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Abstract – This study examines the interplay of financial literacy and digital financial services, especially UPI-based digital 

payments and digital lending platforms, on financial inclusion in India. Drawing on an exclusively secondary research 

methodology, this paper synthesizes insights from related peer-reviewed journal articles, government reports, surveys by RBI 

and NPCI, and research papers from credible academic sources. The literature demonstrates that digital financial tools have 

reduced several barriers to banking access by providing low-cost, user- friendly, and real-time transactions. UPI has emerged 

as a game-changing platform that has enabled seamless payments, enhanced transparency, and empowered first-time users, 

especially in rural and semi-urban areas. The findings also reveal that while digital platforms expand access, financial literacy 

gaps limit effective use. Most users, especially those from vulnerable groups, still rely on informal guidance and are uninformed 

on security practices. The secondary evidence also reveals an uptick in a number of concerns in the area of digital lending, 

including high interest rates, lack of transparency, aggressive recovery practices, and risk of over-indebtedness among low- 

income borrowers. By presenting case-based evidence from the articles reviewed, this study concludes that only responsible 

lending frameworks, user education, strong regulatory oversight of digital finance operators, and secure technological 

infrastructure can accelerate financial inclusion. Generally, the research shows that efforts toward bridging the digital divide 

will require sustained activities not only in technological innovation but also in digital education, consumer protection, and 

policy reform to realize equitable and safe financial participation for all. 
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I. INTRODUCTION  
 

Meaning of Fintech 

The term FinTech is derived from the words Financial 

Technology. It refers to the integration of technology into 

financial services to enhance their efficiency, accessibility, 

and user experience. Fin Tech represents the 

modernization of financial systems through digital 

innovation changing how individuals, businesses, and 

governments conduct financial transactions. 

 

In traditional finance, processes such as money transfers, 

loan applications, and investment management were often 

time-consuming, paper-based, and limited to physical bank 

branches (Chakraborty & Das, 2019). FinTech has 

transformed these activities into fast, digital, and 

automated processes through technologies like mobile 

applications, cloud computing, artificial intelligence (AI), 

blockchain, and data analytics. 

 

FinTech mainly means providing financial services 

through digital technology and online platforms. It 

includes different areas that make financial activities faster 

and easier. One important part is Digital Payments, where 

people can use mobile wallets, UPI, and QR codes to send 

or receive money instantly, just like using Google Pay or 

PhonePe. Another area is Digital Lending, which allows 

users to get quick personal or business loans through apps 

using online data to check creditworthiness. FinTech also 

includes WealthTech, which helps people invest online 

through user-friendly platforms, sometimes with automated 

advice called robo- advisory. In InsurTech, technology is 

used to buy, manage, and claim insurance easily without 

lengthy paperwork. Finally, RegTech helps banks and 

financial companies follow rules and regulations more 

accurately and efficiently using smart tools and 

automation. Overall, FinTech makes financial services 

simple, faster, and more convenient for everyone. 

 

FinTech is not only about new startups; it also involves 

banks, NBFCs, and government programs that use 

technology to reach more people and offer better services. 

The main aim of FinTech is to make financial services 

available to everyone, especially those who do not have 

access to formal banking. It helps increase financial 

inclusion by bringing unbanked and underbanked people 

into the financial system. FinTech also improves efficiency 

and speed by enabling real-time payments and faster 

decisions. Another key goal is to reduce costs for both 

customers and service providers through automation and 

digital processing. Along with this, FinTech focuses on 

improving transparency and security by using digital 

records and encryption, which helps build trust and reduce 

fraud. Overall, FinTech makes the financial system 

smarter, safer, and more accessible. 

 

In India, FinTech has gained momentum due to 

government initiatives like Digital India, Jan Dhan Yojana, 

and Aadhaar-linked financial services (Chakraborty & 

Das, 2019). The rise of the Unified Payments Interface 
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(UPI), digital lending apps, and other innovations has 

made financial transactions more seamless, promoting 

economic growth and inclusion. 

 

Meaning of Financial Inclusion 

Financial Inclusion refers to the process of ensuring access 

to useful and affordable financial products and services for 

all individuals and businesses, especially those belonging 

to low- income groups or underserved areas, in a fair and 

transparent manner. 

 

In simple words, financial inclusion means bringing 

everyone—particularly the poor and marginalized—into 

the formal financial system, so they can save money, 

receive payments, access credit, and insure themselves 

against risks. It aims to give every individual an 

opportunity to participate in the economic and financial 

activities of the country. 

 

The key elements of financial inclusion focus on ensuring 

that everyone can participate in the financial system in a 

meaningful way. Access means that financial institutions 

and digital platforms should be available to all citizens, no 

matter where they live. Usage refers to people regularly 

and effectively using financial services such as bank 

accounts, loans, insurance, and digital payments — not just 

having access to them. Quality ensures that the financial 

services provided are safe, reliable, and suitable for 

customer needs, offering support without causing financial 

stress. Together, these elements help create a more 

inclusive and supportive financial environment for 

everyone. 

 

Financial inclusion is considered essential for economic 

development because it promotes savings, increases 

investment, supports entrepreneurship, and reduces income 

inequality (Chakraborty & Das, 2022). It helps people shift 

from cash-based transactions to formal, traceable, and 

secure systems, which also contribute to national growth. 

