International Journal of Multidisciplinary Research and Technology
ISSN 2582-7359, Peer Reviewed Journal, Impact Factor 6.325
www.ijmrtjournal.com

FINANCIAL INCLUSION AND RISK MANAGEMENT IN DIGITAL
PAYMENTS: A STUDY OF THE IMPACT ON FINANCIAL STABILITY

Shivali Kukreja

Head of Risk and Compliance
nib NZ Ltd.

Abstract

With the emergence of digitalized payment, financial landscape has undergone a dramatic change, contributed to a
wider range of financial inclusivity opportunities. Yet, this expansion brings along with it significant challenges for
risk management and financial stability. This study explores the effects of digital payments on financial stability,
with a focus on inclusion and risk management. We conducted a survey with 1,000 digital payment users in India
and an interview with 20 experts in financial inclusion. Our findings reveal that while digital payments have
enhanced financial inclusion—75% of respondents accessed financial services for the first time—60% also
encountered issues like fraud or cyberattacks, highlighting the need for improved risk management. These are
relevant for policymakers and financial providers to find a middle ground between inclusion and security.
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Introduction

Digital payments have changed the way individuals and companies work with financial services, allowing greater
participation in the formal economy. Financial inclusion—ensuring equal access to financial services—drives
economic growth and poverty alleviation. In India, mobile payment (platform) solutions, government programs
such as UPI(Unified Payment Interface), and fintech plays have been key enablers of inclusion. Despite these
benefits, digital payments come with significant risks such as fraud, cyberattacks, and money laundering, which can
threaten financial stability and erode consumer confidence [4]. Although there is a lot of writing explaining the
advantages of digital payment, comparatively little work has been devoted to how financial inclusion and risk
management relate in the Indian setting. This research addressed this gap by examining the combined effects of
digital payments on inclusion and stability and proposed policy measures to mitigate new risks.

Literature Review
Financial Inclusion Through Digital Payments

Digital payment systems have improved financial inclusion by serving vulnerable groups. For instance, mobile
money systems have allowed low-income people to open savings accounts, and obtain credit and insurance
products [2].

Risks in Digital Payments

Widespread use of digital payment has also triggered fears about cybersecurity, fraud, and control. Unregulated
systems leave end users vulnerable to attacks such as data breaches and identity theft issues that threaten financial
stability [4].

Research Gap

While global studies have examined the benefits and drawbacks of digital payments, there is a dearth of studies on
the specific socio-economic background of India [7]. This study contributes to the literature by examining how
digital payment adoption impacts financial inclusion and risk management in India, providing actionable insights
for regulators and financial institutions.

Methodology

This paper harmonized quantitative and qualitative research methods to ensure an overall understanding of the
subject.
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Quantitative Data

We surveyed 1,000 digital payment users from urban, semi-urban, and rural areas of India. Stratified random
sampling ensured diverse representation across demographics like age, gender, and income. The survey focused on
payment usage, experiences with fraud, and awareness of risk management practices.

Qualitative Data

We obtained deep-embedded interviews with 20 financial inclusion practitioners and regulators. These interviews
explored regulatory challenges, cybersecurity measures, and the role of consumer education in mitigating risks.

Validity and Reliability

To gain validity, the survey was subjected to a pilot test, and questions within the interview were further vetted by
experts. Reliability was ensured by standardized data collection methods and by direct comparison of qualitative
and quantitative outcomes.

Results
Key Findings

1. Increased Financial Inclusion: 75% of survey participants could access financial services for the first time,
most of that used in rural and semi-urban locations.

2. Risk Exposure: 60% of respondents reported being victims of fraud or cyberattacks, which reveals substantial
weaknesses in digital payment systems.

3. Awareness Gaps: Only 45% of respondents knew about security features like two-factor authentication,
indicating a need for improved financial literacy.

Discussion
Balancing Inclusion with Risk Management

The paper identifies the ambivalent leverage of digital payments in promoting inclusion and making their users
vulnerable to risks [3]. Policymakers and financial institutions must address several key areas:

1. Policy Interventions
e Mandate two-factor authentication and encryption for all digital payment platforms.
e Enhance legislation against fraud, cyber warfare, and money laundering [6].
2. Consumer Protection
e Start financial literacy programs to educate users on secure digital payment practices.
e  Develop grievance redressal mechanisms to build consumer trust.
3. Collaborative Efforts
e Promote public-private partnerships to improve the security of digital payment systems.
e  Drive fintech innovation while upholding regulatory compliance.
Global Relevance

Although primarily concerned with India, the results can be applied equally to other rapidly integrating developing
countries with digital payments [5]. Future studies might be able to compare the practices of different countries to
determine what are the best approaches to balancing inclusiveness and risk management.
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Limitations

In this paper, the data used is based on self-reporting, which may lead to bias. Third and, more importantly, the
geographical area is constrained, and longitudinal data across more geographic areas should also be included in
future work to analyze trends with respect to time.

Conclusion

Digital payments have great potential to achieve financial inclusion and economic growth. In the meanwhile, the
research highlights the critical need for strong risk management approaches such as the prevention of fraudulent
acts, cyber offenses, and consumer safeguards. Collaboration among policymakers, financial institutions, and
fintech companies is crucial to implementing security measures, improving financial literacy, and fostering trust.
Through achieving inclusive and stable combinations, digital payments can help create new economic activities and
deliver financial resilience [8].
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