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Along with the Synchronous and Asynchronous resources being shared with the students,

the following notes can act as a catalyst for the students to augment their understanding of

the topics in the Fintech course.

The following notes are prepared in accordance with the suggested schedule of sessions

during the fintech course development meet.

Session 1, 2and 3: Introduction to FinTech

Introduction

From shopping to socializing everything has transformed in the last few years due to
technology. In fact, technology is also the thrust behind the transformation in the financial
services industry. A lot of fintech start-ups have emerged over the last few years. These
start-ups are using technology to make it easier for people to invest, make payments and
even get a loan.

When we focus on the millennials, we can understand that it’s particularly appealing to
them because they grew up with mobile devices and want to conduct financial transactions
the same way they would share pictures or apply for a job. The technology companies
recognize the need of the hour and have capitalized on it and hence the birth of the fintech
startups.

“[Millennials] see financial services as a consumer product which is a much different way of
looking at it,” says James Wester, research director at IDC, the market research firm.

So to summarize, the reasons for the rise in Fintech is not just due to the millennials fresh
perspective on financial markets that is making this industry possible. It is also a
convergence of technology and big data, enabling all sorts of companies to harness and
analyze information in new ways, whether it’s coming up with a personalized investment
plan or approving a loan through a different underwriting process.

What is Fintech?

According to Investopedia :
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‘Fintech: n. A blanket term for disruptive technologies affecting the financial services

industry.’

‘Fintech, or financial technology, encompasses a wide of companies using software to

provide financial services. Financial technology companies are generally characterized as

being startups created to disrupt existing financial models and the larger financial

corporations that are less integrated with technology.

Though, larger corporations are increasingly recognizing the need for software solutions

and are turning to fintech to increase and improve their financial service offerings.

Global investment in financial technology has exploded in recent years. Fintech now

makes up a multi-billion dollar industry, still dominated by startups offering technological

solutions to financial services and products.’

Advantages of Fintech

The following are several advantages to fintech:

● Price.

The price of fintech products can be lower for the consumers as compared to traditional
financial products. These lower prices can be because of the use of algorithms to better
judge the risk of lending to someone or simply through the lack of legacy systems.

● Access to financial products. 

The most obvious advantage or benefit of fintech is the increased access to banking and
lending products.

Better access to finance through fintech products can prove to be advantageous for the
small businesses also.

Consumers can benefit from better insight into their spending and better interest rates
through risk-based pricing.

Simpler, automated investing also gives people options outside of savings accounts, and
people living in regional areas will benefit by not having to visit a branch to conduct their
banking.

● Improve finances. Many fintech products aim to improve the financial position of its
consumers and aim to give consumer a better view of their finances.

For example, Spending Analysis and Insights as well as notifications offered by neobanks
and other banks enable a consumer to understand how are they spending their money and
where exactly is their money going.
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Evolution of Fintech

From the ATM’s debut in the 1950s to e-banking in the early 90s, the industry went
through rapid technologically driven changes before it became ‘fintech’ as we know it
today

By the early 2000s, the fintech as an industry was driven primarily by start ups who built
technology to sell to major financial service companies such as banks, dealers and insurance
firms.

Banks have generally been averse of lending to SMEs or individuals, as the risk tends to be
higher. Another important thing to understand is that the traditional financial service
companies did not give priority on creating innovative technology based products.

The emerging start-ups were also not viewed as a threat by the traditional financial service
companies.

PayPal is proclaimed by many as the first modern fintech company when it came back in
news in 1998. Today, we have Venmo, Google Pay, Stripe (and Paytm in India) as just a few of
the numerous players in an ever-expanding market.
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However, we must appreciate that the scope of fintech services goes beyond simply
facilitating financial transactions.

Every possible banking service is now nearly available by independent companies. Services
which include investing, insurance, financial planning, tax filing, and many more.

In a few years’ time it’s quite possible that we will be looking back upon these services in
the same way that children today view pagers and dial-up internet — primitive and
redundant— unless they fail to keep innovating their technology and improve consumer
experience.

