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Abstract

Financial inclusion is a key component of
inclusive economic growth, aiming to
provide affordable financial services to all
sections of society. In recent years, digital
payment systems such as Unified Payments
Interface (UPI), mobile wallets, internet
banking, and Aadhaar-enabled payment
systems have significantly transformed
India’s financial landscape. The rapid
expansion of these technologies has
improved access to banking services,
especially for rural and underserved
populations. The Reserve Bank of India’s
Financial Inclusion Index increased from
43.4 in 2017 to 64.2 in 2024, reflecting a
steady improvement in access to financial
Services.

This study examines how digital payment
systems contribute to financial inclusion by
enhancing accessibility, reducing transaction
costs, and promoting financial literacy.
Using secondary data from government
reports, RBI publications, and academic
literature, the study highlights the
opportunities and challenges of digital
payment adoption. The findings suggest that
digital payment systems play a crucial role

in expanding financial inclusion, although
issues such as digital literacy, cybersecurity,
and infrastructure gaps still need to be
addressed.
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1. Introduction

Financial inclusion has emerged as a critical
policy objective for developing economies,
particularly in countries like India where a
significant portion of the population
historically remained outside the formal
financial system. Financial inclusion refers
to the process of ensuring access to
affordable, timely, and adequate financial
services such as savings accounts, credit
facilities, insurance, and payment systems to
all individuals and businesses, especially the
underserved and low-income groups.
According to the World Bank, financial
inclusion plays a vital role in reducing
poverty, improving economic stability, and
promoting inclusive economic growth. In
India, financial exclusion was a persistent
issue for decades due to factors such as
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limited banking infrastructure in rural areas,
low financial literacy, and socio-economic
disparities. In 2011, approximately 35% of
Indian adults had access to formal bank
accounts, indicating a large gap in financial
service accessibility. However, with the
introduction  of  several  government
initiatives and technological innovations, the
financial inclusion landscape in India has
undergone a significant transformation over
the last decade (Demirguc-Kunt et al.,
2022).

One of the most significant drivers of
financial inclusion in India has been the
rapid expansion of digital payment systems.
Digital payment systems refer to electronic
methods of transferring money through
digital platforms such as mobile banking,
internet banking, debit cards, digital wallets,
and real-time payment systems. The
Government of India has implemented
several initiatives to promote digital
financial services, including the Digital
India campaign, the Pradhan Mantri Jan
Dhan Yojana (PMJDY), and the use of
Aadhaar-based  authentication  systems.
These initiatives collectively created a
digital financial ecosystem that integrates
banking services with digital technology.
For example, under PMJDY, more than 520
million bank accounts were opened by 2024,
significantly increasing the proportion of the
population with access to formal financial
services. These accounts also enabled
individuals to participate in digital
transactions and receive direct benefit
transfers (DBT) from government welfare
programs, thereby strengthening financial
inclusion across the country (Reserve Bank
of India, 2024).

A major milestone in the digital payment
revolution in India was the introduction of
the National Payments Corporation of
India’s Unified Payments Interface (UPI) in
2016. UPI is a real-time payment system
that allows individuals to transfer funds
instantly between bank accounts through
mobile applications. The platform has
gained widespread popularity due to its
simplicity, interoperability, and low
transaction cost. According to the Reserve
Bank of India, UPI transactions increased
from 21 million transactions in 2017 to more
than 130 billion transactions in 2024,
demonstrating the rapid adoption of digital
payments in India. This remarkable growth
indicates that digital payment platforms have
become an essential part of the country’s
financial infrastructure. Moreover, the
widespread use of QR-code-based payment
systems has enabled even small vendors,
street sellers, and rural entrepreneurs to
accept digital payments, thereby integrating
them into the formal financial ecosystem.

Another important aspect of digital payment
expansion is the increasing penetration of
smartphones and internet connectivity in
India. According to the Telecom Regulatory
Authority of India, India had more than 850
million internet users and over 1.1 billion
mobile subscribers in 2024, creating a strong
technological foundation for digital financial
services. Mobile payment applications such
as UPI-based platforms, digital wallets, and
mobile banking apps allow users to conduct
financial ~ transactions  anytime  and
anywhere. This accessibility has
significantly  reduced dependence on
traditional banking infrastructure such as
physical branches and ATMs. As a result,
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individuals in remote or rural areas who
previously faced difficulties accessing
banking services can now perform financial
transactions using their mobile devices. This
technological transformation has greatly
contributed to  improving  financial
accessibility and convenience for millions of
people.