 

In India, financial inclusion has received strong attention 

in the last ten years through several government and 

technological initiatives. One major step was the Pradhan 

Mantri Jan Dhan Yojana (PMJDY), which helped millions 

of people open bank accounts, especially those who never 

had access to banking before. Another important initiative 

is Aadhaar-based KYC, which has made identity 

verification and account opening simple, quick, and 

paperless. The introduction of UPI has further 

strengthened digital transactions by allowing instant and 

convenient payments through mobile phones. Along with 

these, microfinance and digital lending have supported 

small-scale businesses, entrepreneurs, and rural families by 

providing easy access to small loans. These efforts 

together have helped India move closer toward full 

financial inclusion. 

 

The ultimate goal of financial inclusion is to create an 

inclusive economy where every person has access to the 

full range of financial services- savings, credit, insurance, 

and digital payments- leading to improved living standards 

and financial empowerment. 

 

Meaning of Digital Lending 

Digital lending refers to the process of providing loans 

through digital platforms using technology instead of 

traditional, paper-based methods. It involves the use of 

online applications, mobile apps, and automated systems to 

manage the entire loan lifecycle — from application and 

credit assessment to disbursement and repayment. In 

simple terms, digital lending means borrowing and lending 

money through technology. It allows individuals and 

businesses to apply for loans instantly without visiting a 

bank, submit documents online, and receive quick 

approval based on digital data such as income records, 

credit scores, and transaction history. 

 

Digital lending platforms rely on advanced technology to 

make borrowing faster, easier, and more secure. They use 

Artificial Intelligence (AI) and Machine Learning (ML) to 

assess credit scores and detect possible fraud. Data 

analytics helps them evaluate customer behavior and 

repayment patterns. With cloud computing and APIs, the 

lending process becomes quick, smooth, and safely 

managed online. In addition, digital KYC and e-signatures 

allow borrowers to verify their identity and sign documents 

without paperwork, making the entire loan process fully 

digital. 

 

There are different digital lending models. Peer-to-Peer 

(P2P) Lending connects individual borrowers with lenders 

directly through platforms like Faircent and LenDenClub. 

NBFC Digital Lenders provide personal or business loans 

through mobile apps without the need for traditional bank 

branches. Another model is Bank-FinTech Partnerships, 

where banks collaborate with FinTech companies to offer 

faster and more flexible loan services. 

 

Digital lending offers several important benefits. It 

provides speed and convenience, with loan approvals and 

disbursals happening within minutes. It increases 

accessibility, helping people in remote or rural areas obtain 

formal credit easily. It is cost-efficient as it reduces 

paperwork and lowers operational costs. Most importantly, 

it promotes inclusiveness, allowing even those with limited 

credit history to receive small loans and participate in the 

financial system. Overall, digital lending makes borrowing 

simpler and more inclusive for a wider population. 

 

However, it also faces challenges such as data privacy 

risks, high-interest rates by unregulated apps, and potential 

misuse of borrower data. 

 

In India, digital lending has seen rapid growth due to rising 

smartphone usage, UPI integration, and RBI’s support for 

responsible digital finance. Platforms like KreditBee, 

Paytm Loans, and CASHe have made borrowing simpler 
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and more inclusive, contributing significantly to financial 

inclusion. 

 

Meaning of UPI (Unified Payments Interface) 

Unified Payments Interface (UPI) is a real-time digital 

payment system developed by the National Payments 

Corporation of India (NPCI) that enables users to transfer 

money instantly between bank accounts through a mobile 

device. It was launched in 2016 and has since become one 

of the most successful FinTech innovations in India. 

 

In simple words, UPI allows people to send or receive 

money 24×7 using a mobile app, without the need for bank 

account details or IFSC codes. Instead, it uses a Virtual 

Payment Address (VPA) such as name@bankname, which 

makes transactions simple and secure. 

 

UPI, or Unified Payments Interface, has become one of the 

most important digital payment systems in India because 

of its speed, simplicity, and security. It allows instant 

transfers, meaning money can move from one bank 

account to another in real time. It is interoperable, which 

means users can make transactions across different banks 

and apps like Google Pay, PhonePe, Paytm, or BHIM. A 

single UPI app can also support multiple bank accounts, 

making it easy for users to manage their money in one 

place. UPI supports two-way transactions, so people can 

both send and receive payments. It works 24×7, including 

weekends and holidays, and ensures safety through two-

factor authentication and strict RBI guidelines. 

 

The UPI process is simple. First, a user downloads any 

UPI-enabled app. Then, they create a Virtual Payment 

Address (VPA) and link it to their bank account. For every 

transaction, the user only needs to enter the VPA and the 

UPI PIN, making the process quick and paperless. The 

payment is completed instantly through the IMPS network, 

ensuring seamless fund transfer. 

 

The impact of UPI has been remarkable in India. It has 

boosted cashless transactions, reducing the need for 

physical cash. It has also helped expand financial inclusion 

by allowing even rural users to make digital payments 

using a basic smartphone. Small businesses and local 

shops benefit from low-cost UPI payments, making 

transactions easier and more transparent. Today, UPI 

stands as a major strength of India’s Digital Public 

Infrastructure, transforming the way people pay and 

receive money. 

