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Abstract

Digital transformation has disrupted nearly every industry, and fintech is no exception. Fintech
companies are revolutionizing areas like payments, insurance, lending, and wealth management. The
COVID-19 pandemic has further accelerated the growth of these companies. In India, the fintech
adoption rate stands at 87%, much higher than the global average of 64%. India is now leading in
fintech adoption and has become a major hub for investment in the sector.

This study aims to analyze whether fintech companies have grown and contributed significantly to
digital transformation. The study uses quantitative methods, relying on secondary data, with percentage
and trend analysis tools. The findings show that the market size of fintech, lending tech, and insurance
tech is playing a crucial role in driving digital transformation. Additionally, in recent years, neo-
banking has become important in digitizing transactions. Banks and financial institutions (FIs) are
partnering with neo-banks to further the goals of Digital India and financial inclusion.
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Introduction

The introduction of digital technologies has made the financial sector more focused on
customers and up to date with technology. By offering digital services, financial institutions
can provide the experiences their customers and stakeholders expect. This also leads to
higher employee satisfaction, better customer engagement, and increased business
innovation. Fintech companies can operate faster and more efficiently, making them more
competitive. The growth of fintech in India has been supported by a collaborative ecosystem
and key government initiatives. Innovations like India Stack have played a big role in driving
financial inclusion.

In the past two years, India has embraced fintech startups, leading to a widespread adoption
of digital financial models. Whether it’s paperless loans, neo-banking, mobile banking,
digital payments, mobile wallets, or insurance, fintech has transformed every part of the
traditional banking system. In the past, banks were the main providers of payment services,
but now fintech companies like Paytm, Razor pay, Google Pay, Amazon Pay, Phone Pe, and
MobiKwik have become a regular part of daily transactions.

Theoretical background of the study

The impact of fintech companies on traditional banks can be understood through consumer
theory and disruptive innovation theory. According to Consumer Theory (Aaker and Keller,
1990) 2, new services, like those offered by fintech firms, can replace older services
provided by traditional banks by meeting the same consumer needs. Disruptive Innovation
Theory (Christensen, 1997) 21 distinguishes between two types of innovation: sustaining
and disruptive. Sustaining innovations involve continuous improvements to products or
services that satisfy the demands of existing customers. These innovations enhance the core
features that mainstream customers value, either incrementally or radically.

On the other hand, disruptive innovations start off seeming less attractive to mainstream
customers but appeal to emerging consumers in low-end or niche markets, offering better
performance in alternative areas. Over time, as these innovations improve, they can meet the
needs of mainstream customers as well, leading to a shift in the market.
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NEO Banks Vs Digital Banks

Digital banks are an extension of traditional banks, offering
a similar range of services, while neo-banks operate
exclusively online. Neo-banks also support traditional banks
that lack an online presence by providing essential digital
services. Though both neo-banks and digital banks offer
similar services, they are distinct types of financial
institutions.  Neo-banks address the limitations of
conventional banking, which is crucial for modern banking
needs. The shift from traditional to digital banking has
enhanced customer engagement, increased responsiveness,
boosted efficiency and productivity, improved revenue,
accelerated. time to market, optimized resource
management, fostered innovation, and ensured.
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Growth of fintech companies in India

There are over 2,100 fintech companies in India, with more
than 67% of them established in the last five years. The
fintech sector has experienced significant growth in funding,
attracting over $8 billion in investments in 2021 alone. As
of June 2022, India has 21 fintech unicorns, and it is
expected that the country will produce even more in the
coming years. India’s fintech adoption rate is 87%, much
higher than the global average of 64%, making it one of the
fastest growing fintech markets in the world, with 6,636
fintech startups.

