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Abstract

This thesis examines the transformative impact of digital payments on financial inclusion
especially in India, focusing on the hurdles faced and the opportunities presented by this
burgeoning landscape. The rapid growth of digital payment systems, notably the Unified
Payments Interface (UPI), has revolutionized the financial transaction ecosystem, reshaping
the way individuals engage with money. However, despite the remarkable progress, a

significant knowledge gap persists in rural areas, hindering widespread adoption.

Through a comprehensive analysis, this thesis explores the trajectory of digital payment
utilization before and after the proliferation of mobile phones, as'well as the influence of the
COVID-19 pandemic on the adoption of these methods. Notably, a substantial proportion of
the rural population, characterized by an average annual income of Rs. 110,000/- or less,
remains untapped by digital payment systems, with a significant portion having never engaged
in such transactions. The research_highlights the potential of smartphone penetration, with

approximately 57 percent ownership, as a catalyst for enhancing inclusivity.

This investigation also delves into the interplay between the ascendancy of digital payments
and the expansion of the fintech sector in India. The preference for fintech payment
applications over traditional bank-specific apps emerges as a significant trend. This study aims
to uncover the factors underpinning this preference, shedding light on the motivations driving
individuals to opt for fintech solutions. By examining the nuanced distinctions between fintech
and traditional banking offerings, the research contributes to a deeper understanding of the

evolving financial landscape.




This thesis underscores the imperative of bridging the knowledge gap to facilitate the broader
adoption of digital payment systems, especially in rural contexts, thereby advancing financial
inclusion. The findings provide insights into the symbiotic relationship between digital
payments and the burgeoning fintech industry, offering valuable perspectives for policymakers,

practitioners, and stakeholders in the Indian financial ecosystem.




1. Introduction

The progression of currency and the rise of electronic transactions

The trajectory of money, an inherent component of human civilization, has been extensive and
characterised by gradual development. The origins of economic exchange may be traced back
to the barter system, which involved the direct exchange of items without the use of money.
However, this system had ationations such as the absence of a standardised value system and
the perishability of goods. Consequently, there arose a necessity for a more resilient method of
economic exchange (Bagli & Dutta, 2012). This requirement led to the emergence of the
concept of commodity money, in which objects possessing intrinsic worth, such as salt or gold,
were utilised as mediums of exchange. Nevertheless, the difficulties associated with the ability
to divide, the existence of different types, and the capacity to store commodity money led to

the requirement for the creation of a more secure and dependable type of currency.

The introduction of metallic currency, particularly gold and silver coins, represented a notable
progress in the field of trade and commerce. During this era, standardised monetary systems
were established, which were supported by the intrinsic value of the metals utilised. However,
the inherent vulnerability of metallic currency, such as the potential for theft and misplacement,
prompted the development of paper money in China during the Tang dynasty. The introduction
of representative money entailed the assurance of monetary value by the issuing authority,

typically a government or bank (Franciska & Sahayaselvi, 2017).

The current banking system emerged in response to the inherent hazards involved with

handling tangible currency. Banks initiated the provision of safeguarded wealth storage and




facilitated transactions through the use of notes and subsequently, checks. The 20th century
experienced a notable shift with the advent of electronic currency, specifically credit and debit
cards, which brought about a revolution in the financial industry and paved the way for the era

of digital payments.

The digital payments revolution commenced in the 21st century. The current period is
characterised by advancements such as online banking, mobile banking,.and several types of
electronic wallets, which have fundamentally transformed. the financial transaction
environment. The simplicity, rapidity, and security provided by these digital platforms have
resulted in their extensive adoption and utilisation. The COVID-19 epidemic expedited the
acceptance of digital payments as a result of the non-contact characteristic of these transactions,

emphasising their significance in the contemporary economy (Gadge & Rai, 2019).

As banking sector begin to implement new concepts such as electronic money or plastic money
in the system. Here the concept of ‘Digital payment’ started in the form of card payments.
Credit or debit cards were considered to be the first electronic money as it provided a method
of storing currency electronically and withdrawing money from an ATM. Credit/debit cards
can now be saved on mobile devices. Not only cards but also banking services can be operated
through the mobile devices. Customers may pay with services like Apple Pay and Google Pay,
by simply tapping their smart phones to a point-of-sale terminal. It eliminates the need for a

physical card to be carried in your wallet.

There are further benefits associated with digital payments, including the following:




o When customers use digital payments, they are able to pay for their things in a quick
and easy manner, regardless of whether they are placing an order online or paying to
merchants.

o The widespread use of contactless payment systems has become the standard as a
direct consequence of the outbreak of the coronavirus. If you actually want to achieve
the goal of eliminating engagement with the issuer, accepting digital payments might

be the solution.”

Further, in this thesis we will study the various modes of Digital payments in our country and
how we can include more people into the digital payment landscape which will help our country

grow fast.

The Transformation of Digital Payments in India

Several significant advancements have revolutionised the digital payments ecosystem in India.
The implementation of the-Unified Payments Interface (UPI) by the National Payments
Corporation of India in2016 was a noteworthy achievement. The introduction of UPI enabled
instantaneous and real-time transfers between banks using a mobile platform, fundamentally
transforming the manner in which Indians interact with financial services. The system's
widespread adoption may be attributed to its user-friendly interface, robust security measures,
and impressive processing speed, which have played a pivotal role in driving the expansion of

digital payment services in India.




Notwithstanding these progressions, obstacles endure, especially in rural regions where a
deficiency of infrastructure, digital literacy, and knowledge about digital payment systems
impede extensive usage. The disparity in access to digital payment systems between urban and
rural areas continues to be a substantial obstacle to achieving widespread adoption (Ozili,

2020).

The importance of financial technology (fintech) in India from the perspective,of financial

inclusion

In order to foster economic growth and alleviate poverty;-it is vital to ensure that financial
services are easily accessible and distributed in a fair manner. This concept is known as
"financial inclusion.” According to the policy objective of the Indian government and the
Reserve Bank of India (RBI), the inclusion of financial services has been elevated to the highest
priority. When it comes to integrating millions of financially excluded Indians into the
regulated banking system, the execution of several initiatives, such as the Pradhan Mantri Jan
Dhan Yojana (PMJDY), which was begun in 2014, has played a particularly important role.
According to the Ministry of Finance of the Government of India (2021), the initiative made it
possible to introduce bank accounts that did not require a minimum balance, RuPay debit cards,
and an overdraft option. As a result, the availability of financial services was significantly

increased.

Through its contributions to the advancement of financial inclusion, the fintech industry in
India has been essential. The novel solutions that have been developed by fintech companies
are especially geared to suit the requirements of persons who do not have access to traditional

banking services or who have restricted access to such services. As a result of the advent of




fintech companies that offer payment solutions, lending platforms, and insurance services,
conventional banking models have been revolutionised, which has resulted in an increase in
the accessibility and affordability of financial services (Ali, Khan, & Khan, 2022; Ashish &

Kumar 2122).

Identification of Research Gap and Study Objective

Although there has been notable advancement in financial inclusion and the expansion of
financial technology, there is still a lack of comprehension regarding the acceptance and
consequences of digital payment systems, particularly in rural and semi-urban regions. This
thesis seeks to fill this void by examining the determinants of digital payment uptake and the
impact of fintech on enhancing financial-inclusivity in India. The study aims to offer valuable
insights into individuals' inclinations towards fintech solutions as opposed to traditional
banking procedures, and to analyse the consequences of these trends on the wider financial

ecosystem.

Methodology

Adopting a mixed-method approach, this research combines qualitative and quantitative
methods to offer a comprehensive analysis of the impact of digital payments on financial
inclusion. Primary data will be collected through structured surveys and semi-structured
interviews across varied demographics, complemented by secondary data from academic
literature, government reports, and financial records. Statistical techniques, including

regression analysis and correlation, will be employed to analyze the data, providing a




quantitative assessment of the impact of digital payments on financial inclusion (Mishra &

Sharma, 2022; Sarkar & Das, 2023).

Importance and Consequences

The findings of this research have important consequences for students, politicians, financial
institutions, and fintech startups. The study will provide insights into the factors that motivate
and hinder the acceptance of digital payment systems, which can then be used to develop
effective approaches for promoting financial inclusion. Moreover, it-will offer significant
perspectives on the changing fintech industry in India, thereby aiding the formulation of
regulations and creation of products that address the varied requirements of the Indian

populace.

Thesis Structure

The thesis is organised into multiple pivotal sections, each focusing on a crucial facet of

financial inclusion and fintech in India:

1. Comparison of Digital Lending and Physical Lending: Analysing the current patterns and

obstacles in digital lending in contrast to conventional physical lending methods.

2. Comparison of Urban and Rural Banking: Examining the unique features of banking in

urban and rural regions and their impact on promoting financial inclusivity.

3. The Role of Phygital Banking Model and Business Correspondents in Enhancing
Financial Inclusion in Rural Areas: Examining how the Phygital Banking Model and

Business Correspondents contribute to improving access to financial services in rural areas.
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4. Evaluation of the Influence of No-frills Accounts and Basic Savings Bank Deposit
Accounts (BSBDASs) on Financial Inclusion: Analysing the effects of no-frills accounts and

BSBDAs on the promotion of financial inclusion.

5. Aadhaar Enabled Payment System (AePS) and Digital Transactions: Examining the
expansion of AePS and its contribution to enhancing financial inclusivity via digital

transactions.

The thesis will conclude with a thorough examination of the results, including suggestions for
improving financial inclusion in India through the use of digital payments and fintech

advancements.
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2. Literature Review:

2.1. Financial Inclusion:

The goal of financial inclusion is to guarantee that people who are economically disadvantaged
or have a low income have access to a variety of financial services at price points that are
affordable to them. These services include payment alternatives, savings accounts, and credit
facilities. 'All-Inclusive Financing' is another name for this type“of-financing plan.
By ensuring that vulnerable groups, such as weaker portions and‘low-income groups, have
access to financial services and obtain timely and adequate credit at a fair cost, the concept of
financial inclusion is referred to as the act of guaranteeing financial‘inclusion. During the year
2008, the Reserve Bank of India formed the Committee on.Financial Inclusion, which is now
being directed by Dr. C. Rangarajan. When taken in its widest meaning, the concept of financial
inclusion refers to the objective of ensuring that all persons have convenient and cheap access
to a wide range of financial services. Itis important to note that they include not just banking
products but also other financial services such as insurance and equity products (The
Committee on Financial Sector Reforms, Chairman: Dr. Raghuram G. Rajan). The
fundamental goal of the Financial Inclusion initiative is to remove barriers that prevent
individuals from participating in the financial industry and to offer them with financial services
that are tailored to their specific needs without any kind of discrimination from any sort of

financial institution. Persons and groups that provide services are also included in this category.

Financial inclusion can be summarised by three key elements:
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Financial inclusion entails providing individuals and businesses with limited resources,
including those who are unprivileged or have low incomes, with increased access to financial

services.

Financial inclusion initiatives support underprivileged regions and nations in fostering

economic growth,

The rise of Fintech is considered a significant factor in promoting greater financial inclusion.

What is the importance of prioritising Financial Inclusion?

It is essential for people all throughout the world to have access to financial services, regardless
of whether or not they live in underdeveloped countries. According to a study conducted by
the World Bank, it is anticipated that more than fifty percent of the people in India would be
classified as having a low income and. will not have access to financial services.
As seen by its Universal Financial Access 2020 strategy, the World Bank has made the
inclusion of financial services a top-priority. The effort intends to make it possible for a
minimum of one billion-people all over the world to have access to key financial services.
These services include the capacity to have a bank account or other financial account that can
be used for performing transactions, receiving and making payments, and saving money.
According to the World Bank, as of the year 2020, more than 1.7 billion adults, which is about
one-third of the total adult population of the world, do not have access to financial services or
have restricted access to them.
As one of its primary objectives, the United Nations Development Programme (UNDP) has
made the inclusion of financial services a top priority. When it comes to financial inclusion
measures, the United Nations places a high priority on giving support to women who either do
not have access to banking services or have restricted access to them. It is nevertheless the case

that a sizeable part of the population does not have access to financial services. People who
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have only the most fundamental transactional bank accounts are considered to be unbanked.
The persons in question are in possession of the traditional methods of conducting transactions;
nevertheless, they do not possess the competence necessary to incorporate these methods into
digital platforms.
Consequently, this has resulted in a widespread condition of financial instability and poverty
among persons who have little financial means and are unable to make use of the services and
products offered by banks. Due to the limited availability of banks, particularly'in rural regions,
persons who do not have bank accounts are forced to rely on cash or checks in orderto complete
transactions. This leaves them vulnerable to the possibility of becoming a victim of theft or
fraud. The concept of financial inclusion refers to an all-encompassing endeavour that
encompasses not only the supply of financial services but also the development of awareness

and security measures to avoid theft and different types of fraud.