 

UPI has made India a global leader in digital payments, 

recording billions of transactions every month. It has also 

inspired other countries to adopt similar models, 

highlighting India’s success in FinTech-driven financial 

inclusion. 

 

In conclusion, FinTech innovations such as digital lending 

and UPI have significantly transformed India’s financial 

landscape by making services faster, more efficient, and 

widely accessible. These technologies have not only 

simplified banking and lending processes but have also 

played a crucial role in promoting financial inclusion, 

enabling even underserved populations to participate in the 

formal financial system. Thus, FinTech serves as a key 

driver in bridging the gap between technology and 

inclusive economic growth. 

  

II. LITERATURE REVIEW 
 

FinTech has emerged as a key transformative force 

redefining access to financial services in India. Multiple 

studies highlight that innovations such as Aadhaar-enabled 

eKYC, mobile banking, digital wallets, and Unified 

Payments Interface (UPI) have substantially reduced 

barriers that traditionally limited access to formal finance. 

These digital infrastructures significantly lower transaction 

costs, simplify verification processes, and remove the need 

for physical documentation, thereby enabling millions of 

unbanked and underbanked users to participate in digital 

finance (Bhimavarapu & Rathore, 2021). Researchers 

globally also agree that FinTech supports "last-mile 

connectivity" by allowing financial services to penetrate 

remote areas where physical banks are absent (Agarwal et 

al., 2023). The integration of biometric identity, mobile 

networks, and low-cost digital architecture uniquely 

positions India to use FinTech as a catalyst for inclusive 

growth. Thus, the evolution of FinTech is aligned with 

global findings which identify it as one of the strongest 

instruments for breaking traditional structural barriers to 

financial inclusion. 

 

FinTech adoption, particularly through UPI, has positioned 

India at the forefront of global digital payment innovation. 

UPI’s interoperable, instant, and cost-free transaction 

system has transformed consumer behaviour, merchant 

operations, and small-business payment processes 

(Bhimavarapu & Rathore, 2021). Research consistently 

reports that UPI adoption strongly correlates with 

enhancements in financial inclusion indicators such as 

account activity, digital savings, and mobile-based usage 

of financial tools (Kumar & Narayan, 2022; Chakraborty 

& Das, 2022). Studies published on ResearchGate point 

out that the rapid growth of UPI has especially empowered 

rural populations, where traditional banking infrastructure 

is weak. UPI also supports India’s transition toward a 

“cash-lite economy,” reducing dependence on physical 

currency and generating a transparent, trackable financial 

ecosystem (Sharma & Gupta, 2023). These findings 

highlight India’s digital payment revolution as a major 

enabler of inclusive access. 

 

Digital lending has emerged as one of the most impactful 

FinTech innovations for expanding credit access among 

underserved groups. Several empirical studies affirm that 

digital lending platforms lower operational costs, speed up 

credit approval, and use alternative data for credit 

scoring—allowing borrowers with limited collateral or thin 

credit history to access loans (Singh & Ranjan, 2022; 



 

International Journal for Novel Research in Economics , Finance and Management  

www.ijnrefm.com 

Volume 4, Issue 1, Jan-Feb-2026, PP: 01-10 

 

 Page-4 

  

Chakraborty & Das, 2023). Studies also confirm that 

FinTech lenders have extended credit to MSMEs and 

informal workers who historically faced rejection from 

traditional banking channels. According to small-business 

studies, access to FinTech credit has increased credit 

supply to MSMEs by up to 28%, enhancing their growth 

and resilience (ResearchGate UPI–MSME Study, 2024). 

Digital lending, therefore, supports financial empowerment 

by enabling timely, collateral-free loans that reduce 

dependence on informal moneylenders. However, 

researchers note that strong governance is essential to 

ensure the sustainability of digital credit models. 

 

Despite its benefits, digital lending also presents various 

risks, especially for low-income borrowers. Studies on 

digital banking in emerging markets caution that easy 

access to online loans can lead to over-indebtedness, as 

borrowers are lured into frequent, high-cost credit cycles 

(Chowdhury & Sinha, 2021). ResearchGate articles 

highlight concerns such as hidden service fees, aggressive 

recovery practices, inadequate disclosure, and extremely 

short repayment cycles that place financial stress on 

vulnerable populations. Scholars emphasise the need for 

transparent pricing, ethical recovery processes, and fair 

lending norms (Desai & Thomas, 2023). These issues 

reveal the darker side of FinTech credit, calling for 

stronger consumer protection policies. The literature 

argues that achieving inclusive credit access requires 

balancing innovation with regulatory oversight to avoid 

digital debt traps. 