The impact of digital payment systems on
financial inclusion can also be observed
through  measurable improvements in
financial inclusion indicators. The Financial
Inclusion Index developed by the Reserve
Bank of India increased from 43.4 in 2017 to
approximately 64.2 in 2024, reflecting
significant progress in access, usage, and
quality of financial services. Digital
payments have facilitated direct government
transfers, enhanced transparency in financial
transactions, and reduced reliance on cash-
based systems.  Furthermore, digital
transaction records create financial histories
for individuals and small businesses,
enabling them to access formal credit from
banks and financial institutions. This is
particularly beneficial for micro-
entrepreneurs and small enterprises that
previously relied on informal sources of
finance.

Despite these positive developments, several
challenges still hinder the full realization of
digital financial inclusion in India. Issues
such as digital illiteracy, cybersecurity risks,
limited internet connectivity in remote
regions, and concerns about data privacy
continue to affect the adoption of digital
payment systems among certain segments of
the population. Many elderly individuals and
people in rural areas still prefer cash

transactions due to a lack of familiarity with
digital technologies. Therefore, while digital
payments have significantly advanced
financial inclusion, continuous policy efforts
are required to strengthen  digital
infrastructure, enhance financial literacy,
and ensure secure digital transactions.

2. Review of Literature

The concept of financial inclusion and its
relationship with digital payment systems
has been widely studied by researchers,
policymakers, and international financial
institutions. The expansion of digital
financial services has transformed the
traditional banking landscape by enabling
greater accessibility, affordability, and
efficiency in financial transactions. Early
studies on financial inclusion emphasized
the importance of access to formal banking
institutions, but recent research highlights
the growing role of digital technologies in
bridging the gap between financial
institutions and underserved populations.

One of the most influential global studies on
financial inclusion was conducted by
Demirgic-Kunt et al. (2022) using the
Global Findex Database developed by the
World Bank. Their research analyzed
financial access across more than 120
countries and found that digital payment
systems significantly improve financial
inclusion by reducing transaction costs and
increasing accessibility. The study reported
that globally 76% of adults had access to a
financial account in 2021 compared to 51%
in 2011, indicating substantial progress in
financial inclusion worldwide. In the case of
India, the authors observed that government
initiatives combined with digital financial
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services significantly increased account
ownership and usage among low-income
households. The study concluded that digital
payment platforms allow individuals to
participate in formal financial systems
without relying on physical banking
infrastructure.

Several Indian scholars have also examined
the impact of digital payments on financial
inclusion in the Indian context. Kumar and
Mohanty (2021) conducted a study on the
adoption of digital payment platforms in
India and found that the introduction of
digital payment infrastructure, particularly
mobile-based transactions, has significantly
improved financial accessibility among rural
populations. Their analysis showed that the
number of digital payment users in India
increased from approximately 150 million in
2017 to more than 400 million users by
2021, indicating rapid adoption. The authors
emphasized that mobile banking and digital
wallets have enabled individuals in remote
areas to conduct financial transactions
without visiting bank branches, thereby
reducing geographical barriers in financial
services.

Another significant contribution was made
by Suri and Jack (2016) who examined the
broader impact of mobile money services on
financial inclusion and poverty reduction.
Although their research primarily focused on
developing economies, the findings are
highly relevant to the Indian context. The
study demonstrated that mobile payment
systems allow households to manage
financial risks more effectively by enabling
quick transfers of funds during emergencies.
According to their analysis, digital financial

services improved household financial
resilience and helped reduce poverty by
enabling easier access to financial resources.
Their findings suggest that digital payment
systems play an important role in promoting
economic empowerment and financial
stability among marginalized communities.

