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🎤
INTERVIEW ANGLE

"The editorial proposes funding UPI from systemic savings rather than user charges. What
specific savings, currency-printing costs, cash-handling reduction, should be quantified and
channelled into a dedicated UPI infrastructure fund?"

Every fact web-verified against primary sources

THE LIFT LINE

UPI didn’t win because it was good technology. It won because it was free. Charging for it now risks trading

a proven success for an unproven funding model.

WHY THIS EDITORIAL MATTERS FOR YOUR EXAM

This editorial offers a timely GS3 analysis of India’s digital-payments infrastructure funding debate, directly

relevant to Digital Public Infrastructure policy and financial-inclusion discourse.

GS Paper 3: Digital economy, banking and financial inclusion, Digital Public Infrastructure.

CONCEPT MEANING WHY IT IS TESTABLE

Merchant Discount

Rate (MDR)

A transaction fee charged to merchants for accepting

digital payments, historically waived for UPI

The specific proposed charge

this editorial opposes

Zero-MDR

structure

UPI’s current fee-free model for both consumers and

merchants

The adoption driver the

editorial argues must be

preserved

Systemic savings

funding model

Funding infrastructure from cost savings generated

elsewhere in the system, rather than direct user

charges

The editorial’s proposed

alternative funding mechanism

Keep UPI Free, Fund It From the Savings ItKeep UPI Free, Fund It From the Savings It
GeneratesGenerates
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BACKGROUND AND CONTEXT

UPI (Unified Payments Interface), developed by the National Payments Corporation of India (NPCI), has

become India’s dominant digital-payments rail, processing a substantial share of the country’s retail

transactions with no Merchant Discount Rate charged to either consumers or merchants, a structure widely

credited with driving its mass adoption across small merchants and low-income users.

THE ANALYSIS

1. Zero-MDR has been central to UPI’s inclusive adoption success. Small merchants and price-

sensitive consumers, groups digital-payments policy has specifically aimed to include, are particularly likely to

be deterred by even modest transaction charges.

2. The proposed MDR’s aggregate cost estimate is substantial. A 0.3% charge applied across UPI’s

transaction volume could cost the retail economy roughly Rs 27,000 crore annually, a figure the editorial

argues understates the risk of adoption reversal.

3. Digital payments already generate significant systemic savings. Reduced currency-printing and

distribution costs for the RBI, and lower cash-handling costs for banks, represent savings currently not

explicitly channelled back into sustaining the payments infrastructure generating them.

4. The editorial’s proposed alternative shifts the funding question, not the funding need. It does

not dispute that UPI’s infrastructure requires sustainable funding, only that user-facing charges are the wrong

mechanism given the adoption risk.

5. Administrative feasibility of the alternative model is a genuine open question. Quantifying and

redirecting diffuse systemic savings into a dedicated funding stream is a different, and potentially harder,

administrative challenge than collecting a straightforward transaction-based MDR.

DATA AND INSTITUTIONS VAULT

PRELIMS-GRADE FACTS:

Do not assume the editorial opposes UPI infrastructure funding generally; it explicitly proposes an

alternative funding mechanism, systemic savings redirection, rather than opposing funding itself.

UPI (Unified Payments Interface) is operated by the National Payments Corporation of India
(NPCI), launched in 2016.

MDR (Merchant Discount Rate) is the standard fee model for card-based digital payments in most
countries, historically waived for UPI transactions in India.
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THE DEBATE

FOR (preserve zero-MDR, fund from systemic savings): Protecting UPI’s adoption success,

particularly among price-sensitive small merchants, requires avoiding user-facing charges and instead funding

infrastructure from savings already generated elsewhere.

AGAINST (a modest, calibrated MDR provides sustainable, predictable funding): A carefully

designed MDR, calibrated to minimise impact on small transactions and merchants, could provide predictable

revenue without necessarily triggering the mass adoption reversal the editorial warns against.

Balanced verdict: Given UPI’s demonstrated sensitivity to even modest transaction costs among its most

vulnerable user base, the systemic-savings funding model deserves serious exploration before defaulting to a

direct MDR, though its administrative feasibility at the required scale remains to be demonstrated.

HOW TO THINK ABOUT THIS

When a successful public-infrastructure programme faces a funding-sustainability question, examine whether

the programme itself generates offsetting savings elsewhere in the system before assuming user charges are

the only viable funding mechanism. Diffuse systemic savings are harder to capture than direct fees, but

capturing them can preserve adoption incentives that direct charges would undermine.

