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ABSTRACT 

This seminar work discussed the electronic payment system in Nigeria: its 
benefits and challenges. Electronic payment (e-payment) has been defined as cash 
and associated transactions implemented using electronic means. Typically, this 
involves the use of computer networks such as the internet and digital stored 
value system. This system allows bills to be paid directly from bank, and without 
the use of writing and mailing cheques. Electronic payment gives consumers an 
alternative to paying bills and debts by cash, cheque, money order etc. Its main 
purpose is to reduce cash and cheque transactions. However, electronic payment 
is faced with challenges, like public acceptability, lack of uniform platform being 
operated by the banks, lack of adequate infrastructure and issues of security, with 
the proper use of e-payment system, corruption which is a cancer in government 
arena will be holistically addressed. It is highly recommended that all banks in 
Nigeria should as a matter of urgency adopt the use of information technology in 
their operations so as to enhance efficiently and effectiveness and to achieve 
overall objective of the bank. 
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INTRODUCTION 
The worldwide proliferation of the Internet has led to the recent birth of electronic payment system: 
a payment service solution-software that enables monetary value to be transferred digitally. Today, 
electronic payment system is flourishing due to the openness, speed, anonymity, digitization, and 
global accessibility characteristics of the Internet, which has facilitated real-time payment 
transactions and other business activities (Yu et al., 2002). 
Payment systems have passed through a lot of ages. Prior to 700 BC when cowries were introduced 
in Asia Minor, barter remained the only medium of exchange with the introduction of coins and 
notes, the era of cash and payment system emerge. In AD 1000, the first bank note appeared in 
China. This was later followed by the use of cheque as written instructions to transfer precious 
metal coins from one holder to another. Other written instructions such as credit transfer, postal 
orders, money orders and travelers' cheques have also been introduced. The next age of payment 
system that followed paper instruction is electronic payment, some payments are now being 
automated and absolute volumes of cash transactions have declined about the adoption of ICT to 
the payment system especially in the developed countries (Fenuga and Oladejo, 2010). 
David (1982) confirms that there has been a very modest move away from cash. Patrick (1985) also 
contends that the advantage of cash charismatic as the value of transactions increases. 
Consequently, the use of non-cash payment rises with increasing value. All these have been 
brought about by the advancement in Information and Communication Technology (ICT). ICT has 
streamlined the processes for cash lodgments (deposits) and withdrawals locally and 
internationally. Tellers are today equipped to issue receipts (deposits slips) for cash deposits. The 
service of ordering bank drafts or certified cheques made payable to third parties has also been 
increasingly automated (Ikechukwu, 2000). 
 
Correspondence Author: Nwuezeigue A. O. pstternynwaezeigue@gmail.com 
 
 

180 

mailto:pstternynwaezeigue@gmail.com


Electronic Payment System in Nigeria: Benefits and Challenges 
 

In a country like Nigeria, where almost eighty percent of its population rely on physical cash rather 
than electronic payment, it is not so simple just for people and employers of labour, to consider and 
decide on the basis of cost and benefit of using e-payment systems.  
In a study carried out by Nwokocha (2009) to find out the perception of the people about electronic 
money, it was observed that most people have no common knowledge about the Internet, let alone 
the existence of e-payments.  
People are quite far from all the ICT developments taking place in banking. What people know 
about banking is the use of physical cash for deposit and payment, but not electronic payments. 
Parties conducting electronic businesses and transactions have usually never seen each other face-
to-face, nor exchanged currency or hard copies of documents hand-to-hand. The society at large 
prefers transactions that involve physical contact of people, cash and cheques to that which is done 
over a telecommunication network such as the Internet. However, security, trust and convenience 
are among the major contending factors affecting the adoption of e-payment systems in Nigeria 
(Akudo et al., 2012). 
 
