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Abstract

The prompt augmentation of digital payment systems has transformed the financial landscape, offering new
opportunities to enhance financial inclusion, especially in developing economies. This study examines the
transformative impact of digital payment systems on financial inclusion, defined as the accessible and
affordable availability of formal financial services to underserved and excluded populations. In an era of
rapid technological advancement, digital payments including mobile money, digital wallets, and online
banking platforms are widely posited as critical tools for bridging the financial access gap. The findings
indicate that digital payment systems significantly contribute to financial inclusion by enabling easier
account usage, fostering savings habits, and improving access to credit and government welfare transfers.
The research concludes that strengthening digital infrastructure, promoting financial literacy, and ensuring

regulatory support are essential for maximizing the inclusive potential of digital payment systems.

Keywords: Digital Payments, Financial Inclusion, Mobile Money, FinTech, Financial Access, Digital

Infrastructure, Financial Literacy.

IJCRT2512422 | International Journal of Creative Research Thoughts (IJCRT) www.ijcrt.org | d728


http://www.ijcrt.org/

www.ijcrt.org © 2025 IJCRT | Volume 13, Issue 12 December 2025 | ISSN: 2320-2882

Introduction

Financial inclusion the universal access to and effective use of, affordable formal financial services is widely
recognized as a critical enabler of economic development, poverty reduction, and social equity. For decades,
however, traditional brick-and-mortar banking models have struggled to overcome the formidable barriers of
geography, cost, and documentation, leaving an estimated 1.4 billion adults globally excluded from the
formal financial system. This exclusion perpetuates cycles of informality, limits resilience to economic

shocks, and stifles individual and community economic potential.

In parallel, the 21st century has witnessed a profound digital revolution, characterized by the unprecedented
global proliferation of mobile phones and internet connectivity. This technological shift has catalyzed the
emergence and rapid adoption of digital payment systems from mobile money and digital wallets to card-
based platforms and emerging central bank digital currencies (CBDCs). These systems represent more than
mere technological novelties; they signify a fundamental paradigm shift in the very infrastructure of finance.
By decoupling financial transactions from physical bank branches and leveraging digital networks, they offer

a powerful, scalable alternative to cash-based economies.

This confluence of a persistent inclusion gap and a disruptive digital opportunity frames the core inquiry of
this analysis: What is the true impact of digital payment systems on financial inclusion? While proponents
herald these technologies as a transformative force capable of “banking the unbanked” at unprecedented
speed and scale, the path to inclusion is fraught with complexities. Digital access does not automatically
equate to meaningful financial empowerment; it introduces new dimensions of risk, including digital divides,

privacy concerns, and the potential for exclusion based on literacy or infrastructure.

This study seeks to investigate the profound and multifaceted impact of digital payment systems on financial
inclusion. Financial inclusion is defined not merely as having a bank account, but as the effective access to a
suite of useful and affordable financial products and services including transactions, payments, savings,
credit, and insurance that meet individuals’ needs and are delivered responsibly. The central hypothesis
guiding this research is that digital payments act as a critical gateway or on-ramp to broader financial

inclusion, fundamentally altering the economics and accessibility of financial services.

Statement of the Problem

The global pursuit of financial inclusion a cornerstone of poverty reduction, equitable economic growth, and
individual empowerment faces persistent structural challenges. Traditional banking models, reliant on
physical infrastructure and rigid account requirements, have historically failed to reach vast segments of the
population, particularly in rural areas, among low-income groups, women, and micro-entrepreneurs. This
exclusion entrenches economic disparity, limits livelihood opportunities, and leaves vulnerable populations

reliant on insecure, informal financial mechanisms.
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The rapid ascent of digital payment systems (DPS) including mobile money, digital wallets, and instant
payment platforms has been heralded as a transformative solution, promising to leapfrog these traditional
barriers. Indeed, early evidence from pioneering markets demonstrates remarkable success in increasing
basic account ownership. However, the predominant narrative of digital finance as an unambiguous force for
inclusion is increasingly incomplete and potentially misleading. The core problem this study addresses is the
critical gap between the theoretical potential of digital payment systems to foster broad-based financial

inclusion and the complex, uneven, and sometimes contradictory realities of their impact in practice.

Therefore, the problem is not whether digital payment systems can contribute to financial inclusion,
but under what conditions, through which design and policy frameworks, and with what safeguards they can
do so equitably, sustainably, and meaningfully for the most vulnerable populations. This study addresses the
critical need to move beyond a techno-optimistic narrative and rigorously examine the complex, conditional,

and often contradictory role of digital payments in the unfinished project of global financial inclusion.

Objectives of the Study

i) To study the primary mechanisms through which digital payment systems (mobile money, digital wallets,
card-based platforms)

i) To analyze the empirical evidence on the impact of digital payments on the usage and quality of financial
inclusion

Review of Literature

Kaur and Bansal (2022), emphasized that companies like Paytm, which focus on technological integration
and strategic diversification, witness long-term scalability and user retention. The usage of financial tools
such as customer acquisition cost, gross merchandise value (GMV), and revenue from financial services

helps evaluate a fintech firm’s strength.