With technology transformations and mounting competition in the financial service industry,
banks have realized their inability to build tech products that their consumers want. As a
result, the world today is spectator to many banks and other financial service providers
collaborating with start-ups, and this is a mutually beneficial partnership. The banks and the
traditional financial institutions have an already-established consumer base, and by
leveraging the tools of start-ups (either via purchasing their technology or forming a joint
venture), the start-ups gain access to the consumers.

Even non-financial tech giants such as Google and Amazon have also entered into fintech
services, and consumers are beginning to trust tech-backed providers over traditional
finance service providers.

The different phases of Fintech

Time Line 1866-1967 1967-2008 2008- now 2008-now

Era Fintech 1.0 Fintech 2.0 Fintech 3.0 Fintech 3.5

Geography Global/Developed Global/Develope
d

Developed Emerging/Developi
ng

Key elements Infrastructure/
computerization

Traditional/
Internet

Mobile/
start-ups/ new
entrants

Mobile/ start-ups/
new entrants

Shift origin Linkages Digitalization 2008 financial
crisis/
smartphone

Last mover
advantage
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Some of the other key characteristics of the each of the above-mentioned phase of Fintech
is listed below:

1866-1967

● Laying of first trans- Atlantic cable.

● Telegraph

● Rapid transmission of financial information, transactions and payments

1967-2008

● Electronic payments and clearing systems

● ATMs and online banking

● Use of information technology by traditional financial institutions to enhance
products and services

2008- Present

● Use of technology by new entrants to provide non inter mediated financial
services directly to the consumers

● New competitive landscape for financial institutions

The players in the Fintech Ecosystem

Nurturing any ecosystem is a multi-faceted goal that requires all the stakeholders in the
ecosystem to work together for development of the vision. Together, governments, financial
services companies, and FinTech start- ups form an Fintech ecosystem.

The fintech ecosystem is no different, here the different players — innovators,
entrepreneurs, investors, key industry players, regulators and more — need to, first, be
willing to investigate and recognize the problems, aligned under the same vision, and,
second, to act in unity to tackle obstacles, and support each other and enhance the offering
to the consumers.

A main component that affects the future of the Fintech industry is government and its
regulators. The Government of India through its various initiatives like “Start-Up India” and
many other such drivers is providing the necessary support to the firms working to create
technological innovations to promote the cashless economy.

The nature of the offering by the fintech firms makes it very crucial to be under the ambit of
sound regulatory framework. Some of the challenges worth mentioning include:
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1. Misuse of consumer data- Fintech firms must adhere to highest standards of data
security, privacy and consent-based access.

2. Cyber security attacks- it is imperative for fintech firms to adopt best in class security
standards to protect customer assets.

3. Money laundering- fintech firms must adhere to the same enterprise risk standards like
their larger counterparts to prevent money laundering, terrorist financing, bad loans
operational and reputational risk losses etc.

4. Operating model- although fintech firm adopt an asset light dynamic model they need
to have a well-defined governance structure and proper allocation and budgeting of
funds for sound and smooth functioning.

The Indian FinTech space has been governed by multiple entities such as the Reserve
Bank of India (RBI), Securities and Exchange Board of India (SEBI), Telecom Regulatory
Authority of India (TRAI) and Insurance Regulatory and Development Authority (IRDA).

The established financial institutions are providing enough backing by collaborating with
these start-ups devoted to the vision of the glorious emergence of the fintech industry.
More on the regulators and the role they play in the fintech ecosystem will be covered
in chapter -2: Fintech Regulation.

Future of data driven services

From being a back office support function for bankers and traders to now defining an

industry in itself. Public companies in the industry were rarely compared to the high-growth

darlings of Silicon Valley until a few years back.

According to Investopedia, ‘Over the last decade, private venture capital skyrocketed and the

share of investment dollars going into fintech increased from 5% to nearly 20% -- a level

equal to the fair share of Gross Domestic Product attributed to the financial industry. Fintech

has found its place in the innovation economy’.

Fintech has seen a phenomenal growth in the last decade or so. Over the last several years,

buzzwords in the trade media include :chatbots and artificial intelligence, blockchain and

crypto assets, roboadvisors and neobanks, and myriad other digitization symptoms.

Looking at Fintech scenario in the world in 2019:The expanding definition of fintech and its

increasing reach and interconnectivity helped keep fintech investment robust despite the

global economic and trade challenges that hindered growth in 2019, including concerns

related to Brexit and the trade tensions between China and the US.

