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POTHOLES ON THE DIGITAL PAYMENT SUPERHIGHWAY 
The National Payments Corporation of India must be supported and  

there has to be a rational structure of pricing. 

 Digital payments have found strong ground, especially in India, increasingly relegating all other modes 

of payments to the background. It is through a faster system of simultaneous debits and credits that the 

money value is transferred from one account to the other across banks. It embraces all kinds of operators 

(including direct benefit transfer by the government) across the country and even internationally, subject to 

regulatory forbearance. With such versatility and ease of settling financial transactions, the growth of digital 

payments is going to be phenomenal, supported by banks and Fin-Tech, or financial technology, companies. 

 

Steered by the RBI 

 There is a long and interesting history behind the evolution of digital payments in India, piloted by the 

Reserve Bank of India (RBI) and succinctly captured in the Payment Systems in India, published in 1998. A 

major thrust toward large value payments was effected through the Real Time Gross Settlement System, or 

RTGS, launched by the RBI in March 2004. The large value payments on stock trading, government bond 

trading and other customer payments were covered under the RTGS, providing finality of settlement, thereby 

reducing huge risks such as the Harshad Mehta scam; besides this, it substantially reduced the time taken for 

settlements. The RBI introduced National Electronic Funds Transfer, or NEFT, and bulk debits and credits to 

support retail payments around the same time. Now, NEFT is available round the clock and RTGS will follow 

from December 2020 — only a few countries have achieved this. 

 Such historical changes brought about by the RBI triggered major changes in the corporate and capital 

market transactions as well. Today, the Securities and Exchange Board of India (SEBI), the market regulator, is 

contemplating a T+1 settlement (T is for transaction date) because the underlying consideration of the sale 

proceeds of the shares get exchanged very fast under the payments system. This is expected to attract more 

international capital into the Indian market, in turn broadening and deepening the financial market. 

 

An umbrella system 

 The sterling contribution of this robust payment system, especially retail payments, was seeded and 

reinforced with the setting up of the National Payments Corporation of India (NPCI) by 10 lead banks at the 

instance of the RBI in 2009. The idea for this umbrella retail payments institution emerged in the vision 

document on payments system, 2005-08 released by RBI in 2005. Very few people know about the unwritten 

history of the background under which this umbrella organisation was mooted. In 2004, a four-member team 

including this writer visited the Riksbank, the central bank of Sweden, on a study tour. This included a visit to 

the Bangirocentralen (BGC AB), a not-for-profit organisation owned by eight Swedish banks for providing retail 

payment and related services. The model appeared as an attractive proposition as payments is basically a 

public good. Thus the idea of the NPCI as a not-for-profit company has a link from the BGC. 

 The setting up of such an umbrella organisation to build a super highway for digital payments has a 

strong appeal which was well-appreciated by Dr. Y.V. Reddy, the then RBI Governor, taking a number of policy 

decisions to spread digital payments and protect consumer interest. However, there were many within and 

outside the RBI, including in the Indian Banks’ Association, who had apprehensions about the success of such a 

model for the NPCI. 

 

Indicators of success 

 With digital payment being a public good like currency notes, it was necessary that the corporation 

was fully supported by the RBI and the government as an extended arm of the sovereign. It was also necessary 

to contain expectations on profits, avoiding gyrations of the stock market along with direct or indirect control 

by powerful private interests which had the potential to dilute the public good character of the outfit. The 

NPCI’s success against deeply entranced formidable international players, supported by innovative technology, 

viz. Unified Payments Interface (UPI) and Immediate Payment Service (IMPS), is well recognised by central 

http://www.vanik.org/
https://www.rbi.org.in/Scripts/OccasionalPublications.aspx?head=Payment%20Systems%20in%20India
https://m.rbi.org.in/Scripts/FAQView.aspx?Id=60
https://www.thehindu.com/business/Economy/rbi-allows-round-the-clock-fund-transfers-under-neft-from-december/article28846595.ece
https://www.thehindu.com/business/Economy/rtgs-to-be-available-24x7-from-december-says-rbi-governor/article32811705.ece
https://www.thehindu.com/business/Economy/rtgs-to-be-available-24x7-from-december-says-rbi-governor/article32811705.ece
https://www.thehindu.com/business/Economy/RBI-proposes-new-payment-systems/article16891758.ece
https://www.thehindu.com/business/Economy/RBI-proposes-new-payment-systems/article16891758.ece
https://www.thehindu.com/business/Economy/What-is-Unified-Payment-Interface/article14593189.ece
https://www.npci.org.in/product-overview/imps-product-overview


 

2 

 

DAILY VOCAB DIGESTIVE 499 (23.12.2020) 

 1441, Opp. IOCL Petrol Pump, CRPF Square, Bhubaneswar-750015 

Ph. : 8093556677, 9040456677, Web :www.vanik.org, E-mail : vanikbbsr@gmail.com 
 

banks in many other countries. The Bank for International Settlements’s endorsement of the NPCI model in 

2019 is a major accolade. If the NPCI has gained such a rare distinction in just 10 years of its successful and 

path breaking journey, we should be proud to preserve this precious jewel. 