 

Recent empirical research in India has shifted from 

descriptive discussions of FinTech to quantitative analyses 

of its impact on financial behaviour. Studies using 

household-level data find that digital payment adoption 

significantly increases formal savings, reduces cash 

dependency, and improves financial planning among users 

(Agarwal et al., 2023). Research on Jan Dhan accounts 

confirms that although account ownership increased 

drastically after government intervention, consistent usage 

remains a challenge requiring behavioural nudges 

(Banerjee et al., 2020). Region-based studies reveal that 

the impact of FinTech is uneven across states, with 

stronger financial inclusion outcomes observed in areas 

with better digital literacy and network connectivity (Singh 

& Patel, 2022; Chakraborty et al., 2025). Furthermore, 

mobile-money services have shown measurable success in 

remote northeastern regions of India, where physical bank 

branches remain limited (Rahman et al., 2021). These 

findings demonstrate the complex, region-specific nature 

of FinTech-driven inclusion. 

 

Demographic-based studies highlight that FinTech services 

are narrowing historical gaps in financial access. Research 

indicates that digital financial services have reduced the 

gender gap in account ownership by 18% by simplifying 

processes and enabling remote self-service 

  

(Deshpande & Sharma, 2021). Studies also show that 

women’s digital payment adoption surged after 

demonetization and has maintained long-term upward 

momentum as mobile banking and UPI became more 

widespread (Joseph et al., 2023). Younger populations 

also show higher adoption of digital finance due to 

smartphone penetration, while older adults face challenges 

due to lower digital literacy (Khan & Mehta, 2022). 

Collectively, the literature suggests that FinTech can act as 

an equalizer—but only if supported by targeted awareness, 

education, and accessibility initiatives. 

 

Research on the MSME sector reveals that UPI has 

strengthened enterprise resilience by enabling seamless 

payments, reducing cash-handling costs, and improving 

transaction transparency (UPI–MSME Study, 2024). 

Micro and small businesses benefit from real-time cash 

flows, lower transaction costs, and easier access to digital 

credit due to transaction history visibility. Studies also find 

that UPI has improved business digitalization, customer 

reach, and financial planning among small merchants (Rao 

& Prasad, 2023). These improvements enhance financial 

stability and boost economic participation, demonstrating 

UPI’s role as an economic enabler for India's micro and 

small business ecosystem. 

 

The article FinTech Transformation in India: Pathways of 

Innovation, Inclusion, and Regulatory Evolution Towards 

2047 provides a long-term view of India’s financial digital 

evolution. According to the authors (Vij, 2025), India’s 

digital public infrastructure—Aadhaar, UPI, DigiLocker, 

Account Aggregator, and the upcoming Unified Lending 

Interface—forms the backbone of the country’s next-

generation inclusive ecosystem. The study argues that AI- 

driven risk assessment, cross-border UPI expansion, and 

digital credit platforms will shape the future of financial 

empowerment. However, the authors also emphasize that 

cybersecurity threats, regulatory gaps, and opaque digital 

lending practices pose serious risks to inclusion. Strong 

regulation, ethical AI governance, and consumer 

protection frameworks are seen as essential for India to 

sustainably achieve its FinTech-driven inclusion goals by 

2047. 

 

According to the JETIR (2025) study, FinTech innovations 

such as UPI, Aadhaar-enabled payments, online lending, 

and mobile banking have significantly accelerated 

inclusive financial growth. The paper highlights that 

FinTech reduces transaction costs, minimizes paperwork, 

and improves service accessibility for rural and low-

income populations (Reddy & Kulkarni, 2025). The study 

also raises major challenges including low digital literacy, 

cyber vulnerabilities, and limited awareness among rural 

communities. 
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III. METHODOLOGY 
 

 

The analytical research design adopted for this study is 

based on secondary data, with the integration of 

quantitative trend analysis and econometric techniques, 

combined with the qualitative evaluation of policies. The 

methodology has been developed in reference to and by 

adapting major studies such as Sreevas et al. (2023), Vij 

(2025), Deshpande & Sharma (2021), Agarwal et al. 

(2023), and the research article on FinTech and Inclusion 

by JETIR (2025). This methodology integrates data-driven 

analysis with conceptual evaluation from verified 

secondary sources, since the objective of the study is to 

assess how FinTech innovations, or more precisely UPI 

and digital lending, contribute toward the goal of financial 

inclusion in India. 

 

Research Design 

The quantitative research design of this study, following 

Sreevas et al. (2023), is supported by time-series 

secondary data on digital payments and financial inclusion 

indicators. Their model, which correlated UPI transactions 

with inclusion parameters using regression techniques, 

forms the basis for the quantitative part of this 

methodology. 

 

In tune with the long evaluative approach that Vij 2025 has 

adopted, the study incorporates a qualitative-descriptive 

design through SWOT and thematic analysis of policy 

documents, regulatory frameworks, industry reports, and 

academic literature. The blended design aims to capture 

numerical evidence along with structural ecosystem factors 

influencing inclusion. 

 

The present research, therefore, shall employ a mixed-

methods secondary methodology that does not collect any 

primary data but relies exclusively on authenticated digital 

material, academic, and institutional sources. 

 

The present study is based entirely on secondary data 

collected from multiple reliable sources. For digital 

payments and UPI, monthly transaction volume and value 

are taken from NPCI and RBI datasets, similar to those 

used in Sreevas et al. (2023). These time-series records 

cover at least four to six years, which helps in identifying 

long-term patterns, sudden growth phases, and their 

influence on financial inclusion. 