Enhancing Access to Financial Services in India:

At the beginning of the development of financial inclusion in India, the nationalisation of banks
took place between-the years 1969 and 1980. This is in contrast to the fact that the Reserve
Bank of India highlighted the significance of Financial Inclusion in its annual report in 2005,
and ever since then, there has been a significant emphasis placed on it. For the purpose of
reaching out to the general population, it is recommended that banks make an effort to expand
their financial services to rural regions.
As a result of the recommendations made by the Rangarajan Committee in 2008, the Financial
Inclusion programme has emerged as a key policy effort within the banking sector. Following
the 2010-2011 fiscal year, discernible enhancements were noted in the manner in which FIPs

were carried out. The presence of commercial banks in rural areas was expanded through the
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establishment of new branches, the expansion of their reach to villages, the installation of
automated teller machines and digital kiosks, the deployment of business correspondents
(BCs), the provision of basic savings accounts, and the provision of credit through Kisan Credit
Cards (KCCs) and General Credit Cards (GCCs). As society undergoes transformation and the
demands of individuals grow, the notion of Financial Inclusion is also altered. The revised

definition of "financial inclusion" is as stated below:

» Opening a simple bank account
» Savings accounts (without a requirement for a minimum balance)

> Availability of diverse payment methods (such as payment cards and mobile banking)

Government payments, including Direct Benefit Transfers, should be directly deposited into

the accounts of beneficiaries instead of intermediaries.

The bank's supply of an overdraft or loan facility refers to its ability to offer customers the

option to borrow money beyond their available funds.

o Insurance and other financial services are accessible to all individuals.
o Access to financial services, including banking, insurance, and loans, for individuals
who are economically disadvantaged.

o A promotional agent utilising a model supported by a Business Correspondent.

o Promote the use of non-cash transactions to enhance financial stability.
The Prime Minister Jan Dhan Yojana, more commonly referred to as PMJDY, is a programme
that is run by the government. On August 15, 2014, the Honourable Prime Minister of India
launched the Yojana with the intention of ensuring that every household in the country has
access to banking services and facilities. This was done with the intention of ensuring that the
Yojana would ensure widespread financial inclusion.

The procedure of creating a savings account can be started by an individual without the need
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for any first contribution to be made. Through activities aimed at promoting financial literacy,
PMJDY provides persons who do not have bank accounts with simple access to banking
services and knowledge about financial products. The Pradhan Mantri Jan Dhan Yojana
(PMJDY) was first conceived as an undertaking that was audacious, forward-thinking, and
ambitious. The data indicates that 28.70 crore, which is comparable to 66.69 percent, of
PMJDY accounts are situated in rural regions. Furthermore, 23.87 crore, which is more than
55.47 percent, of PMJDY account holders are women, which highlights the inclusive nature of
this project. With the goal of promoting financial inclusion in India, the Pradhan Mantri Jan

Dhan Yojana (PMJDY) is an effort that is widely recognised as being very effective.
Till March, 2018 data for financial services in India was as follows:

Table 1: Financial services and Financial Inclusion in India

S.No. Variable O " Mar-10  Mar-13 Mar-16 Mar-18
\ §

1 Banking Outlets (Villages — Total) 67694 268454 586307 569547
2 Urban Locations covered through BCs 447 27143 102552 142959
3 Basic Savings Deposit Account (BSDA) 600 1010 2380 2470

through branches (No. in Lakh)

4 Basic Savings Deposit Account through 4400 16500 47400 73100

branches (Amt. in Rs. Crore)

5 Basic Savings Bank Deposit Account 130 810 2310 2890

through BCs ( in Lakh)
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Following are the previously published literature on Digital Payment and Financial Inclusion

which I have reviewed for my thesis:

The International Journal of Research recognises several difficulties and opportunities

for achieving financial inclusion in India.
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Difficulties:

» Many Indians have inadequate levels of literacy and financial understanding. This is a
challenge for them in comprehending and utilising financial products and services.

» Many Indians residing in rural areas face a dearth of financial institutions, resulting in
limited or no access to such establishments. This is a challenge for them in terms of
accessing financial services.

» The cost of financial services in India is high, particularly “for=individuals and
households with modest incomes.

» Financial processes in India can be intricate and need a significant amount of time. This
can deter individuals from utilising financial services.

» Discrimination: Certain demographic groups, such-asswomen and religious minorities,

may encounter discriminatory treatment when attempting to obtain financial services.

Potential prospects or favourable circumstances for advancement or success:

Technological improvements, such as.the development of mobile banking and online banking,
have the potential to address certain obstacles to achieving financial inclusion. Mobile banking
enables individuals residing in remote regions to get financial services without the need to

physically visit a bank location.

The Indian government has implemented several efforts to encourage financial inclusion,
including the Pradhan Mantri Jan Dhan Yojana (PMJDY) and the Pradhan Mantri Mudra
Yojana (PMMY). The Pradhan Mantri Jan Dhan Yojana (PMJDY) facilitates the provision of
bank accounts to every Indian citizen, whilst the Pradhan Mantri Mudra Yojana (PMMY)

offers loans specifically to micro, small, and medium companies (MSMES).
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Private sector activities are contributing to the promotion of financial inclusion. Financial
technology (fintech) companies are creating customised financial products and services

specifically designed for low-income individuals and households. Aggarwal, Richa. 2014

"The Impact of Fintech on Financial Inclusion in Rural India: A Panel Data Analysis"
conducted by Ahuja and Chawla reveals that fintech has a favourable influence on financial
inclusion in rural India. The study employs a panel data analysis encompassing 22 states and
union territories in India, spanning from 2015 to 2020, to investigate the correlation between
fintech adoption and financial inclusion. The findings indicate that fintech adoption exerts a
significant and positive effect on account ownership, credit accessibility, and savings. Notably,
the impact of fintech on financial inclusion is particularly pronounced among women and

individuals with low socioeconomic status.

The study also reveals that the influence of fintech on financial inclusion is moderated by
financial literacy. Fintech simplifies the process of accessing financial services, but individuals
must possess financial literacy to utilise these services efficiently. The authors propose that
policymakers should prioritise the promotion of financial literacy in rural India to optimise the

advantages of fintech for financial inclusion. - Ahuja, V., & Chawla, S. (2023).

The study "The role of mobile banking in promoting financial inclusion among women in India:
A structural equation modelling approach™ conducted by Ali, Khan, and Khan concludes that
mobile banking has a favourable effect on the financial inclusion of women in India. The
authors employ a structural equation modelling methodology to investigate the correlation
between the utilisation of mobile banking services and the level of financial inclusion. They

also account for other characteristics including age, education, income, and occupation.
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The researchers discover that the use of mobile banking has a noteworthy beneficial effect on
the possession of accounts, access to credit, and accumulation of savings. Mobile banking has
a significant effect on financial inclusion, especially for women with limited education, lower
incomes, and residing in rural regions. The authors have also discovered that the influence of
mobile banking on financial inclusion is facilitated by financial empowerment. Mobile banking
facilitates women's access to financial services and enables them to effectively manage their
funds, resulting in enhanced financial empowerment. The authors of the paper are Ali, M. S.,

Khan, M. M., and Khan, M. A. 2022.

"The Role of Fintech in Enhancing Financial Inclusion for Small Businesses in India: A
Qualitative Study" conducted by Ashish and Kumar aimed to investigate the impact of fintech
on financial inclusion among 30 small businesses:in India.-The study revealed that fintech has
positively influenced financial inclusion for small'businesses in several ways. Firstly, fintech
has facilitated easier access to financial services for small businesses. Previously, these
businesses encountered significant obstacles, including high interest rates and collateral
demands, when attempting.to access financial services. Fintech has alleviated these barriers by

providing small businesses with online and mobile financial services.

Furthermore, fintech has effectively diminished the expenses associated with financial services
for small businesses. Fintech companies frequently impose reduced fees compared to
conventional financial institutions. Consequently, this has rendered financial services more

economically accessible for small enterprises.

Furthermore, fintech has enhanced the transparency of financial services for small businesses.
Fintech companies frequently furnish small businesses with explicit and succinct information
regarding their fees and terms and conditions. Consequently, this has diminished the likelihood

of exploitation and fraudulent activities. The authors also identified certain obstacles that must
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be addressed to optimise the advantages of fintech for financial inclusion among small
businesses in India. One such obstacle is the lack of awareness or understanding of fintech
among many small businesses in India. Additionally, a significant number of small businesses

in India lack access to the internet or smartphones.

"The Impact of Fintech on Financial Stability in India: A Theoretical Analysis" by Bhatnagar
and Jain investigates the possible effects of fintech on the stability of the financial system in
India. The authors contend that fintech possesses the capacity to enhance as'well as undermine

financial stability.

One potential benefit of fintech is its ability to enhance financial stability through:

o Fintech can enhance the resilience of .the financial system, hence reducing the
likelihood of financial catastrophes. For instance, the implementation of fintech might
mitigate the likelihood of bank runs by offering clients alternate means to avail financial
Services.

o Fintech has the potential to enhance financial inclusion by improving the accessibility
and affordability of financial services for a broader demographic. This can mitigate the
danger of financial instability by decreasing the number of individuals who experience

financial exclusion.

Fintech can enhance financial literacy by offering consumers accessible and comprehensible
information regarding financial products and services. This can mitigate the danger of financial

instability by empowering customers to make more informed decisions.

Conversely, fintech can also jeopardise financial stability through:
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o Fintech companies face a heightened vulnerability to cyberattacks, which can
disrupt their operations and pose a significant risk to the financial system.

o Fintech might heighten the susceptibility to fraudulent activities by facilitating
crimes like identity theft and money laundering. This can potentially provide a
potential threat to the stability of the financial system.

o Enhancing the intricacy of the financial system: Fintech has the potential to amplify
the complexity of the financial system, hence posing challenges in terms of
regulation and supervision. This can potentially provide a potential threat to the
stability of the financial system. The authors of the paper are Bhatnagar, N. and

Jain, A. 2023.

The study ""The role of fintech in promoting financial literacy in India: A case study of the
Reserve Bank of India's financial literacy programmes'™ by Chakraborty and Basu
investigates how fintech contributes to enhancing financial literacy in India. The authors
specifically analyse the financial literacy programmes implemented by the Reserve Bank of

India (RBI), which aim to educate consumers on various financial products and services.

The researchers discover that fintech has the potential to greatly contribute to enhancing
financial literacy in India through various means. Primarily, fintech can facilitate the
accessibility and affordability of financial education. For instance, fintech firms can create
mobile applications and online courses that can be utilised to provide financial education to a

wide audience at a minimal expense.

Furthermore, fintech has the potential to enhance financial education by creating captivating
and interactive experiences. One way this may be achieved is through the development of
games and simulations by fintech companies, which can effectively educate individuals about

financial concepts while also making the learning process enjoyable.
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Furthermore, fintech has the potential to customise financial education to cater to the unique
requirements of distinct demographic segments. To illustrate, fintech enterprises can create
financial education initiatives specifically tailored for women, youth, and rural inhabitants.
Additionally, the researchers discovered that the Reserve Bank of India (RBI) employs fintech
to extend financial education to a broader audience. For instance, the RBI has introduced a
mobile application named "Sanchay" that imparts financial education in various Indian
languages. Furthermore, the RBI has collaborated with fintech companies to devise financial
literacy programmes targeting specific groups, such as women and farmers. - Chakraborty,

S., & Basu, S. (2022).

"The study conducted by Das and Dash, titled "The impact of fintech on financial inclusion and
economic growth in India: A panel data analysis',investigatesthe influence of fintech on both
financial inclusion and economic growth in India." The authors employ a panel data study of
22 states and union territories in India spanning from 2015 to 2020 to investigate the correlation

between the adoption of fintech.and both financial inclusion and economic growth.

The researchers discover that the adoption of fintech has a beneficial effect on both financial
inclusion and economic growth in India. Fintech has a significant influence on enhancing
financial inclusion,. especially for women and individuals with low socioeconomic status.
Financial inclusion has a role in mediating the influence of fintech on economic growth. - Das,

A. K., and Dash, R. K. 2023.

"The Role of Fintech in Enhancing Financial Inclusion for the Elderly in India: A Case Study
of the Pradhan Mantri Jan Dhan Yojana" by Dubey and Srivastava investigates how fintech
contributes to improving financial inclusion for the elderly in India. The study specifically
examines the impact of the Pradhan Mantri Jan Dhan Yojana (PMJDY), a government initiative

that offers bank accounts to individuals with low income.
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The researchers discover that fintech has the potential to greatly contribute to enhancing
financial inclusion among the elderly population in India through various means. Primarily,
fintech can facilitate improved accessibility to financial services for the elderly. For instance,
fintech firms can create user-friendly mobile applications and online banking platforms

specifically designed for the elderly.

Furthermore, fintech has the potential to decrease the expenses associated with financial
services for the elderly. Fintech companies typically impose lesser charges. compared to
conventional financial institutions. Consequently, this can render financial services more

economical and accessible for the senior population.

Furthermore, fintech has the potential to enhance the calibre of financial services specifically
for the elderly population. Fintech enterprises'can create groundbreaking financial products
and services that are customised to cater to the unique requirements of the elderly. For instance,
fintech companies can design financial products that offer the elderly a secure and assured

income or facilitate their retirement savings.

Dubey and Srivastava (2022) discovered that the PMJDY has effectively facilitated financial
inclusion for the elderly population in India. By granting bank accounts to numerous elderly
Indians, including those who were previously unbanked, the PMJDY has enhanced their ability

to utilise financial services such as savings accounts, loans, and insurance.

"The Impact of Fintech on Financial Inclusion and Poverty Alleviation in India: A
Literature Review™ by Gupta and Kumar analyses the effects of fintech on the promotion
of financial inclusion and the reduction of poverty in India. The authors perform an extensive
analysis of existing research studies on the subject and determine that fintech has a beneficial

effect on both the promotion of financial inclusion and the reduction of poverty.
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The researchers discover that fintech has the potential to enhance financial inclusion by
increasing the accessibility, affordability, and convenience of financial services for individuals
and households with low incomes. Fintech can also contribute to cost reduction in financial
intermediation and enhance the efficiency of financial markets. Implementing this can enhance
the affordability of financial services for individuals and households with low income, while

also resulting in reduced loan interest rates and increased savings account interest rates.

