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Abstract 

New Age tech based banking in India has completely transformed the financial transaction landscape   in the 

country. The   digital banks and the fintech institutions are performing complex transactions which was not 

possible earlier. The latest digital technology has led to increase in user accessibility as well as convenience. The 

advent of m- ATM, Automatic Teller Machine, Internet banking transaction, Mobile banking transaction, Debit & 

Credit Card along with innovative products and services in sachetized format has helped revolutionize the whole 

financial services territory providing maximum comfort as well as multiple options to the last mile customers.  

Payment banks are ―differentiated and niche institutions challenging the existing commercial banking space 

working towards maximizing banking coverage. They are supporting with online payments, investments, tax 

payments, utility bill collections, savings, insurance and e-commerce transactions etc. The main purpose of 

conducting pilot study is to help analyse the relevance and performance  on Payments bank especially Digital 

strategy  & Diversification strategy as part of business expansion deployed by commercial as well as Payments 

bank  and come up with gap identification as well as Conceptual framework for Final study .As part of research 

proposal and deeper analysis ,we need to be able to have complete clarity on given topic and in sufficient 

information to be worked upon to help answer identified issues.  The pilot study was conducted through the use 

of Google forms which proved to be an ideal way to reach out to a larger audience to test the tools designed and 

check their reliability and validity. This paper also identifies various factors, which contribute towards digital 

banking strategy deployed as well as diversification in products and services from Payments bank perspective. In 

addition, study will examine impact of Digital First Strategy on performance of selected Payments Bank in India 

and implementation of innovative dimensions in moving away from brick and mortar or traditional /physical 

banking to business correspondent, expanded rural franchise or virtual alternative model to help standardize 

service delivery processes resulting in reduction of cost of banking operations. The study will also discuss various 

digital transformation initiatives by payments bank to address customer convenience and satisfaction by 

facilitating anytime, anywhere banking along with adoption of innovative payments settlement system to aim for 

customer delight. The final finding of the pilot study points that in terms of product and service level 

differentiation innovation and understanding of end consumer requirement is critical and digital advent has 

resulted in fast tracking formalization of banking sphere. Finally, the study of Digital Initiatives and emergence 

of Payment Banks as alternative to traditional banking approach will aid all the stakeholders, including Financial 

Institutions, Policy makers, Regulators & even conduct their activities in the best possible way.  
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INTRODUCTION 

Payment banks have been created by the Reserve Bank of India to help with the cause of 

encouraging paperless transactions, less cash economy by way of digital remittances in India. 

Commercial banks were able to have the product and features of Payments bank but because 

of the overall structure, business segment prioritization and business territories coverage, they 

were not able to cater to majority rural and semi urban population.  RBI came up with the 

model to be able to cover unbanked villages and promote formal banking across semi urban 

and rural geography with help of internet banking or assisted banking via business 

correspondent model.  The usage of mobile banking as well as internet banking by last mile 

customer has helped reduce cost of transaction and less crowd at bank branches.   

Majority of Payment banks are live with utility bill collection facility via Bharat bill payment 

system which has close to around 10,000 plus billers already on boarded and live in their 

platform to facilitate last mile loan repayment, electricity bill payment, insurance collection 

etc. with the help of internet or mobile banking as well as assisted banking support by banking 

facilitator or business correspondent mode. There is still considerable population not using 

digital banking but even marginal shift towards internet or mobile banking help with cost 

savings and increase in overall productivity.  Government of India as well as Reserve Bank of 

India has been promoting digital banking in a big way to help with formalization of Indian 

economy as well as cashless transactions through policy interventions. The entire effort is to 

help the under privileged and under banked segmental population entry into main stream formal 

economy where last mile person who is excluded should also be able to experience the fruits 

of development in economy. The seamless delivery of financial products and services at 

manageable and affordable cost to financially excluded sections of society is of paramount 

importance and utmost priority for Indian government to help with equitable and inclusive 

growth. 

 Reserve bank of India in the year 2015 came out with niche banking license by way of Payment 

bank and helped issued 11 such banking license to expedite the cause of financial inclusion by 

improving grass root level banking penetration.  Currently around 6 Payment banks are live 

and operational. The service gap model consists of five gaps, including customer gap, 

information gap, policy gap, delivery gap and communication gap and through extensive 

analysis has been able to come up with the same. 

