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Abstract — In India, small-business payment has become one of the key aspects of digital payments, especially following a
sudden scaffolding of account-to-account applications like Unified Payments Interface (UPI) and proliferation of acceptance
based on QRs. In the case of micro and small enterprises, digital payments may help to mitigate cash-handling frictions,
enhance speed and convenience of transactions, reach more customers, as well as create digital records that benefit bookkeeping
and formal finance. Simultaneously, the rates of adoption and impact are also not evenly distributed: merchants experience
limitations regarding device/internet reliability, transaction failures, settling delays, interoperability learning expenses,
platform charges and hardware expenses in certain rails, cyber-fraud risk, and consumer dispute illiteracy. The present paper
summarizes the available evidence on the impact of digital payment acceptance on the small-business performance in India,
sales, customer retention, operating performance, credit access, formalization, and tax compliance. The framework provided by
the paper is based on a systematic review/structured narrative method and secondary indicators as it links drivers of payment
adoption (technology readiness, trust, perceived value, and ecosystem support) to business performance and resilience. Findings
indicate that the greatest short-term benefits are obtained by increasing throughput (shorter checkout), lowering cash-
management expenses, and enhancing customer convenience; medium-term benefits are facilitated by data trails which enhance
lender confidence and supplier contacts. Nonetheless, gains can be neutralized by risks, particularly exposure to fraud and
reliance of operations on networks in case merchants are not properly protected. The research ends with policy
recommendations that can be applied by policymakers, payment operators, and institutions that support MSMEs in enhancing
their inclusivity in digitalizing their merchants besides increasing security, reliability, and dispute resolution.

Keywords — Digital payments, Small-business payments, Micro, Small and Medium Enterprises (MSMEs), Unified
Payments Interface (UPI), QR code payments.

alters  internal  procedures:  e-receipts  enhance
reconciliation and save time on counting cash, bank
deposits, and change. Third, it alters the relationship of the
firm to formal institutions: digital trails may be useful in
supporting accounting and compliance and credit

Retail payments ecosystem in the country has grown due to ~ assessment, but may also result in new risks (chargebacks
the presence of interoperable rails, a high number of oOr disputes, fraud, account takeovers) and new
smartphones as well as the focus of the policies on the dependencies (network reliability and platform downtime).
digitalization of payments. Simultaneously, small ~ These processes take place within the broader ecosystem,
businesses, such as kirana stores, pharmacies, small ~Which is defined by the presence of governmental digital
restaurants, repair shops, and street vendors, have become  infrastructure, ~ commercial ~ payment  applications,
embracing of QR-based payments and mobile payment telecommunication connection and Internet connectivity,

l. INTRODUCTION

Online transactions have become central business
infrastructure rather than peripheral convenience to several
micro, small, and medium enterprises (MSMES) in India.

apps due to the demand of fast and cashless checkout and
remote ordering by customers. The macro trend can be
observed in such composite measures as the Reserve Bank
of India (RBI) Digital Payments Index that have been
steadily increasing and reaching a high degree of adoption,
infrastructure, and performance in digital payments by
September 2024.

To a small business, the effect of the digital payments is
neither a single event; it is a set of mechanisms. First,
accepting online is transforming the customer experience:
it lowers the amount of physical cash required, lends more
perceived modernity and trustworthiness to certain
audiences, and facilitates distance payments whenever
making one at home or booking in advance. Second, it

consumer behaviour, and regulation.

This paper aims to address three issues concerning the
effect of digital payment on the small businesses in India.
The former is to create a solid conceptual framework that
maps the path taken by drivers of adoption resulting in
operational changes and, ultimately, business performance.
The second one is to generalize India-specific empirical
findings on merchant adoption and constraints, particularly
those on small merchants and informal businesses, in such
a way that arguments about benefits are not elevated. The
third one is the translation of evidence into practical
recommendations that would enable a digital payment to
become more inclusive, secure, and helpful to MSMEs.
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II. LITERATURE REVIEW