The authors additionally discover that fintech can mitigate poverty by granting low-income
individuals and households the means to acquire financial products and services, enabling them
to initiate and expand enterprises, engage in education and healthcare, and accumulate savings.
Fintech can mitigate the risk of poverty by granting low-income-individuals and households
access to insurance and other financial products; enabling.them to better manage financial

setbacks. The authors of the paper are Gupta, M. and Kumar, R. The year is 2023.

"The Impact of Fintech on Enhancing Financialdnclusion in Disaster-Stricken Regions: A Case
Study of the 2018 Kerala Floods" by Jain and Kumar investigates how fintech contributes to
increasing financial inclusion .in places impacted by disasters, specifically analysing the

instance of the Kerala floods-in 2018.

The researchers discover that fintech has the potential to greatly contribute to enhancing
financial inclusion in areas affected by disasters through various means. Primarily, fintech can
facilitate the accessibility of financial services to individuals residing in disaster-stricken
regions. For instance, fintech firms can create mobile applications and online banking
platforms that enable people in these areas to access financial services, regardless of the

absence of a physical bank branch.

25




Furthermore, fintech has the potential to decrease the expenses associated with financial
services for individuals residing in disaster-stricken regions. Fintech enterprises typically
impose lesser charges compared to conventional financial institutions. Consequently, this can

enhance the affordability of financial services for individuals in disaster-affected areas.

Furthermore, fintech has the potential to enhance the calibre of financial services for
individuals residing in regions impacted by disasters. Fintech enterprises can create inventive
financial products and services that are specifically designed to cater to thesrequirements of
individuals in disaster-stricken areas. For instance, fintech companies-can devise financial
products that grant individuals in disaster-affected regions access to emergency loans or aid

them in reconstructing their residences and enterprises.

According to Jain and Kumar (2022), fintech played a crucial role in facilitating financial
inclusion after the 2018 Kerala floods. Fintech.companies offered financial services, including
emergency loans and insurance payments, to individuals in disaster-stricken regions.
Additionally, these companies assisted in the reconstruction of homes and businesses in

affected areas.

"The Impact of'Fintech on Financial Inclusion and Gender Equality in India: A Study of the
Pradhan Mantri Mudra Yojana" by Jha and Srivastava investigates the effects of financial
technology (fintech) on the inclusion of individuals in the financial system and the promotion
of gender equality in India. The study specifically focuses on analysing the influence of fintech
on the Pradhan Mantri Mudra Yojana (PMMY), a government initiative that offers loans to
micro, small, and medium enterprises (MSMES). The researchers discover that fintech exerts a

beneficial influence on financial inclusion and gender equality in India via the PMMY .
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Fintech has enhanced financial inclusion by providing MSMEs with quicker and more cost-
effective access to loans through the Pradhan Mantri Mudra Yojana (PMMY). For instance,
fintech firms have created mobile applications and internet-based platforms that simplify the
loan application process and enable MSMEs to monitor the progress of their loan requests.
Fintech firms have additionally decreased the expense of loans for micro, small, and medium

enterprises (MSMES) by imposing reduced interest rates and fees.

Fintech has played a significant role in diminishing the disparity between genders in terms of
accessing financial services in India, thanks to the Pradhan Mantri-Mudra Yojana (PMMY).
For instance, fintech firms have created financial products and services tailored exclusively for
female entrepreneurs. Fintech firms have collaborated‘with non-governmental organisations
(NGOs) and other entities to provide their support to female-entrepreneurs and provide them
with information regarding the Pradhan Mantri MUDRA Yojana (PMMY) and other initiatives
aimed at promoting financial inclusion. The authors of the paper are Jha, S. and Srivastava, S.

The year is 2023.

"The role of fintech in enhancing financial inclusion among farmers in India: A case
study of the Kisan Credit Card Scheme" by Kaur and Kaur investigates the impact of fintech
in facilitating financial access for farmers in India, specifically through the Kisan Credit Card

Scheme (KCC).

The researchers discover that fintech has a beneficial effect on financial inclusion among Indian
farmers through the KCC in several ways. Initially, fintech has simplified the process for
farmers to obtain the KCC. For instance, fintech firms have created mobile applications and
online platforms that facilitate farmers in applying for the KCC and monitoring their loan
requests. Additionally, fintech companies have decreased the expenses associated with the

KCC by imposing lower interest rates and fees.
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Furthermore, fintech has played a significant role in diminishing the disparity between genders
in terms of accessing the KCC. Fintech companies have created financial products and services
tailored specifically for female farmers. Additionally, these companies have collaborated with
NGOs and other entities to actively engage and educate women farmers about the KCC and

other initiatives promoting financial inclusivity.

Furthermore, fintech has enhanced the effectiveness of the KCC by implementing automated
loan processing and distribution systems. As a result, the time required forfarmers to obtain

loans through the KCC has been significantly reduced. - Kaur, R., & Kaur, G. (2022).

""The study conducted by Khan and Ali titled "The impact of fintech on financial inclusion
and economic development in India: A structural equation modelling approach’
investigates the influence of fintech on finaneial inclusion and economic development in
India through the utilisation of a structural.equation modelling (SEM) technique.” The
researchers discover that fintech exerts a favourable and noteworthy influence on both financial

inclusion and economic development in India.

The authors' conclusions align with other studies that have investigated the influence of fintech
on both financial.inclusion and economic development. An empirical investigation conducted
by Das and Dash (2023) shown that the use of financial technology (fintech) in India had a
favourable effect on both financial inclusion and economic growth. Gupta and Kumar (2023)
conducted a study that revealed the capacity of fintech to have a substantial impact on

advancing financial inclusion and reducing poverty in India.

The paper's authors contend that fintech enhances financial inclusion by rendering financial
services more accessible, cost-effective, and easy for individuals and households with low

income. Fintech also aids in diminishing the expense of financial intermediation and enhancing
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the efficacy of financial markets. Implementing this can enhance the affordability of financial
services for individuals and households with low income, while also resulting in reduced loan
interest rates and increased interest rates on savings accounts. The authors contend that fintech
fosters economic progress by granting consumers and enterprises access to finance, pioneering
financial goods and services, and emerging markets. Fintech can also contribute to cost
reduction in business operations and enhance overall economic efficiency. The authors of the

paper are Khan, M. A. and Ali, M. S. 2023.

"The Impact of Fintech on Financial Inclusion and Sustainable Development in India: A Panel
Data Analysis" by Malhotra and Chandra (2023) investigates the influence of fintech on
financial inclusion and sustainable development in India through the use of panel data analysis.
The study reveals that fintech has a favourable and neteworthy effect on both financial

inclusion and sustainable development in India.

The researchers discover that fintech .enhances financial inclusion by enhancing the
accessibility, affordability, and convenience of financial services for low-income individuals
and households. Fintech also aids in diminishing the expenses associated with financial
intermediation and enhancing the effectiveness of financial markets. As a result, financial
services become more affordable for low-income individuals and households, and there is a

potential for reduced interest rates on loans and increased interest rates on savings accounts.

The study conducted by Malhotra and Chandra (2023) reveals that fintech plays a crucial role
in promoting sustainable development. It achieves this by facilitating access to capital, offering
innovative financial products and services, and opening up new markets for businesses.
Furthermore, fintech contributes to cost reduction and enhances the overall efficiency of the
economy. The authors also highlight the significant impact of fintech on financial inclusion

and sustainable development, particularly in rural areas. This is attributed to its ability to
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address the challenges faced in delivering financial services in such areas, including inadequate

infrastructure and limited access to traditional banking facilities.

"The study conducted by Mishra and Sharma titled 'The role of fintech in promoting financial
inclusion among micro, small, and medium enterprises (MSMES) in India: A case study of the
Pradhan Mantri Mudra Yojana (PMMY)' investigates how fintech contributes to enhancing

financial inclusion for MSMEs in India, specifically focusing on the PMMY "

The researchers discover that fintech has a beneficial influence on financial inclusion among
Micro, Small, and Medium Enterprises (MSMES) in India, facilitated by the Pradhan Mantri
Mudra Yojana (PMMY), in many ways. Initially, fintech has facilitated a more convenient
process for Micro, Small, and Medium Enterprises (MSMES) to obtain loans through the
Pradhan Mantri Mudra Yojana (PMMY). For instance, fintech firms have created mobile
applications and internet-based platforms that simplify the process of loan application and
enable MSMEs to monitor the progress of their loan requests. Fintech firms have also decreased
the expense of loans for micro, small, and medium enterprises (MSMES) by imposing reduced

interest rates and fees.

Furthermore, the.implementation of fintech in India, particularly through the Pradhan Mantri
Mudra Yojana (PMMY), has played a significant role in diminishing the disparity between
genders in terms of financial access. For instance, fintech companies have created financial
products and services tailored expressly to cater to women entrepreneurs. Fintech firms have
formed partnerships with non-governmental organisations (NGOs) and other entities to extend
their support to female entrepreneurs and provide them with information on the Pradhan Mantri

Mudra Yojana (PMMY) and other initiatives aimed at promoting financial inclusion.
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Furthermore, fintech has enhanced the efficacy of the Pradhan Mantri Mudra Yojana (PMMY).
For instance, fintech companies have created systems that mechanise the loan processing and
payout procedure. This has facilitated a decrease in the duration required for Micro, Small, and
Medium Enterprises (MSMES) to obtain loans via the Pradhan Mantri Mudra Yojana (PMMY).

The authors of the paper are Mishra, D. and Sharma, A. 2022.

An analysis at the state level examines the influence of fintech on financial inclusion and
economic growth in India. In their study published in the Journal of Econemic Studies and
Development, Sarkar and Das (2023) discovered that fintech has a favourable and noteworthy
influence on both financial inclusion and economic growth in India. The researchers conducted

a state-level panel data analysis of 28 Indian states spanning from 2015 to 2020.

The researchers discovered a positive and significant correlation between the adoption of
fintech, as indicated by the quantity of fintech firms and transactions, and financial inclusion,
as indicated by the proportion of adults having bank accounts and the proportion of adults

utilising digital payments.

The researchers also discovered that the adoption of fintech has a favourable and substantial
effect on economic growth, as indicated by the rate of increase in real gross state domestic
product (GSDP). Financial inclusion plays a mediating role in the relationship between fintech

and economic growth. The authors of the paper are Sarkar, A. and Das, A. K. The year 2023.

The McKinsey paper titled "Tackling problems with Al" outlines six critical obstacles that

must be confronted to guarantee the responsible and ethical utilisation of Al:

Bias: Al systems have the capability to acquire and sustain preexisting biases present in the
data they are trained on. Unfair and discriminatory consequences might arise when Al systems

are employed to make determinations regarding employment, lending, or criminal justice.
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Safety: Al systems can exhibit unpredictability and errors, particularly when they possess
complexity and opacity. Using Al algorithms to control self-driving cars or medical gadgets

can provide safety hazards.

Privacy: Al systems have the capability to gather and analyse extensive quantities of data
concerning individuals and their actions. This gives rise to apprehensions regarding privacy

and security, particularly if the data is not utilised in a responsible or ethical manner.

Opacity: Al systems possess intricacy and present challenges in comprehension, even for
individuals with expertise. The absence of transparency can-hinder the identification and

resolution of issues pertaining to Al systems.

Accountability: Holding Al systems responsible for their-activities can pose challenges,
particularly when they are owned and run by huge organisations. The absence of responsibility

can undermine the confidence of the public in Al.

Economic upheaval: The implementation of Al technology is expected to automate a
significant number of foccupations, perhaps resulting in extensive economic disruption.
Ensuring equitable distribution of Al benefits and providing necessary support to individuals

affected by Al displacement is crucial.

The paper further proposes several measures that can be used to tackle these difficulties, which

include:

Developing and executing optimal strategies for reducing bias and ensuring fairness in Al

systems.

> Investing in research pertaining to the safety and security of Al systems.

» Creating and enforcing robust privacy and security policies for Al systems.
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» Enhancing the transparency and comprehensibility of Al systems.

» Creating novel methods of ensuring responsibility for Al systems.

» Investing in education and training to facilitate individuals' adjustment to the evolving

labour market.

2.2 Barriers to Financial Inclusion

1.2.1. Physical Barriers

Physical barriers to financial inclusion primarily revolve around the lack of access to banking

facilities, especially in rural and remote areas. Despite India's significant progress in financial

inclusion, as reflected in the RBI's financial.inclusion index rising to 60.1 in 2023 from 56.4 in

2022 (Businessworld, 2023), challenges persist. The primary issues include:

1. Limited Banking Infrastructure: In rural areas, the scarcity of bank branches and ATMs

hinders easy access to financial services.

2.Transportation and Connectivity Issues: Poor transportation and inadequate digital

connectivity in remote regions impede access to online financial services.

3. Lack of Tailored Financial Products: The absence of financial products suited to the

unique needs of rural populations, such as farmers or small traders, limits their engagement

with formal banking.
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1.2.2. Regulatory Barriers

Regulatory barriers, while aimed at maintaining financial stability and integrity, can

inadvertently restrict financial inclusion:

1. Strict KYC Norms: Rigorous Know Your Customer (KYC) requirements can be a

significant hurdle for individuals without formal identification or address proof.

2. Complex Financial Regulations: Intricate regulations and compliance requirements can
make it challenging for smaller banks or fintech companies to innovate and offer inclusive

services.