DEFINITION OF ELECTRONIC PAYMENT 
Electronic payment (also called e-payment) has been defined as cash and associated transactions 
implemented using electronic means. Typically, this involves the use of computer networks such as 
the internet and digital stored value system. This system allows bills to be paid directly from bank, 
and without the use of writing and mailing cheques (Okifo and Igbunu, 2015). 
Massimo and Gracia (2008) defined e-payment as credit card details, or some other electronic 
means, as opposed to payment by cheque and cash. It is also defined as a payer’s transfer of 
monetary claim on a party acceptable to the beneficiary. Electronic payment can also be defined as 
convenient, safe and secure methods for payment of bills and other transactions by electronic 
means such as card, telephone, the internet and etc. Electronic payment gives consumers an 
alternative to paying bills and debts by cash, cheque, money order etc. Its main purpose is to reduce 
cash and cheque transactions (Work 2010). 
Electronic payment (E-payment) is a subset of an e-commerce transaction to include electronic 
payment for buying and selling goods or services offered through the Internet. There are many 
forms of e-payment ranging from cards, Internet, mobile payment, financial service kiosks, 
biometric payments, electronic payments networks etc and as technology develops, the range of 
devices and processes to transact electronically continues to increases while the percentage of cash 
and cheque transactions continue to decrease (Austin and Laurence, 2011). Humphrey et al. (2001) 
defined e-payment as cash and associated transactions implemented using electronic means. 
Typically, this involves the use of computer networks such as the internet and digital stored value 
system. This system allows bills to be paid directly from bank, and without the use of writing and 
mailing cheques. 
Asaolu et al. (2011) defined electronic payment as a form of financial exchange that takes place 
between the buyer and seller facilitated by means of electronic communication. They iterated that 
the value of electronic payment goes way beyond the immediate convenience and safety of cards to 
a greater sphere of contributing to overall economic development. The term electronic payment can 
be referred narrowly to e-commerce- a payment for buying and selling goods and services offered 
through the internet, or broadly to any type of electronic funds transfer.  
Greenspan (1996) views Electronic Payment System as a set of mechanisms which can only 
provide the necessary infrastructure when coupled with appropriate rules and procedures. Therefore 
having the technology, systems, or instruments such as debit/credit cards without the supporting 
rules and arrangements between the institutions involved, may not necessarily present a safe and 
working payment system. 
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TYPES OF ELECTRONIC PAYMENT SYSTEM IN NIGERIA 
According to Kinyanjui (2018), the major types of electronic payment systems include: 
• Internet: Internet payments involve a person transferring money or making a purchase 

online. Consumers have a choice of either transferring the money directly from their bank 
account, which can easily be accessed online, or they can use a credit, debit or prepaid card. 
Most people prefer to use the second option, especially when making online purchases. This 
form of payment continues to increase in popularity with the ever-growing e-commerce 
industry. 

• Mobile Payments: Although the number of transactions that can be carried out via a cell 
phone are limited, they still can be used to facilitate some electronic transactions. Mobile 
phone manufacturers have enabled their phones’ software to allow users to access electronic 
commerce. In some countries, mobile service providers allow their customers to have a 
bank account on their cell phone numbers and can use the funds in their accounts to carry 
out transactions. 

• Bank Transfers: Some online shopping sites allow customers to send money directly from 
a bank account by initiating a bank transfer. Most banks allow customers to set up one-time 
or recurring electronic payments for purchases and services. 

• E-wallets: This type of online payment service includes PayPal, Google Pay and Apple Pay. 
The service lets customers make prepayments and bank transfers to cover online payments. 
PayPal is the leader in this arena with more than 200 million active users. Unlike e-wallets 
like Apple Pay that only work on a particular brand of devices, PayPal works across all 
types of equipment that can access the internet. 

• Cards: These are the most common form of electronic payments. There are three types of 
cards: credit, debit and prepaid cards. They typically are made of plastic and have a 
magnetic stripe on the back of the card. The customer gives the merchant the card while 
shopping, and the merchant swipes the card through a terminal or puts the relevant 
information into a database, which is then delivered to the credit card company, who relays 
a confirmation message back to the merchant that the purchase was completed. This process 
typically takes only a few seconds to complete (Okifo and Igbunu, 2015). 

