170.1 284,459.5 325,437.6 

Total SIFMIs(1 to 4) 1,178,439.5 1,355,822.0 1,426,488.0 

RETAIL PAYMENTS 
Total paper clearing (5+6+7) 

100,181.8 93,316.0 85,439.3 

5. CTS 21,779.5 44,691.4 66769.9 

6. MICR clearing 57,504.0 30,942.8 1,850.4 

7. Non-MICR clearing 20,898.3 17,681.8 16,819.0 

Total of Retail Electronic Clearing (8+9+10+11+12) 31,881.1 47,856.3 65,365.5 

8. ECS DR 1,083.1 1,268.0 1,739.8 

9. ECS CR 1,771.3 2,492.2 2,019.1 

10. NEFT 29,022.4 43785.5 59,803.8 

11. Immediate payment service(IMPS) 4.3 95.8 581.9 

12. National Automated clearing House (NACH) --- 214.8 1,220.9 

Total Card payments (13+14+15) 2,052.1 2,575.4 3,324.5 

13. Credit Cards 1,229.5 1,539.9 1,899.2 

14. Debit Cards 743.4 954.5 1,213.4 

15. Prepaid payment instruments 79.2 81.0 211.9 

Total Retail Payments (5 to 15) 134,115.0 143,747.7 154,129.3 

Grand Total (1 to 15) 1,312,554.5 1,499,569.7 1,580,617.3 

Source: RBI, Annual report 2014-15 

 

The growth in retail electronic payments has been encouraging both in terms of coverage and usage. As on 

March 31. 2015. The NEFT facility was available through 121,848 branches of 161 banks, in addition to the 

business correspondent outlets. NEFT handled 928 million transactions valued at around Rs.60 trillion in 2014-

15 as against 661 million transactions for Rs.44 trillion in the previous year. During the month of March 2015, 

NEFT processed the largest every monthly volume of 106 million transactions. 

In case of electronic payment systems it is possible to visualize an increasing trend. Banks continue to use 

both NACH operated by National Payments Corporation of India as well as ECS operated by the RBI. With 

respect to card transactions, during 2014-15, 615 million transactions valued at around Rs1.9 trillion were 

carried out through credit cards, while 808 million transactions valued at Rs.1.2 Trillion were carried out 

through debit cards. Transactions through prepaid payment instruments also grew substantially, recording 314 

million transactions valued at Rs.212 billion. 

 

2.1 Point on Sale Transactions for the Period 2003-04 to 2014-15 

The usage of the debit and the credit cards in the point on sale transactions for the period 2003-04 to 2014-15 

had increased to a greater extent. From the period 2003-.4 to 2014-15 the credit card used in the Point on sale 

transaction had increased from 100.18 million to 615.10 million (i.e.,) 6.15 times during this period.The value of 

the transactions both in debit and the credit card had increased to a greater extent. The usage of the debit card on 

the pos transaction is highly impressive than the credit cards. 
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Table 3 Point on Sale Transactions for the Period 2003-04 to 2014-15 

Year/Period 

CREDIT DEBIT 

Number of outstanding 

cards 

Number 

(In 

Million) 

Amount 

(In 

Billion) 

Number of outstanding 

cards 

Number 

(In 

Million) 

Amount 

(In 

Billion) 

2003-04 --- 100.18 176 ---- 37.76 48.74 

2004-05 ---- 129.47 256.86 ---- 41.53 53.61 

2005-06 17.33 156.09 338.86 49.76 45.69 58.97 

2006-07 23.12 169.54 413.61 74.98 60.18 81.72 

2007-08 27.55 228.20 579.85 102.44 88.31 125.21 

2008-09 24.70 259.56 653.56 137.43 127.65 185.47 

2009-10 18.33 234.24 618.24 181.97 170.17 234.18 

2010-11 18.04 265.14 755.16 227.84 237.06 386.91 

2011-12 17.65 319.96 966.13 278.28 327.54 534.32 

2012-13 ---- 396.60 1229.5 ---- 469.10 743.40 

2013-14 ---- 509.10 1539.9 ---- 619.10 954.50 

2014-15 ---- 615.10 1899.2 ---- 808.10 1213.40 

Source: Trend and Progress of banking, 2014-15 

 

 

Figure 2 Point on Sale Transactions for the Period 2003-04 to 2014-15 

 

3. Conclusion 
Now the Indian banking system has undergone a significant transformation over time in terms of diversity and 

innovation. The existing fit for current purpose payment system infrastructure needs to be transformed into a 

state of ready for future challenges infrastructure .This can be achieved through standardisation, interoperability, 

consolidation, common infrastructure creation and sharing intertwined with innovations in product and delivery 

channels. To drive this process forward, further capacity building in terms of both systems and human resources 

in the industry and the RBI is essential. Special attention is also required to ensure seamless business continuity 

plans in addition to the need to minimise and limit cyber crimes and security threats. 
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