DIAGRAM-IN-WORDS

Option A: MDR Charge
Rs 27,000 cr annual cost, adoption risk

Option B: Systemic Savings
Redirect cash-handling savings

Sustainable UPI Infrastructure
Editorial favours Option B
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TAKEAWAY BOX

UPI didn’t win because it was good technology. It won because it was free. Charging for it now risks trading

a proven success for an unproven funding model.

UPI operated by NPCI, launched 2016; zero-MDR structure.

Should digital public infrastructure serving financial-inclusion goals be funded through user charges, or

through systemic savings the infrastructure itself generates?

Connects to past UPSC Mains questions on Digital Public Infrastructure and financial inclusion in India.

“User-facing charges risk undermining the adoption gains that made UPI successful in the first place.”

Discuss alternative funding models for India’s digital-payments infrastructure.

Source: Keep UPI Free, Fund It From the Savings It Generates — Ujiyari.com | Free UPSC & State PCS Editorial

Analysis
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K E Y  A R G U M E N T S  A T  A  G L A N C E

✓ SUPPORTING

⚠ COUNTER

A counter-view holds that UPI’s continued operation and infrastructure expansion requires a
sustainable revenue model, and that a modest MDR on larger transactions, calibrated to
minimise impact on small merchants and low-value transactions, could provide predictable
funding without triggering the mass adoption reversal the editorial warns against.

→ WAY FORWARD

The editorial’s position is that rather than charging users or merchants directly, the
government should explicitly quantify and redirect the systemic savings UPI generates,
reduced cash-printing and cash-handling costs, into a dedicated funding mechanism for UPI
infrastructure, preserving the zero-MDR structure that has driven its adoption success.

Indian Express argues against the government’s plan to impose a
Merchant Discount Rate (MDR) on UPI person-to-merchant

transactions above Rs 2,000, warning that even a 0.3% charge
could cost the retail economy roughly Rs 27,000 crore annually
and risk pushing merchants and consumers back toward cash,

instead proposing that the state fund UPI’s infrastructure out of
the systemic savings digital payments already generate, such as

reduced currency-printing costs and lower cash-handling costs for
banks.

UPI’s zero-MDR structure has been a central driver of its mass adoption across small
merchants and low-income consumers, who are particularly price-sensitive to even small
transaction charges, meaning an MDR risks reversing adoption gains precisely among the
users digital-payments policy has worked hardest to include.

Digital payments substantially reduce systemic costs associated with physical cash, currency
printing and distribution costs for the RBI, cash-handling and security costs for banks and
businesses, savings that currently accrue to the financial system without being explicitly
channelled back into sustaining the payments infrastructure that generates them.
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✍️ MAINS ANSWER FRAMEWORK

QUESTION

Examine the arguments against imposing a Merchant Discount Rate on UPI transactions, and discuss

alternative funding models for sustaining India's digital payments infrastructure. (250 words)

INTRODUCTION

Indian Express examines the proposal to impose a Merchant Discount Rate on UPI transactions, arguing

against user-facing charges and instead calling for UPI’s infrastructure to be funded from the systemic cost
savings digital payments already generate for the broader financial system.

BODY

UPI’s rapid, mass-scale adoption across India, including among small merchants and low-income

consumers who might otherwise remain excluded from digital financial infrastructure, has been
substantially driven by its zero-Merchant-Discount-Rate structure, meaning neither consumers nor

merchants pay a transaction fee for using it. The government’s proposal to introduce an MDR on person-
to-merchant UPI transactions above Rs 2,000 is framed by the editorial as a direct threat to this adoption

success, since even a modest 0.3% charge, applied across UPI’s enormous transaction volume, could cost
the retail economy an estimated Rs 27,000 crore annually, a cost the editorial warns could push price-

sensitive merchants and consumers back toward cash transactions, reversing years of digital-payments-
adoption progress.

Rather than accepting user-facing charges as the only viable funding mechanism for UPI’s continued
infrastructure development, the editorial proposes an alternative: explicitly quantifying and redirecting the
systemic cost savings that digital payments already generate for the broader financial system, reduced

currency-printing and distribution costs for the RBI, and lower cash-handling and security costs for banks,
into a dedicated funding stream for UPI infrastructure. This reframing treats UPI’s infrastructure cost not as

a burden requiring new user charges, but as an investment already substantially offset by savings
elsewhere in the financial system that have not yet been explicitly channelled back to sustain the very

infrastructure generating them.

CONCLUSION

A complete Mains answer should evaluate whether systemic-savings-based funding is administratively
feasible at the scale required to sustain UPI’s infrastructure, since the editorial’s proposal depends on being

able to concretely quantify and redirect diffuse, system-wide cost savings into a dedicated funding
mechanism, a different and potentially harder administrative challenge than simply collecting a

transaction-based MDR.
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