In the Indian context, RBI (2024) reports
highlight the rapid expansion of digital
financial services over the past decade.
According to the Reserve Bank of India,
India’s Financial Inclusion Index increased
from 43.4 in 2017 to 64.2 in 2024, reflecting
improvements in financial access, usage, and
quality of services. The report also indicates
that digital payment transactions increased
significantly,  particularly  after  the
introduction of the Unified Payments
Interface (UPI). UPI has emerged as one of
the most widely used digital payment
systems in the world due to its
interoperability, convenience, and real-time
transaction capabilities. The widespread
adoption of QR-code-based payments has
enabled even small merchants and street
vendors to participate in the digital financial
ecosystem.

Another important study by Patel and Singh
(2022) analyzed the role of digital payment
systems in promoting financial inclusion
among small businesses in India. The
researchers used survey data from 300 small
enterprises across different states and found
that nearly 72% of small businesses reported
increased sales and improved transaction
efficiency after adopting digital payment
platforms. The study also highlighted that
digital payment systems reduce cash-
handling risks and improve financial
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transparency. However, the authors also
pointed out that many small businesses face
challenges related to digital literacy and
cybersecurity awareness.

Research by Sharma (2020) further explored
the role of digital infrastructure in promoting
financial inclusion. The study found that
smartphone  penetration and  internet
connectivity play a crucial role in
determining the adoption of digital payment
systems. According to the Telecom
Regulatory Authority of India, India had
more than 800 million internet users by
2023, creating a strong technological
foundation for digital financial services.
Sharma concluded that improvements in
digital infrastructure significantly increase
the adoption of mobile banking and online
payment platforms, thereby expanding
financial inclusion.

In addition to accessibility, several
researchers have examined the role of digital
payments in improving transparency and
reducing corruption in financial transactions.
Mishra and Gupta (2019) argued that digital
payment systems reduce the reliance on
cash-based transactions and enhance
accountability in financial systems. Their
study showed that digital transactions create
electronic records, which help financial
institutions assess creditworthiness and
provide formal loans to individuals and
small enterprises. This digital transaction
history can significantly improve access to
credit for individuals who previously lacked
formal financial documentation.

Despite the numerous benefits associated
with digital payment systems, several
studies have highlighted existing challenges

that hinder their widespread adoption.
Bansal and Kumar (2021) identified key
barriers such as  digital illiteracy,
cybersecurity concerns, and inadequate
internet connectivity in rural areas. Their
research found that nearly 35% of rural
respondents were hesitant to adopt digital
payment systems due to security concerns
and lack of technical knowledge. The study
emphasized the need for stronger
cybersecurity frameworks and financial
literacy programs to ensure the safe adoption
of digital financial services.

3. Growth of Digital Payment Systems in
India

The growth of digital payment systems in
India has been one of the most significant
developments in the country’s financial
sector over the last decade. Rapid
technological advancement, government
initiatives, increasing smartphone
penetration, and the development of
innovative  payment  platforms  have
collectively transformed India’s payment
ecosystem from a cash-based system to a
digital economy. Digital payment systems
include various electronic payment methods
such as internet banking, mobile banking,
debit and credit cards, digital wallets, and
real-time payment platforms such as the
Unified Payments Interface (UPI). These
platforms allow individuals and businesses
to conduct financial transactions quickly,
securely, and efficiently without the need for
physical cash.

The digital payments revolution in India
accelerated particularly after 2016 due to
policy initiatives promoting  cashless
transactions and the introduction of the UPI
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platform. According to the Government of
India, the total volume of digital payment
transactions increased from 2,071 crore
transactions in FY 2017-18 to 18,592 crore
transactions in FY 2023-24, representing a
compound annual growth rate of about 44%.
This remarkable growth demonstrates the
rapid adoption of digital payment
technologies among Indian consumers,
businesses, and financial institutions.
Several factors contributed to this
expansion, including increasing access to
affordable smartphones, improved internet
connectivity, and the government’s Digital
India initiative aimed at promoting digital
financial services.