 

TIMELINES RELATED TO PAYMENT BANK IN INDIA 

2013, September: (Nachiket Mor Committee was set up by Reserve Bank of India to study 

important areas of   Financial Inclusion in India. (Mor Nachiket, 2013) 

2013, December: Nachiket Mor Committee submitted their final inputs and findings in which 

they stressed on setting up of Payments Banks to help with last mile   transaction and payment 

remittances to be able to reach out to masses and ultimately help with expediting the cause of 

Financial Inclusion.  

2014, July: The Finance Minister in his speech proposed about coming up with Payment Banks 



  
  
 
 

DOI 10.17605/OSF.IO/4K75N 

930 | V 1 8 . I 0 7  
 

to help meet the last mile banking requirements of financially excluded small and medium 

enterprises, uncovered business segments, low income population, migrant cohort and farmers 

etc. 

Jul 2014: Reserve Bank of India subsequently came out with final draft guidelines for setting 

up Small Finance Banks and Payment banks. (J.Vaishnavi, N.Shruthi) 

Nov 2014: Reserve Bank of India released important instructions pertaining to licensing of 

Payment banks along with final list of applicants   to apply for the setting of Payment Bank. 

(Killawala Alpana, 2014) 

February, 2015: Reserve Bank of India finally came out with first initial short list of close to 

100 applicants out of which   72 applications were there for Small finance bank and 41 were 

for the Payments Bank to be finally considered for license by external committee. 

Aug 2015: RBI finally grants first lot of “in-principle” approval to start Payment Bank to these 

Institutions / Business Groups/ Reputed Individuals namely  

➢ Aditya Birla Nuvo Limited 

➢ Reliance Industries Limited (Active) 

➢ Airtel M Commerce Services Limited (Active) 

➢ Shri Dilip Shantilal Shanghvi 

➢ Cholamandalam Distribution Services Limited  

➢ Paytm Payment Bank (Active) 

➢ Department of Posts (Active) 

➢ Tech Mahindra Limited  

➢ Fino PayTech Limited (Active) 

➢ Vodafone m-pesa Limited  

➢ National Securities Depository Limited . (Killawala Alpana, 2015) 

 

LITERATURE REVIEW CONCEPT  

The past traditional services which were offered by the banks and financial institutions were 

not able to meet the requirements hence disparity in banking coverage and still lot of rural and 

semi urban location were not covered.  The customers also prefer the seamless and ease of 

convenience in using products and services, while useful information about various products 

and services can be communicated through digital mode. Assessing the merit of enormous 

digital interventions traditional banks have also tweaked their business model and started 

engagement with customer through multiple modes and not restricting themselves in operating 

through brick and mortar branches only (They Thu Nguyen, 2020).  

The universal reach and adoption of affordable internet and mobile has helped support   the 
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banking transformation and digital banking coverage. Digital banking basically helps with 

utilization of banking based technology to help facilitate banking transactions in a seamless, 

efficient and convenient way (Varda Sardana & Shubham Singhania, 2020).  

In banking parlance digital banking has been synonymously used for services such as electronic 

banking, internet banking, mobile banking and online banking. Along with that, extensive 

adoption of digital banking transactions has helped transform the entire banking services 

towards highly efficient and competitive business environment (Alex Fahrur Riza, 2019).  

 The enormous adoption of digital and electronic banking across the world has helped transform 

the overall banking industry in achieving the goal of   financial inclusion by way of affordable 

products and services at reduced cost which was a challenge through traditional banking and 

also helping with increased business accessibility (Hyun-Soo Choi, 2020).  

Huge share of semi urban as well as rural population is devoid of   banking services.  With the 

advent of Payment bank more and more people, primarily the marginalized ones residing in 

rural geography will be able to have accessibility towards basic financial services, which will 

help with increased savings and better credit facility. Formalization of savings and credit in 

turn will help with reduction in inequality and also help masses go up the income level and 

help achieve overall economic growth. We have greater requirement for remittances as well as 

savings or investment services for large masses and with mobile and internet banking, banking 

coverage has seen enormous growth. Affordable data and mobile penetration at all challenging 

locations has pushed traditional banks to start investing into innovative technology by coming 

up with customized banking apps. Pre-paid instruments like wallet and pushing for greater 

adoption by coming with focused and targeted digital campaign (Vyas G., Gaur L., Singh G) 

There is a greater correlation between customer satisfaction and intent to experiment on final 

usage. The credibility of institutions, service delivery capability and security are the major 

parameters that majorly influence end user service satisfaction along with intent to use 

Payments banks.  In order to help Payment banks increase adoption usage, effort should be on 

to help increase on the customer satisfaction.  Payments bank have recently started their 

operations hence business credibility of them as well as security aspect related to transactions 

will be the most important influencers to push greater adoption. The technological aspect 

should also be looked into as safety, security along with uptime are most critical aspects for 

credibility and higher adoption. Along with that, there should also be mechanism to address 

real time dispute mechanism for higher usage. (Kaur J., Sian A.S., Kaur S., Sharma R.R.) 