 There is a demand from some quarters that the NPCI should be converted into a for-profit company to 

withstand competition. The shareholders of the NPCI can have windfall gains too. But this will be a retrograde 

step with huge potential for loss of consumer surplus along with other strategic implications. Instead, like the 

RBI providing free use of the RTGS and other products, the strategy should be to assist the NPCI financially, 

either by the RBI or the government, to provide retail payment services at reduced price (in certain priority 

areas). This may also help support expansion of the payment system network and infrastructure in rural and 

semi-urban areas in partnership with Fin-Tech companies and banks. 

 

On merchant discount rate 

 In Budget 2020-21, the government prescribed zero Merchant Discount Rate (MDR), the rate 

merchants pay to scheme providers, for RuPay and UPI, both NPCI products, to popularise digital payments 

benefiting both customers and merchants. There is justification in this prescription by the government because 

depositors implicitly pay around 3% to banks as net interest margin, being the difference between saving and 

risk free bond rate, for enjoying certain payments services traditionally. When banks enjoy such a huge 

amount of current account savings account (CASA) deposits, in return, is it not incumbent on them to provide 

such payment services, costing only a small fraction of such a gain? 

 For reasons unknown, the government left out other providers of digital payment products from this 

MDR prescription, which is unjustified and had adverse effects. Taking advantage of this dichotomy, many 

issuing banks switched to mainly Visa and Master cards for monetary gains. As customers were induced by 

such supplier banks, it created a kind of indirect market segmentation and cartel formation, though there is 

hardly any quality difference in payment products. It may be noted that even the European Central Bank 

imposed a ceiling on MDR for all, protecting consumer interest. It is hoped that the government will take 

corrective action in the next Budget to ensure a level playing field and to relieve the NPCI from such policy-

induced market imperfection. 

 

Settle the pricing 

 The ideal pricing for digital payments products should be based on an analysis of producer surplus, 

consumer surplus (i.e. gain or loss of utility due to pricing) and social welfare for which we need cost-volume-

price data. A factor which needs to be reckoned is the float funds digital payments allow (cash withdrawal is a 

drain on the banking system), which is a source of sizeable income for banks. The RBI will do well to study and 

arrive at a rational structure of pricing including MDR (possibly also penalty on default by customer), given that 

the digital payment system is like a national superhighway, for which the government has a crucial role to play 

in protecting consumers against exploitation. This can run into a huge amount when digital payments become 

all pervasive. 

 It is not the intention to deny a fair amount of return to payment service providers including Fin-Tech 

companies. But should this be at the cost of huge loss of consumer surplus? Ideally, it should be a case of win-

win for all. 

Meanings of Difficult Words: 

 pothole (noun) – hole, hollow, cavity; 

difficult/awkward situation. 

 superhighway (noun) – infobahn; Internet-type 

communications network that would allow to 

quickly access and exchange information via voice, 

data, video and other services. 

 National Payments Corporation of India 

(NPCI) (noun) – an umbrella organization for all 

retail payments in  India. It was set up with the 

guidance and support of the Reserve Bank 

of India (RBI) and Indian Banks Association (IBA). 

 rational (adjective) – sensible, logical, reasonable, 

coherent. 
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 ground (noun) – reason, factor, basis, rationale, 

foundation. 

 relegate (verb) – downgrade, lower; degrade/ 

reduce to. 

 background (noun) – less important position, out 

of the public eye, out of the spotlight/limelight, 

backstage. 

 debit (noun) – an amount of money removed from 

a bank account. A debit entry to a bank account 

will decrease its value. 

 credit (noun) – an amount of money added to a 

bank account. A credit entry to a bank account will 

increase its value. 

 embrace (verb) – welcome, accept, adapt, take up. 

