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Abstract—This study examines the impact of digital
finance on financial inclusion in Himachal Pradesh,
India. Financial inclusion, a cornerstone of equitable
economic development, remains a significant challenge in
remote and rural regions due to limited access to
traditional banking infrastructure. The advent of digital
finance, encompassing mobile banking, digital wallets,
Unified Payments Interface (UPI), and Aadhaar-linked
services, has the potential to bridge this gap by offering
accessible and affordable financial services. Using a
mixed-methods approach, this research explores the
adoption and penetration of digital finance in Himachal
Pradesh, analysing its influence on marginalized
communities, women, and small businesses. Primary
data was collected through surveys and interviews across
urban and rural regions, while secondary data was
drawn from government reports and financial institution
records. Findings reveal significant progress in financial
inclusion due to digital finance, with enhanced access to
banking services, improved financial literacy, and
economic empowerment of previously underserved
populations. However, challenges such as digital
illiteracy, inadequate infrastructure, and security
concerns persist, limiting widespread adoption. This
study highlights the transformative role of digital finance
in fostering financial inclusion while providing
actionable recommendations to policymakers, financial
institutions, and fintech innovators. These include
strengthening digital infrastructure, promoting digital
literacy, and designing tailored financial products for
diverse demographics. The findings underscore the
importance of collaborative efforts to maximize the
socio-economic benefits of digital finance in Himachal
Pradesh and beyond.

Index Terms—Digital, Financial inclusion, Technology,
Cybersecurity, Economic growth.

I. INTRODUCTION

Digital Financial Services (DFS) refer to financial
services provided through digital channels such as the
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internet, mobile devices, and digital payment
platforms. These services include online banking,
mobile banking, digital wallets, payment gateways,
credit scoring, loans, and insurance. In India, DFS has
been rapidly expanding and is bringing transformative
changes, particularly in rural and economically
underserved areas where traditional banking access
was limited.

Development of DFS and Its Role in India: The growth
of DFS in India has primarily been driven by the
objective of promoting financial inclusion and
extending banking remote
Government initiatives like Digital India, Jan Dhan
Yojana, and the Unified Payments Interface (UPI)
have significantly supported this growth. With the
increasing use of mobile and internet, along with the
rise of digital payments and FinTech, DFS has gained
momentum in India. The widespread access to
affordable smartphones and data plans has empowered
people to wuse digital financial
frequently.

Major components of DFS in India include: Mobile
Banking: Accessing banking services through mobile

services to areas.

services more

devices. Digital Wallets: Apps like Paytm, Google Pay,
and PhonePe facilitate cashless transactions. Unified
Payments Interface (UPI): A system developed by the
National Payments Corporation of India (NPCI) that
allows direct fund transfers between bank accounts.
Aadhaar Pay: Enables financial access through
biometric authentication linked to the Aadhaar card.
The Indian government and the Reserve Bank of India
(RBI) have launched several key initiatives to promote
digital finance, including: Pradhan Mantri Jan Dhan
Yojana (PMJDY): A scheme aimed at making banking
services accessible to every citizen. Digital India
Mission: Aimed at expanding digital technology to all
regions of the country and encouraging digital
transactions. Aadhaar Integration: Linking banking
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services to Aadhaar to make transactions simpler and
more secure. Digital Financial Services have played a
major role in making India’s financial system more
accessible, fast, and efficient. They not only promote
financial inclusion but also simplify business
processes and contribute to economic growth.

II. OBJECTIVES AND RESEARCH
METHODOLOGY:

The primary objectives of the paper are,

1. To assess the current state of financial inclusion in
Himachal Pradesh.

2. To analyse the adoption and usage of digital
financial services in the region.

3. To identify the barriers and challenges in
implementing digital finance.

4. Research Methodology: This Case study approach
focusing on Himachal Pradesh. Data is collected
from both primary and secondary sources. In view
of the objectives of this study primary data is
collected through 200 questionnaire surveys and
interviews with residents, small business owners,
and local authorities. The Secondary Data is
collected through Reports from government
agencies, financial institutions, and research
papers. Stratified sampling across urban and rural
areas which Focus on diverse demographics (age,
gender, income levels). We have used Statistical
analysis using software (e.g., SPSS, R) and
Qualitative analysis of interviews and focus group
discussions.