Payments banks have come into Indian banking space in 2015 when Government of India as 

well as Reserve Bank of India finally gave banking license to 11 entities to set up challenger 

banks majorly to help the cause of ground level financial inclusion by coming up with 

customized savings bank accounts and help process small ticket payments as well as 

remittances to the rural marginalized unbanked population. Post around 2-3 years of business 

operations by around 2020, six of originally licensed Payments banks are in active operations 

and still in process to explore profitability as well as sustainable business model to help scale 

business operations for growth. They will have to start focusing on creating usage awareness 
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as well as help to fight safety and security and inherent banking needs of the segments identified 

(PR Amani R., Iyer S.V.) 

Reserve Bank of India which is the central bank of India have been stressing for long to aim 

for universal banking coverage by encouraging the   rural financial inclusion in India which is 

central to their operational objective. Reserve Bank of India have been coming up with various 

progressive schemes at regular intervals and periodicity for achieving the goal of universal 

financial inclusion and help reduce unbanked population. To serve the cause of financial 

inclusion in India, Reserve Bank of India gave in principal approval to 11 Payments bank in 

the year 2015 and asked them to start operations soon. They are expected to have asset light 

model as well as innovative technology platforms to reach large unbanked excluded banking 

segments. Government of India has been promoting digital banking and with demonetisation 

we have observed rapid increase in digital transactions volume. Payments bank should be able 

to create more awareness campaign and help with whole range of banking services and 

products and not restrict it to only limited audience and should be able to reach large excluded 

banking population (Kuriakose M., Johnson J). The importance of technology led digital 

banking transactions and universal financial inclusion to help with poverty reduction and 

sustainable economic progress has caught fancy of esteemed policy makers, informed 

academics and financial services experts. There are multiple benefits associated with digital 

banking and online financial transactions to end user, technology remittance service providers, 

policy experts and the overall economy by helping with universal banking coverage, 

formalization of economy, addressing unbanked population requirements, reduction in 

transaction cost and greater efficiency (GPFI, 2010).  From practical point of view, online 

banking or digital banking are basically financial transactions which are being processed 

through mobile technology - mobile banking, personal computer - internet banking, or pre-paid 

instrument or plastic cards linked to core digital banking system. These primarily includes 

regular services like cash in deposits, cash out withdrawals and fund transfers (Peterson K. 

Ozili, 2018). 

 

RESEARCH METHODOLOGY 

Pilot Study Conductance 

For the primary research on the study of payments banks in India from user and employee 

perspective, a pre-pilot and a pilot study was  conducted to gauge the effectiveness of the study 

tools before the final rollout. 

Pre-pilot and the pilot study was conducted through the use of google forms. This was the ideal 

way to reach out to a larger audience to test the tools designed and check their reliability and 

validity. 
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The study tools designed, would undergo the following process: 

1. Design phase: The tools were designed in a way that they were mapped to the key 

research areas and contribute to the overall study in an organized fashion 

2. Third eye check: The study tool underwent  a few third eye checks to correct for 

inadvertent errors if any. 

3. Pre-pilot: Pre-pilot study was conducted wherein the google form of the quantitative 

study tool was  circulated to a select few (~20 people) for further checks and balances 

(if any). For the qualitative study tool, the same was  conducted with the help of one or 

two key informant interviews. 

4. Pilot study: Based on the observations of the pre-pilot, the tools underwent minor 

changes to make the tools more effective.   

5. Analysis of pre-pilot and pilot data: Data of the pre-pilot and the pilot was thoroughly 

analyzed to check whether they are contributing to the study in the way they were 

envisaged. 

The below section details out the checks and balances that formed part of the pre-pilot and the 

pilot study 

Checks and Balances of the Pre-Pilot and the Pilot Study 

The tools designed underwent the following checks and balances: 

1. Google form and the responses received: Pre-pilot helped check on the effectiveness 

of the quantitative tool’s google form circulated. 

