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ABSTRACT

The Goods and Services Tax (GST), implemented in India on July 1, 2017, has significantly transformed the country’s indirect taxation system. Beyond tax
simplification, GST has acted as a catalyst for digital payment adoption by mandating electronic invoicing, online return filing, and digital record maintenance.
This study investigates the impact of GST on the growth of digital payments in India, focusing on how GST-driven compliance requirements have accelerated
digital transactions among businesses and consumers. Using a mixed- methods approach, secondary data from authoritative sources and primary data from structured
questionnaires were analyzed with statistical tools including chi-square, correlation. Results indicate that GST has reinforced digital payment usage by embedding
digital compliance into business operations and promoting transparency. However, challenges such as limited digital literacy, infrastructural gaps in rural areas,
and concerns over data security persist. The study concludes that GST is a strong enabler of digital payments, but sustained efforts are necessary to bridge the digital
divide and enhance regulatory frameworks.
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Introduction

India's indirect tax system underwent a significant overhaul with the implementation of the Goods and Services Tax (GST), which replaced state levies,
service tax, and VAT with a single tax structure. his reform aimed to simplify tax compliance, reduce evasion, and create a business-friendly environment.
Importantly, GST mandated electronic filing of tax returns, digital invoicing, and online record-keeping, which compelled businesses to adopt digital
platforms for compliance.

Since businesses are increasingly using the Unified Payments Interface (UPI), net banking, mobile wallets, and card payments to fulfil their tax duties
and complete transactions, this digital-first tax system has indirectly accelerated the adoption of digital payments. These advancements are consistent
with the government's goal of a cashless economy and financial inclusion.

Despite these advances, challenges remain, particularly for small businesses in rural areas with limited access to technology and digital literacy.
Cybersecurity and data privacy concerns also affect adoption rates. This study explores the role of GST in promoting digital payments, the benefits
realized, and the challenges encountered.

Review of literature

The implementation of GST in India has been widely recognized as a turning point in the country’s move toward digitalization, particularly in financial
transactions. Multiple studies have observed that GST’s digital compliance requirements—such as e-filing, e- invoicing, and online tax payments—have
encouraged businesses to adopt digital payment systems (Singh & Agarwal, 2019). This shift has been especially significant for small and medium
enterprises (SMEs), which have had to modernize their operations to meet new regulatory standards.

Research by Mehta et al. (2020) highlights a clear increase in the use of digital payment platforms like UPI and mobile wallets following GST’s rollout.
These authors attribute the trend to the need for transparent, traceable transactions under the new tax regime.

Government initiatives such as Digital India and incentives for cashless transactions have further supported this growth (Kumar & Sharma, 2021).

However, the literature also points to ongoing challenges. Barriers such as limited digital literacy, especially in rural areas, and concerns over data security
continue to restrict the widespread adoption of digital payments (Gupta & Roy, 2022; Patel, 2023). While GST has accelerated the transition to digital
payments, the sustainability of this shift depends on addressing these technological and educational gaps.
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Research Methodology

Research Design
In order to give a thorough study, a mixed-methods approach was employed, combining quantitative and qualitative data.
Data Collection

e Secondary Data: Sourced from the Reserve Bank of India (RBI), National Payments Corporation of India (NPCI), and Ministry of
Finance, focusing on digital transaction trends post-GST.

*  Primary Data: Gathered through structured questionnaires distributed to a stratified random sample of merchants and consumers in
urban and rural areas.

Data Analysis

Data were analyzed using Microsoft Excel and SPSS. Statistical methods included chi- square tests and correlation analysis.

Data Analysis and Interpretation

Demographic Profile

e Age: 45% aged 25-40; 30% aged 41-60; 25% aged 18-24.