One of the most important drivers of digital
payment growth in India is the Unified
Payments Interface (UPI), developed by the
National Payments Corporation of India.
UPI is a real-time payment system that
allows users to transfer funds instantly
between bank accounts through mobile
applications. Since its launch in 2016, UPI
has revolutionized digital payments by
providing a simple, interoperable, and low-
cost platform for financial transactions. The
growth of UPI transactions has been
extraordinary. For example, UPI
transactions increased from 92 crore
transactions in FY 2017-18 to over 13,116
crore transactions in FY 2023-24, showing a
compound annual growth rate of
approximately 129%. The success of UPI
has made India one of the world’s largest
digital payment markets, with millions of
transactions occurring daily through mobile
applications such as BHIM, Google Pay, and
PhonePe.

The rapid expansion of digital payment
systems can also be observed through the
overall growth of digital transactions across
India. Between 2014 and 2024, the volume
of digital transactions increased nearly 38
times, reflecting a dramatic transformation
in the country’s payment ecosystem. This
growth has been driven by increased
adoption of digital payment platforms by
both individuals and businesses. Retail
merchants, small vendors, and service
providers now widely accept digital
payments through QR codes and mobile
applications, making transactions faster and
more convenient for consumers.

Another key indicator of the growth of
digital payments is the dominance of UPI
within the digital payments ecosystem. In
recent years, UPI has accounted for a major
share of India’s digital payment transactions.
By 2024, UPI processed approximately 172
billion transactions annually with a
transaction value exceeding 3246 trillion,
indicating its widespread use for both small
and large financial transactions. Moreover,
UPI now handles a large proportion of retail
digital payments in India, demonstrating the
platform’s central role in the country’s
digital financial infrastructure.

The rapid expansion of digital payments is
also supported by improvements in digital
infrastructure. According to government and
industry reports, India has witnessed a
significant increase in the number of digital
payment acceptance points such as Point-of-
Sale (PoS) terminals, micro-ATMs, and QR-
code-based payment systems. These
technologies allow small merchants and
rural businesses to accept digital payments
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easily. As a result, digital financial services
have become accessible to a broader
segment of the population, including
Table 1: Growth of Digital Payment
Transactions in India

Financial | Total Digital | Growth
Year Transactions | Trend
(Crore)

2017-18 | 2,071 Beginning of
rapid digital
payment

adoption

2019-20 | 4,572 Expansion of
mobile  and
internet

banking

individuals who previously lacked access to
traditional banking services.

individuals and businesses increasingly
relied on contactless payment methods to
minimize physical contact and maintain
social distancing. As a result, digital
payment platforms experienced a surge in
usage, particularly for online shopping, bill
payments, and peer-to-peer transactions.
This shift further strengthened the digital
payment ecosystem and encouraged many
new users to adopt digital financial services.

Table 2: Growth of UPI Transactions in
India

Increased
adoption
during
COVID-19
pandemic

2021-22 | 8,840

2022-23 | 13,462 Rapid growth
of UPI and
mobile

wallets

Year | UPI Transaction | Transaction
Volume Value })
2017 | 418 million %69 billion
2019 | 10.78 billion %21 trillion
2021 | 38.74 billion %76 trillion
2023 | 117.67 billion %182 trillion
2024 | 172 billion %246 trillion

2023-24 | 18,592 Widespread
digital
payment
usage across

sectors

Source: Government of India digital
payments statistics.

The COVID-19 pandemic also played a
significant role in accelerating digital
payment adoption. During the pandemic,

Source: NPCI and RBI payment statistics.
The data presented in Table 2 clearly shows
the exponential growth of UPI transactions
over the past few years. The increasing
adoption of smartphones, digital wallets, and
QR-code-based payment systems has
enabled millions of people to perform
transactions instantly using their mobile
devices. Additionally, the integration of UPI
with various financial services such as bill
payments, e-commerce platforms, and
government benefit transfers has further
increased its popularity among users.
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Figure 1: Growth of Digital Payment Transactions in India
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The first graph illustrates the rapid increase
in total digital payment transactions in India
over recent years. The number of digital
transactions increased from approximately
2,071 crore in 2017-18 to around 18,592
crore in 2023-24, showing a significant
upward trend. This growth reflects the
increasing adoption of electronic payment
systems such as mobile banking, internet
banking, debit and credit cards, and real-
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Financial Year

2023-24

time payment platforms. The expansion of
digital infrastructure, government initiatives
like Digital India, and the growing
availability of smartphones have contributed
significantly to this trend. The graph clearly
demonstrates that digital payment adoption
has accelerated dramatically in the last
decade, indicating a structural shift toward a
cash-less and digitally enabled economy.