Digital
lenses.
Technology adoption models used to analyze merchant
adoption of digital payments are often based on technology
adoption models like Technology Acceptance Model and
its variations that highlight perceived usefulness and
perceived ease of use as the proximate determinants of
adoption (Davis, 1989). Expansive systems like UTAUT
and UTAUT 2 incorporate social influence, facilitation,
habit, and value price which are especially applicable to
merchants who adopt because their customers request it or
because competitors already display the QR code
(Venkatesh et al., 2003; Venkatesh et al., 2012). Diffusion
of innovations also accentuates the trialability,
observability and compatibility with the existing routines -
which is critical when the owner is the main decision
maker and bandwidth is limited in small firms (Rogers,
2003). Lastly, there are behavioral models like the theory
of planned behavior that views attitudes, subjective norms
and the perceived behavioral control and can be used to
understand why some merchants will be reluctant despite
the availability of infrastructure (Ajzen, 1991).

payment adoption and impact conceptual

Nevertheless, adoption is not a sufficient condition of
positive impact. The effect varies according to the level of
utilization (percentage of sales with the help of the digital
modes), the stability and expense of the payment rail, the
profile of customers, and other supportive functions like
accounting and inventory management. Thus, any
payments -performance relationship should be considered
as being mediated: operational efficiencies and data
capture facilitated by adoption; mediated by them, then
result in an increase in sales, margin stability, working-
capital management, and credit access. The relationship is
moderated by the quality of local ecosystem (nhetwork
availability, banking support, grievance mechanisms, and
fraud prevention).

Facts about Indian limits on adoption by merchants.
One of the most important additions to the body of
literature on merchant adoption is survey-based data that
low adoption is not necessarily due to supply-side
limitations (including the inability to acquire the necessary
infrastructure) but to demand-side barriers and lack of
perceived value relative to costs. An influential
investigation of small fixed-location merchants in Jaipur
discovers that despite the capacity of merchants to utilize
payment infrastructure, adoption might be low as long as
merchants do not sense that payments have high net
benefits, as long as customers remain keen on using cash,
and because merchants fear complexity and risk (Ligon et
al., 2019). This is in line with the wider results that trust,
perceived risk and confidence in dispute resolution
influence digital transaction behavior (Gefen et al., 2003).

Ecosystem in India has developed at a high rate.
Interoperable rapid payments decrease friction, and may

International Journal for Novel Research in Economics , Finance and Management

www.ijnrefm.com
Volume 4, Issue 1, Jan-Feb-2026, PP: 01-10

enable both banks and non-banks to innovate around
shared rails a fact highlighted in the policy-oriented
discussions of the experience of fast payments in India
(World Bank, 2021). The importance of interoperable
design, and involvement by multiple providers in the
system has been discussed recently as part of the way to
hasten adoption and acceptance (World Bank, 2026).
Concurrently, with the speedy expansion, various frauds
and operational risks rise, and regulatory focus is directed
at the protection and authentication laws (Reserve Bank of
India, 2025).

Digital payments, performance of MSMEs, and resilience.
Most of the near-term performance impacts are the
strongest ones based on convenience and throughput:
accelerated checkout, increased conversion in situations
where customers do not have cash, and better serving
remote or digital-first customers. However, in the long run,
transaction data in digital format can help to plan cash-
flow more effectively, minimize leakage, and increase
access to formal credit, particularly when lenders utilize
transaction data as a proxy of sales stability and repayment
ability (Demirguc-Kunt et al.,, 2022). Digitization of
payment can also impact tax compliance and formalization
in the context of developing countries, but the impact also
depends on the design of the policies and incentives (Allen
et al., 2022). Digital payments can also lead to a lower
level of informality through higher traceability but this
does not occur automatically; whether the benefits of
formalization (credit, market access, supplier terms)
exceed the compliance costs of small firms.

Macro and system level indications highlight that speed of
payments and digital infrastructure of the state may
transform retail payments by decreasing card and cash use,
decreasing the hurdles to small scale merchants and by
allowing providers of apps to compete. Research on
comparative policymaking states that properly designed
retail fast payment systems may lead to increased access,
but governance and incentives should guarantee safety and
reliability and ensure fair involvement (Committee on
Payments and Market Infrastructures, 2021, 2024). These
ecosystem characteristics are important to small businesses
since there are low margins and patience to payment
failures.