2. Outcome measures: The feasibility of the outcome measures was checked. This was 

done through the help of the key research areas matrix mapped to the research questions 

and whether the responses received in majority are in line with the matrix or not. 

3. Respondent fatigue: Respondent fatigue was also  measured and counted of all the 

total responses with respect to the incomplete data forms received. 

Identifying changes to the study tool: In case of changes to the study tool, the pre-pilot  helped 

identify through the analysis of the responses received and whether they are in line with the 

study objectives.  

 

TOOL AND DATA VALIDATION 

Tool validation: Study tools devised for the study was tested via the pre-pilot in the first phase 

and through the pilot in the second phase. For the objectivity of the questions, the answers 

received was checked through respondent feedback in the pre-pilot as the tools was circulated 

with the defined set of 20 people. 
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Validity Component Technique  deployed /to be deployed 

Face Validity Extensive  assessments of the topic and past works analysis / Post hoc theory 

Content validity Literature Review 

Criterion  Validity Regression Analysis 

Construct Validity Q- Sorting 

Data cleaning: Dataset was received through Google forms already populated via google 

spreadsheets. This took place automatically as the user filled the google form. The data set 

subsequently was cleaned for errors and outliers if any. Outliers in this case was dropped as 

they would have skewed the results. 

Data validation: Dataset received during the pre-pilot and the pilot was cleaned prior to 

analysis of any kind. Data set after requisite cleaning was analyzed to check for incomplete 

forms, outliers and their impact on the overall data set. Simple checks of confidence intervals, 

correlations was also conducted to understand the validity of the datasets received. 

Assigning of weights to the questions: Based on the cleaned dataset and the objectives of 

study, questions was assigned weights in order of their contribution based on user responses 

before checking for reliability. 

Reliability Check 

Since the nature of the pilot and the pre-pilot is that of a mixed methods research design, the 

study would entail simple reliability checks, the most prominent being the use of 

Crohnbach’s Alpha. Crohnbach’s alpha measures internal consistency. In other words it is a 

measure of scale reliability.  Pilot study analysis done for internal consistency stands at around 

0.78 which confirms consistency to go ahead with final study. 

 

The use of other advanced mechanisms such as principal component analysis would not be 

feasible as the tool has been kept to a minimum to reduce respondent fatigue and with less 

number of variables, principal component analysis would be futile. 

 

Case processing Summary 

N %

Cases Valid 202 100

Excluded 0 0

Total 202 100

Reliability Statistics

Cronbach's alpha

0.782

a. Listwise deletion based on all variables in the procedure 
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Key Research Areas Matrix 

S.No Study Tool Key research area 
Likely design of the 

question 
Respondent 

1 Quantitative User identifiers (Name, age etc.) N/A End user 

2 Quantitative Types of services used 
Multiple choice 

response 
End user 

3 Quantitative User affordability (4-5 questions) 10 point Likert scale End user 

4 Quantitative User accessibility (4-5 questions) 10 point Likert scale End user 

5 Quantitative Frequently used services 
Multiple choice 

response 
End user 

6 Quantitative 
Average monthly transaction 

value 

Single response 

(Range response) 
End user 

7 Quantitative User needs 
Multiple choice 

response 
End user 

8 Quantitative Enablers and barriers in usability 
Multiple choice 

response 
End user 

9 Qualitative Customer acquisition strategy Long answer question 
Employee of 

payments banks 

10 Qualitative Digital strategy Long answer question 
Employee of 

payments banks 

11 Qualitative Diversification strategy Long answer question 
Employee of 

payments banks 

12 Qualitative 
Enablers and barriers in customer 

acquisition 
Long answer question 

Service partners of 

payments banks 

13 Qualitative 
Enablers and barriers in customer 

usage 
Long answer question 

Service partners of 

payments banks 

 

RESEARCH GAP 

As part of research proposal and deeper analysis, we need to be able to have complete clarity 

on given topic and in sufficient information to be worked upon to help answer identified issues. 

These are basically research requirements and have to be prioritized by the help of multiple 

parties involved. Gaps can be divided into Geographical based ones, Evidence based gaps, 

Time gaps and Population gaps. 

Sl. 

No. 
Research Gaps Detail 

1 Geographical Gap 

Payments Bank and Challenger Institutions scope and research work has been a new 

concept with respect to Indian financial space .Much of research has not been done 

here hence need to research on the said subject. 