 Direct Benefit Transfer (DBT) (noun) – a scheme 

launched by Government of India on 1 January 

2013 to transfer the benefits and subsidies of 

various social welfare schemes like LPG subsidy, 

MNREGA payments, Old Age Pension, Scholarships 

etc. directly in the bank account of the beneficiary. 

 subject to (adjective) – conditional on, contingent 

on, dependent on; under the control of. 

 forbearance (noun) – temporary postponement of 

(tax/debt) payments granted by the 

government/bank. It is to give 

taxpayers/customers extra time to make their 

tax/debt payments; nonenforcement. 

 regulatory forbearance (noun) – A regulatory 

policy (i.e., a policy implemented by central 

banks and other regulatory authorities) that 

permits banks and financial institutions to 

continue operating even when their capital is fully 

depleted. Regulators give banks extended periods 

of time during which they have to comply with 

regulatory requirements (by securing new capital 

funds). 

 versatility (noun) – adaptability, flexibleness, all-

roundedness. 

 phenomenal (adjective) – exceptional, 

extraordinary, remarkable. 

 steer (verb) – guide, conduct, direct, lead. 

 evolution  (noun) – progress, advancement, 

development. 

 pilot (verb) – test, trial, examine. 

 succinctly (adverb) – concisely, shortly, clearly. 

 thrust (noun) – driving force, motive force, 

impetus, push, drive. 

 fintech (noun) – it is the shortened version of the 

phrase Financial Technology, which is now used to 

describe businesses that offer financial services 

using software and modern technology. 

 Real Time Gross Settlement (RTGS) (noun) – a 

system where there is continuous and real-time 

settlement of fund-transfers, individually on a 

transaction by transaction basis (without netting). 

‘Real Time’ means the processing of instructions at 

the time they are received; ‘Gross Settlement’ 
means that the settlement of funds transfer 

instructions occurs individually. 

 finality (noun) – the quality of being final or 

definitely settled irreversibly; completeness, 

decisiveness. 

 Harshad Mehta scam (noun) – Securities Scam; 

systematic fraud of around Rs.4,000 crore that 

involved bank receipts and stamp papers leading 

the stock market to crash. 

 besides (preposition/linking adverb) – in addition 

to, as well, also. 

 substantially (adverb) – considerably, 

significantly,  largely. 

 National Electronic Funds Transfer (NEFT) (noun) 

– a nation-wide centralised payment system 

owned and operated by the Reserve Bank of India 

(RBI). 

 round the clock (phrase) – all day and all night 

(without stopping). 

 bring about (phrasal verb) – cause to happen,  

make happen, result in, give rise to. 

 Securities and Exchange Board of India 

(SEBI) (noun) – It was established on April 12, 1992 

in accordance with the provisions of the Securities 

and Exchange Board of India Act, 1992. It is the 

regulator of the securities and commodity market 

in India owned by the Government of India. 

 regulator (noun) – an association that supervises a 

particular business activity. 
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 contemplate (verb) – think about, consider, give 

thought to. 

 underlying (adjective) – fundamental, basic, 

 principal, primary. 

 consideration (noun) – factor, issue, point, 

concern. 

 proceeds (noun) – profits, earnings, returns, 

income, revenue. 

 in turn (phrase) – successively, sequentially; 

because of that, as a result of that. 

 broaden (verb) – expand, enlarge, extend. 

 deepen (verb) – grow, increase, intensify, 

strengthen. 

 umbrella (modifier) – something (coalition) that 

has many different parts/elements. 

 umbrella system/organization (noun) – an 

association of related institutions who work 

together formally to coordinate activities or pool 

resources. 

 sterling (adjective) – excellent,  outstanding,  

admirable. 

 robust (adjective) – strong, powerful. 

 seed (verb) – cause (something) to begin. 

 reinforce (verb) – strengthen, fortify, bolster 

up, underpin. 

 set up (phrasal verb) – establish, start/begin, 

inaugurate, create. 

 moot (verb) – put forward, present, propose, 

suggest. 

 Bangirocentralen (BGC AB) (noun) – a not-for-

profit organisation owned by eight Swedish banks 

for providing retail payment and related services. 

 proposition (noun) – theory, concept, premise, 

idea, assumption. 

 public goods (noun) – goods/services that are 

commonly provided to all people within a society 

or community. There are two important aspects 

for public goods-non rivalry (doesn’t reduce 

availability for A if B consume it) and non-

excludability (no one is excluded from 

consumption). 

 apprehension (noun) – anxiety, worry, uneasiness, 

misgiving, disquiet. 

 sovereign (noun) – supreme authority, head of 

state. 

 gyration (noun) – rotation, revolution, turning, 

circling. 

 dilute (verb) – diminish, reduce, decrease, lessen. 

 outfit (noun) – group, organisation. 

 entranced (adjective) – enchanted, bewitched, 

captivated, mesmerized. 

 formidable (adjective) – impressive, strong, 

powerful, mighty. 

 viz. (adverb) – namely, specifically, in other words. 