3. Inadequate Support for Microfinance Institutions: Regulatory limitations on
microfinance institutions can restrict their ability to offer credit and other financial services to

unbanked populations.

1.2.3. Psychological'Barriers

Psychological barriers are often overlooked but are crucial in understanding the reluctance of

certain groups to engage with formal financial systems:

1. Lack of Trust and Awareness: There is often a lack of trust in formal financial institutions,

compounded by limited awareness about the available financial products and their benefits.
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2. Financial Literacy Gaps: Limited financial literacy results in a lack of understanding and

confidence in using financial services, particularly digital financial tools.

3. Cultural and Social Norms: Prevailing social and cultural norms can influence financial

behaviour, such as a preference for cash transactions or scepticism towards credit systems.

Fig 1: Self-reported barriers

Non- account holder reporting barrier as a reason for not having an account (%)

INDIA
60 OTHER BRICS
ECONOMIES
40 I
RELIGIOUS LACK OF LACK OF TOO FAR FAMILY MEMBER NOT ENOUGH
REASONS TRUST NECESSARY AWAY EXPENSIVE ALREADY HAS MONEY
DOCUMENTATION ACCOUNT

Source: Demirguc-Kunt, Asli; Klapper, Leora; Randall, Douglas, The Global Findex Database: financial inclusion in India

Note: Respondents could choose more thaweone reason. Other BRICS economies comprises Brazil, Russia, China, South Africa.

Addressing these barriers requires concerted efforts from both the government and private
sector, involving infrastructural improvements, regulatory reforms, and targeted educational

initiatives to enhance financial literacy and trust in the banking system.

2.3. Gaps in Literature

The Gap Analysis section of the thesis aims to identify the discrepancies between the existing
body of literature, current practices in the financial sector, and the desired state of financial
inclusion facilitated by fintech in India. This analysis is crucial for recognizing the under-

researched areas that present opportunities for further investigation and potential development
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in the field. The following sub-sections detail the gaps identified through the literature review

and lay the groundwork for the research questions that this thesis intends to address.

2.3.1. Disparities in Fintech Accessibility and Adoption

Despite the rapid advancement of fintech services, a notable disparity exists in their
accessibility and adoption across different demographic segments. Literature indicates an
urban-centric focus in fintech development, leaving behind rural populations and
underprivileged communities. Studies tend to concentrate on technological aspects and often
overlook the socio-economic and cultural factors influencing fintech adoption. There is a need
for more comprehensive research that integrates these dimensions and offers solutions tailored

to diverse user groups.

2.3.2. Integration of Traditional Banking with Fintech

While numerous studies have examined fintech as a standalone phenomenon, there is a scarcity
of literature that explores the integration of traditional banking with fintech solutions. The
synergistic potential between these two could accelerate financial inclusion, yet the strategic
frameworks for such integration are underdeveloped in academic discourse. This thesis seeks

to fill this gap by evaluating collaborative models that can be leveraged for inclusive growth.

2.3.3. Regulatory Impact on Fintech Evolution
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Regulations play a pivotal role in shaping the fintech landscape; however, there is a lack of in-
depth analysis of the regulatory environment's influence on fintech's contribution to financial
inclusion. The existing literature often cites regulatory challenges as barriers but fails to
provide a detailed examination of how specific regulatory frameworks can facilitate or hinder

fintech's ability to foster financial inclusion.

2.3.4. Fintech for Marginalized Sections

Financial inclusion's primary goal is to reach marginalized and economically weaker sections
of society. While fintech's potential to serve these sections is acknowledged, there is a paucity
of empirical research focused on the effectiveness of fintech solutions in addressing the unique
needs of these populations. An exploration into the customized fintech products and services

designed for these groups is necessary for bridging the financial divide.

2.3.5. Impact Measurement of Fintech Services

The measurement of fintech's impact on financial inclusion often lacks robust quantitative
approaches. There is a gap in the development and application of comprehensive metrics and
models that can accurately assess the effectiveness of fintech services in enhancing financial
inclusion. Such metrics are crucial for policymakers and stakeholders to make informed

decisions and drive targeted interventions.
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2.3.6. Customer Perception and Trust in Fintech

Trust and perception towards fintech services are critical factors that influence their adoption.

Current research on customer perception is fragmented and does not provide a holistic view of

the trust-building factors necessary for the wide acceptance of fintech. Studies focusing on the

psychological and behavioral aspects of fintech usage are needed to develop strategies that

build consumer trust and loyalty.

2.3.7. Role of Fintech in Crisis Response

The role of fintech during economic and health crises, such as the COVID-19 pandemic, has

emerged as a new area of interest. While fintech has shown resilience and adaptability, research

on its effectiveness in crisis response and recovery is limited. The pandemic presents a unique

context to study how fintech can be leveraged for rapid and inclusive financial support in times

of crisis.

The identified gaps underscore the need for a comprehensive approach that bridges these

disconnects in knowledge and practice. Addressing these gaps will not only contribute to

academic literature but also provide practical insights for the enhancement of financial

inclusion through fintech in India. The subsequent sections of this thesis will delve into these

areas, employing both quantitative and qualitative methodologies to provide a deeper

understanding of the fintech landscape and its inclusive capabilities.
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3. Methodology

The methodology employed for this thesis on "Fintech and Financial Inclusion in India™ is
carefully crafted to guarantee a thorough and extensive examination of the topic. This section
provides a comprehensive overview of the systematic approach to collecting data, the criteria
used for selecting data, the methodologies employed for data analysis, and the underlying
rationale for these methodological decisions, with a particular emphasis on secondary research.
The aim is to thoroughly analyse the current information base, extract significant observations,
and contribute to the scholarly and practical comprehension of how fintech improves financial

inclusion in India.
Data Collection

a) Secondary Data Sources

This research is_based. on-a-comprehensive examination of secondary data sources. These

sources include:

1. Scholarly Journals and Articles: Peer-reviewed journals and scholarly articles provide
valuable insights into the most recent research and conversations in the realm of financial
inclusion and fintech. Notable periodicals in this field are the Journal of Financial Management
and Analysis, International Journal of Financial Research, and the Journal of Banking and

Finance.
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2. Government Reports and Publications: Reports and publications issued by the Reserve
Bank of India (RBI), Ministry of Finance, and other pertinent government entities offer reliable

data and policy viewpoints on financial inclusion activities in India.

3. Industry papers: Elaborate papers from financial institutions, fintech companies, and
market research firms, such as McKinsey & Company, KPMG, and PwC, offer extensive

analysis, trends, and predictions for various industries.

4. News Articles and Blogs: Authoritative news outlets and.specialised fintech blogs provide
up-to-date information, professional perspectives, and practical instances of fintech

implementations in promoting financial inclusivity.

5. Reports from International Organisations: Publications from the World Bank,
International Monetary Fund (IMF), and United Nations provide a worldwide perspective and

comparative evaluation of strategies for financial inclusion.

b) Criteria for Source Selection

In order to guarantee the dependability and significance of the data, the subsequent criteria are

employed:
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- Credibility: Sources from well-established and respectable organisations and recognised

authors in the financial and technology industry are preferred.

- Recency: Sources published during the past five years are given priority to verify the

data's relevance to current market conditions and technical improvements.

- Relevance: This pertains to sources that expressly discuss financial inclusion and fintech

in the Indian context or offer comparative global viewpoints that are applicable to India.

- Diversity: The inclusion of sources from multiple fields, such.-as economics, finance,
technology, and social sciences, guarantees a comprehensive perspective on the subject

matter.

Analysis of Data

Quantitative analysis refers to the process of examining and interpreting numerical data in order

to gain insights and make informed decisions.

Due to the research being of.secondary character, the quantitative analysis encompasses:

1. Descriptive Statistics: To provide a concise and precise overview of important
characteristics of the data, such as the rate at which digital payments are growing, statistics on

the adoption of fintech, and metrics related to financial inclusion in India.

2. Trend Analysis: The process of analysing data over a period of time to uncover consistent
patterns, trends, and relationships, particularly in the uptake of fintech services and its influence

on financial inclusion.
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3. Comparative Analysis: Evaluating India's advancements in financial inclusion and fintech

development in relation to other nations, utilising worldwide reports and indices.

a) Analysis using qualitative methods

Qualitative analysis encompasses:

1. Content Analysis: The methodical analysis of the information contained in the chosen
sources to uncover recurring themes, patterns, and narratives pertaining to fintech and financial

inclusion.

2. Thematic Synthesis: Gathering and condensing themes from different sources to create a
logical and cohesive account of how fintech contributes to improving financial inclusion in

India.

3. Critical Review: Evaluating the merits, limitations, and deficiencies in the current body of

literature to offer an.impartial viewpoint and pinpoint opportunities for further investigation.

Limitations of the Study

The research admits specific constraints:

The dynamic nature of the fintech industry may result in the rapid obsolescence of certain data.

This thesis narrows the scope of study by majorly focusing on the fintech ecosystem in India.
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This research seeks to enhance comprehension of the correlation between financial technology
and inclusive growth in the Indian context by utilising a wide array of reliable secondary

sources and employing both quantitative and qualitative analysis methodologies.
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4. Data and Analysis

4.1. Financial Inclusion: India's Current Status

The provision of low-cost access to appropriate financial services to all segments of society,
particularly those who are underserved, is an essential component of economic development.
Financial inclusion encompasses the efforts to give such access to this. population. In
recognition of the significant role that financial inclusion plays in prometing fair economic
growth and reducing poverty and inequality, the government of India and the Reserve Bank of

India (RBI) have made it a priority to incorporate it into their policies.

Over the past few years, the government of India has been making significant efforts to broaden
access to financial services by implementing a variety of reforms and programmes. The
implementation of the Pradhan Mantri Jan Dhan Yojana (PMJDY) in 2014 was a significant
step forward in India’s efforts to realise its goal of achieving financial inclusion. The purpose
of this programme was to make certain that every household that did not have access to
financial services would be given the option to do so within the next few years. Not only did it
involve the provision of bank accounts that did not have a minimum balance requirement, but
it also included the provision of a RuPay debit card, insurance coverage, and the possibility to
borrow money in excess of the account balance. According to the Ministry of Finance of the
Government of India (2021), the Pradhan Mantri Jan Dhan Yojana (PMJDY) has resulted in
the establishment of more than 410 million bank accounts as of March 2021. This demonstrates

the government's devotion to providing financial inclusion to persons who are marginalised.
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Moreover, the PMJDY has been instrumental in the development of a number of additional
programmes that have played a significant part in promoting financial inclusion. Among these
are the Atal Pension Yojana (APY) for workers in the unorganised sector, the Pradhan Mantri
Vaya Vandana Yojana (PMVVY) for senior citizens, and the Stand Up India plan to encourage
women and SC/ST populations to engage in entrepreneurial endeavours. The expansion of
access to financial services for diverse subsets of the population has been significantly aided

by the targeted initiatives that have been implemented at this time.

A significant amount of influence has also been exerted by the Reserve Bank of India (RBI) in
shaping the current state of affairs regarding financial inclusion in India. In accordance with
the criteria established by the Reserve Bank of India (RBI), the introduction of Payments Banks
and Small Finance Banks has been a revolutionary measure that has been taken with the
intention of providing fundamental banking services to segments of the population that either
do not have access to banking services or have limited access to banking services. The demands
of individuals who save little amounts of money, households with low incomes, small
businesses, and other entities that are part of the unorganised sector are served by these
companies, which have been specifically tailored to fulfil those needs. According to the
Reserve Bank of India (2014), this contributes to the expansion of the availability of financial

services to a wider category of individuals.

A further factor that has significantly contributed to the advancement of financial inclusion is
the establishment of the Digital India programme by the government in the year 2015. The

adoption of digital platforms in financial transactions has been made easier as a result of this,
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which has led to an increase in the efficiency and accessibility of financial services. The
National Payments Corporation of India is responsible for the development of a payment
system that is both immediate and real-time. This system is known as the Unified Payments
Interface (UPI). The world of digital payments has been dramatically modified as a result of
its implementation, and it has been an essential factor in the advancement of financial inclusion

(National Payments Corporation of India, 2021).

In spite of this, there are still significant challenges that need to be'conquered before India can
realise its goal of achieving 100% financial inclusion. Inequality in terms of geography and
socioeconomic status, low awareness of financial matters, and inadequate infrastructure in rural
and remote areas are among the most significant impediments. In an effort to overcome these
challenges, the government and the Reserve Bank of India (RBI) have been actively engaged
in tackling a variety of topics. The implementation of strategies such as financial literacy
programmes, the streamlining of banking procedures, the improvement of banking
infrastructure in remote locations, and the utilisation of technology for wider reach are all being

done in order to address these challenges.

There are a number of indicators that demonstrate the effects of these specific initiatives.
According to the Global Findex Database (2017) of the World Bank, the percentage of adults
in India who have a bank account has dramatically increased from 53% in 2014 to 80% in
2017. One of the most concrete indications of the substantial success that India has made in

fostering financial inclusion is the rise in the number of people who own bank accounts.
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Nevertheless, in order to guarantee the effective utilisation of financial services, it is necessary

to find a solution to the problem of inactive accounts and the gap in usage.

As a result of steps taken by the government, regulatory reforms, and technology
advancements, India has made great progress in the area of financial inclusion. In order to
guarantee that the benefits of economic expansion are dispersed in a manner that is equitable
across all sectors of society, it is vital to work persistently towards the resolution of the existing

impediments and to give priority to the qualitative aspects of financial inclusion.