The Indian fintech industry was valued at $50 billion in
2021 and is projected to reach around $150 billion by 2025.
Since 2018, venture capitalists have shown great interest in
Indian fintech startups, primarily due to the increasing
demand for technology-driven fintech solutions. In 2021,
fintech startups in India raised nearly $8 billion across 280
deals, with an average investment size of $33 million. The
lending tech and digital payment sectors received the most
venture capital, accounting for 68% of total funding and
44% of deals. By 2030, fintech is expected to manage $1
trillion in assets and generate $200 billion in revenue, with
digital lending set to grow to a market size of $515 billion.
India's fintech market is on track to reach a trillion dollars
by 2025.

https://www.theeconomicsjournal.com

Table 1: market size of fintech market in India (TN in $)

Fintech Industry 2021|2022 | 2023|2024 | 2025
Neo banking 31 | 48 | 67 | 84 97
Fintech 33| 46 | 6.4 9 12.6
Insurance tech 56 | 87 | 137 | 216 | 339
investment tech 6.4 | 9.2 |133]19.1| 275
Lending tech 200 | 270 | 350 | 464 | 616
Payments 139 | 165 | 184 | 198 | 208
Total $435 | $584 | $758 | $990 | $1300

Source: Inc42 Plus

The table shows that neo-banking made significant progress
between 2021 and 2022, growing from $31 trillion to $48
trillion, with expectations to reach $97 trillion (+213%) by
2025. This presents a huge opportunity for bankers. In terms
of payments, the market is projected to increase from $139
trillion in 2021 to $208 trillion by 2025. Neo-banking and
lending tech are expected to play a key role, allowing
financial institutions (FIs) to grow by partnering with neo-
banks in the future (Chan et al., 2022).

Between 2021 and 2022, both neo-banking and Insurtech
held a significant market share of 55% each. The total
market size grew from $435 trillion to $584 trillion (+34%)
during this period. In the overall fintech market, lending
tech is projected to make up 47% ($616 billion), Insurtech
26% ($339 billion), and digital payments 10.6% ($208
billion). This highlights the major role fintech, lending tech,
and Insurtech are playing in market growth. The Reserve
Bank of India (RBI) is expected to refine policies to support
the fintech market and achieve India's digital and financial
inclusion goals.

Table 2: Overall estimates of growth opportunity (CAGR)

Fintech industry Growth (2021-2025) % | CAGR (%)
Neo banking 213 33
Fintech 282 40
Insurance tech 505 57
Investment tech 329.69 44
Lending tech 208 32.48
payments 49.64 10.6

The table shows that India’s total fintech market is expected
to reach $1.3 trillion by 2025, with an annual growth rate
(CAGR) of 31% from 2021 to 2025. Among the different
fintech sectors, Insurtech is growing the fastest, with a
CAGR of 57%, followed by investment tech at 44% and
fintech Saa$S at 40%.

Growth of digital lending in India

Digital credit is set to revolutionize India's lending system
by bringing millions of additional MSMEs into the market
in the coming years. India's unique open infrastructure,
unmet customer demand, and strong digital consumption
make it a promising market for digital lending. According to
a report from researchandmarkets.com, India has the highest
fintech adoption rate at 87% and is the top destination for
investment deals globally. In 2020, India's fintech market
was valued at INR 2.30 trillion, and it is projected to grow
at a compound annual growth rate (CAGR) of 24.56%
between 2021 and 2026, reaching approximately INR 8.35
trillion by 2026.
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Table 3: Trend value of digital lending in India (INR. In Billion)

Year Value of Lending Increase (Decrease) Growth (%) Trend
2012 9 - - -44.04
2013 14 5 55.56 -15.76
2014 23 9 64.29 12.52
2015 33 10 43.48 40.80
2016 46 13 39.40 69.08
2017 58 12 26.09 97.36
2018 75 17 29.31 125.64
2019 110 35 46.67 153.92
2020 150 40 36.36 182.20
2021 200 50 33.33 210.48
2022 270 70 35 238.76
2023 350 80 29.63 267.04

Source: STATISTA
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Fig 1: Growth value of Digital lending in India

The table highlights that digital lending is one of the fastest-
growing fintech sectors in India, skyrocketing from $9
billion in 2012 to $270 billion in 2022. Between 2012 and
2017, digital lending grew from 9 billion to 58 billion INR,
an increase of about 544%. From 2017 to 2022, it surged
further from 58 billion to 270 billion INR, growing by
approximately 366%. The lending market is projected to
reach around $350 billion by 2023, presenting tremendous
growth opportunities for digital lending. This sector has
been largely driven by fintech startups and non-banking
financial companies (NBFCs). The RBI is encouraged to
adopt policies that support fintech companies, banks, and
NBFCs in driving digital transformation and advancing the
vision of Digital India.