Looking at the following figures as quoted by Accenture in their newsroom on their website

gives a good understanding of the fintech activity worldwide till 2019.
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The total value of fintech deals globally in the six months ended June 30 was US$22 billion,

compared with US$31.2 billion in the same period of 2018, a decline of 29%. The drop was

due mostly to the lack of a giant deal like Ant Financial’s record US$14 billion fundraising in

May 2018. Discounting that transaction, global fintech investments would have climbed 28%

in the first half of 2019 over the same period last year.
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Investments into payments startups and those in lending took the bulk of global fintech

fundraising, accounting for 28% and 25% of the total, respectively, while insurtechs raked in

14%.

Experts foresight the coming few years to bring a tremendous change in the future of the

Fintech industry.

According to experts the following trends will drive growth in the fintech sector in the

coming years:

Shift to complete Digital banking

The era of complete shift to digital banking is approaching. There are already a majority of
existing banks which offer digital global payments and transfers. The others are also
expected to join the trend soon. The ability to trade currencies along with Bitcoin and
Ethereum online will come to a daily basis, and according to the forecasts, it will lead to a
drop in physical bank visits by 36% by 2020.

Blockchain will get going

Though blockchain technology is quite a buzzword and has become a widely discussed topic
by the year 2019, its embodiment into financial services was relatively slower, compared to
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other spheres. The future of Fintech is actually tied to the blockchain technology, and the
main reasons are transparency and trust it guarantees, significantly decreasing the time
needed for transactions and improving the cash flow. 

The advance of monolith services

Fintech companies decided to break their application logic into small independent services
to reduce their costs connected with delivering particular services. But it turned out that
managing them takes more time and money than it was previously expected. So, in 2020
Fintech companies are likely to substitute them with monolith services where numerous
microservices will be held together and managed concurrently.

AI and robotics are the future of Fintech

The research conducted by the National Business Research Institute and Narrative Science
says that 32% of providers have already been using Artificial Intelligence technologies like
voice recognition, predictive analytics, logical reasoning, and others. The technologies have
already come to active usage while developing financial products and services. Such
statistics are predicted to increase in 2020 and beyond, encouraging more investment in
robots and AI solutions.

Session 4,5 and 6: Fintech Regulation

Introduction

Technology is the driving force behind changing the way the markets are structured and

services are delivered. Technology is not only transforming but also driving a wave of

innovation in finance that is enabling the way markets are structured and services are

delivered.

From simple process of the money transfer to complex trading systems built around artificial

intelligence and machine learning, we now better comprehend how technology is making

financial services more accessible, cheaper, efficient and definitely more innovative.
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In the developing world, India is overtaking early leaders like Kenya and the Philippines as a

centre for financial service innovation and experimentation. Several factors are responsible

for Indian taking giant leaps when it comes to the growth of fintech in India. A combination

of proactive government policy around financial inclusion and digital services, a strong base

in technology and innovation and the large outstanding demand for financial services are

some of the key aspects which have led to the growth of Fintech in India.

The demonetisation policy announced in November 2016, which explicitly aims to push

consumers away from cash towards digital transactions, has laid a platform for even faster

growth.

According to Accenture analysis of data from CB Insights, a global venture-finance data and

analytics firm- Fintech investments in India nearly doubled to $3.7 billion in 2019 from $ 1.9

billion in 2018. This puts India as the world's third largest fintech centre, behind the US and

the UK.

With the rapid growth of fintech in India and its potential impact both on the financial sector

and on the general population we should understand that it poses both as a threat and an

opportunity for the India’s financial services sector. The impact will be not limited to the

changing of business models for banks, driving out inefficiencies and increasing outreach

(supply side) – but also fundamentally change the way population of India accesses financial

services and uses them ( demand side).

In the next few pages, you should be able to understand and appreciate the Regulatory

Environment surrounding Fintech in India. The regulatory and policy environment go a long

way in the growth of any sector in a country. India’s approach to regulation of fintech, led by

the RBI, has been largely reactive so far.

There were a lot of knowledge gaps initially since Fintech was relatively a new industry in

India also the pace of change was rapid that the regulators were studying the growth and

the changes in the market and taking time to decide where and how to intervene.