4.1.1. Financial Inclusion Schemes in India

The government of India has been working hard to develop a number of different programmes
that are specifically designed to increase financial inclusion. These projects have the goal of
providing social security benefits to.members of society who are living in economically
disadvantaged situations. These efforts have been gradual in their implementation over the
course of the years, having been developed through significant consultation and study
conducted by a large number of financial professionals and policymakers. The schemes, which
are the most important.initiatives for financial inclusion in India, are explored in a later portion

of this thesis.

Access, utilisation, and quality are the three key components that comprise the concept of
financial inclusion. In order to facilitate the incorporation of individuals, households, and
enterprises into the mainstream financial system, the 'access' component places an emphasis on
making financial services and infrastructure accessible to these entities. The density of banking

outlets (such as banks, non-bank financial companies, and post offices), the proliferation of
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savings accounts, the availability of banking services per capita, digital payment choices, and

the reach of various pension and insurance services are all indicators of access.

'Usage’ is an evaluation of the degree to which the financial infrastructure is actively involved
in activities such as savings, investments, insurance, loan availability, and participation in

pension plans and remittances. This evaluation is conducted regarding the demand side.

Lastly, the term "quality" refers to elements that include the cost of accessing services, financial
literacy, the avoidance of fraud, consumer protection, and the sustainable and continuous use

of financial products and services, with a special emphasis on individual users.

It is possible for the specific indicators of financial inclusion to differ on a global and regional
scale, depending on the relevance of those indicators to the context of respective nations or
regions. A few examples of traditional indicators that are included in the G20's global financial
inclusion indicators are the following: the cost of opening a bank account, the cost of
transferring credit, the ease of accessing credit, the interoperability of service points, mobile

payments, dispute resolution, and end-user financial literacy.

4.1.2 Financial Inclusion Indicators in India

To gauge the level of access to Financial Services in India, various indices have been developed
both nationally and internationally (Sarma, 2008; Gupte et al., 2012; Goel and Sharma, 2017;

Dienillah et al., 2018; Cicchiello et al., 2021).

48




Figure VI.2-Broad Indicators to Measure Access to Financial Services
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Figure V1.3 offers a succinct visual summary of critical indicators crucial for assessing the
adoption of financial services among distinct demographics in India’s economic milieu. It
portrays the quintessential measure of financial inclusion— the proportion of adults with
formal savings accounts. Adjacent metrics illustrate credit accessibility to individuals and
MSMEs, providing insight into the scope of financial services fostering entrepreneurial
expansion. The figure also reflects the agricultural backbone of the nation through the lens of
credit availability to Small-and Marginal Farmers (SMF), a testament to the sector-specific
support integral to India’s rural economy. Insurance and pension policy coverage are depicted,
highlighting aspects of risk management and financial planning. Collectively, these indicators
present a composite picture of financial service utilization, essential for evaluating the

effectiveness of financial inclusion strategies within the Indian socio-economic context.
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Figure V1.3-Broad Indicators to Measure Usage of Financial Services
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The Reserve Bank of India implemented a comprehensive financial inclusion index in 2021.
This index featured weighted components of Access (20%), Usage (45%), and Quality (35%),
and assigned a score from 0 to 100. The year 2021 witnessed a substantial enhancement, as
evidenced by the overall score of 53.9, with the 'access' dimension receiving the highest score
of 73.3. This development is consistent with the findings of the World Bank’s 2021 report,
which highlights that account ownership in India experienced a substantial increase of 78%
from 2011 to 2021, surpassing the growth rate observed in other developing economies
(Demirguc-Kunt et al., 2021). This phenomenon highlights the ongoing endeavours of the

Government of India to improve financial accessibility on a national scale.
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Figure 1: Trends in Scores of RBI’s Financial Inclusion Index
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4.1.3. Enhancing Access to Financial-Services

According to the latest data available from the Reserve Bank of India (RBI) as of September
2022, there has been a significant surge in the quantity of scheduled commercial bank branches
since the year 2000. The expansion is conspicuous in semi-urban and rural regions, where the
greatest quantity of bank branches is currently located to serve the more extensive rural
populace. The expansion of banking branches, financial banking correspondents, savings
accounts, post offices, mutual fund subscribers, insurance offices, Prepaid Payment Instrument

(PPI) issuers, and Point of Sale (PoS) terminals, among other elements, contributed to this
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increase.

Figure 2: Population Group-wise Number of Branches of
Scheduled Commercial Banks

60000

53210
50000

40000 42470

30000 S 28144

20000 27426

10000

N R T SR R T PN L S Y G S

F A A PN I I TIPS NI S DN S Qv Qv

TR RR AP FE D DR P
e R ural Semi-Utban Urban Metfopolitan

(Source: RBI Handbook of Statistics on Indian Economy 2021-22)

From 2010 to 2021, there was a significant 60% increase in bank branches in villages, and the
number of banking correspondents for villages with populations greater than 2000 rose from
8,390 to 1,518,496. These figures underscore the progress made in enhancing financial access

through the expansion of financial products and services.

4.1.4. Bank Account Ownership and Savings Growth

The possession of a bank account serves as the primary indicator of financial inclusion. The
data presented in Figure 4 depicts the rise in deposit accounts maintained at scheduled
commercial branches. The findings indicate that the largest proportion of these accounts are
held by the rural population, which comprises the majority. Then, urban, semi-urban, and

metropolitan regions ensue. In contrast, as depicted in Figure 5, the quantity of funds

52




maintained by scheduled commercial banks is arranged in the opposite direction, with the

highest value concentrated in urban regions. This underscores the significance of small-scale

and marginal savings in semi-urban and rural regions.

Figure 4: Number of Deposit Accounts Figure
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Regional Rural Banks (RRBs) have significantly contributed to the expansion of credit,

provision of financial services, and diversification of products and services in India’s rural

areas. An analysis ofthe deposit and credit data of RRBs spanning the last twenty years reveals

a consistent upward trend. Specifically, in 2020-21, there is a 13% increase in credit growth

and a 9% increase in deposits, as illustrated in Figure 6.
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Figure 6: Regional Rural Banks- Outstanding (2000-21)
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Key initiatives that have significantly contributed to the increase in bank account ownership
and savings in India include: -

a) Pradhan Mantri Jan Dhan Yojana (PMJDY)

This programme, which was initiated in 2014, has the objective of providing fundamental
financial services to all individuals, particularly those who had not previously had access to
such services. Accounts for basic savings and deposits, remittances, insurance, pensions, and
credit facilities that are easily available are some of the services that are provided by this
organisation. In addition, 'RuPay' debit cards were distributed to account holders, and they
came with an insurance cover of up to one lakh rupees (which was later enhanced to two lakhs
for accounts opened after the 28th of August, 2018). The initiative has benefited 46.57 crore
individuals, with nearly all households across states being covered, as shown in Table 2. This
information is based on official data published by the government.

Table 2: PMJDY Beneficiaries
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No. of

Beneficiaries | No. of
at Beneficiaries | No. of Deposits Number of
rural/semi- | at urban | Rural- in Rupay Debit
urban centre | metro centre | Urban Accounts | Cards
Bank bank bank Female No. of Total | (Rs issued to
Name/Type | branches branches Beneficiaries | Beneficiaries | Crores) beneficiaries
Public
Sector
Banks 22.97 13.66 20.19 36.64 133605.28 | 27.51
Regional
Rural Banks | 7.44 1.17 4.97 8.62 34078.66 | 3.41
Private
Banks 0.7 0.6 0.71 1.31 4933.53 1.11
Grand Total | 31.12 15.44 25.87 46.56 172617.47 | 32.03

b) Small Savings Schemes

In order to encourage low-income and middle-income individuals to maintain risk-free,

government-supported savings, the government implemented a range of modest savings

schemes. The aforementioned savings schemes comprise the National Savings Certificate

(NSC), Post Office Savings Account, Senior Citizen Savings Scheme, and Kisan Vikas Patra.

As shown in Figure 7, the collections under these schemes for 2021-22 totalled Rs. 2,20,259.13
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crore.

Figure 7: Collection under National Savings Schemes (2002-21)
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The study by Jain and Goli (2022) illustrates significant increases in per capita gross private

small savings collections in banks and post offices from 2001-2002 to 2017-2018 across all

Indian states. Himachal Pradesh, Odisha, Kerala, Karnataka, West Bengal, Andhra Pradesh,

and Maharashtra showed the most substantial increases in this period.

c¢) Sukanya Samriddhi Yojana

This campaign, which was initiated in 2015, aims to encourage girls aged 10 and younger to

save money for the purpose of providing them with long-term benefits. The account allows for

a minimum deposit of one thousand rupees and a maximum deposit of one hundred fifty

thousand rupees each year. While the beneficiary is still under the age of 21, the deposit will

continue to be held in the account. The 'Beti Bachao-Beti Padao' campaign, which aims to give

support for the education, marriage, and varied needs of female children, includes this scheme

as one of its components. The increase in the number of subscribers and the amount of savings

that have occurred from the beginning are both depicted in a clear and concise manner in Figure
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8. Bhattacharya and Gandhi (2020) found that the states of Uttarakhand, Himachal Pradesh,
Goa, Tamil Nadu, and Haryana have the top ranks in terms of the number of accounts as well
as the sums that have been deposited. On the other hand, the states of Nagaland, Meghalaya,

Mizoram, Bihar, and Uttar Pradesh have the lowest ranks.

Figure 8: Sukanya Samriddhi Yojana - Registered
Subscribers and Savings (2015-22)
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d) Direct Benefit-Transfer

Because it reduces the amount of human participation and eliminates the possibility of any
funds being lost during the process of disbursement, DBT has made a significant contribution
to the advancement of financial inclusion. As a result, it ensures that transfers are both timely
and accurate. Sabherwal et al. (2019) made the observation that the deployment of Digital
Banking Technologies (DBTSs) has considerably improved the skills of women in terms of
banking operations, mobility, and bargaining strategies. DBTs have been instrumental in the
distribution of benefits across a vast geographical area through the implementation of 318

government programmes, including the Pradhan Mantri Matratva Vandana Yojana (PMMVY),
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the Pradhan Mantri Ujjwala Yojana (PMUY), the Krishi Unnati Yojana (KUY), and the
Mahatma Gandhi National Rural Employment Guarantee Scheme (MGNREGS). Direct
Benefit Transfers (DBTSs) totaled Rs. 6,30,264 crores during the fiscal year 2021-22. This

figure represents the entire amount given out.

4.1.5. The Role of Credit in Financial Inclusion

The availability of credit has a crucial role in fostering empowerment and economic growth,
particularly when it is easily available and inexpensive. Conventional banks frequently provide
loans based on credit ratings, assets pledged as security, or-particular loan terms that may not
always cater to the varied requirements of customers. Figures 9 and 10 illustrate the quantity

of active deposit accounts and the total value of credit held with commercial banks.

Figure 9: Outstanding Deposit Figure 10: Amount Credit Outstanding
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Facilitating accessible credit options continues to be a formidable task when it comes to

encouraging the expansion of businesses for individuals with limited credit history. The
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establishment of a strong regulatory framework and the provision of expeditious and affordable
credit access are both critical responsibilities of the government in this context. An example of
a programme that has increased loan utilisation and decreased dependence on informal credit
sources is the credit programme offered by Self-Help Groups (SHGs) (Hoffmann et al., 2021).
Since 2000-2001, the number of self-help groups financed by banks is depicted in Figure 11.

From 2020-21 to 2021-22, there is a distinct recovery from the pandemic.

Figure 11: Number of SHGs Financed by Banks
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a) Kisan Credit Cards

The Kisan Credit card scheme is specifically created to offer prompt and sufficient credit to
farmers for different phases of agricultural activities. The number of operational Kisan Credit
Cards (KCCs) in the year 2020-21 was 306.96 lakhs, with a total outstanding loan amount of
4,56,736 crore. The state-wise distribution of operative Kisan Credit Cards (KCCs) and their

outstanding amounts can be found in Table A2 of the annexe. Uttar Pradesh, Karnataka,
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Madhya Pradesh, Maharashtra, and Rajasthan are the leading states in terms of both the number
of operative KCCs and the outstanding amount. On the other hand, states/union territories such
as Goa, Sikkim, Delhi, and Chandigarh have the lowest coverage under this scheme.

b) Credit to MSMEs

According to the Reserve Bank of India's projections for 2019, the credit gap for micro, small,
and medium-sized enterprises (MSMEs) was roughly 20-25 trillion rupees. A number of
different approaches have been put into action in order to address this severe lack of finance.
The emphasis has been made on loans to priority sectors, with particular attention paid to
sectors like as agriculture, micro-enterprises, and economically-disadvantaged regions. Loan
Service Providers (LSPs) and Trade Receivables Discounting System (TReDS) platforms have
been implemented in order to improve the management of liquidity. The guidelines that were
implemented by the Reserve Bank of India in 2010 stated that loans of up to ten lakhs of rupees
would not require any form of collateral. Additionally, the credit delivery system has been
strengthened and the number of loans. that are made available to enterprises that are
underserved has increased as a result of initiatives like as credit guarantees for banks and non-
banking financial companies (NBFCs), PM SVANidhi, MUDRA Loans, and Stand Up India.
The epidemic caused by COVID-19 has made it more difficult for micro, small, and medium
enterprises (MSMES) to' meet their financial obligations. According to the information that was
provided by the Reserve Bank of India (RBI) and is displayed in Table 3, the amount of credit
that was extended by Scheduled Commercial Banks (SCBs) to Micro, Small, and Medium
Enterprises (MSMES) increased by 13.4% during the fiscal year 2021-22. This is in comparison
to the growth rate of 10.6% that was seen in the previous year. As a result of the requirement
of mandatory registration on the Udyam portal, which adheres to the updated definition of
micro, small, and medium-sized enterprises (MSMEs), the number of MSME accounts has

decreased. This is an important fact to keep in mind.
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Table 3: Credit given to MSMEs

Year Category No. of Accounts Amount Outstanding (in )
2020-21 Micro Enterprises 387.93 8,21,027.77

Small Enterprises 27.82 6,62,998.50

Medium Enterprises 4.44 2,99,898.53

MSMEs 420.19 17,83,924.80
2021-22 Micro Enterprises 239.81 8,87,800.05

Small Enterprises 22.07 7,25,822.717

Medium Enterprises 3.23 4,09,011.46

MSMEs 265.1 20,22,634.29

4.1.6. Role of Insurance in Financial Inclusion

Ray et al. (2020) have observed that the insurance business in India has historically had low
levels of penetration and-density. Nevertheless, the COVID-19 epidemic has substantially
changed attitudes towards insurance products, with a projected growth rate of 6.6% in 2022. In
January 2022, the total amount of money collected by life insurers in the first year increased

by 6.94%, reaching Rs. 2,27,188 crores.