I1l. REVIEW OF LITERATURE

Davis and Fred (1989). While the Reserve Bank of
India’s (RBI) flexible regulatory requirements and the
government’s pro-startup policies have aided digital
finance startups, conventional institutions have a
heritage and established infrastructure that cannot be
readily replaced. Bagozzi and Yi (1988). Customers in
India, who are already renowned for being cautious in
their financial choices, need to feel more confident in
fintech businesses. Pallab Sikdar and Munish Makkad
(2013) Studies the benefits it provides from the point
of view of bank’s customers as well the banking
organization. Internet banking, a major constituent of
e-banking framework, has changed the dynamics of
commercial banking worldwide by virtually bringing
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the entire banking set-up at the doorstep of a common
banking customer. Salama & Parvez, (2015) this study
found that Technological advancements have
transformed not only customer-facing interactions but
also reconfigured internal business relations. Through
distributed supply chains, independent innovation,
outsourced manufacturing, and contract warehousing,
businesses have reorganized design, production,
marketing, delivery, and service functions.
Additionally, backup support operations, data
analysis, online merchants, and distributors have
enhanced risk assessment, delivery speed, and
customer service within the financial service sector.
Lyons & Kass-Hanna (2022) As the digital revolution
extends its reach across industries, people are now
more comfortable and secure in adopting tech-based
financial solutions. Chouhan (2022) Payment banks
have emerged as an additional alternative to online and
mobile banking, contributing to an increase in
operational efficiency and a reduction in the expenses
associated with providing services to customers
located in rural and semiurban areas

IV. DIGITAL FINANCIAL SERVICES
LANDSCAPE IN INDIA

India's digital financial services landscape has evolved
rapidly over the past decade, transforming the way
individuals, businesses, and government bodies
interact financially. It encompasses various players,
technologies, and regulatory frameworks that work
together to facilitate efficient, accessible, and secure
financial services across the country.

4.1. Key Players in the DFS Ecosystem:

» Banks and Financial Institutions: Traditional
banks, including both public and private sector
banks, are key players in digital financial services,
offering online banking, mobile banking, and
digital payment solutions.

» Non-Banking Financial Companies (NBFCs):
NBFCs provide services such as digital lending
and microfinance, often targeting underserved
populations and small businesses.

» FinTech Companies: Startups and technology
companies in the FinTech space have been critical
in developing innovative DFS solutions, such as
digital wallets, payment platforms, peer-to-peer
lending, and robo-advisors. Companies like
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Paytm, PhonePe, Google Pay, and Razorpay are
among the leaders in this space.

» Government Institutions and Regulators:
Organizations like the Reserve Bank of India
(RBI), the National Payments Corporation of
India (NPCI), and the Ministry of Electronics and
Information Technology (MeitY) play a vital role
in creating policies, maintaining regulatory
oversight, and developing essential infrastructure.

4.2 Technological Infrastructure:

» Mobile and Internet Penetration: High
smartphone and internet penetration across the
country has enabled the widespread adoption of
DFS. Affordable mobile data and the availability
of low-cost smartphones have made digital
services more accessible, even in rural areas.

»  Unified Payments Interface (UPI): Developed by
NPCI, UPI has revolutionized the payment
landscape in India, allowing for instant, seamless
bank-to-bank transactions using mobile devices.
UPI has been widely adopted due to its ease of use
and integration with multiple financial apps.

» Aadhaar Integration: Linking banking services
with Aadhaar, India’s biometric ID system, has
helped simplify processes like customer
verification (KYC) and subsidy distribution,
thereby expanding access to DFS.