*  Gender: 58% male, 42% female.

e Occupation: 40% business owners, 35% salaried employees, 25% students/self- employed.

e Location: 60% urban, 40% rural. Digital Payment Adoption Trends

e  82% of businesses reported an increase in digital payment adoption post-GST.

e UPI was the most preferred method (65%), followed by mobile wallets (20%) and cards (15%).

e  78% agreed GST simplified business transactions by promoting digital payments.

e 70% of respondents used digital payments for daily transactions, while 30% still relied on cash for small-value purchases.
Statistical Analysis

e  Chi-square test: Significant association found between GST implementation and increased digital payment usage (p < 0.05).

=  Correlation analysis: Strong positive correlation (r = 0.62) between digital literacy and frequency of digital payment use.
Interpretation

The analysis indicates that GST has been a major driver of digital payment adoption, particularly among SMEs. However, the digital divide between
urban and rural areas remains pronounced, highlighting the need for targeted interventions

CHI-SQUARE TEST:

1. Hypothesis (H1):
Hi: The implementation of GST has significantly increased the adoption of digital payments in India.
Null Hypothesis (HO):

Ho: The implementation of GST has not significantly influenced the adoption of digital payments in India.
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1.have you observed any increase in the adoption of digital payment options by businesses? * 3.Has the implementation
of GST influenced your preference for using digital payments over cash? Crosstabulation
3.Has the implementation of GST influenced
lyour preference for using digital payments over
cash?
'Yes, | now No, there has
prefer and use . been no change
digital No. 1 sill in my payment
ag ments more prefer using i
pay cash preferences  [Total
frequently
'Yes, there has been a Count 44 17 10 71
significant increase
Expected 38.5 15.9 16.6 71.0
Count
No noticeable change Count 6 4 7 17
1.have you observed any Expected 9.2 3.8 4.0 17.0
increase in the adoption
of digital payment Count
options by businesses? [N, cash continues to be [Count 8 3 8 19
the predominant mode of
Expected 10.3 4.3 4.4 19.0
payment
Count
Total Count 58 24 25 107
Expected 58.0 24.0 25.0 107.0
Count
Chi-Square Tests
Value df | Asymp. Sig. (2-sided)
Pearson Chi-Square 10.662° 4 .031
Likelihood Ratio 10.323 4 .035
Linear-by-Linear Association 7.256 1 .007
N of Valid Cases 107
a. 4 cells (44.4%) have expected count less than 5 The minimum
expected count is 3.81.

Statistical Output:
e Test Used: Pearson Chi-Square Test
*  Asymptotic Significance (2-sided) Value (p-value): 0.031

Interpretation of Results:

The p-value (0.031) obtained from the Chi-Square test is less than the significance level (o = 0.05), which is the standard threshold used to determine

statistical significance in social science research.
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Since p < 0.05, we reject the null hypothesis in favor of the alternative hypothesis.

This means that the difference observed in digital payment adoption before and after the implementation of GST is statistically significant, and it is
unlikely to have occurred by chance.

Conclusion:

The result supports the idea that GST has helped increase the use of digital payments in India. Since GST requires proper records and tax compliance, it
has encouraged both businesses and customers to use online and electronic payment methods to stay transparent and organized.

This matches the Indian government’s larger goals of building a digital economy, as seen through policies like GST, demonetization, and the Digital
India initiative.

2. Hypothesis (H2):

H:: Government policies like Digital India and financial inclusion initiatives have positively contributed to the growth of digital payment adoption after
the implementation of GST.

Null Hypothesis (HO):

Ho: Government policies have not significantly contributed to the growth of digital payment adoption post-GST.