Efficient insurance programmes rely on clearly established procedures for payments, referrals,
grievances, and quality assessments. Prominent initiatives to improve the accessibility of

insurance to vulnerable communities include:
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a) Pradhan Mantri Jeevan Jyoti Bima Yojana (PMJJBY): Introduced in 2015, this initiative
seeks to provide life insurance coverage to individuals who do not have any existing insurance,
with a specific focus on those who are economically disadvantaged. The programme offers a
renewable term life insurance policy worth Rs. 2 lakh to all bank account holders between the
ages of 18 and 50. As of July 2022, PMJJBY has resolved 5,93,316 claims, totaling Rs. 11,866

crores, with a yearly premium of Rs. 436.

b) Pradhan Mantri Suraksha Bima Yojana (PMSBY): This programme provides a one-year
renewable insurance policy for accidental death or disability to individuals aged 18-70 who
possess bank accounts. The insurance policy provides a coverage of Rs. 2 lakhs in the event of
death or entire disability, and Rs. 1 lakh in the case of partial impairment. PMSBY, which
charges an annual subscription of just Rs. 20, had a total of 240 million subscribers by July
2021. Among them, women accounted for 45.8% of the total. The total claims made under

PMSBY amounted to Rs. 972.6 crores.

c) The Ayushman Bharat Yojana, implemented under the Pradhan Mantri Jan Arogya
Yojana (PMJAY): This policy is one of the largest healthcare efforts in the world, aimed at
addressing health inequalities and reducing out-of-pocket health expenses. It provides

insurance coverage of up to Rs. 5 lakh for 50 crore individuals.

4.1.7. Role of Pension in Financial Inclusion
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India’s development of the micro-pensions market has involved extensive deliberation and
various schemes and policy measures. Studies like Mukherjee and Mitchell (2017) have
assessed the demand and necessity for pensions, identifying factors like withdrawal ages,
government matching rates, and options for lumpsum withdrawals as influential in pension

plan uptake, particularly among vulnerable groups.

Key schemes contributing to broader old age security include:

a) National Pensions Scheme (NPS): Overseen by the Pension Fund Regulatory and
Development Authority (PFRDA), NPS is mandatory for central government employees and
voluntary for corporates and citizens (aged 18-65 years). As of March 2022, NPS had 1.57
crore subscribers, with 35% from state governments, 24% and 14% from central government

employees, respectively. Geographically, 91% of subscribers are from non-metro areas, with

Figure 12:"National Pension Scheme - Subscribers and
Asset Under Management (AUM)
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women constituting 42.13% of the subscriber base (NPS Trust, 2022).
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b) Atal Pension Yojna (APY): Aimed at the unorganized sector and those outside the formal
income tax structure, APY allows contributions as low as Rs. 42 per month starting at age 18,
for a fixed monthly pension in old age. As of September 2022, APY has 4.11 crore subscribers
with Rs. 23,316 crores in assets under management, with 95% of subscribers aged between 18-

25 years (National Pension System Trust, 2021).

Other notable schemes include Varishtha Pension Bima Yojana (VPBY) and Pradhan Mantri

Shram Yogi Maandhan (PM-SY M), catering specifically to the unorganized sector.

4.2. Fintech Industry and Financial Inclusion

Let’s first look at the effect of key factors on financial inclusion:

4.2.1. Effect of Digital Literacy

The growth of digital literacy in India has had a significant impact on the fintech sector,
particularly in terms of payment modes, fintech adoption, and the role of mobile phones and
affordable data. In past years, the increasing digital literacy has led to a surge in the use of

digital financial services, transforming the way people transact and manage their finances.

1. Payment modes: Digital literacy has revolutionized payment modes in India, with a shift
from traditional cash-based transactions to digital payments. The introduction of the Unified
Payments Interface (UPI) has played a crucial role in this transformation, enabling instant and

seamless money transfers between bank accounts using mobile phones (RBI, 2021). Mobile
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wallets, such as Paytm and PhonePe, have also gained popularity, allowing users to make
payments for various services, including utility bills, online shopping, and transportation (PwC,

2021).

2. Fintech adoption: The rise in digital literacy has fuelled the adoption of fintech services in
India. Consumers are increasingly using digital platforms for various financial services, such
as lending, insurance, and wealth management. This has led to the growth of innovative fintech
startups, offering tailored financial products and services to cater to the-diverse needs of the
Indian population (EY, 2022). The increased adoption of fintech services has also prompted
traditional banks and financial institutions to invest in digital transformation and collaborate

with fintech firms to stay competitive (KPMG, 2021).

3. Mobile phones and affordable data: The widespread availability of affordable smartphones
and cheap data plans has been a key driverof digital literacy and fintech growth in India. With
over 500 million smartphone users:and some. of the lowest data prices globally, India has
witnessed a surge in the use of mobile-based financial services (GSMA, 2022). This has
enabled even the unbanked and underbanked population to access digital financial services,
promoting financial-inclusion and reducing the reliance on informal financial channels (World

Bank, 2020).

The Chart 1 shows the effect of digital literacy on first-time digital payment adoption post-
lockdown in India. The chart presents two conditional marginal effects with 95% confidence
intervals, one for debit card ownership and the other for smartphone ownership. The chart
indicates that digital literacy has a significant positive effect on first-time digital payment
adoption post-lockdown. Specifically, the chart shows that households with higher levels of
digital literacy, as measured by ownership of debit cards and smartphones, are more likely to

adopt digital payments for the first time after the lockdown. The conditional marginal effects
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show that households with debit card ownership have a higher probability of adopting digital
payments compared to those without debit cards. Similarly, households with smartphone
ownership have a higher probability of adopting digital payments compared to those without
smartphones. Overall, Chart 1 suggests that improving digital literacy among Indian
households can play an important role in promoting the adoption of digital payments. This is
particularly relevant in the context of COVID-19 pandemic-induced lockdowns, which have
accelerated the shift towards digital payments due to social distancing measures and reduced

availability of cash.

Chart 1: Effect of Digital Literacy on First-time Digital Payment Adoption Post-lockdown
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Chart 1. Effect of Digital Literacy on First-time Digital Payment Adoption Post-lockdown

4.2.2. Market Size and Market Share
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India's fintech industry has grown a lot in the past few years, thanks to more people using
digital technologies and more people having smartphones. The market is expected to be worth
$150 billion by 2025 (BIS, 2021), growing at a compound annual growth rate (CAGR) of more

than 22% during the period of the forecast.

In India, different parts of the fintech industry, like payments and digital wallets, lending,
wealth management, insurance technology (insurtech), and peer-to-peer lending (P2P), account

for most of the market share.

4.2.3. Key Players in the Industry

The Indian fintech landscape comprises a diverse range of players, including both established
financial institutions and innovative startups. Some of the key players in the banking sector
include major banks such as HDFC Bank; ICICI Bank, and Axis Bank, which have heavily
invested in digital transformation initiatives and launched their own fintech products and

services.

In addition to traditional banks, non-banking financial companies (NBFCs) have also embraced
fintech to enhance their offerings. Players like Bajaj Finance and Mahindra & Mahindra
Financial Services have emerged as prominent entities in providing digital lending solutions.
Furthermore, standalone fintech companies like Paytm, PhonePe, and PolicyBazaar have made

significant strides in their respective domains and have gained substantial market share.

Table 4. Key players in the fintech adoption in the non-banking and banking sectors in India,
along with their key innovations, target audience, key differentiators, pricing models,

regulatory bodies, and operations:
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4.2.4. Major Trends and Drivers Affecting the Industry

The fintech industry in India has witnessed significant growth in recent years, driven by several
key trends. The widespread adoption of smartphones and increasing internet penetration have
made digital financial services more accessible to the masses (PwC, 2021). The government's
push for financial inclusion and digitalization, such as the Jan Dhan Yojana and the Unified
Payments Interface (UPI), has further fuelled the growth of fintech (RBI, 2021). Additionally,
the rise of e-commerce and the gig economy has created a demand for seamless digital payment
solutions and innovative financial products tailored to the needs of these sectors (EY, 2022).
The COVID-19 pandemic has also accelerated the shift towards digital financial services, as
consumers and businesses increasingly rely on contactless transactions and remote banking

(World Bank, 2020).

4.2.5. Regulatory and legal issues affecting the industry

The fintech industry in India operates under the regulatory purview of the Reserve Bank of

India (RBI) and other relevant authorities, such as the Securities and Exchange Board of India
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(SEBI) and the Insurance Regulatory and Development Authority of India (IRDAI). These
regulators have been proactive in addressing the challenges posed by the rapid growth of
fintech, issuing guidelines and frameworks to ensure consumer protection, data privacy, and
financial stability (RBI, 2021). For instance, the RBI has introduced guidelines for prepaid
payment instruments (PPIs), peer-to-peer (P2P) lending platforms, and account aggregators,
among others (RBI, 2020). However, the evolving nature of fintech and the emergence of new
business models continue to pose regulatory challenges, necessitating ongoing dialogue and

collaboration between the industry and regulators (EY, 2022).

4.2.6. Opportunities and threats in the industry

The fintech industry in India presents significant opportunities for growth and innovation. The
large unbanked and underbanked population offers a vast market for financial inclusion
initiatives, while the growing middle class and young demographic create demand for
personalized financial products and services (PwC, 2021). Furthermore, the increasing
adoption of advanced. technologies, such as artificial intelligence, blockchain, and big data
analytics, can enable fintech firms to develop innovative solutions and improve operational

efficiency (EY, 2022).

However, the industry also faces several threats. Cybersecurity risks are a major concern, as
the increasing reliance on digital financial services makes the sector more vulnerable to
cyberattacks and data breaches (RBI, 2021). Additionally, the competitive landscape is
becoming more crowded, with traditional banks and financial institutions investing in digital

transformation and new entrants, such as global technology giants, entering the market (PwC,
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2021). Regulatory uncertainty and the potential for tighter regulations in the future also pose

challenges for the industry (EY, 2022).

4.2.7. How has Fintech impacted the banking sector?

Fintech has had a transformative impact on the banking sector in India. It has led to the
development of new digital banking services, such as mobile banking apps, digital wallets, and
online lending platforms, which have made banking more convenient and accessible for
consumers (RBI, 2021). Fintech has also driven innovation in the sector, with banks
increasingly partnering with fintech firms or investing in their own digital capabilities to stay
competitive (PwC, 2021). Moreover, fintech has enabled banks to reach underserved segments
of the population, such as rural areas and low-income households, through cost-effective digital
channels (World Bank, 2020). However, the rise of fintech has also increased competition for
traditional banks, as they face challenges from new entrants and disruptive business models

(EY, 2022).

Among the most significant ways fintech has affected the banking industry are:

1. Digital Payments and Remittances: Fintech has transformed the manner in which
payments and remittances are processed. Digital wallets, mobile banking applications, and
payment gateways have increased the speed, security, and accessibility of transactions. In
India, the adoption of technologies such as UPI has made peer-to-peer transfers and merchant

payments seamless.
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2. Online Lending and Credit Assessment: Online Lending and Credit Evaluation: Fintech
lending platforms have emerged as alternative credit sources, especially for individuals and
small businesses. These platforms use advanced algorithms and data analytics to determine

creditworthiness, allowing for faster loan processing and wider access to credit.

3. Personalized Wealth Management: Fintech has democratised wealth management by
offering user-friendly platforms and robo-advisory services to individuals. These platforms
utilise Al algorithms to provide personalised investment advice, portfolio. management, and

financial planning services at a lower price than conventional wealth-management services.

4. Blockchain and Distributed Ledger Technology: Fintech has utilised blockchain and
distributed ledger technology to improve the security, transparency, and efficiency of a variety
of banking procedures. Smart contracts, cross-border transactions, and decentralised finance
(DeFi) applications are facilitated by blockchain-based solutions that are more efficient and

Secure.