» Digital Wallets and Payment Gateways: Digital
wallets like Paytm, Google Pay, and PhonePe
allow users to make quick and easy payments,
contributing to the popularity of cashless
transactions. Payment gateways like Razorpay
and PayU enable businesses to accept online
payments seamlessly.

V. FINANCIAL INCLUSION IN HP

Himachal Pradesh has network of around 2,292 bank
branches, with more than 76% of them in rural areas.
Himachal Pradesh has many financial institutions,
including banks, insurance companies, and
development finance corporations. There are 1170
branches of PSBs, 267 Private sector banks 568
branches of state cooperative banks in many districts
of Himachal Pradesh, including Bilaspur, Chamba,
Hamirpur, Kangra, Kinnaur, Kullu, Lahul and Spiti,
Mandi, Shimla, Sirmaur, Solan, and Una. There are
DCCBs in many districts of Himachal Pradesh,
including Solan and Kangra. There are 2170 ATMs
of various banks are installed in HP. In Himachal
Pradesh, NABARD has sanctioned a support of X3.80
crore in FY 2023-24 up to 31st December, 2023 to
various banks throughout the State for spreading
Financial Literacy through Financial and Digital
Literacy Camps. Out of this, Financial and Digital
Literacy camps amounting to 32.84 crore have been
sanctioned for spreading financial literacy and
awareness. NABARD is also implementing Gol’s
program on ‘Promotion of Digital Payments in
Mandis’ in two mandis of Himachal Pradesh viz.
Dhalli mandi, Shimla and Agricultural Produce
Market Committee (APMC) Solan. Under the said
program, QR codes have been provided by Himachal
Pradesh State Cooperative Bank and Punjab National
Bank in Dhalli, Mandi and APMC Solan respectively
to promote payments about collection of market cess
from arthiyas and collection of all other payments in
Mandis. Airtel Payments Bank has also provided
mPoS to the retail shop owners in the Mandi premises.
Various banks are organizing Financial and Digital
Literacy camps in these mandis to sensitize the farmers
and other stakeholders to make online payments.
Besides this, NABARD has also initiated to spread
Financial Awareness through Media.

VI. DATA INTERPRETATIONS AND ANALYSIS

As per the survey conducted, we have collected primary data and analysis for it is as follows.

Pie Chart — 1
6.1 Classification of Respondents according to Gender
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GENDER

others
0%

The pie chart shows that the majority of respondents (69%) are Male, while 29% are Female.
Pie-Chart-2
6.2 Classification of respondents according to their Age Group

Age Group(years)

W below-18 m19-25years ™ 26-40 41-55 mabove-55

According to the pie chart, that majority of responders people who use digital finance are between the ages of
(51%) are in the 26-40 age range. This is followed by 19 and 55. Age groups above 55, despite having
the age groups 19-25 (22%), 41-55 (19%), and over 55 access, have yet to adopt the use of digital financial
(8%). There were no responses from those under the services.

age of 18. This demonstrates that the majority of

Pie Chart — 3
6.3 Classification of respondents according to their Residential Area

semi-urban
14%

Urban
25% Rural

61%
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According to the survey's results, the majority of

respondents (61%) are from rural areas, with the

remaining 39% coming from urban and semi-urban
areas.

Pie Chart-4
6.4 Classification of respondents according to their Occupation

OCCUPATION

4%

Student

Farmer

Businessman
19%

According to the pie chart, the majority of respondents
(48 %) are salaried employees, followed by
Businessmen (19 %), students (16%) are habituated to
use mainly the UPI wallets for instant money transfer
and payments. Farmers (13%), and others (4%) make

Employee
48%

up a smaller percentage of the respondents. There is
ample opportunity for rural places to create or adapt to
digital finance services. This is where the government
may focus on how to deliver these services.

Pie Chart-5
6.5 Do You Use any Digital Financial Services?

No
44%

The pie chart shows that the majority of people (56%)
use digital financial services. This is a significant
increase in the number of people who use digital
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Yes
56%

financial services in this hilly state and suggests that
digital financial services are becoming increasingly
popular.
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Bar Chart-6
6.6 What Digital Financial Services do you use?