6. government initiatives * 5. How frequently do you use UPI or other digital payment platforms for your transactions
Crosstabulation
5. How frequently do you use UPI or other digital [Total
payment platforms for your transactions
Rarely or never|Occasionally (a  |Frequently
few times a (multiple times
month) ia day or several
times a week)
No, they have had no Count 1 6 8 15
impact
Expected Count |.7 4.3 10.0 15.0
'Yes, to a limited extent  [Count 1 18 28 47
Expected Count 2.2 13.6 31.2 47.0
No, they have had no Count 3 7 35 45
impact
6. government P Expected Count [2.1 13.0 29.9 45.0
initiatives
Count 5 31 71 107
Total Expected Count (5.0 31.0 71.0 107.0

Chi-Square Tests

Value |d

-

Asymp. Sig. (2-sided)

Pearson Chi-Square

7.5928| 4

.108

Likelihood Ratio 8.066| 4 .089
Linear-by-Linear Association 2.4561| 1 117
N of Valid Cases 107

expected count is .70.

a. 4 cells (44.4%) have expected count less than 5 The minimum
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Statistical Output:
e Test Used: Pearson Chi-Square Test
*  Asymptotic Significance (2-sided) Value (p-value): 0.108
Interpretation of Results:
The p-value (0.108) is greater than the standard significance level (o = 0.05) used in social science research.

Since p > 0.05, we fail to reject the null hypothesis. This indicates that there is no statistically significant evidence—based on the current dataset—to
confirm that government policies such as Digital India and financial inclusion programs have directly influenced the growth in digital payment adoption
after the implementation of GST.

This result suggests that while these policies may have had some effect, the observed impact is not strong enough to be statistically validated at the 5%
significance level.

Conclusion:

The test results show that government initiatives alone may not have had a significant direct impact on the adoption of digital payments in the post-GST
period, at least within the scope of this data. This could be due to a variety of reasons such as implementation gaps, awareness levels, or time lags in
policy impact.

However, this does not rule out the long-term or indirect influence of such policies. It is possible that these initiatives, in combination with other economic
and regulatory changes, are gradually fostering a shift toward a more digital and inclusive financial system.

CORRELATION TEST:

3. Hypothesis (H3):

H3: There is a significant positive correlation between the effectiveness of government incentives and the frequency of using UPI or other digital payment
platforms for transactions.

Null Hypothesis (Ho):

HO: There is no significant correlation between the effectiveness of government incentives and the frequency of using UPI or other digital payment
platforms for transactions.

Correlations

8.how effective are [5. How frequently do you use UPI or
government other digital payment platforms for your
incentives transactions

JPearson Correlation 1 .326™

8.how effective are  Sig. (2-tailed) .001

government incentives

IN 107 107

5. How frequently do you Pearson Correlation .326™ 1

use UPI or other digital Sig. (2-tailed) .001

payment platforms for your

Itransactions N 107 107

**_Correlation is significant at the 0.01 level (2-tailed).

Interpretation:

The Pearson correlation coefficient of 0.326 indicates a moderate positive relationship between the effectiveness of government incentives and the
frequency of digital payment use. This means that as people perceive government incentives to be more effective, they tend to use digital payment
methods like UPI more frequently.
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The p-value of 0.001 is well below the conventional threshold of 0.05, which indicates that this positive relationship is statistically significant. In other
words, the likelihood that this observed correlation happened by random chance is very low.

Conclusion:

This finding suggests that government incentives play an important role in encouraging digital payment adoption. Incentives such as cashback offers, tax
benefits, or awareness campaigns can motivate consumers to use digital payment platforms more regularly.

This result supports the idea that effective government policies can influence consumer behavior positively and accelerate the growth of digital payments
in India. It also highlights the importance of continued government support and targeted incentives to sustain and further increase the adoption of digital
transactions.

Key Findings

GST as a Catalyst

The introduction of GST has fundamentally changed how businesses operate by requiring digital compliance in several aspects of their financial activities.
Businesses now need to file tax returns, generate invoices, and maintain records electronically. This regulatory push has made it almost essential for
businesses, especially small and medium-sized enterprises, to integrate digital payment solutions into their daily operations. As a result, there has been a
noticeable increase in the adoption of digital payments, making transactions more efficient, reducing manual errors, and ensuring that payments are
traceable and auditable.