The perils, confidence and the dark side of digitization.
Risk moderates the effect of digital payments. Fraud,
phishing, SIM swaps, unauthorized transfers and social
engineering can directly decrease the income of merchants
or cause uncertainty in the settlement. Moreover, the
reputation of merchants may be damaged in a situation
when conflicts are not solved promptly. Resilience of the
system is also important: customer and merchant boredom
during peak time can drive them back to cash. Digital
payments, in this respect, are an operation dependency.
The balanced perspective on impact should thus be one
that includes the reliability, safety, and merchant
protection as the key components of the net benefit.
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Figure 1. Conceptual framework linking digital payment
adoption to small business outcomes

1. METHODOLOGY

The research design described in this paper is a structured
evidence-synthesis design because the topic is one in
which primary, nationally representative merchant panel
data are unavailable but credible studies, policy reports
and administrative indicators are present. There are three
components of the methodology.

To begin with, a systematized literature review was carried
out on the peer-reviewed journals, the publications of
major multilateral and policy institutions, as well as the
reports on digital payments and MSMEs in India. Search
terms were constituted of a combination of: digital
payments, UPI, merchant adoption, MSME, small
business, informal sector, QR payments, India, trust, risk,
tax compliance, and financial inclusion. The studies were
filtered based on their relevance to merchant outcomes
(sales, costs, credit, resilience) and India specifically
evidence or the ability to be comparable with India-like
contexts.

Second, the secondary-indicator lens was used to explain
ecosystem growth and maturity through publicly available
indicators like the RBI Digital Payments Index and the
amount of transactions conducted on the platform. As an
illustration, formal reporting on the RBI-dpi suggests semi-
annual benchmarking of payment digitization dynamics,
which can be used to put the adoption waves into
perspective.

Third, the review summarised the results in a conceptual
impact pathway framework: adoption drivers, operational
changes, intermediate capabilities (records, customer
reach), business outcomes, where the moderators were
ecosystem and risk factors. This will enable the Results
section to present (a) a strong thematic representation of
the empirical research (e.g., merchant adoption barriers)
and (b) triangulated trends associated with authoritative
indicators and not to fabricate primary survey outcomes.

Limitations are also identified directly: in the present
paper, a lack of primary fieldwork will force causal
conclusions on the quality of available empirical designs,
and the outcomes may vary in relation to sectors (retail vs
services), to geography (metro vs rural) and the level of
firm formality.
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in India
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Figure 3. Pathways of impact of digital payments on small
business performance

Result 1: Digital payments increase customer convenience
and reduce lost sales at the point of purchase

In the studies reviewed, the most recurrent short-term
impact available to small businesses is less transaction
friction. This is because when customers have the ability to
make payment without using cash, the chances of making
the walk-away purchases are reduced, particularly in
impulse purchases and purchases of low ticket products.
Merchants report that QR acceptance makes the best use of
throughput in peak-hour and lessens the necessity of
change, and may support remote payments needed to
ensure delivery or pre-order. This convenience effect is
greatest in high footfall locations and from youth and
salaried customers who like the cashless options.

The small-merchant experience indicates that customers
are driving the adoption process, and that perceived
reputation is a significant factor in adoption, mainly due to
the perceived modernity and accessibility associated with
such adoption. This is in line with UTAUT/UTAUT?2
predictions in which social influence and facilitating
conditions hasten adoption (Venkatesh et al., 2003;
Venkatesh et al., 2012). Convenience over time may
become an increased number of repeat visits, especially
when the merchants receive payments through digital
technologies in the context of a larger service enhancement
(home delivery organization, WhatsApp request, online
invoices).
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Table 1. Summary of key impacts of digital payments on small businesses in India

appraisal (some cases)

trail as proof of

income

Impact domain Typical outcome for small Primary mechanism Expected
businesses direction
Sales & customer | Reduced “lost sales” when Convenience, faster Positive
conversion customers lack cash; higher checkout, digital
repeat purchases preference
Operating Lower cash-handling time; fewer Reduced cash Positive
efficiency reconciliation errors (when counting, easier
reconciled) tracking
Cost structure Lower cash deposit/handling Lower cash friction vs | Mixed
costs; possible new digital costs
device/maintenance costs
Access to credit Better loan eligibility and faster Digital transaction Positive

(conditional)