  

Financial inclusion indicators are drawn mainly from the 

RBI’s Financial Inclusion Index (FII) and the World Bank 

Findex database, consistent with international comparative 

studies like Rahman et al. (2021). Additional support 

comes from Jan Dhan account statistics, Aadhaar- linked 

bank usage trends, and digital literacy figures available in 

JETIR (2025) and Deshpande & Sharma (2021). 

 

For digital lending, the research uses secondary reports 

and publications from RBI, SAECL, NPCI, BCG, and the 

World Bank, along with scholarly insights from 

ResearchGate studies on digital credit and inclusion 

challenges in developing economies. Policy-related 

references follow the methodology of Vij (2025), 

including RBI’s Digital Lending Guidelines, MeitY Digital 

Inclusion Reports, IndiaStack documentation on UPI–

Aadhaar–Account Aggregator frameworks, Union Budget 

statements on FinTech infrastructure, and official releases 

from NPCI, SEBI, and NITI Aayog. 

 

The academic foundation of the study is strengthened 

using research on digital payments and inclusion by 

Agarwal et al. (2023), Deshpande & Sharma (2021), Singh 

& Patel (2022), and the JETIR (2025) publication on 

FinTech-led inclusive growth. Together, these sources 

form a strong and diverse secondary database, enabling 

both empirical analysis and qualitative interpretation for 

this research. 

 

The study uses a combination of quantitative and 

qualitative analytical techniques to understand the impact 

of FinTech on financial inclusion in India. 

 

Time-Series Trend Analysis 

Following the method used by Sreevas et al. (2023), this 

research examines changes over time in UPI transaction 

volume and value, financial inclusion index scores, rural–

urban digital usage gaps, and digital credit growth. This 

helps determine whether the expansion of FinTech has 

moved in line with improvements in financial inclusion 

outcomes. 

 

Regression Analysis – Secondary-Based Replication 

Inspired by the regression framework used in earlier UPI 

studies, this work conceptually replicates the model using 

secondary data. Here, UPI indicators and digital lending 

adoption act as independent variables, while the Financial 

Inclusion Index serves as the dependent variable. The 

purpose is not to generate new regression results but to 

interpret how these variables relate to each other based on 

existing datasets and published findings. 

  

SWOT Analysis 

To better understand India’s FinTech ecosystem, a SWOT 

analysis is conducted using 

insights from Vij (2025). 

 

 Strengths: Strong UPI framework, Aadhaar-based 

authentication, and widespread mobile access. 

 Weaknesses: Limited digital literacy, cyber risks, and 

repayment issues in digital lending. 

 Opportunities: AI-driven credit scoring, cross-border 

payment development, and the Account Aggregator 

model. 

 Threats: Over-borrowing, algorithmic bias, and 

uncertain regulations. 

 

This helps connect numerical digital growth trends with 

policy considerations and real-world challenges. 
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Thematic Analysis of Literature 

Using approaches from JETIR (2025) and ResearchGate 

studies, the literature is analyzed across themes like 

affordability, consumer protection, MSME empowerment, 

gender-based participation, and rural digital inclusion. 

This strengthens the interpretation of overall findings by 

linking them to long-term inclusion goals. 

 

Variables of the Study Independent Variables: 

 UPI transaction volume 

 UPI transaction value 

 Digital lending growth/penetration 

 Internet/mobile penetration 

 Aadhaar-linked banking usage 

 

Dependent Variable: 

 Financial Inclusion Index (RBI) 

 Control/Context Variables: 

 GDP per capita trends 

 Regulatory updates 

 Digital literacy levels 

 

These control factors support deeper contextual 

understanding rather than direct primary data analysis, 

ensuring a well-rounded assessment of how FinTech drives 

financial inclusion in India. 

 

Strengths of the methodology 

Fully secondary, reliable, and replicable, consistent with 

your project requirement. Combines quantitative and 

qualitative approaches, giving a holistic picture. 

 

Directly adapted from high-quality research studies to 

ensure academic rigor. Uses datasets from many years, 

thus allowing insight into long-term trends. Incorporating 

structural, policy, and demographic perspectives. 3.6 

Limitations Lack of primary data constrains exact causal 

inference. Digital lending data is less openly available, 

thus restricting in-depth statistical analysis. Inclusion index 

may not fully represent behavioural financial inclusion. 

SWOT and thematic analyses are based on interpretation, 

which may lead to subjectivity. 

  

Findings and Analysis 

This chapter outlines the key findings derived from the 

secondary data collected through research articles, 

government reports (RBI, NPCI, NITI Aayog), industry 

whitepapers, and published studies related to financial 

literacy, fintech adoption, and digital inclusion initiatives 

in India. The findings are organized into themes based on 

the methodology of literature synthesis, trend analysis, and 

comparative interpretation. 

 

Growth of Fintech Adoption and Its Role in Bridging 

the Digital Divide 

Secondary data on the adoption of fintech services shows 

an upward trend in India, powered by UPI, mobile 

banking, Aadhaar-enabled service, and wallet-based 

transactions. According to the reports by NPCI, UPI has 

grown exponentially from 21 million transactions in 2017 

to more than 13 billion monthly transactions in 2024. 