4.2.8. Global Fintech LLandscape

The global fintech landscape has experienced rapid growth and transformation in recent years.
As of 2022, the global fintech market was valued at approximately $324.1 billion, with a
projected compound annual growth rate (CAGR) of 23.58% from 2021 to 2028 (Grand View
Research, 2021). This growth is driven by factors such as increasing internet penetration, the
proliferation of smartphones, and the demand for more efficient and convenient financial
services. Key areas of innovation include digital payments, lending, wealth management, and

insurance.
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Notable global fintech hubs include the United States, the United Kingdom, China, and
Singapore. These countries have fostered innovation through supportive regulatory
environments, access to capital, and strong talent pools. Additionally, the COVID-19 pandemic
has accelerated the adoption of digital financial services, as consumers and businesses

increasingly rely on contactless transactions and remote operations.

4.2.9. Indian Fintech Landscape

India has emerged as a significant player in the global fintech landscape, with over 2,100
fintech startups as of 2021 (NASSCOM, 2021). The Indian fintech market is expected to reach
a valuation of $150 billion by 2025 (BIS, 2021). Key drivers of this growth include a large
unbanked population, increasing smartphone penetration, and supportive government

initiatives such as the Jan Dhan Yojana, Aadhaar, and the Unified Payments Interface (UPI).

Digital payments have been a major area of growth in the Indian fintech landscape, with UPI
transactions surpassing 5.35 billion in March 2023 (NPCI, 2023). Other areas of innovation

include digital lending, wealth management, and insurtech.

4.2.10. Services Areas in FinTech

The fintech industry has revolutionized the financial sector in India, offering a wide range of
services that cater to various customer needs. This section will discuss the key service areas in

fintech, providing an in-depth analysis of each.
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1. Digital Lending: Digital lending platforms have streamlined the borrowing process, offering
quick and easy access to loans for individuals and businesses. These platforms leverage
advanced algorithms and data analytics to assess creditworthiness, enabling faster loan

approvals and disbursements (RBI, 2022, pp. 45-47).

2. Customer Onboarding: Fintech companies have simplified the customer. onboarding
process through digital KYC (Know Your Customer) procedures, reducing the time and effort

required for account opening and verification (RBI, 2021, pp. 32-34).

A) Asset Side: Credit Cards

Digital Onboarding Process

The digital onboarding process for credit cards has become increasingly streamlined, with the
use of e-KYC (Electronic Know Your Customer) and video KYC methods. These processes
have reduced the time and effort required for customers to obtain a credit card, leading to
increased adoption rates (RBI, 2021). The Reserve Bank of India (RBI) has also introduced
guidelines for digital onboarding, ensuring a secure and efficient process for customers (RBI,

2022).

Innovations in Credit Card Offerings
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Fintech companies and banks have introduced innovative credit card products, targeting
various customer segments and needs. These offerings include co-branded cards, reward-based
cards, and cards tailored for specific spending categories (PWC, 2022). The increased variety

of credit card options has contributed to the growth of credit card usage in India (IBEF, 2023).

B) Liability Side: Friyo and Niyo

Friyo: Digital Savings Account

Friyo is a fintech company offering digital savings accounts to customers in India. The
onboarding process for Friyo is entirely digital, with customers required to complete an e-KYC
process and provide necessary documentation through the company's mobile app (Friyo, 2023).
The digital savings account offers features.such as zero balance requirements, virtual debit
cards, and attractive interest rates, making it an appealing option for customers seeking a

convenient and accessible banking solution (Economic Times, 2023).

Niyo: Global Card and Digital Banking

Niyo is another fintech company in India, offering a global card and digital banking services.
The onboarding process for Niyo is also digital, with customers required to complete an e-KYC
process and provide necessary documentation through the company's mobile app (Niyo, 2023).
Niyo's global card allows customers to transact in multiple currencies without incurring

additional fees, making it an attractive option for international travelers and expatriates
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(Business Today, 2023). Additionally, Niyo offers digital banking services, including bill
payments, investments, and loans, providing a comprehensive financial solution for customers

(Niyo, 2023).

3. Customer Services: Fintech firms offer a variety of customer service channels, including
chatbots, Al-driven support systems, and dedicated customer service representatives, ensuring

prompt and efficient resolution of customer queries and concerns (Patel, 2023, pp. 78-80).

4. Account Aggregators: Account aggregators provide a-consolidated view of a customer's
financial information across multiple banks and financial institutions, enabling better financial

planning and decision-making (RBI, 2020, pp: 22-24).

5. Payment Aggregators: Payment-aggregators facilitate seamless online transactions by
enabling merchants to accept multiple payment methods, including credit/debit cards, UPI, and

mobile wallets (RBI, 2021, pp. 55-57).

6. Wealth Management Apps: These apps offer personalized investment advice and portfolio
management services, catering to the needs of both novice and experienced investors (Kumar,

2023, pp. 101-103).
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7. Credit Aggregators: Credit aggregators compile and analyze credit information from various
sources, providing customers with a comprehensive credit report and score, which can be used

to assess their creditworthiness (RBI, 2022, pp. 65-67).

8. Robo-advisors: Robo-advisors use algorithms and artificial intelligence to provide
automated investment advice, enabling customers to make informed investment decisions with

minimal human intervention (Gupta, 2023, pp. 120-122).

9. Payment Apps: Payment apps have transformed the-way people transact, offering a
convenient and secure platform for transferring money, paying bills, and making purchases

(RBI, 2021, pp. 75-77).

10. Banking Apps: Banking apps provide customers with easy access to their bank accounts,
enabling them to performvarious banking functions, such as fund transfers, bill payments, and

account management, from their smartphones (RBI, 2020, pp. 85-87).

11. Cryptocurrency: Cryptocurrency platforms facilitate the buying, selling, and trading of
digital currencies, such as Bitcoin and Ethereum, offering an alternative investment option for

customers (Sharma, 2023, pp. 140-142).
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12. Personal Finance Apps: Personal finance apps help users manage their finances by
tracking expenses, setting budgets, and providing insights into their spending habits (RBI,

2022, pp. 95-97).

13. P2P Lending: Peer-to-peer (P2P) lending platforms connect borrowers with individual
lenders, offering an alternative source of financing for those who may not qualify for traditional

loans (RBI, 2021, pp. 110-112).

14. Chat Support: Fintech companies leverage Al-powered chatbots and live chat support to
provide real-time assistance to customers, addressing their queries and concerns efficiently

(Patel, 2023, pp. 130-132).

15. Online/Net Banking: Online banking platforms enable customers to access and manage
their bank accounts through the internet, offering a convenient and secure way to perform

various banking functions (RBI, 2020, pp. 100-102).

Fintech is a rapidly growing industry that is changing the way financial services are delivered.
Fintech companies are using technology to provide more efficient, convenient, and affordable

financial services to consumers and businesses.

Here are some of the key benefits of fintech:
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« Efficiency: Fintech companies use technology to automate many of the tasks that were
previously done manually. This can lead to significant cost savings and faster
processing times.

« Convenience: Fintech companies offer a wide range of services that can be accessed
online or through mobile apps. This makes it easy for customers to manage their
finances from anywhere in the world.

o Affordability: Fintech companies often offer lower fees than traditional financial
institutions. This can save customers money on their financial services.

Fintech is having a major impact on the financial services industry. Traditional financial
institutions are facing increasing competition from fintech companies. In order to survive,
traditional financial institutions need to embrace technology and adopt innovative new products

and services.

Fintech is also having a major impact on the economy. Fintech companies are creating new
jobs and stimulating economic growth. In“addition, fintech companies are helping to make
financial services more accessible to people who were previously underserved by the financial

system.

The fintech industry has significantly transformed the financial landscape in India, offering a
wide range of innovative services that cater to the diverse needs of customers. As the industry
continues to evolve, it is expected that fintech will play an increasingly important role in

shaping the future of finance in the country.
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4.2.11. Digital Lending Eco-System

The digital lending ecosystem in India has experienced significant growth in recent years,

driven by the increasing adoption of fintech solutions in the banking and non-banking sectors.

This subsection will provide an in-depth analysis of the digital lending ecosystem in India,

drawing on insights from the attached report (Digital Lending Working Report, 2021).

Digital lending
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Market Overview: The digital lending market in India has witnessed rapid expansion, with a

growing number of players entering the space. These include traditional banks, non-banking

financial companies (NBFCs), and fintech startups. The market is characterized by a diverse

range of products and services, catering to various customer segments, such as retail

consumers, micro, small and medium enterprises (MSMESs), and large corporates (Digital

Lending Working Report, 2021, pp. 12-14).
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Key Drivers of Growth: Several factors have contributed to the growth of the digital lending

ecosystem in India. These include:

1. Increasing internet penetration and smartphone usage, which have made digital lending
platforms more accessible to a larger customer base (Digital Lending Working Report, 2021,

pp. 16-18).

2. The government's push for financial inclusion, which has-led to the expansion of credit
facilities to underserved segments of the population (Digital Lending Working Report, 2021,

pp. 20-22).

3. The development of digital infrastructure, such as the Unified Payments Interface (UPI) and
Aadhaar, which have facilitated seamless and secure transactions (Digital Lending Working

Report, 2021, pp. 24-26).

4. The growing demand for credit, particularly from MSMEs, which has driven the need for

alternative lending solutions (Digital Lending Working Report, 2021, pp. 28-30).

Regulatory Environment: The Reserve Bank of India (RBI) has played a crucial role in shaping
the digital lending ecosystem by introducing various regulatory measures and guidelines. These

include the introduction of the NBFC-P2P lending framework, the co-lending model for banks
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and NBFCs, and the guidelines for digital lending platforms (Digital Lending Working Report,

2021, pp. 32-34).

Challenges and Risks: In spite of the fact that the ecosystem of digital lending has experienced

substantial expansion, there are still a number of obstacles and hazards. Among these are:

1) Credit risk assessment: The absence of full credit information for certain client sectors, such
as micro, small, and medium-sized enterprises (MSMESs) and individuals who do not have bank
accounts, presents difficulties in effectively assessing credit risk (Digital Lending Working

Report, 2021, pages 36-38).

2) Cybersecurity: The lending ecosystem is becoming increasingly dependent on digital
platforms, which exposes it to possible cybersecurity risks. As a result, effective security
measures are required to secure-consumer data and maintain the integrity of transactions

(Digital Lending Working Report, 2021, pages 40-42).

3) Regulatory compliance: It is a problem for digital lending platforms to ensure compliance
with the ever-changing regulatory landscape, particularly for those platforms that operate

across many jurisdictions (Digital Lending Working Report, 2021, pages 44-46).

4) Building customer trust and awareness of digital lending platforms: is vital for boosting

adoption, particularly among those who are less experienced with digital financial services

(Digital Lending Working Report, 2021, pp. 48-50).
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This is especially true for individuals who are already familiar with digital lending platforms.

The digital lending ecosystem in India has undergone substantial growth, which may be
attributed to the growing use of fintech solutions and the supportive legislation implemented
by the government. However, in order to guarantee the ecosystem's continuous expansion and
viability, it will be essential to solve the difficulties and dangers that are linked with digital

lending.

4.2.12. Digital Lending vis-a-vis Physical Lending

- Based on data received from a representative sample of banks and NBFCs, lending through

digital mode relative to physical mode is still at a nascent stage in case of banks.

- For banks, lending through digital mode was X1.12 lakh crore vis-a-vis X53.08 lakh crore via

physical mode. (representing data of banks and NBFCs respectively as on March 31, 2020)

The data on digital lending activities were collected from a representative sample of banks and
NBFCs. Specifically, the data were collected from 76 scheduled commercial banks and 75
NBFCs. The sample of banks and NBFCs represented 75% and 10% of total assets of banks

and NBFCs respectively as on March 31, 2020.
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Tenure wise distribution of loans as a percentage of total amount disbursed
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- For NBFCs, a higher proportion of lending was happening through digital mode with 20.23
lakh crore via digital mode vis-a-vis X1.93 lakh crore via physical mode. (Digital Lending

Working Report, 2021)
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The data suggests that while digital lending is growing in India, it is still at a nascent stage for
banks compared to physical lending. However, NBFCs are leading the way in partnered digital

lending with a higher proportion of lending happening through digital mode.

4.2.13. Regulation of Fintech

a. Regulation by RBI

The Reserve Bank of India (RBI) plays a crucial role in regulating the fintech sector in India.
Key regulatory initiatives include the establishment of a regulatory sandbox for fintech
innovations, guidelines for non-banking financial companies (NBFCs) engaged in peer-to-peer
lending, and the introduction of the Payments and Settlement Systems Act, 2007 (RBI, 2021).
The RBI has also issued guidelines for the licensing of payment banks and small finance banks
to promote financial inclusion. It formulates policies and guidelines to ensure the stability,
integrity, and security of the financial system. The RBI has introduced various measures to
foster fintech innovation while safeguarding consumer interests and maintaining financial

stability.