Formalization & More record-keeping and Traceable digital Mixed /

compliance transparency receipts conditional

Risk exposure Higher exposure to phishing, Cyber risk and Negative (if
fraud, and transaction failure operational unmanaged)
anxiety dependence

Result 2: Operational efficiencies emerge through reduced
cash handling and improved reconciliation, but only when
merchants integrate basic record-keeping

Digital payments can decrease cash management costs in
terms of time taken to count money, traveling to the
deposit and correcting reconciliation errors. However, the
extent of such an efficiency increase is contingent upon the
aggressive reconciliation of transactions, basic books kept,

and planning conducted with the use of digital statements.
In the case where only merchants receive digital payments
and do not organize the records, the operation is smaller
and can be compensated by confusion in the situation of
dispute (failed transaction, delayed settlement). Therefore,
the most significant operation is realized in terms of digital
payments in the combination with straightforward
accounting habits and literacy training of merchants.

Table 2. Evidence themes from India-focused merchant studies and reports

Evidence theme

What studies commonly report

Representative source(s)
(APA)

Adoption driver: customer

Merchants adopt because customers ask for

Venkatesh et al. (2003);
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demand QR/UPI acceptance

Rogers (2003)

Barrier: perceived low net

benefit don’t see value

If customer cash use remains high, merchants

Ligon et al. (2019)

Barrier: trust & risk

reduces willingness

Fear of fraud, failed payments, disputes

Gefen et al. (2003); Ligon et
al. (2019)

Efficiency gains depend on

routines

Gains rise when merchants reconcile regularly

Davis (1989); OECD (2021)

Digital trails enable finance

Transaction records can support underwriting

Demirgiic-Kunt et al. (2022);
IFC (2017)

Compliance impact is

incentive-driven

Formalization improves when benefits

outweigh compliance costs

Allen et al. (2022)

Result 3: Adoption remains uneven because perceived net
benefits vary by segment and because risk reduces
willingness to rely on digital rails

The adoption and continual use of merchants varies
significantly depending on the nature and the setting of the
business. According to Jaipur merchants, the low adoption
can remain even in the case when access to infrastructure
is not the binding constraint, which means that it is the
perceived value, risk, and habit formation that matter
(Ligon et al., 2019). Small firms with short cash cycles
may be sensitive to settlement time and have the fear of
losing liquidity in the event of transaction failure.

Companies that are not very digitally literate might not use
digital rails because of the fear of making errors or
committing fraud. There are other people who do not
adopt due to high proportion of their clients who pay in
cash which reduces perceived benefit.

The exposure to fraud and scam has become a relevant
deterrent. The more the amount of payments merchants
want to be informed about the most effective ways to use
QR, what checks should be taken and how to complain
about the issues. Systemic and regulatory focus on
authentication and safety standards is hence a direct factor
of net benefit of MSMEs (Reserve Bank of India, 2025).

Table 3. Result synthesis by short-term vs medium-term outcomes

Time horizon Outcome type

Typical changes

observed

Key condition for benefit

Short-term Sales conversion &

(0—6 months) | customer

convenience issues

Faster checkout, fewer

“no change/no cash”

Local customer digital

preference

Short-term Daily operations

(0—6 months)

Less cash counting and

deposit travel

Merchant learns

app/settlement flow

Medium-term | Record-based

(6-24 decisions

months)

Better tracking of

daily/weekly sales cycles

Consistent

reconciliation/bookkeeping
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Medium-term | Credit access &

(6-24 supplier relations

months)

Improved credibility

using digital trail

Lender/supplier acceptance of

data

Medium-term | Formalization

(624 pathway

months)

GST/registration

consideration rises

Supportive incentives and low

compliance cost

Short-Term Impact m Medium-Term Impact
Faster Checkout £ Credit Access g Credit Access

> = .. >
B coconang © E e 7 [0} pui

L ® Formalization
Figure 4. Short-term versus medium-term impacts of
digital payments on small businesses

Result 4: Digital trails can improve access to formal
finance and supplier relationships, but benefits depend on
data usability and institutional acceptance

One of the central medium-term effect mechanisms is the
generation of the records of transactions. Digital trails
have the potential to enhance the capacity of merchants to

show the volume of sales and seasonality, which fosters
increased lender confidence and allows underwriting based
on cash flows to be made, especially in MSMEs that are
historically limited by insufficient collateral and limited
documentation (International Finance Corporation, 2017;
Demirguc-Kunt et al., 2022). The digital records may also
enhance the negotiations with the suppliers and make the
supply chain more predictable and provide even faster
settlement of the payment.

