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The Payment and Settlement Systems Act, 2007 (PSS Act) is an important law that provides a legal framework for
regulating payment systems in India. It ensures that financial transactions such as online payments, bank transfers,

and digital transactions are conducted safely, efficiently, and securely.

The Act came into force in 2008 and gives the Reserve Bank of India (RBI) the power to supervise and regulate all
payment systems in the country. It plays a key role in strengthening India’s digital economy and promoting a

cashless society.

What is a Payment System?

A payment system is a mechanism that enables the transfer of money between individuals, businesses, or
institutions. It includes both physical methods like cash and cheques, and digital modes such as NEFT, RTGS, and
UPI. Payment systems ensure that transactions are processed securely, efficiently, and within a specific time frame.

They form a crucial part of a country’s financial infrastructure and support economic activities.
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Payment and Settlement Systems Act 2007 Objectives

The main objective of the Payment and Settlement Systems Act 2007 is to regulate and supervise payment systems

in India to ensure safety and efficiency.

e To provide a legal framework for payment systems
e To ensure secure and reliable financial transactions
e To protect the interests of consumers

e To reduce risks and fraud in payment mechanisms

e To promote transparency and efficiency

e To support the growth of digital payments in India

Features of the Payment and Settlement Systems Act, 2007

The Payment and Settlement Systems Act, 2007 provides a strong legal framework to regulate and supervise
payment systems in India, ensuring safety, efficiency, and transparency in financial transactions. It empowers the

Reserve Bank of India (RBI) to oversee and control all payment system operations.

¢ RBI as Central Authority: The Reserve Bank of India is the sole regulator of payment systems in India.

o Authorization Requirement: No entity can operate a payment system without prior approval from RBI.

+ Regulation and Supervision: RBI has the power to inspect, audit, and issue directions to payment system
operators.

e Settlement Finality: Transactions once settled are final and legally binding.

¢ Legal Recognition of Netting: Netting arrangements are legally recognized, reducing settlement risks.

¢ Consumer Protection: Ensures safety of funds and provides grievance redressal mechanisms.

Wide Coverage: Includes banks, NBFCs, fintech companies, and payment service providers.

Payment Systems Covered Under the Act

The Payment and Settlement Systems Act, 2007 covers a wide range of payment mechanisms used for transferring
funds in India. These systems are regulated by the Reserve Bank of India (RBI) to ensure secure, efficient, and

reliable transactions.

¢ RTGS (Real-Time Gross Settlement): Used for high-value transactions processed in real-time.

« NEFT (National Electronic Funds Transfer): Allows electronic fund transfers in batches across banks.

¢ UPI (Unified Payments Interface): Enables instant mobile-based payments and fund transfers.

¢ IMPS (Immediate Payment Service): Provides 24x7 instant interbank fund transfer service.

¢ Debit and Credit Card Networks: Includes card-based payment systems like ATM and POS transactions.
e Prepaid Payment Instruments (PPIs): Covers mobile wallets, prepaid cards, and digital wallets.

e Clearing Houses: Facilitate settlement of interbank transactions such as cheque clearing.

e Settlement Systems: Systems that ensure final transfer of funds between participants.

Source: https://vajiramandravi.com/current-affairs/payment-and-settlement-systems-act-2007/

© Vajiram & Ravi. For personal use only.

Page 2 of 2


https://vajiramandravi.com/upsc-exam/reserve-bank-of-india/