 Unified Payments Interface (UPI) (noun) – a 

system that powers multiple bank accounts into a 

single mobile application (of any participating 

bank), merging several banking features, seamless 

fund routing & merchant payments into one hood. 

It also caters to the “Peer to Peer” collect request 

which can be scheduled and paid as per 

requirement and convenience. 

 Immediate Payment Service (IMPS) (noun) – an 

emphatic service which allow transferring of funds 

instantly within banks across India which is not 

only safe but also economical. IMPS offer an 

instant, 24*7 interbank electronic fund transfer 

service capable of processing person to person, 

person to account and person to merchant 

remittances via mobile, internet and ATMs. It is a 

multichannel and multidimensional platform that 

make the payments possible within fraction of 

seconds with all the standards and integrity 

maintained for security required for even high 

worth transactions. 

 endorsement (noun) – support, backing, approval. 

 accolade (noun) – acclaim, praise/ tribute, 

 approval. 

 distinction (noun) – importance, significance,  

excellence. 

 path breaking (adjective) – innovative,  

pioneering, ingenious. 

 preserve (verb) – protect, safeguard, maintain. 

 withstand (verb) – stand firm against, stand up to, 

fight; live through, endure, tolerate. 
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 windfall (noun) – a lot of money that you win or 

get unexpectedly; bonanza, jackpot, unexpected 

fortune/gain. 

 retrograde (adjective) – unprogressive, negative, 

reverse/regressive. 

 surplus (noun) – excess, oversupply, 

overabundance. 

 implications (noun) – consequence/outcome, 

ramification, repercussion. 

 prescribe (verb) – stipulate, lay down, specify, set 

down. 

 Merchant Discount Rate (MDR) (noun) – the sum 

total of all the charges and taxes that a digital 

payment entails (requires). For instance, 

the MDR includes bank charges (processing fees), 

which a bank charges customers and merchants  

for allowing payments to be made digitally. 

 prescription (noun) – (authoritative) 

recommendation,  instruction, order, direction. 

 implicitly (adverb) – indirectly, tacitly,  

understandably, in a implied/hinted way. 

 current account savings account (CASA) 

deposit (noun) – CASA deposit is the amount of 

money that gets deposited in the  current  

and savings accounts of bank customers. 

 incumbent on (adjective) – necessary, 

compulsory, required, obligatory. 

 left out past participle of leave out (phrasal verb) 

– fail to include; exclude, omit, miss out. 

 adverse (adjective) – unfavourable, 

disadvantageous, bad. 

 dichotomy (noun) – difference, contrast, 

 contradiction. 

 induce (verb) – cause, produce, effect, bring 

about. 

 segmentation (noun) – division/separation into a 

different parts. 

 cartel (noun) – a group of manufacturers/ 

businesses fixing a high price to avoid competition 

and to make more money. 

 ceiling (noun) – upper limit, maximum, highest 

permissible level. 

 corrective action (noun) – action to eliminate the 

cause of a detected non-conformity or other 

undesirable situation. 

                                                                                                                     

 (phrase) – a situation in which everyone has a fair  

and equal opportunity to succeed, and no one has 

an advantage over the other. 

 imperfection (noun) – defect, fault, deficiency. 

 utility (noun) – use, usefulness, advantage, 

benefit. 

 cost-volume-price data (noun) – it is a data used 

to find out how changes in variable and 

fixed costs affect a firm’s profit. 

 reckon (verb) – consider, regard, view. 

 float funds (noun) – the money in a bank that has 

usually been credited to the bank, but not the 

customer. Float refers to ‘the amount of money 

tied up between the time a payment is initiated 

and cleared funds become available in the 

company’s bank account’. 
 drain (noun) – loss/expenditure of a particular 

resource. 

 default (noun) – non-payment, failure to pay.  

 given (preposition) – considering, taking into 

account, bearing in mind. 

 exploitation (noun) – taking advantage, utilization, 

misuse, unfair treatment, capitalization. 

 run into (phrasal verb) – reach (a amount), extend 

to, be as high as. 

 pervasive (adjective) – common, general, 

widespread, prevalent, ubiquitous, omnipresent. 

 at the cost of (phrase) – by 

sacrificing/losing/giving up something. 

 win-win (adjective) – relating to a situation in 

which each party will gain something. 
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