The financing payoff however, is based on the success of
the lenders to accept and incorporate payment data into
underwriting, and the ability of merchants to provide their
data in useful forms.

Table 4. Moderators that strengthen or weaken the impact of digital payments

Moderator

Strengthens impact when...

Weakens impact when. ..

Network & infrastructure

reliability

Transactions succeed quickly at peak hours

Failures/delays increase customer

frustration

Merchant digital literacy

handle disputes

Merchant can verify payment, reconcile, and

Merchant confusion increases errors

and stress

Customer segment

Customers prefer cashless payments

Customers mostly use cash

Fee/price conditions

Lowi/transparent costs for acceptance

Hidden costs, device expenses, MDR in

some rails

Security environment

Strong awareness + safeguards reduce fraud

High fraud exposure reduces trust

Institutional readiness

Lenders accept transaction trail as proof

Data not recognized in underwriting
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Figure 5. Moderators influencing the strength of digital
payment impact

Result 5: Digital payments can support formalization and
compliance, but effects are shaped by incentives and
perceived fairness

Digital payments increase traceability, which has the
ability to affect compliance behavior. Empirical evidence
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indicates that specific incentives and policy formulation
may change behavior to cashless payment methods and
possibly enhance compliance, but also the evidence is
inconsistent across different settings and programs (Allen
et al., 2022). In India, micro firms find it difficult to make
a complex decision that involves formalization due to the
high compliance cost that cannot be matched by their
operating margin.  Consequently, the effect of
formalization will be the highest in the case of digital
adoption accompanied by the evident advantages: the
simplicity of credit access, the presence of government
programs, and the access to the market.

Table 5. Risk and mitigation matrix for small merchants

Risk type Example issue

Business impact

Recommended mitigation

Transaction failure | “Debited but not credited”

scenario time

Customer dispute and lost

Clear reversal rules, merchant

helpline, receipts

Social engineering | Fake “payment received”

Direct financial loss

Verify in app, enable

fraud screenshot soundbox/alerts, training
Account SIM swap / OTP theft Funds stolen and service SIM security, limit OTP sharing,
compromise disruption device lock

Operational Internet outage Reduced ability to accept Backup cash option, dual SIM,
dependence preferred mode offline contingency

Data privacy Sharing statements with

unknown agents

Identity and financial risk

Consent-based data sharing only

Result 6: System-level growth is rapid, but reliability and
trust remain critical for sustained MSME benefit

The digitization of payments in India has increased
tremendously as is indicated by composite indicators like
RBI-dPI that reported a high level of the index in
September 2024 (and subsequent releases recorded an
increase thereafter). System-level reviews also focus on the
fact that high-speed payment systems have the ability to
scale the merchant acceptance of the rail is interoperable,

and where banks and non-banks play their roles (World
Bank, 2021). The critical place of trust and infrastructure
design in maintaining scale is once more noted in recent
policy commentary (World Bank, 2026). These attributes
of the system become practical realities of MSMEs
through the following ways: less failed payments, quicker
settlement, unambiguous dispute resolution, and reduced
learning costs.

Table 6. Mapping results to theoretical constructs (TAM/UTAUT/TPB)

Framework Construct Result link in this study Example interpretation
TAM Perceived Higher sales conversion and speed Digital payments seen as
usefulness increases usefulness “business essential”
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TAM Ease of use QR simplicity improves adoption Easy setup accelerates
onboarding

UTAUT Social influence Customers/competitors push adoption | “Everyone asks for UPI”

UTAUT Facilitating Network, bank support, grievance Better support — sustained
conditions help use

TPB Perceived Literacy and confidence shape Low control — resistance
behavioral control | sustained adoption to adoption

Trust Trust/risk Fraud fear reduces adoption Higher risk perception

model persistence offsets benefits

IV. DISCUSSION & CONCLUSION

Findings interpretation: what the digital payments
actually do to small businesses.