Figure 2: Growth of UPI Transactions in India
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The second graph shows the exponential
growth of Unified Payments Interface (UPI)
transactions in India. UPI transactions
increased from less than 1 billion
transactions in 2017 to nearly 172 billion
transactions in 2024. This dramatic growth
highlights the success of UPI as a real-time
digital payment platform. The ease of use,
interoperability across banks, and zero or
minimal transaction costs have made UPI

the most widely used digital payment system
in India. Furthermore, the widespread
adoption of QR-code-based payments by
small merchants and businesses has
significantly increased the number of daily
digital transactions. The graph illustrates
that UPI has become the backbone of India’s
digital payment ecosystem and a major
driver of financial inclusion.

Figure 3: Share of Major Digital Payment Methods in India

Percentage Share (%)

UPI Cards
Payment Method

The third graph presents the approximate
distribution of digital payment methods in
India. The graph indicates that UPI
dominates the digital payment landscape
with nearly 75% of the total digital payment
volume, followed by card payments (around
15%), internet banking (about 7%), and
mobile wallets (approximately 3%). The
dominance of UPI can be attributed to its
user-friendly interface, instant transaction
capability, and seamless integration with
various banking and financial applications.
This trend demonstrates a clear shift in
consumer preference toward mobile-based

Internet Banking Mobile Wallets

payment platforms rather than traditional
banking channels.

4. Role of Digital Payment Systems in
Financial Inclusion

Digital payment systems have emerged as a
transformative force in promoting financial
inclusion in India. Financial inclusion aims
to ensure that individuals and businesses
have access to affordable financial services
such as banking, credit, insurance, and
payment facilities. Traditionally, a large
portion of India’s population, particularly
those living in rural and economically
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disadvantaged regions, lacked access to
formal banking services due to geographical
barriers, high transaction costs, and limited
financial literacy. However, the introduction
of digital payment technologies has
significantly reduced these barriers by
enabling individuals to conduct financial
transactions using mobile phones, internet
platforms, and digital banking services.

One of the most significant contributions of
digital payment systems to financial
inclusion is the improvement in accessibility
to financial services. Digital platforms allow
individuals to transfer money, pay bills, and
receive funds without visiting bank
branches. According to the Reserve Bank of
India, the Financial Inclusion Index
increased from 43.4 in 2017 to 64.2 in 2024,
indicating significant improvement in access
to financial services. This growth has been
largely driven by digital payment
technologies such as mobile banking and the
Unified Payments Interface (UPI). The
increasing availability of smartphones and
internet connectivity has enabled millions of
individuals, particularly those in rural areas,
to access banking services through digital
platforms.

Another important role of digital payment
systems is the reduction of transaction costs
and time. Traditional banking transactions
often require individuals to travel long
distances to bank branches and incur
additional costs. Digital payment systems
eliminate these barriers by enabling instant
transactions  through  mobile  devices.
According to government statistics, digital
payment transactions in India increased from
2,071 crore transactions in 2017-18 to more

than 18,500 crore transactions in 2023-24,
reflecting rapid growth in digital financial
activities. This expansion has allowed
individuals and small businesses to perform
transactions efficiently and securely without
relying on cash-based systems.

Digital payment systems also play a critical
role in promoting financial inclusion among
small businesses and micro-entrepreneurs.
Many small vendors and informal sector
workers  previously relied on cash
transactions, which limited their ability to
participate in the formal financial system.
The introduction of QR-code-based payment
systems and mobile payment applications
has allowed small businesses to accept
digital payments easily. As a result, digital
transaction records help create financial
histories for these businesses, enabling them
to access credit from banks and financial
institutions. Studies indicate that nearly 70%
of small merchants in urban areas and more
than 50% in semi-urban areas have adopted
digital payment platforms, demonstrating the
widespread acceptance of these
technologies.