Mode of DFS

aweler I 2
pebit/credit corcs - [ <
v N 17
Mobite Barking. [ ::
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Others _ 8

0 5 10 15 20 25 30 35 40 45 50
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Data show that the most popular digital finance
services are debit/credit cards (43%), mobile banking
(41%), and e-wallets (32%). Both the mobile banking
and Cards services have created an impact on the

digitalization of the Payments. This is followed by net
banking (29%), UPI (27%), and others (8%). There is
a lot to do for promoting DFS in the people of this hilly
state.

Bar Chart-5
6.7 What is the Purpose and Frequency of Using Digital finance Services in HP?

Purpose of using Digital Finance

50

40

30

2

o

1

o

Money transfer eShoping

H Frequently M Neutral

31
g I : IS II & II

PayBills Tickets Others

M Rarely Never

According to the study, the three most frequently used
digital services are Pay bills 45%, money transfers 35,
online shopping 25% and only 12%use for ticket
bookings in state. Most of the users use rarely and
neutral. A lot of the people never use digital financial
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services in HP. This might be due to various reasons it
may be less awareness, low trust or low internet and
smartphone penetration in rural and remote regions
still face connectivity challenges, limiting access to
digital financial services.
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6.8 What are the main challenges you face in using Digital Financial services?

Challenges

Cyber security

Fraud

Access to technology

Lack of Trust

Digital iliteracy

None

o
(%]
=
o

15

W Series 1

Cyber security, 32

Fraud, 39

Access to technology,

35
Lack of Trust, 18
Digital iliteracy, 22
None, 35
25 30 35 40 45

The bar chart depicts the findings of survey on the
problems associated with adopting digital financial
services. The main challenges are cyber frauds (39%),
lack of access to technology (35%), Cyber security

32%, digital illiteracy (22%) and lack of trust (18 %).
There are some respondents (35%) not face any
challenge in using Digital Finance Services.

6.9 How has the use of digital financial services impacted your financial well-being ?

IMPACT ON FINANCIAL WELL-BEING OF USERS
Worsened

4%

No Impact
34%

The pie chart shows that the majority of respondents
(62%) have used digital financial services to improve
their financial well-being. Whereas there are people
who are Neutral, having no impact on their financial
well-being (34%) and a population of (4%) have a
negative financial impact. Digital financial services
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Improved
62%

have dramatically improved access to formal accounts,
especially for marginalized communities. Increased
access to digital services has led to a reduction in
remittance transaction costs, which has facilitated
sharing of financial burdens and alleviated poverty.
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Chart-8

6.10 How much satisfied are you with the believe that DFS have the potential to promote digital financial inclusion

in India?

OPINION

The pie chart shows that the majority of respondents
(40%) strongly believe, followed by respondents
(31%) who Believe that digital financial services have
the potential to promote financial inclusion in HP. As
well as in India. 22% respondents remain neutral and
not give any response. Whereas small population (7%)
disagree that Digital Finance Services have the
potential to promote Financial Inclusion in India. This
is a positive finding, as it suggests that people of this
hilly state are increasingly seeing digital financial
services as a way to reach the under-served.

VII. IMPACT OF DIGITAL FINANCIAL
SERVICES IN INDIA

Digital Financial (DFS) have had a
significant impact across various sectors in India,
bringing transformative changes to economic, social,
and financial landscapes. DFS has made transactions
faster, more accessible, and affordable, contributing
positively to the country’s economy and society.

7.1. Economic Impact:

Financial Inclusion: DFS has played a vital role in

Services

financial inclusion, especially in rural and remote
areas where traditional banking access was limited.
Through digital banking, mobile wallets, and Aadhaar-
linked payments, previously unbanked individuals can
now access essential financial services.