 

This growth pattern indicates that digital transactions are 

the most important channel for financial access, especially 

for micro-entrepreneurs, rural customers, and small 

businesses. Literature by various studies, such as "FinTech 

Transformation in India" and UPI adoption papers, 

confirms that fintech innovations directly lead to the 

reduction of physical, geographical, and cost-based 

barriers, which are major components of the digital divide. 

 

Finding: Fintech adoption is no longer urban-centric; it is 

penetrating semi-urban and rural areas, therefore 

empowering small businesses and low-income households 

to participate in formal financial systems. 

 

Impact of Digital Banking and Digital Payments on 

Financial Inclusion 

Articles reviewed, for example, "Impact of Digital 

Banking on Financial Inclusion in Emerging Markets", 

have shown how digital banking channels bring in millions 

into the formal economy by offering low-cost, real-time, 

and accessible financial services. 

 

Digital banking has played a major role in improving 

financial inclusion by making banking more accessible, 

affordable, and convenient. It offers 24/7 service 

availability, allowing customers to transfer funds, check 

balances, or make payments anytime without visiting a 

branch. It also reduces transaction costs, making services 

more affordable for users. With mobile apps and online 

platforms, customers can carry out banking activities on 

their own, which increases convenience and saves time. 

  

However, research also highlights important risks. Many 

first-time digital users face challenges due to limited 

digital literacy, which can lead to poor financial decisions. 

Easy access to loans may result in over-indebtedness, 

especially when borrowers do not fully understand 

repayment terms. These issues show that while digital 

banking drives inclusion, it may also expose vulnerable 

groups to financial risk. 

 

Finding: Digital banking has significantly accelerated 

financial inclusion in India, but it has also introduced new 

vulnerabilities. Therefore, there is a strong need to 

promote financial literacy, ensure transparent pricing, and 

enforce responsible digital lending practices to protect 

consumers and support sustainable digital growth. 

 

Influence of Government Schemes on Digital Literacy 

and Inclusion 

Government schemes have played a crucial role in 

reducing the digital divide and promoting financial 

inclusion across India. Secondary sources such as 

PMGDISHA reports, Digital India dashboards, and NITI 

Aayog documents clearly show that these initiatives have 

built a strong foundation for digital empowerment. 
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PMGDISHA has trained over 6 crore rural citizens, 

helping them understand digital payments and online 

financial tools. The Jan Dhan Yojana has opened more 

than 50 crore bank accounts as of 2024, giving millions of 

households their first access point to formal banking. 

Additionally, the Aadhaar-enabled payment system (AePS) 

has enabled people in remote areas to access banking 

services through Business Correspondents (BCs), making 

transactions possible even without smartphones or bank 

branches. 

 

Together, these reforms have created an ecosystem where 

fintech can expand more effectively among underserved 

populations by improving access and awareness. 

 

Finding: Government schemes have acted as strong 

catalysts in enhancing digital skills, boosting trust, and 

promoting safer and more informed use of fintech 

platforms. 

 

Trends in Digital Lending and Associated Consumer 

Risks 

Studies and data from RBI reports show that digital 

lending is currently the fastest-growing sector within the 

fintech industry. A major driver of this growth is the wide 

availability of instant microloans through mobile 

applications, often approved within minutes. These 

platforms depend heavily on AI-based credit scoring 

systems, which analyze user data to determine eligibility 

quickly and efficiently. As a result, micro and small 

business owners now have better access to credit, helping 

them meet working capital needs and expand their 

operations. 

 

However, multiple research papers also highlight 

significant concerns. Many digital lending apps have 

unclear pricing structures, making it difficult for borrowers 

to understand the total repayment cost. Some lenders 

charge extremely high interest rates, which can trap users 

in a cycle of debt. Low-income borrowers, especially first-

time digital loan users, are more prone to over-borrowing, 

increasing financial stress. Another major issue is the 

misuse of personal data by unauthorized lending apps, 

which threatens user privacy and financial safety. 

 

Finding: Digital lending has improved loan accessibility 

and supported small borrowers, but without strong 

regulatory monitoring and widespread digital literacy, it 

can also increase financial vulnerability. Strengthening 

consumer protection and enforcing transparent lending 

practices are essential for safer and sustainable digital 

credit growth. 

 

Financial Literacy as the Connecting Link between 

Access and Effective Use 

The literature repeatedly highlights financial literacy as the 

most critical factor shaping how individuals engage with 

fintech services. Secondary studies indicate that people 

with low financial knowledge often find it difficult to 

understand important aspects like interest rates, loan terms, 

and repayment timelines. This lack of awareness increases 

their chances of falling into debt or misusing digital credit. 

Research further shows that simply having access to 

fintech tools is not enough. True financial inclusion 

happens only when individuals have the skills and 

understanding to use digital services wisely and safely. 

When people are financially aware, they make more 

responsible payment choices, avoid unnecessary 

borrowing, and manage digital transactions confidently. 

 

Finding: Financial literacy acts as the essential link 

between digital access and positive financial outcomes. It 

reduces vulnerability, supports better decision-making, and 

ensures that fintech adoption leads to empowerment rather 

than risk. 