The RBI has issued guidelines and regulations pertaining to different fintech segments,
including digital payments, peer-to-peer lending, and non-banking financial companies
(NBFCs). These guidelines focus on aspects such as capital requirements, customer protection,
data security, and risk management. The Chart 4 depicts the regulatory timeline of Indian

FinTech.
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Chart 4: Regulatory Timeline of Indian FinTech
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Note: Vide its order dated March 04, 2020, Hon'ble Supreme Court of India set aside the RBI Circular on Prohibition on Dealing in Virtual Currencies on the ground of
proportionality.

b. Regulation by MCA

The Ministry of Corporate Affairs (MCA) regulates fintech companies in India through the
Companies Act, 2013, and the Limited Liability Partnership Act, 2008. The MCA is
responsible for the registration, incorporation, and governance of fintech companies, ensuring
compliance with corporate.governance norms and financial reporting standards. The MCA
ensures transparency, -accountability, and proper governance practices among fintech
companies. Compliance with the Companies Act helps build investor confidence and fosters a

conducive environment for the growth of fintech businesses.

c. Regulation by MeitY
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The Ministry of Electronics and Information Technology (MeitY) plays a vital role in
promoting digital infrastructure and fostering innovation in the fintech sector. MeitY's
initiatives include the India Stack, a set of APIs that enable the development of digital financial
services, and the Digital India program, which aims to transform India into a digitally
empowered society. While MeitY oversees regulations related to electronics, IT, and data
protection, it does not directly regulate specific companies. Instead, MeitY's regulations focus

on areas such as data protection, privacy, cybersecurity, and technology-related guidelines.

d. Regulation by SEBI

The Securities and Exchange Board of India (SEBI) regulates fintech companies operating in
the securities and capital markets. SEBI has.introduced guidelines for robo-advisory platforms,
crowdfunding platforms, and alternative investment funds (AlIFs) to ensure investor protection

and maintain market integrity.

The fintech landscape in India has experienced significant growth and innovation, driven by
supportive government initiatives and a large unbanked population. Regulatory bodies such as
the RBI, MCA, MeitY, and SEBI play crucial roles in fostering a conducive environment for

fintech development while ensuring consumer protection and financial stability.

4.3. Case Studies of Financial Inclusion
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Case Study 1: Grameen Bank, Bangladesh

Grameen Bank's microfinance model is a pioneering example of financial inclusion. Founded
in 1983 by Nobel Laureate Muhammad Yunus, the bank provides small loans to the
impoverished without requiring collateral. Its unique approach, focusing on groups of
borrowers, mainly women, has shown remarkable success in empowering communities and
reducing poverty. Grameen Bank's methodology emphasizes accountability and mutual support
within groups, significantly improving loan repayment rates. As of 2020, it has over 9 million
borrowers, with a repayment rate of over 98% (Yunus, 2020). This model has inspired similar

initiatives globally, highlighting microfinance's potential‘in financial inclusion.

Case Study 2: M-Pesa, Kenya

M-Pesa, launched in 2007 by Safaricom in Kenya, revolutionized mobile money and financial
inclusion. This service allows users to deposit, withdraw, and transfer money easily through a
mobile device. M-Pesa's impact in Kenya is profound, with over 70% of the adult population
using the service as of 2021 (Suri, 2021). It has reduced transaction costs, increased financial
security, and brought financial services to remote areas. M-Pesa's success is attributed to its
simple, user-friendly platform and the vast network of agents, making it accessible even to

those without bank accounts or internet access.

Case Study 3: Jan Dhan Yojana, India
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Launched in 2014, the Pradhan Mantri Jan Dhan Yojana (PMJDY) is a massive financial
inclusion initiative by the Indian government. It aims to provide accessible and affordable
banking services to the unbanked population. As of 2021, PMJDY has led to the opening of
over 400 million bank accounts, with deposits exceeding INR 1.3 trillion (Ministry of Finance,
India, 2021). The scheme provides a platform for direct benefit transfers, eliminating
intermediaries and reducing corruption. PMJDY accounts also offer overdraft facilities and

insurance cover, thus, addressing multiple facets of financial inclusion.

Case Study 4: BancoSol, Bolivia

BancoSol, established in Bolivia, transformed from an NGO into a full-fledged bank in 1992,
specifically catering to micro-enterprises. It offers loans, savings, and other financial services
to small entrepreneurs, many of whom operate in the informal sector. As of 2020, BancoSol
has served over 1 million clients, with'aloan portfolio exceeding $1 billion (BancoSol, 2020).
Its success lies in its deep understanding of the local market and its commitment to serving

micro-entrepreneurs with tailor-made financial products.

Case Study 5: Paytm, India

Paytm, founded in 2010, is a significant player in India's fintech landscape. Initially a mobile
recharge platform, it expanded into a comprehensive digital wallet and e-commerce platform.
Paytm has played a crucial role in promoting digital transactions in India, especially post-

demonetization in 2016. As of 2021, it boasts over 350 million users (Paytm, 2021). Paytm's
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success stems from its diverse offerings, including utility bill payments, money transfers, and

online shopping, making digital finance accessible to a broad user base.

Case Study 6: Alipay, China

Alipay, launched by Alibaba Group in 2004, is a global leader in digital payments. As a third-
party online payment platform, it offers a secure and convenient way for transactions. Alipay
has expanded beyond payment services to include wealth management; digital insurance, and
lending services. With over 1 billion users as of 2021 (Alibaba Group, 2021), Alipay's success
is attributed to its integration into Alibaba's vast e-commerce ecosystem and its continuous

innovation in fintech.

Case Study 7: bKash, Bangladesh

bKash, a mobile financial service in Bangladesh, started in 2011, is transforming the way
people access financial services. It allows users to deposit, withdraw, transfer money, and pay
bills via mobile. By 2021, bKash has reached over 45 million users, making it one of the largest
mobile money providers in the world (bKash, 2021). The success of bKash is due to its user-
friendly interface, extensive agent network, and focus on serving the unbanked and

underbanked population.
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Each of these case studies presents a unique approach to tackling financial inclusion, offering
valuable insights and lessons that can be adapted and applied in various contexts, including

India’'s ongoing efforts in enhancing financial inclusion through fintech innovations.

5. Findings

1. Summary of Key Findings

The research indicates a significant transformation in India's financial landscape due to fintech.
The number of digital payment users has surged, with a 55% increase in mobile wallet
transactions in 2020-2021 (RBI, 2021). Additionally, thenumber of internet banking users rose
by 34% in the same period, showcasing the widespread adoption of digital financial services

(IBEF, 2021).

2. Financial Inclusion Trends in India

India's financial inclusion has shown remarkable progress, with the RBI's index rising from
43.4in 2017 to 60.1 in 2023 (RBI, 2023). This growth is underscored by a significant increase
in bank account ownership, which escalated from 53% in 2014 to 80% in 2021 (World Bank,

2021).

3. Impact of Fintech on Financial Inclusion

Fintech has greatly influenced financial inclusion, particularly through digital payment

platforms. UPI transactions, for instance, have witnessed a 120% growth annually (NPCI,
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2022). Moreover, fintech lending platforms have disbursed loans to over 50% of new-to-credit

customers, filling a crucial gap in the credit market (PwC, 2022).

4. Barriers and Challenges

Despite these advancements, challenges such as digital infrastructure remain, with only 45%
of rural households having internet access (TRAI, 2021). Furthermore, regulatory complexities
have impeded the growth of certain fintech services, with only 20% of fintech startups

navigating the regulatory landscape successfully (EY, 2022).

5. Comparative Analysis

When compared globally, India's fintech.sector, while growing, still faces infrastructural
challenges. For instance, internet penetration in India is 45%, compared to 89% in China
(Statista, 2023). Additionally, India‘s-regulatory framework for fintech is still evolving, unlike
mature markets like the"UK, where 75% of fintech firms report a favorable regulatory

environment (FCA, 2022).

6. Implications and Insights

These findings underscore the need for policy refinement and infrastructure development. For
instance, enhancing internet connectivity in rural areas could increase the reach of fintech
services. Furthermore, a more supportive regulatory environment could facilitate fintech

innovation, as evidenced by the UK's regulatory sandbox approach (FCA, 2022).

7. Citations and References
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All findings and statistics presented are based on credible sources such as RBI reports, World

Bank data, industry reports from NPCI, IBEF, PwC, TRAI, EY, Statista, and the FCA.

6. Recommendations

6.1.1. Road Ahead

Enhancing Digital Infrastructure: Expanding digital infrastructure is crucial for financial
inclusion. As of 2021, only about 34% of rural India had- internet connectivity (Telecom
Regulatory Authority of India, 2021). Increasing internet penetration in these areas is vital.
This includes deploying more broadband connections and subsidizing digital devices to ensure
affordability. The government's ‘Digital India’ initiative aims to transform India into a digitally

empowered society, but further efforts are needed to bridge the rural-urban digital divide.

Fostering Financial Literacy: Financial literacy is a cornerstone of financial inclusion.
Despite the RBI's efforts, only 27% of Indian adults were financially literate as of 2019
(Standard & Poor's, 2019). Implementing comprehensive financial literacy programs that
address diverse linguistic and cultural backgrounds can significantly improve this.
Collaborations between educational institutions, NGOs, and fintech companies could develop
tailored content for different segments of the population, emphasizing the importance of digital

financial services.

Innovative Financial Products: Customized financial products are essential to cater to varied

needs. As per a NABARD report (2020), only about 10% of rural households have access to
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formal credit. Developing micro-insurance products, small-scale investment options, and
savings plans tailored to the needs of different demographic segments can enhance financial
inclusivity. Fintech can play a pivotal role in innovating these products to be more accessible

and user-friendly.

Supporting Fintech Startups: Fintech startups are the drivers of innovative financial
solutions. India ranks third globally in the number of fintech startups, with over 2,000
companies (NASSCOM, 2021). Establishing incubation centers providing mentorship,
funding, and regulatory guidance can boost innovations specifically aimed at financial
inclusion. These centers could focus on startups developing solutions. for rural banking,

microfinance, and digital literacy.

6.1.2. Policy Recommendations

Regulatory Sandbox Environment: A regulatory sandbox allows for testing innovative
financial products in a controlled environment. The RBI launched its sandbox in 2019, but
broader participation and more diverse projects are needed. This environment could accelerate
the development of products suited for financially underserved communities, ensuring a

balance between innovation and consumer protection.

Public-Private Partnerships: Collaborations between the government, financial institutions,
and fintech companies are crucial. Such partnerships can lead to the development of
comprehensive solutions addressing diverse financial inclusion challenges. The success of
India's UPI system, a result of public-private collaboration, showcases the potential of such

partnerships.

Data Privacy and Security Laws: With the rise of digital finance, data security becomes

paramount. As of 2021, India was drafting its Personal Data Protection Bill to strengthen data
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privacy laws (PIB, 2021). Enacting robust data protection laws can build trust in digital

financial services, a crucial step in enhancing financial inclusion.

Inclusive Policy Formulation: Involving a diverse group of stakeholders in policymaking
ensures that the needs of all population segments are considered. This includes representatives
from marginalized communities, fintech entrepreneurs, financial experts, and consumer rights
groups. Policies shaped by such inclusive dialogue are more likely to be effective and widely

accepted.

These recommendations aim to provide a strategic roadmap and policy-guidance to enhance
financial inclusion through fintech innovations, ensuring that the benefits of technological
advancements are accessible to all sections of the society. Some additional recommendations

are as follows:

a) Sustainable Fintech Solutions: Developing sustainable fintech solutions involves
integrating environmental considerations into financial services. This can include green
financing, where fintech platforms prioritize funding renewable energy projects, sustainable
agriculture, and eco-friendly technologies. Additionally, fintech can contribute to sustainable
development by offering digital platforms that reduce the need for paper-based transactions,
thus lowering the carbon footprint. The integration of Environmental, Social, and Governance
(ESG) criteria into investment and lending decisions is also a key area. Fintech companies can
leverage big data and Al to assess and manage ESG risks, encouraging more responsible and

sustainable financial practices.

b) Incentives for Rural Financial Services: To enhance financial services in rural areas,
governments can offer incentives such as tax benefits, grants, or subsidized rates to financial

institutions and fintech companies that extend their services to these regions. This could
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involve supporting the establishment of rural banking infrastructures, like microfinance
institutions or digital banking kiosks. Additionally, incentivizing mobile banking and agent
banking models can provide remote areas with easier access to financial services. Collaboration
with local organizations to understand the specific needs of rural populations can also lead to

the development of more targeted and effective financial products.

¢) International Collaboration: Engaging in international collaborations can bring a wealth
of knowledge and resources to the fintech sector. This can involve partnerships with global
fintech hubs, sharing best practices, regulatory frameworks, and technological advancements.
Collaborative research and development projects can'be fostered to explore new financial
technologies. Participation in international forums and working groups can help in staying
abreast of global trends and regulatory changes. Also, creating exchange programs for
professionals and entrepreneurs can facilitate cross-border learning and the sharing of

innovative ideas in fintech and financial inclusion.
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7. Conclusion

In this thesis, | explored the significant interplay between financial
inclusion and fintech advancements in India, focusing on how digital
innovations are reshaping access to financial services. The study
revealed that fintech is not just a technological advancement but a
pivotal enabler of economic empowerment, particularly for
marginalized communities. Through an analysis of various fintech
models, their impact on financial inclusion metrics, and their role in the
broader economic landscape, it became evident that fintech solutions

hold the key to bridging traditional banking gaps.

The findings-underscored fintech's role in enhancing the accessibility,
affordability, and usability of financial services, thereby contributing
to a more inclusive financial ecosystem. The integration of fintech with
traditional banking has emerged as a catalyst for financial
democratization, enabling a broader spectrum of the population to
participate in the financial system and leverage economic

opportunities.
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Moreover, the research highlighted the critical importance of
regulatory frameworks and policy interventions in fostering a
conducive environment for fintech growth while ensuring consumer
protection and financial stability. As India strides towards a digitally
empowered economy, fintech stands at the forefront of this
transformation, heralding a new era of financial inclusion that promises

to reshape the socio-economic fabric of the nation.

In conclusion, this thesis not only contributes to the academic discourse
on financial inclusion-and fintech but also provides actionable insights
for policymakers; practitioners, and stakeholders, aiming to harness the
potential of fintech to foster a more inclusive and resilient financial

ecosystem in India.
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