The evidence indicates that digital payments generate
value to the small businesses in a layered process. The
initial one is transactional convenience: the aviation of
digital payments will lower customer friction and can
increase the chances of a purchase. This stands as the
nearest and most shared advantage particularly in which
customers are less likely to bring forth more cash. The
second level is operation efficiency: digital payments have
the potential to lower the overhead of cash-handling,
although only with the condition that merchants form some
of the simplest reconciliation routines. The third layer is
informational: digital footprint could be used to aid better
decision-making, enhance access to finance, and
convincingly informalize. Notably, it is the third layer that
is most transformative, yet also most conditional;
ecosystem readiness (companies accepting payment data)
and merchant competency (rudimentary bookkeeping and

digital literacy).
& Recurvingy

B+ Innovation & Services

f " Institutions N

Figure 7. Policy and ecosystem roadmap for inclusive
merchant digitalization

Meanwhile, there are no secondary risks and constraints;
they are core to net impact. The risk of fraud and a risk of
the transaction failure may turn the potential advantage

into a perceived threat. This translates to adoption in the
sense that the perceived risk may take control over the
perceived usefulness when among low-literacy merchants.
Regarding the impact, it implies that the level of digital
acceptance should be evaluated with references to the level
of reliability, consumer complaint mechanisms, and
merchant safety nets. The example of Jaipur is educative:
infrastructure may not be adopted even when it is present
since merchants may not perceive obvious net profits or
there may be a high level of uncertainty (Ligon et al.,
2019).

Implications of policy and ecosystem.

There are four implications of the synthesis.

Originally, enhance merchant capability, not only
merchant onboarding. A QR code in itself is not
completely effective. Benefits are bound to be multiplied
through training on reconciliation, basic accounting as well
as safe methods of payment. Acceptance programs that
combine acceptance with easy bookkeeping systems can
open the doors to operating and funding benefits.

Second, enhance reliability and dispute resolution as
policy priorities of MSME. In the case of micro firms, lost
sale is a publicity blow after a transaction fails on high
season time. Directly increasing the welfare of MSME can
be done through investments which lessen the failure rates,
accelerate the reversals in case of failed transactions and
demystify grievance pathways.

Third, prepare digital trails financially. Provided that
lenders and fintechs standardize their understanding of the
meaning of the payment flows and merchants can agree to
share data in an open manner, the promise of transaction
data as a means of credit access will become a reality. This
ought to be accompanied with privacy protecting
principles and transparent consumer/merchant safeguards.

Fourth, deal with the equity aspect. Benefits are not evenly
distributed since the adoption constraints are not evenly
distributed. Rural  microenterprises, first-generation
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business people, and informal traders might be more
susceptible to learning costs and be more vulnerable to
fraud. This gap can be minimized by targeted inclusion
measures such as local language support, assisted
onboarding, helplines and community based merchant
champions.

Restrictions and further investigations.

The paper is a synthesis of evidence and based on
secondary indicators instead of primary field data. In
future studies, the following should be prioritized (a)
longitudinal merchant-level panels to estimate the causal
influence on sales, margins, and survival; (b) industry- and
location-specific estimates (street vendors vs small retail
Vs services; urban vs rural); and (c) proper quantification
of fraud exposure and its impact on adoption persistence.
One such avenue is to examine the way digital payments
and inventory systems, e-commerce involvement, and
adoption of digital bookkeeping relate to each other- since
the biggest productivity increases are probably to be made
by complementarity between these tools.

V. CONCLUSION

Digital payments can enhance the performance of small-
business in India by enhancing convenience, lessening the
frictions in cash handling and creating records of
transaction that enhances access to finance. The most
predictable short term effect is the increase in efficiency of
transactions and convenience to customers. The greatest
potential of data-driven finance and slow formalization is
the most significant one in the medium run. Nonetheless,
adoption and net benefit is not even spread as a result of
perceived risk, operational dependency on network
reliability and capability gaps. Thus, the effect of digital
payments on small business must be viewed as an
ecosystem and equity issue: scale should be paired with
safety, reliability, literacy and significant merchant
guarantees. Under these conditions, digital payments not
only become an alternative method of payment but also
facilitating infrastructure reliability and growth of MSME.
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