 

Barriers Still Hindering Full Digital Inclusion 

Across academic literature and national survey data, it is 

clear that several challenges still hinder the full impact of 

fintech on financial inclusion. Significant digital gaps exist 

among women, elderly citizens, and rural communities, 

preventing equal participation in digital finance. Many 

remote regions still struggle with poor internet 

connectivity, limiting access to online services. A lack of 

trust and fear of digital fraud further discourage users from 

adopting fintech platforms. In addition, language barriers 

and complicated app interfaces make digital tools difficult 

to use for first-time users. Low awareness of cybersecurity 

and safe digital practices increases vulnerability to scams 

and misuse. 

 

These barriers prove that even though fintech services are 

widely available, not everyone can benefit from them 

equally. 

 

Finding: Financial inclusion through fintech is uneven. 

Gaps in infrastructure, education, and trust continue to 

slow down the complete digital transformation, especially 

for marginalized and low-literacy groups. 

 

Positive Economic Impact on Small and Micro 

Businesses 

Secondary data from research on UPI adoption indicates 

that digital payments have greatly benefited small and 

micro-businesses in India. They help reduce the cost and 

effort involved in handling physical cash while improving 

transaction transparency, which allows both customers and 

businesses to maintain clear payment records. Digital 

payment systems also increase customer convenience, 

making it easier for buyers to pay anytime through QR 

codes or UPI apps. With digital transaction trails, business 

owners gain better visibility of income and 

creditworthiness, improving their chances of securing 

future loans. Moreover, online payment acceptance allows 

local businesses to expand their reach, serve more 

customers, and participate in wider digital markets. 
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Finding: FinTech has significantly strengthened the 

financial stability and operational efficiency of micro and 

small businesses in India, enabling them to grow, manage 

risk better, and participate more fully in the digital 

economy. 

  

Case Study Analysis 

Impact of UPI and Digital Lending on Financial Inclusion 

in India 

 

Background of the Case 

Constantly, India has had problems with low banking 

penetration, high dependency on cash transactions, and 

limited access to formal credit among low-income 

communities and small enterprises. With the scaling up of 

FinTech innovations, this has helped address these gaps 

through two major interventions, namely UPI and digital 

lending. UPI has revolutionized the speed, cost, and 

convenience of digital payments. Digital lending, with its 

power to reshape the lending experience by simplifying 

processes, cutting paperwork, and easing credit access, has 

emerged as a critical component in this process. The 

present case study draws evidence from ResearchGate 

UPI–MSME analysis, digital banking inclusion research, 

the FinTech 2047 report, and the JETIR (2025) FinTech 

inclusion study on how these innovations have reshaped 

financial inclusion in both positive and negative ways 

within India. 

 

Problem Statement 

Serious barriers to accessibility plagued India's financial 

landscape before the mass-scale adoption of UPI and 

digital lending: MSMEs struggled with erratic cash flows, 

limited access to formal credit, and high transaction 

charges levied by traditional banking channels. Low- 

income customers were burdened with cumbersome 

documentation requirements, time- consuming loan 

approvals, and mostly did not have any credit history; 

people were then compelled to fall back on informal 

moneylenders at exorbitantly high interest rates. People 

with bank accounts rarely used them due to inconvenience 

and low levels of financial literacy. Consequently, millions 

remained underserved financially notwithstanding having 

basic banking access in a chronic inclusion gap. 

 

Intervention: Role of UPI and Digital Lending 

Platforms 

UPI turned out to be a game-changing solution by offering 

instant, secure, and zero-cost payments to anyone with a 

mobile phone and bank account. Acceptance involves 

simple QR codes, and verification is done only through a 

UPI PIN. This ease of use, per research evidence, 

motivated small businesses and rural users to adopt digital 

payments en masse after having avoided these options 

hitherto due to complexity or high charges. Digital lending 

platforms introduced paperless and fully online loan 

application processes. They relied on Aadhaar-based e-

KYC and digital credit scoring with automated 

underwriting. Such underwriting allowed users to access 

loans without physically visiting branches or presenting 

collaterals. Digital Lending also brought in challenges 

regarding exorbitant interest rates, hidden charges, and 

brief tenures of repayment that might bring harm to 

vulnerable borrowers unless regulated properly. 

 

Evidence and Observations of Case 

Impact on MSMEs through UPI 

The study by ResearchGate UPI–MSME highlights how 

the adoption of UPI considerably improved financial 

stability for micro and small enterprises. Most MSMEs 

rely on daily cash flow to run their operations, while long 

delays in payments have been one of the biggest problems. 

With UPI, the payments became instant, reliable, and 

traceable, hence giving them more control over their 

finances. Moreover, UPI provided a verifiable digital 

transaction history, which later was useful when they 

applied for loans from digital lending platforms. 

Additionally, the almost zero cost of the transaction helped 

small businesses save money while reaching more 

customers who would prefer cashless payments. This 

contributed to stronger financial inclusion and availed 

equal opportunities to small firms for participation in the 

digital economy. 