• ELECTRONIC PAYMENT SYSTEM IN NIGERIA 
The application of electronic payment (concepts, techniques, policies) and implementation 
of electronic devices in banking industry has become a subject of fundamental importance 
and concerns to all banks operating within Nigeria territory and indeed a prerequisite for 
local and global competitiveness. The recent consolidation exercise in Nigerian banking 
sector has drawn the attentions of many banks to application of various technological 
devises in promoting/achieving better customer service delivery that guaranteed continuous 
increase in profitability and higher return on investment. However, the rapid growth in the 
global banking services has increased the pressure on the Nigerian banks for improved 
productivity. The new age of banking allows customers to walk into any computerized bank 
and conclude their transaction within a twinkle of an eye. In order to enhance banking 
services, majority of banks especially the new generation banks have adopted the electronic 
banking services to enhance their customer service delivery through the advancement in the 
information technology (Fenuga and Oladejo, 2010). 
Electronic Payment initiative began recently in Nigeria. Not all the banks and financial 
institutions are participating in the e-payment system. Although to date, most of the 
commercial banks have engaged in providing some form of e-banking services. It is to be 
noted that not all of these institutions extend their e-banking facilities to their entire branch 
network. The e-payment services are mostly provided in the capital city and some bigger 
cities nationwide.  
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As mentioned, the e-payment facilities available in Nigeria are Automated Teller Machine 
(ATM) service, debit card, credit card, mobile banking and Internet banking (Uzor, 2009). 
Inter switch Nigeria Ltd provides the switching and settlement facilities for transactions 
performed on ATM; and e-Transact Nig. Ltd provides mobile e-payment solutions 
switching and service provider. Banks purchased their software from different vendors to 
provide all these services to their customers. Authenticity, inter-operability, validity and 
confidence solely depend on the supplier of that software. However, the central bank of 
Nigeria and the supervisory authority of the Nigerian financial system, has thus initiated 
steps towards the regulation of electronic payment systems in Nigeria (Aaron, 2009). 
According to Ibrahim (2009), the Federal Government of Nigeria, from January 2009 
adopted electronic payment to monitor her budget and to coordinate the activities of all the 
Ministries, Departments and Agencies (MDAs). The government indicated that "Recurrent 
expenditure on personnel will be controlled with the deployment of information technology, 
by way of the Integrated Personnel and Payroll Information System (IPPIS), to all the 
MDAs" (Aaron, 2009). Already, three of the country's leading information technology 
companies are now involved to control most of the electronic payment accounts of the 
MDAs. The companies are: 

• Systemspecs Ltd - West Africa's leading human resource and payroll solutions maker; 
• Interswitch Nigeria Ltd- Nigeria's leading electronic payment switching and transaction 

provider; and 
• e-Tranzact Nigeria Ltd - mobile electronic payment solutions switching and service 

provider. 
Each of them have their own distinct electronic payment solution packages targeted at 
meeting the federal government's resolve to implement an e-payment system whereby all 
salaries and contract payments would be done electronically. With these new initiatives by 
the federal government to- coordinate the activities of all MDAs using e-payment system, 
this paper intended to serve as a catalyst to proffer innovative ways that will assist the 
government towards implementing the e-payment system to the grass root.  
 
A general structured model of the new EPS can be seen in figure 1. 

 
Figure 1: Model of the new Electronic Payment Systems 
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In Figure 1, the users connect to the client server through the client’s Local Area Network (LAN), 
and route their data through this network to the Financial Institution’s server residing in the main 
station. These users can access the main server via internet, where all the data from all clients to the 
main server are housed in the Database Server, and only accessible via the backbone network. Each 
workstation has an installed customized payment modules that helps to access the database server 
via backbone network and facilitate direct transfer of monetary values to beneficiaries that have 
accounts with the financial institution’s branches, while values for other banks are sent through 
inter-switch or NEFT (Nigerian inter-bank settlement scheme (Nibss) Electronic Fund Transfer) for 
onward forwarding to other banks’ processes (Okifo and Igbunu, 2015). 
• BENEFITS OF ELECTRONIC PAYMENT SYSTEM IN NIGERIA 

Electronic Payment Systems (EPS) apart from their convenience and safety also have a 
significant number of economic benefits which include mobilising savings and ensuring 
most of the cash available in the country are with banks. This will make funds available to 
borrowers both businesses and individuals. Furthermore, an electronic payment system has 
the ability to track individual spending; to facilitate the design of products by the banks. 
This information is also useful to the government when making decisions. EPS also have 
the ability to reduce cash handling and printing costs. (Ayo, 2011) 
Automated electronic payments helps deepen bank deposits thereby increasing funds 
available for commercial loans- a driver of all of overall economic activity. According to 
Taddesse and Kidan (2005), efficient, safe and convenient electronic payments carry with 
significant range of macro- economic benefits. Add an efficient electronic payments system 
to an economy, and you kick it into a higher gear. Add better controlled consumer and 
business credit, and you notch up economic velocity even further (Taddesse and Kidan, 
2005). 
Worku (2010) emphasized the fact that electronic payment lowers costs for businesses. The 
more payments that is processed electronically, the less money is spent on paper and 
postage. Offering electronic payment can also help businesses improve customer retention. 
“A customer is more likely to return to the e-commerce site where his or her information 
has already been entered and stored”. While the high level of cash transactions creates an 
opportunity for the electronic payment industry, it also imposes a cost on local economics. 
Cash has to be minted, securely transported, counted and reconciled, kept secure and 
maintained for re-use time and time again. The per-payment cost is high, and will always 
remain high whereas the costs of electronic system are fixed. Once the infrastructure has 
been built, the costs per transactions is very low. When cardholders use their cards at the 
point of sale they are helping to keep money in the banking system. EPS can help displace 
shadow economies, bring hidden transactions into the banking system and increase 
transparency, confidence and participation in the financial system. 
According to Taddesse and Kidan (2005), electronic payments can thus lower transaction 
costs stimulate higher consumption and GDP, increase government efficiency boost 
financial intermediation and improve financial transparency”. They further added that 
“Governments play a critically important role in creating an environment in which these 
benefits can be achieved in a way consistent with their own economic development plans”. 
The introduction and use of electronic payment instruments holds the promise of broad 
benefit to both business and consumers in the form of reduced, greater convenience and 
more secure reliable means of payment and settlement for a potentially vast range of goods 
and services offered worldwide over electronic networks. One such benefit is that electronic 
payments enable bank customers to handle their daily financial transactions without having 
to visit their local bank branch. Electronic payments products could save merchants time 
and expense in handling cash (Appiah and Agyemang, 2007). Automating and streamlining 
electronic payments made from self-serve channels such as ATMs, branch office terminals 
and point-of-sale (POS) systems can reduce paper-based errors and costs. 
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• CHALLENGES OF ELECTRONIC PAYMENT SYSTEM IN NIGERIA 
The problems militating against e-payment as listed by Ogedebe and Babatunde (2012) 
generally revolve around. 
• Lack of Uniform Platform of Banks and MDAs: There is no compelling law 