Transparency and Record-Keeping

The transparency of corporate transactions has significantly increased thanks to digital payments. Accurate tax calculation and compliance are facilitated
by the reduced possibility of manipulation or underreporting when all transactions are digitally recorded. Reducing cash handling promotes improved
financial discipline and lowers the possibility of undeclared revenue. Improved record-keeping helps businesses by streamlining accounting and audit
procedures and assisting with GST compliance.

Government Initiatives

Government initiatives such as incentives for using UPI, BHIM, and RuPay have played a significant role in encouraging both merchants and consumers
to shift towards digital payments. Cashback offers, reduced transaction fees, and awareness campaigns have increased public trust and accelerated the
adoption of these platforms. The ease of use and interoperability of these digital payment systems have contributed to higher transaction volumes and
greater financial inclusion.

Challenges

Despite the progress, several challenges persist. One major issue is the digital literacy gap, particularly in rural and semi-urban areas, where many business
owners and consumers are not fully comfortable with digital technology. Infrastructure limitations, such as unreliable internet connectivity and lack of
access to smartphones or computers, further hinder adoption. Additionally, transaction charges imposed by some payment platforms can discourage small
businesses from accepting digital payments. Concerns about data security, fraud, and failed transactions also continue to affect the confidence of both
merchants and consumers.

Consumer Perspective

From the consumer’s viewpoint, digital payments offer several advantages, including faster transactions, convenient record-keeping, and the ability to
track spending easily. Consumers appreciate the ease of making payments without handling cash and the ability to receive instant payment confirmations.
However, there is still a segment of the population that remains cautious due to fears of digital fraud, privacy breaches, and the occasional experience of
failed transactions or technical glitches. Addressing these concerns is crucial for further increasing consumer confidence in digital payments.

Conclusion

The introduction of the Goods and Services Tax (GST) has played a transformative role in India’s journey toward a digital economy. By making digital
compliance mandatory for tax filings and record-keeping, GST has encouraged businesses of all sizes to embrace digital payment systems. This shift has
not only improved transparency and tax compliance but also contributed to broader financial inclusion by bringing more individuals and enterprises into
the formal financial system. However, despite these advances, persistent challenges such as the digital divide, concerns about transaction security, and
the burden of transaction costs remain. Addressing these issues is essential to ensure that the momentum in digital payments adoption is sustained and
benefits are extended to every segment of society.

Suggestions

1. Enhance Digital Literacy:
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To bridge the gap between urban and rural adoption of digital payments, there is a pressing need for targeted awareness and training programs. These
initiatives should focus on educating individuals and small business owners, particularly in rural and semi-urban areas, about the benefits and safe usage
of digital payment platforms. Workshops, community outreach, and digital literacy campaigns can empower more people to confidently use digital
financial services.

2. Strengthen Infrastructure:

Reliable internet connectivity and robust payment infrastructure are fundamental for seamless digital transactions. Investments should be directed toward
expanding high- speed internet access and upgrading payment processing systems in underserved regions. This will ensure that even remote communities
can participate in the digital economy without facing connectivity or technical barriers.

3. Improve Security:

As digital payment adoption grows, so do concerns about data breaches and online fraud. It is crucial to develop and implement advanced cybersecurity
frameworks that protect users’ financial information. Alongside technical measures, regular public education on safe digital practices—such as
recognizing phishing attempts and securing personal data—uwill help build user trust and reduce vulnerabilities.

4. Policy Support:

Sustained government support through favorable policies and incentives can further accelerate digital payment adoption. Expanding current initiatives,
such as cashback offers or tax benefits for digital transactions, especially for small businesses, will encourage more enterprises to transition away from
cash. Policymakers should also consider simplifying compliance requirements to make digital payments more accessible.

5. Reduce Transaction Costs:

High transaction fees can discourage both businesses and consumers from using digital payment methods. Banks and payment service providers should
be encouraged to lower or eliminate such charges, particularly for small-value transactions. Making digital payments more cost-effective will increase
their attractiveness and drive wider adoption across all sectors.
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