Another significant role of digital payments
in financial inclusion is the facilitation of
government welfare programs and direct
benefit transfers (DBT). The Government of
India has integrated digital payment systems
with  bank accounts and Aadhaar
identification numbers to ensure that welfare
benefits reach the intended beneficiaries
directly. According to government reports,
more than 28 trillion has been transferred
through DBT programs since 2014,
benefiting millions of citizens. Digital
payment systems ensure transparency,
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reduce corruption, and minimize leakages in
the distribution of government subsidies and
financial assistance.

Digital payment systems also contribute to
financial  transparency and economic
formalization. Cash transactions often
remain undocumented, making it difficult
for  financial institutions to  assess
individuals’ financial activities. Digital
transactions create electronic records that
help banks evaluate creditworthiness and
provide financial services such as loans and
insurance. This digital financial footprint is
particularly beneficial for individuals and
small businesses that previously lacked
formal financial documentation.

Table 3: Contribution of Digital Payment
Systems to Financial Inclusion

The role of digital payment systems in
financial inclusion can also be observed
through improvements in account ownership
and usage of financial services. Government
initiatives such as the Pradhan Mantri Jan
Dhan Yojana (PMJDY) have significantly
increased the number of bank accounts in
India. According to official data, more than
520 million Jan Dhan accounts have been
opened, and many of these accounts are
actively used for digital transactions through
mobile banking and UPI platforms. The
integration of these accounts with digital
payment systems has significantly improved
the accessibility of financial services for
low-income households.

Table 4: Impact of Digital Payments on
Different Stakeholders

Dimension of | Role of Digital

Financial Payment Systems

Inclusion

Accessibility Enables individuals to
perform banking
transactions using
mobile devices

Affordability Reduces transaction

costs and eliminates
travel expenses

Convenience Allows instant money
transfer and online

payments

Transparency Creates digital
transaction records and
reduces corruption

Stakeholder | Impact of Digital Payment
Systems

Individuals Easy access to banking
services and secure
transactions

Small Increased sales and faster

Businesses payment settlements

Government | Efficient distribution  of
welfare benefits through
DBT

Banks Reduced operational costs
and improved customer
reach

Rural Access to financial services

Population without  physical  bank
branches

Financial Enables individuals and

Empowerment small  businesses to
access formal financial
services

Despite these advantages, several challenges
remain in achieving complete financial
inclusion through digital payments. Issues
such as digital illiteracy, cybersecurity risks,
and limited internet connectivity in rural
areas still hinder the adoption of digital
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financial services. Many elderly individuals
and people in remote regions prefer cash
transactions due to a lack of familiarity with
digital technologies. Therefore, continuous
efforts are required to improve digital
literacy, strengthen cybersecurity
frameworks, and expand digital
infrastructure across the country.

5. Impact on Different Stakeholders

Digital payment systems have significantly
transformed the financial ecosystem in India
by influencing various stakeholders,
including individuals, businesses, financial
institutions, and government agencies. The
rapid adoption of digital payment platforms
such as mobile banking, internet banking,
digital wallets, and Unified Payments
Interface  (UPI) has created new
opportunities for financial inclusion and
economic development. These technologies
have not only simplified financial
transactions but also improved transparency,
efficiency, and accessibility in the financial
system. The impact of digital payment
systems can be clearly observed across
different groups of stakeholders, each
benefiting from the digital transformation of
financial services.

One of the most important stakeholders
benefiting from digital payment systems is
individual consumers. Digital payment
platforms  provide individuals  with
convenient access to financial services,
enabling them to perform transactions such
as money transfers, bill payments, and
online purchases without visiting bank
branches. According to reports from the
Reserve Bank of India, the number of digital
transactions in India has increased

dramatically over the past decade, indicating
widespread adoption among consumers.
Digital payment systems reduce the
dependence on cash and allow individuals to
carry out secure and real-time transactions
using smartphones and other digital devices.
This convenience is particularly beneficial
for individuals in rural and remote areas who
previously faced difficulties accessing
banking facilities. Furthermore, digital
payment platforms help individuals maintain
digital transaction records, which can be
useful for financial planning and accessing
formal credit services.