RBI, (2022), India's Unified Payments Interface (UPI) has driven a massive surge in digital transaction
volumes, bringing millions of unbanked individuals into the digital economy. In China, the integration of
payments with e-commerce and social platforms created a comprehensive digital ecosystem fostering

inclusion.

World Bank (2021), Digital channels have revolutionized domestic and cross-border remittances, making
them faster, cheaper, and more transparent, directly increasing the disposable income of recipient

households.

Berg et al., (2020), From Payments to Broader Inclusion: The literature examines how digital payment data
creates alternative data trails, enabling new forms of credit scoring and access to insurance for those without

traditional collateral.
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I- Primary Mechanisms in Digital Payment Systems for Financial Inclusion

Digital payment systems enhance financial inclusion through six interconnected mechanisms that overcome
traditional barriers. Each platform type mobile money, digital wallets, and card-based systems leverages
these mechanisms differently based on technological and market contexts.

1. Infrastructure Substitution and Access Expansion

* Mechanism: Digital systems bypass the need for physical banking infrastructure through digital/telecom
networks.

* Mobile Money: Uses widely available mobile networks and agent networks (local shops) as touch points.
Examples: Full-KYC PPIs (higher limits, interoperable) and Minimum-KY C PPIs.

* Digital Wallets: Operates via smart phones and internet connectivity, often integrated into existing super-
app ecosystems (e.g., Paytm, PhonePe, Google Pay).

* Card-Based Platforms: Rely on POS terminals and ATM networks, extended through micro-ATM

devices operated by business correspondents in remote areas.

Comparative Analysis by Platform Type

Mechanism Mobile Money Digital Wallets Card-Based Platforms
Primary Basic phones & Smartohone it T Cards, POS, ATMs,
Access Point | agent network P PP micro-ATMSs

Infrastructure .
Strontest Substitution Er?)ta]rc;cni“n?anbﬁ?t Interoperability (through
ges (in low-smart g y established card networks
Mechanism (due to app

phone contexts)
& Cost Reduction

functionality) like Visa/Master card)

Tvpical Use P2P transfers, bill Integrated commerce, Merchant payments,
nge payments, basic multifunctional services, | formal salary deposits,
savings advanced credit international remittances
:;?I/usion Cagdranhidand Complexity and Formal recognition and
Barrier costgbareiers fragmentation of acceptance for
Addressed services wages/transfers

I1- Empirical Evidence Assessment: Impact of Digital Payments on Financial Inclusion:
Methodological Context: India's Unique Digital Infrastructure

India's empirical landscape is shaped by its unique public digital infrastructure stack (India Stack: Aadhaar,
UPI, OCEN) and large-scale government programs (Jan Dhan Yojana), creating natural experiments for

study. Research combines:
o Large-scale government data (PMJDY accounts, UPI transactions)

e RCTsand field experiments (by NCAER, IFMR, IPA)
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o Econometric studies using NSSO, IHDS panel data

e Survey-based research (World Bank Findex, RBI surveys)
Empirical Evidence on Usage Expansion
A. Adoption and Access Metrics

* Account Penetration: From 53% adult bank account ownership (2014) to 80% (2021 Findex), largely
driven by PMJDY (500 million accounts opened) and digital payment access.

* Geographic Spread: Rural share of digital transactions grew from 25% (2019) to 46% (2023 NPCI data),

indicating deep penetration.

* UPI Explosion: From 0.1 million transactions (2016) to 11.4 billion monthly transactions (2023), with 70%
from tier 2-6 cities (NPCI, 2023).

* Merchant Adoption: 60 million small merchants now accept digital payments, up from 3 million in 2016
(RBI, 2023).

Mechanism-Specific Evidence

Mechanism Empirical Evidence in India Source/Study
. Cost of sending remittance dropped from
Cost Reduction 250 t0 20 via UPI NPCI (2023)
e, Women saved 4.5 hours mor_lthly on NCAER (2021)
government payment collection

. Digital payment users report 72%

Securit RBI Survey (2022
5 reduction in theft/loss incidents urvey ( )

Transparenc 99.5% targeting accuracy in PM-KISAN Economic Surve

P y digital transfers vs 85% earlier y

Conclusion

Digital payment systems have fundamentally transformed the landscape of financial inclusion in India,
achieving in a decade what might have taken generations through traditional banking. The scale is

unprecedented, the infrastructure is world-class, and the potential remains enormous.

However, sustainability is guaranteed. The transition from India's remarkable first phase (building
infrastructure and achieving basic access) to its necessary second phase (ensuring meaningful, equitable, and
resilient usage) will determine whether digital payments deliver on their promise of sustainable financial

inclusion.
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The critical insight: India's success with digital payments demonstrates that technology can accelerate
inclusion, but sustainability requires addressing deeper structural inequalities in income, education, gender,
and regional development. The digital payment revolution has created the platform; now India must ensure

all its citizens can stand upon it.
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