mandating the banks to use common software platform. Every bank is left to use 
whatever platform that they felt will perform the e-payment services on behalf of the 
clients. There is the problem of switches in effecting transfer from one bank to another. 
Interconnectivity has been a problem. No uniformity of account numbers since different 
banks different numbering systems. 

• Lack of Adequate Infrastructure: The e-payment system is being partially 
implemented. If it is to be fully implemented, a number of IT infrastructures will have to 
be put in place. These include but not limited to laptop, desktop, scanners, good internet 
connectivity, training and global software. The provision of basic Information 
Technology infrastructures is a major challenge. 

• Platform Security: Ayodele (2009) pointed out that the major challenges of e-payment 
in the country are security. Security in terms of platform, hackers and virus attacks. This 
will ensure that output from the system are reliable and accurate. The MDAs still carry 
their schedule(s) to the banks with compact disks (CDs), flash drives or e-mail 
attachments 

• Security. Where disclosed of private information, counterfeiting and illegal alteration of 
payment data may be rampant (Daukwambo, 2009). 

• High Rates of Illiteracy: Low literacy rate is a serious impediment for adoption of e-
payments as it hinders the accessibility of banking services. For citizens to fully enjoy 
the benefits of e-payments, they should not only know how to read and write but also 
possess basic ICT literacy. 

• High Cost of Internet: The cost of internet access relative to per capita income is a 
critical factor. Compared to developed countries, there are higher costs of entry into the 
e-payments and e-commerce market. These include high start-up investments costs, high 
costs of computers and telecommunication and licensing requirements. 

• Frequent Power Interruption: Lack of reliable power supply is a key challenge for 
smoothly running e-payments and e-banking. Urban dwellers are not receptive to the 
efforts of ICT investors to migrate payment system through substantial investments in 
crucial infrastructure like Point of Sale (POS) terminal in thousands of supermarkets, 
fuel stations, hotels, recreational centres and many others. 

• Lack of Seriousness by Banks: While a number of banks have deployed the necessary 
infrastructure in place to ensure effective implementation, it is sad to note that some 
banks are still not fully ready for this new payment (Appiah and Agyemang, 2007). 

 
SUMMARY 
This study discussed e-payment system in Nigeria while outlining its benefits and challenges. The 
study concludes by stating that electronic payment is effecting payments from one end to another 
and through the medium of the computer without manual intervention beyond inputting the 
payment data, it is the ability to pay the suppliers, vendors and staff salaries electronically at the 
touch of a computer button. 
 
CONCLUSION 
The introduction of e-payment in Nigeria was done initially to eliminate the un-acceptable delay in 
the payment of government contractors by minimizing interaction between contractors and 
government officials who have role to play in the payment system but was later extended to cover 
all payments from any government fund. Concerns have been raised on the payment system 
implementation and concerns. 
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RECOMMENDATIONS 
It will also be recommended that all staff being sent on training on how to effectively use the 
electronic payment in banks. 
It is highly recommended that all banks in Nigeria should as a matter of urgency adopt the use of 
information technology in their operations so as to enhance efficiently and effectiveness and to 
achieve overall objective of the bank. 
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