Economic Growth and Increased Productivity: Digital
payments and instant transactions have streamlined
business operations, making them more productive
and efficient. This is particularly beneficial for small
businesses and retail merchants, as digital payments
simplify transactions and reduce dependency on cash.
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Strongly Agree
40%

Reduction in Operational Costs: Digital services have
reduced reliance on paperwork and minimized staffing
needs, lowering operational costs for financial
institutions and increasing efficiency.

7.2. Social Impact:

Accessibility and Convenience: People can now
access banking services through smartphones or other
digital channels, providing financial access even to
those unable to visit a bank. This convenience is
especially crucial in rural areas.

Empowerment of Women and Underserved Groups:
DFS has empowered women and low-income groups
by enabling financial independence. Services like
mobile banking and microfinance provide credit and
small loans to women and rural communities,
expanding access to financial resources.

Increased Digital Literacy and Awareness: The spread
of DFS has fostered digital literacy, making people
more knowledgeable about online transactions and
digital tools, thus increasing overall digital awareness
in society.

7.3. Impact on Financial Institutions:

Improved Customer Experience and Service: Digital
services offer 24/7 access to banking, which has
enhanced customer satisfaction and convenience,
leading to better overall customer experiences for
banks and financial institutions.

Enhanced Operational Efficiency: By incorporating
digital processes and artificial intelligence, financial
institutions can improve fraud detection, credit
and support thus
streamlining their operations.

Increased Innovation: The rise of digital financial

scoring, customer services,

technology has fostered innovation in banks and

1983



© February 2025 | IJIRT | Volume 11 Issue 9 | ISSN: 2349-6002

financial institutions, resulting in new services and
products tailored to meet changing customer needs.
7.4. Impact on Government and Subsidy Distribution:
Direct Benefit Transfer (DBT): Through DFS, the
government can directly transfer subsidies and
benefits to beneficiaries’ bank accounts, reducing
corruption and increasing transparency.

Aadhaar Integration and Government Schemes:
Aadhaar-based payment systems simplify identity
verification and allow citizens to access government
schemes quickly and efficiently.

VIII. CHALLENGES FACING DIGITAL
FINANCIAL SERVICES IN HP

Despite the rapid growth and adoption of digital
financial services in India, several challenges hinder
their full potential. Addressing these issues is crucial
to ensure DFS reaches all sections of society and
continues to foster financial inclusion and economic
growth.

8.1 Digital Divide and Accessibility Issues:

+« Limited Digital Literacy: Many users, especially
in rural areas, lack the digital literacy necessary to
navigate and understand digital financial services.
This lack of awareness can lead to confusion,
errors, and reluctance to adopt DFS.

+ Low Internet Penetration in Rural Areas: While
internet and smartphone penetration has increased
significantly, rural and remote regions still face
connectivity challenges, limiting access to digital
financial services.

+ Language and User Interface Barriers: Many
digital platforms primarily operate in English or a
few regional languages, making it difficult for
non-English speakers or those unfamiliar with
digital interfaces to use DFS effectively.

8.2 Cybersecurity and Fraud Risks:

¢ Increasing Cyber Threats: With the rise in digital
transactions, cyber threats such as phishing,
hacking, and identity theft have also increased.
Many users are not well-informed about online
security, making them vulnerable to cybercrimes.

s Weak Data Privacy Protections: India's data
privacy laws are still evolving, and many DFS
providers collect vast amounts of personal data.
Ensuring data protection and privacy for users
remains a challenge, with risks of data misuse or
breaches.
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% Lack of Strong Authentication: Although many
DFS providers use basic authentication methods,
there is still room for improvement in ensuring
robust and secure authentication processes to
prevent unauthorized access.

8.3 Financial and Regulatory Challenges:

« Regulatory  Uncertainty: The  regulatory
environment for DFS in India is still developing,
and frequent changes can create uncertainty for
providers and users alike. Clear and consistent
regulatory guidelines are needed to support DFS
growth while ensuring consumer protection.

% High Costs for Small Transactions: For small

businesses and low-income users, transaction fees

or charges on certain digital services can be
prohibitive, limiting their willingness to use DFS.