Digital payment systems have also had a
significant impact on small businesses and
merchants, particularly those operating in
the informal sector. Traditionally, many
small vendors relied on cash-based
transactions, which limited their
participation in the formal financial system.
With the introduction of QR-code-based
payment systems and mobile payment
applications, small businesses can now
easily accept digital payments from
customers. This not only improves
transaction efficiency but also increases
customer  convenience and  business
transparency. Studies indicate that more than
60—70% of urban small merchants in India
have adopted digital payment systems,
demonstrating the growing acceptance of
digital  financial technologies. Digital
payment records also enable small
businesses to build financial histories, which
can help them access loans and credit
facilities from banks and financial
institutions. As a result, digital payment
systems contribute to the growth and
sustainability of micro and small enterprises.
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Another major stakeholder benefiting from
digital payment systems is the government.
Digital ~ financial  technologies  have
improved the efficiency and transparency of
public ~ financial  management.  The
Government of India has integrated digital
payment systems with welfare programs
through the Direct Benefit Transfer (DBT)
mechanism. This system allows subsidies,
pensions, and other welfare benefits to be
transferred directly to beneficiaries’ bank
accounts,  reducing  corruption  and
eliminating intermediaries. According to
official government data, more than 28
trillion has been transferred through DBT
programs since 2014, benefiting millions of
citizens across the country. Digital payment
systems also improve tax compliance and
reduce the size of the informal economy by
creating digital records of financial
transactions.

Financial institutions, including banks and
non-banking financial companies (NBFCs),
have also benefited significantly from the
expansion of digital payment systems.
Digital technologies reduce operational costs
associated with traditional banking services,
such as maintaining physical branches and
handling cash transactions. By adopting
digital platforms, banks can reach a larger
customer base, including individuals living
in rural and remote areas. Digital payment
data also helps financial institutions analyze
customer behavior and develop personalized
financial products such as microloans,
insurance  services, and  investment
opportunities. Additionally, the growth of
digital payments has encouraged
collaboration between banks and fintech
companies, leading to innovation in

financial services and improved customer
experience.

The impact of digital payment systems is
also evident among the rural population and
economically weaker sections of society.
Digital financial technologies have played a
crucial role in bridging the gap between
formal financial institutions and underserved
communities. Government initiatives such as
the Pradhan Mantri Jan Dhan Yojana
(PMJDY) have facilitated the opening of
millions of bank accounts for previously
unbanked individuals. These accounts are
often linked with mobile numbers and
digital payment platforms, allowing users to
perform transactions easily. The availability
of micro-ATMs, mobile banking services,
and Aadhaar-enabled payment systems has
further improved access to financial services
in rural areas. As a result, digital payment
systems have contributed to reducing
financial exclusion and promoting economic
empowerment among marginalized groups.

Table 5: Impact of Digital Payment
Systems on Stakeholders

Stakeholder | Key Impact

Individuals Convenient and  secure
financial transactions,
improved access to banking
services

Small Faster payments, improved

Businesses financial transparency,
increased sales

Government Efficient welfare
distribution, reduced
corruption, improved tax
compliance

Financial Reduced operational costs,
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Institutions expanded customer base,
improved service delivery

Rural Increased financial

Population accessibility, participation
in formal financial system

Digital payment systems have also
contributed to the development of a cashless
economy, which is considered an important
step toward economic modernization.
Cashless transactions improve transparency
and reduce the risks associated with cash
handling, such as theft, fraud, and
counterfeit currency. Digital payment
platforms provide secure authentication
methods, including biometric verification
and encryption technologies, which enhance
transaction security. As digital financial
technologies continue to evolve, they are
expected to play an even greater role in
strengthening  financial inclusion  and
economic growth in India.

However, despite these positive impacts,
certain challenges remain. Issues such as
digital illiteracy, cybersecurity threats, and
inadequate digital infrastructure in rural
areas still affect the adoption of digital
payment systems. Many individuals,
particularly elderly users, face difficulties in
understanding digital financial technologies.
Therefore, policymakers and financial
institutions must focus on improving digital
literacy, strengthening cybersecurity
frameworks, and expanding digital
infrastructure to ensure that the benefits of
digital payment systems reach all segments
of society.