Major challenges affecting fintech

Regarding adoption in India

Fintech adoption in India has been remarkable, but it still
faces challenges such as data security and privacy risks,
platform downtimes, low financial literacy, and uneven
adoption rates, especially among MSMEs, which play a
major role in the Indian economy. Additionally, the
constantly changing regulations in this evolving sector, such
as those related to investment exits, cryptocurrency,
payments, data security, and consumer protection, can lead
to cost challenges for both users and businesses.

Some of the leading fintech hubs in India include Mumbai,
Gurugram, Bengaluru, New Delhi, and Hyderabad, with

Mumbai and Bengaluru accounting for about 42% of the
country's fintech ecosystem. Digital payments are central to
the growth of e-commerce, now making up nearly 50% of
card transactions, compared to much lower levels three
years ago. Consumers can now use one-click checkout
options like Apple Pay, while peer-to-peer and merchant
payments have surged due to the widespread adoption of
services across the Unified Payments Interface (UPI) in
India.

Regarding Fintech Industry

The key challenges faced by the fintech sector in India are:

e Regulatory and Compliance Laws: To ensure the
safety of the fintech ecosystem, the government has
imposed strict regulatory and compliance requirements
on fintech services. While these rules are important,
they also slow down the growth of fintech startups by
creating significant barriers for new entrants, who must
complete extensive formalities before starting
operations.

e Unbanked Population: A large segment of the
population still does not have bank accounts and many
prefer cash over online transactions. Although the
government is promoting financial inclusion through
initiatives like Pradhan Mantri Jan Dhan Yojana, a
considerable portion of the population remains inactive,
with some not making even a single transaction in a
year.
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e Cash-Driven Economy: India has traditionally been a
cash-based economy, and many people have a
conservative attitude toward digital payments. Due to
low financial literacy, a large number of people still
associate digital transactions with scams. While more
people are starting to embrace digital payments, it
remains a challenge to fully shift them away from cash.

e Cyber Frauds: As the fintech sector grows, it is
increasingly vulnerable to cyber fraud and theft. Fintech
companies handle sensitive customer data, and breaches
in security can lead to significant financial losses during
online transactions. For fintech startups to succeed, they
must prioritize cybersecurity to gain consumer trust and
encourage wider adoption of their services.

Driving forces for growth of Fintech

The growth of fintech in India is being driven by several key
macroeconomic factors, including supportive government
policies and regulations, India's large youth population,
rising disposable incomes, a significant unbanked
population, improved internet access, and the increasing use
of smartphones. Additionally, the fast-growing e-commerce
market has played a crucial role. Fintech companies in India
are offering services in areas such as digital lending, digital
payments, and wealth management, using technology to
simplify financial processes. The investment industry has
also been transformed, with more retail investors opting for
new discount brokers to invest in shares, mutual funds, and
ETFs.

Other key drivers of fintech growth include the rise of neo-
banking, digital lending platforms, increased adoption of
digital payments, Insurtech, and various government
initiatives aimed at promoting tech adoption.

Conclusion

In conclusion, most Indian fintech startups are less than a
decade old, but their growth, particularly in lending tech and
Insurtech, has been remarkable in recent years. Factors such
as emerging technologies, neo-banks, shifting cultural
trends, the expanding fintech market, and supportive
regulations have driven this growth. Future technological
advancements are expected to further accelerate the
expansion of the fintech market, transforming the way
financial products and services are developed, delivered,
and consumed.

Digital transformation has been key in shaping the future of
financial services, and it's clear that businesses must
prioritize digitalization to stay competitive and serve their
customers effectively. Implementing digital transformation
initiatives is crucial for advancing the goals of Digital India
and promoting financial inclusion.
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