2 Evidence Gap 

Banking services adoption as well as digital and financial inclusion gaps are 

prevalent when comparison being made across urban, semi urban and rural areas 

hence evidence based research is required. 

3 Population Gap 

Past studies were being done on limited number of respondents hence lack of 

generalisation. To help generalised the findings studies on comparable large 

population is required. 

4 Time Gap 

There are limited research done on Payments bank and very few past work done 

hence time gap .Latest study on Digital and diversification strategy deployed by 

Payments bank in India is being required to ascertain the viability of the said model. 
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On the basis of Review and analysis, research gaps has been identified and a table of showing 

objective association with the gaps has been mentioned below. 

Sl. No. Objectives  Research Gaps 

1 What are the various gaps present in the 

mentioned area of research? 

Geographical Gap 

Evidence Based Gap 

Population based Gap 

Time Gap 

2 Which country and the topic are most important 

for the research undertaken? 

India and Digital banking leads the 

most important research topic. 

 

RESULTS - PROPOSED CONCEPTUAL MODEL FOR THE STUDY BASIS GAPS 

IDENTIFICATION  

Past Researches on Digital Banking mainly focused on describing the factors for technology 

adoption however, there is very limited study on comprehensive study on Digital First strategy 

involving Payments Bank from an Indian perspective. 

Payments Bank appears to have several advantages over incumbents, including importantly, 

their adaptability to different client needs. Unencumbered by legacy infrastructures and 

focused on only a few core services and innovative structure, new digital banking initiatives 

can offer a more tailored, faster, and more cost-effective service. 

 
 

 

IV 

IV 

Dimension

P1 P2

P3

P3 a P3 b

DV

JAM Trinity

ATM Coverage

Digital Infra

NPCI Payment 
Solutions 

Digital 
Connectivty

Branch 
Coverage 

Digital
Strategy

Savings 
Account

Micro SIP

E-Commerce

CMS 
Micro 

Pension

Remittances 

Micro 
Insurance

Payments Bank Success 

Diversification
Strategy

Economic Value Creation (
ROI and ROA)

Financial Inclusion 
Achievement
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CONCLUSION 

1. The elaborate count of research study and increased publication year on year in case of 

digital banking, diversification strategy, Payments bank and finally financial inclusion 

confirms about relevance of the topic as well as importance attached to overall financial 

ecosystem.   There are around 15 important areas   and pace of work gathered steam in 

last 4-5 years where almost 85 to 90 percent of articles were published.  

2. As far as research approach is concerned, majority have favoured the mixed analysis 

research approach followed by qualitative and finally quantitative research method.  

3. There has been general preference for the mixed data approach and also been adopted 

by multiple research scholars as compared to other research design.  

4. The maximum number of research articles related to Payments bank, digital banking 

initiatives, diversification strategy pertaining to business expansion and advances on   

financial inclusion have been published by Indian research scholars as there has been 

digitization push by Government of India post demonetization exercise and Payments 

bank operations as challenger institutions to serve large unbanked population.  

5. The detailed analysis of the broad range of articles confirms that that the body of 

research with respect to Payments Bank is still evolving as it’s a new experiment done 

by RBI to support the cause of banking coverage. Building the  prudent business model 

for Payments banks in India offers unique insights into the key strategic   digital and 

operational decisions to become and remain profitable .For instance ,during the course 

of operations several lessons have emerged for Payments banks as well as to the 

policymakers and regulators which points that  scale up  of distribution and digital 

transactions is of paramount importance and profitability of a Payments bank is 

dependent on achieving higher  number of accounts and driving digital transactions. 

Digital Initiatives undertaken to reach out to masses and behaviour of targeted segments 

to be studied is different from other traditional financial assets, so its sophisticated study 

using a large variety of tools is highly required.  The study of digital initiatives and 

emergence of Payment Banks/ Small Finance Banks/ BC outlets as alternative to 

traditional banking approach will help all the stakeholders, including Financial 

Institutions, Policy makers, regulators & even conduct their activities in the best 

possible way. Making sense of further Differentiated Banks with respect to banking 

achievement will help reach the goal earlier. Payments banks must invest heavily in the 

initial rollout of a large scale agent network to support account opening and servicing. 

Simultaneously, digital ecosystem transactions must scale up and multiple range of 

digital use cases must expand like merchant payments and salary disbursements along 

with Cash Management System to improve the client value proposition and overall 

reduction in cost with cash-in and cash-out. 
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