 

Impact on Low-Income Borrowers through Digital 

Lending 

Digital lending has had mixed effects on financially 

vulnerable borrowers. On one hand, the ResearchGate 

article on digital banking in emerging markets exemplifies 

the fact that digital lenders enabled quick access to credit 

for those who typically could not get bank loans due to 

lack of collateral or formal credit history. Many took their 

first-ever formal loans through digital apps that helped 

meet emergency expenses, education needs, or working 

capital requirements. On the other hand, the same research 

warns of risks such as borrowers taking multiple loans 

simultaneously due to extremely easy access. In several 

cases, hidden charges, high interest rates, and strict cycles 

of repayment created financial stress and accumulation of 

debt among low-income users. Thus, digital lending 

contributes to inclusion, but without consumer awareness 

and regulation, it may also create financial vulnerability. 

 

Integration of UPI and Digital Lending in India's 

FinTech Ecosystem 

According to the FinTech 2047 report, India is moving 

toward an increasingly interconnected FinTech ecosystem 

in which UPI data will be integrated into digital lending 

processes. UPI transaction history will enable lenders to 

make better creditworthiness assessments of users, 

especially borrowers with no formal credit score. The 

concept of "cashflow-based lending" becomes much more 

inclusive than the traditional collateral-based way of 

lending. The report further mentions that digital public 

infrastructure such as Aadhaar, Account Aggregators, and 

the evolving Unified Lending Interface will further cement 

safe and transparent data sharing. At the same time, the 

report states that growing cyber threats, misuses of 
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customer data, and predatory lending practices are starting 

to raise a red flag in this financial ecosystem, demanding 

strong regulatory oversight for protecting users and 

maintaining trust in the system. 

 

Key Findings from the Case 

The evidence from the different articles shows that UPI 

and digital lending have gone a long way in furthering the 

goal of financial inclusion in India. UPI has made digital 

payments universally available, integrated rural 

communities, unbanked consumers, and microbusinesses 

into the digital economy, while digital lending platforms 

have opened new avenues for access to formal credit 

through process simplification and the use of alternative 

credit scoring methods. This synergistic effect is created 

by the joint impact of the two innovations: transactions on 

UPI generate data, and lenders use the data provided to 

evaluate borrowers with better accuracy and fairness. 

However, problems such as over-indebtedness by 

borrowers, hidden fees, fraud in digital space, and 

insufficient levels of financial literacy also create 

challenges. The full realization of FinTech in achieving 

inclusion, therefore, rests on how strong the digital 

awareness and regulatory frameworks are. 

  

Overall Analysis 

The case analysis indicates that digital innovations have 

indeed brought seminal improvements in India's financial 

ecosystem: UPI has sorted out issues related to 

accessibility and cost, truly making it possible for millions 

to adopt digital payments without any technological 

barriers. Digital lending has opened up credit options for 

underserved groups and has supported personal financial 

needs and the growth of small businesses. Yet, the impact 

is not uniformly positive. These risks include unscrupulous 

digital lending practices and insufficient user awareness, 

which can lead to users' being cheated and facing financial 

distress. Greater integration in this digital infrastructure-

which will be assisted with initiatives like Account 

Aggregators-demonstrates great future promise, but must 

be matched with policies that protect user interests. 

Overall, UPI and digital lending are powerful tools for 

inclusion but require balanced oversight. 

 

IV. CONCLUSION 

 
The case study demonstrates that UPI and digital lending 

form two of the most important pillars in the journey 

toward comprehensive financial inclusion in India. While 

UPI democratized digital payments, digital lending 

democratized credit access. In combination, they created 

new avenues for low-income people, women, and those 

living in rural areas, along with small businesses, to engage 

in formal financial systems. However, the dividends can 

only be sustained if digital lending develops into a more 

transparent, regulated, and responsible activity. Key to this 

would be building financial literacy, enhancing 

cybersecurity, and ensuring proper pricing to ensure that 

FinTech innovation does not result in peoples' 

vulnerability. In the final analysis, the integration of UPI 

with digital lending reflects a transformational change 

toward a more inclusive, efficient, and technology-driven 

financial ecosystem in India. 

  

The increase in FinTech innovations, particularly UPI and 

digital lending, has completely changed the face of Indian 

finance. A review of literature, secondary data, and case 

evidence indicates that both technologies have greatly 

enhanced financial inclusion by reducing costs, enhancing 

convenience, and bypassing barriers such as paperwork 

and physical banking. UPI has been particularly disruptive, 

allowing low-cost, instant payments; enabling small 

businesses through better cash flows and digital transaction 

records; and promoting an exchange economy. Digital 

lending has further increased access to credit through 

digital Know Your Customer, alternative scoring, and fast 

loan disbursal. 

 

These findings, however, also bring out emerging 

challenges such as over-indebtedness, hidden fees, data 

privacy risks, and repayment pressures especially among 

vulnerable groups. This implies that technological reach 

itself cannot guarantee inclusion; strong regulation, 

responsible lending, and digital literacy would be critical 

enablers. Second, regional and demographic disparities are 

indicative of the fact that there is further work to be done 

on developing the digital infrastructure and awareness. 

 

Overall, FinTech has provided a robust foundation for 

inclusive finance in India by empowering people, 

supporting MSMEs, and building a more inclusive 

financial ecosystem. Its long-term impact, however, 

depends on achieving the right balance between innovation 

and regulation to ensure transparency, security, and 

sustainable financial participation for all. 
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