6. Conclusion

The rapid expansion of digital payment
systems has played a transformative role in

advancing financial inclusion in India. Over
the past decade, the integration of digital
technologies with financial services has
significantly improved the accessibility,
affordability, and efficiency of financial
transactions for individuals and businesses
across the country. Digital payment
platforms such as mobile banking, internet
banking, digital wallets, and particularly the
Unified Payments Interface (UPI) have
revolutionized the payment ecosystem by
enabling instant and secure financial
transactions. These innovations have helped
bridge the gap between formal financial
institutions and previously unbanked or
underbanked populations, thereby
contributing to  inclusive  economic
development. The growing penetration of
smartphones, improved internet
connectivity, and supportive government
initiatives have further strengthened the
digital financial infrastructure in India.

One of the most important indicators of
progress in financial inclusion is the
increasing number of individuals with access
to formal financial services. Government
initiatives such as the Pradhan Mantri Jan
Dhan Yojana (PMJDY) have significantly
expanded bank account ownership across the
country. According to official government
data, more than 520 million bank accounts
have been opened under this program, many
of which are actively used for digital
transactions. The integration of these
accounts with digital payment platforms has
enabled individuals to perform financial
transactions conveniently through mobile
devices. In addition, the Financial Inclusion
Index published by the Reserve Bank of
India increased from 43.4 in 2017 to
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approximately 64.2 in 2024, indicating
substantial improvement in access, usage,
and quality of financial services in India.

The rapid growth of digital payment
transactions also reflects the increasing
adoption of digital financial technologies
among Indian consumers and businesses.
Over the past few years, digital transactions
have grown at an extraordinary rate. For
instance, the total number of digital payment
transactions increased from approximately
2,071 crore transactions in 2017-18 to more
than 18,500 crore transactions in 2023-24,
demonstrating a significant shift toward
digital financial activities. The widespread
adoption of digital payment platforms has
enabled individuals to conduct financial
transactions quickly and efficiently without
relying on cash. This shift toward digital
payments has also improved financial
transparency and reduced the risks
associated with cash-based transactions.

Among various digital payment platforms,
UPI has emerged as the most significant
driver of digital financial inclusion in India.
The platform allows users to transfer funds
instantly between bank accounts using
mobile  applications, making digital
transactions  simple and  accessible.
According to payment system statistics, UPI
transactions increased from less than one
billion transactions in 2017 to more than 170
billion transactions in 2024, reflecting
exponential growth in its usage. The
widespread acceptance of QR-code-based
payments among small merchants, retail
stores, and service providers has further
strengthened the digital payment ecosystem.
As a result, even small businesses and

informal sector workers can now participate
in the formal financial system by accepting
digital payments.

Digital payment systems have also had a
positive impact on government welfare
programs and public financial management.
Through the Direct Benefit Transfer (DBT)
mechanism, government subsidies and
welfare benefits are transferred directly to
beneficiaries’ bank accounts, reducing
corruption and eliminating intermediaries.
Since 2014, more than %28 trillion has been
transferred  through DBT  programs,
benefiting millions of citizens across India.
The use of digital payment platforms in
government transactions has improved
transparency, accountability, and efficiency
in the delivery of public services.

Despite  these  achievements, several
challenges remain in achieving complete
financial inclusion through digital payment
systems. Digital illiteracy continues to be a
major barrier, particularly among elderly
individuals and rural populations who may
lack familiarity with digital technologies.
Additionally, cybersecurity threats such as
online fraud and data breaches pose risks to
the safety of digital transactions. Limited
internet connectivity and inadequate digital
infrastructure in some remote regions also
restrict the adoption of digital financial
services. Addressing these challenges
requires coordinated efforts  from
policymakers, financial institutions, and
technology providers to strengthen digital
infrastructure, enhance cybersecurity
measures, and promote digital literacy
among citizens.
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In conclusion, digital payment systems have
emerged as a powerful tool for promoting
financial inclusion and economic
development in India. By enabling
convenient, secure, and low-cost financial
transactions, these technologies have helped
millions of individuals and businesses
access formal financial services. The
continued growth of digital payment
platforms, supported by government policies
and technological innovation, is expected to
further expand financial inclusion and
contribute to the development of a robust
digital economy. With sustained efforts to
address existing challenges, digital payment
systems will continue to play a crucial role
in shaping the future of India’s financial
landscape and ensuring inclusive economic
growth for all segments of society.
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