Lowering costs or offering subsidies could help

drive adoption in these segments.

Limited  Digital Credit and Lending

Infrastructure: While digital lending has grown,

the regulatory framework around it remains

limited, and there are challenges in credit
assessment and loan recovery, especially with

>

o,
*

informal borrowers who may lack credit history.

8.4 Operational and Infrastructure Limitations:

% Unreliable Power and Network Infrastructure: In
many rural areas, power outages and network
instability make it difficult to access digital
financial services consistently, discouraging users
from relying on DFS.

+ Device and Technology Constraints: Many
people, especially those from low-income
households, may lack access to smartphones or
have older devices that may not support the latest
DFS applications. Additionally, limited data plans
can restrict the use of data-intensive DFS apps.

8.5 Trust and Awareness Issues:

% Low Trust in Digital Systems: Many users,
particularly older generations or those in rural
areas, are skeptical about digital systems due to a
lack of trust or fear of losing money in an
unfamiliar digital environment.

« Limited Awareness of DFS Benefits: There is a
need for greater awareness of the benefits of
digital financial services, such as ease of use, cost
savings, and safety compared to cash-based
transactions. Education and outreach programs
are essential to promote the advantages of DFS.
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8.6  Digital  Payment  Infrastructure  and

Interoperability Issues:

% Limited Acceptance of Digital Payments by Small
Businesses: Small vendors and local businesses,
particularly in semi-urban and rural areas, often
prefer cash transactions. Encouraging them to
accept digital payments is essential for DFS
expansion.

s Lack of Interoperability Among Digital Wallets:
Although systems like UPI have enhanced
interoperability, many digital wallets are still not
fully interoperable with one another, creating
friction for users who wish to switch platforms or
transfer funds across wallets.

8.7 Dependence on Cash-Based Economy:

¢ Preference for Cash Transactions: A large portion
of the Indian economy remains cash-based, with
people in rural and low-income urban areas often
preferring cash over digital methods. Changing
this mindset and building trust in digital
transactions is a significant challenge.

¢ High Cash Dependency in Informal Economy:
Many small businesses and individuals operating
in the informal economy rely on cash, making the
shift to digital payments challenging. Providing
incentives and education on DFS could encourage
greater adoption in these sectors.

IX. FINDINGS AND CONCLUSION

Digital financial services have the potential to promote
financial inclusion in hilly state Himachal Pradesh.
The majority of respondents were from rural areas in
the survey and strongly believe or believe this is the
case. The most popular digital finance services are
debit/credit cards, mobile banking and e-wallets
among the people of this state. A lot of the people
never use digital financial services in HP. This might
be due to various reasons it may be less awareness, low
trust or low internet and smartphone penetration in
rural and remote regions still face connectivity
challenges, limiting access to digital financial services.
Overall, India's DFS landscape combines government
efforts, technical breakthroughs, and a fast-developing
ecosystem of FinTech businesses, all of which
contribute to a digitally empowered financial sector.
With continuing government backing, innovation, and
regulatory reforms, India's DFS sector is primed for
rapid expansion, with the potential to make financial
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services broadly accessible. Digital Financial Services
have caused dramatic changes in India's economic,
social, and financial sectors. They have not only
promoted financial inclusion but have also empowered
various segments of society economically. The
continued expansion and impact of DFS in India are
likely to help build a more robust and inclusive
financial system in the future. To fully realize the
potential of digital financial services in remote areas
of India, addressing these challenges is critical.
Bridging the digital divide, enhancing cybersecurity
measures, developing a stable regulatory framework,
and promoting digital literacy will be key steps in
ensuring that DFS can be used safely and efficiently
by all segments of the population. DFS can play a
transformative role in India’s economic growth,
making financial services more accessible, efficient,
and inclusive. This ongoing evolution is expected to
bring India closer to its vision of a cashless, digitally
empowered economy, where DFS is universally
accessible to all citizens.
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