The policy and regulatory environment

The fintech sector is dynamic in nature and its overlap across the various sectors makes it

imperative to be under the purview of effective policy and regulatory environment. This will

augment the growth of fintech and its stability in the long run in the country.

Importance of Policy and Regulatory Environment for Fintech can be highlighted with the

help of the following points.

1. Balanced regulations are needed to enable fintech firms to compete with incumbent

service providers and provide them with a level playing field

2. Regulations are needed to safeguard the interests of investors and customers,
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3. Regulations will help determine and influence the future direction of fintech,

particularly in the context of financial inclusion.

In India, the fintech industry falls under the purview of several regulators and governing

bodies including the Reserve Bank of India (RBI); the capital markets regulator –the

Securities and Exchange Board of India (SEBI); the telecom regulator – the Telecom

Regulatory Authority of India (TRAI), the insurance regulator - Insurance Regulatory and

Development Authority (IRDA).

The timeline below shows the regulatory evolution of the fintech landscape in India.

June 2012 Draft Payment System Vision Document
2012-2015 released (RBI)

September 2013 Consultation paper released on USSD based
bobile banking services for financial
inclusion (TRAI)

June 2014 Consultation paper released on regulation
crowdfunding (SEBI)

August 2014 Launch of JAM Trinity ( Government)

April 2015 India’s first International Financial Services
Centre (IFSC) AT Gujarat International
Finance Tech (GIFT) City became
operational  (Government)

June 2015 Launch of centralized KYC (RBI)

July 2015 Digital India Campaign launched
(Government)

August 2015 11 Payment Bank Licenses issued (RBI)

September 2015 10 Small Bank licenses issued ( RBI)

November 2015 Set up of T Hub in Telegana ( State
Government)

December 2015 Payment System Innovation Awards
announced ( RBI)
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January 2016 Startup India Action Plan launched
(Government)

February 2016 Regulatory relaxations proposed for start-
ups (RBI)

April 2016 Unified Payment Interface (UPI) System
launched (RBI)

P2P Lending regulations proposed (RBI)

May 2016 Working on regulations to curb fraud in e-
transactions and promote cashless
economy (RBI)

First set of 33 and Bharat Bill Payment
Operating Units (BBPOUs) authorized (RBI)

June 2016 Further easing of start-up listing norms
proposed (SEBI)

Set up of panel to study the Indian fintech
sector announced (RBI)

Discussion paper on discussion paper
facilitating e- transactions (Government)

Norms proposed for selling and servicing
insurance products through e-commerce
(IRDA)

July 2016 Consultation paper released on
proliferation of broadband through public
Wi-Fi networks (TRAI)

August 2016 Government to bear transactions costs for
payments made to it using cards
(Government)

November 2016 Introduction of demonetization policy
(Government)

While a lot of regulations have come up in the fintech space post November 2016 but there

is no doubt that the above-mentioned policy regulations laid the foundation for the fintech

industry to thrive in India.
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Deep diving in understanding the above policy and regulation evolution in the fintech

industry one can say that since fintech has garnered a lot of attention by the media and

authorities for a number of years, activities in the regulatory space really picked up pace

since mid-2015 and accelerated through 2016, culminating in the announcement of the

demonetisation policy in November 2016.

Whether demonetization has met the objectives set out by the regulators is really a topic

worth a debate but there is little doubt that the policy has provided a unique opportunity for

Indian fintechs to dramatically increase the uptake of digital financial services among Indian

consumers and businesses. Demonetisation has pushed a large section of the population to

look to mobile wallets and digital payment providers.

In the short term, the biggest winners should be the largest providers of these services, such

as PayTM and Mobikwik and likes with the largest rewards going to fintechs that are able to

effectively manage a rapid spike of demand. This demand for digital financial services

triggered a wave of new innovation and also the supply of new and more diversified

services. Competition spiked up with the release of UPI-based BHIM payment service in

early 2017, as private fintech companies faced an increasing challenge from a

government-backed competitor.

The critical question is whether shock of demonetisation and the current Covid- 19

pandemic will lead to persistent behavioural change among Indian consumers, or if there

will be a reversion to the dominance of cash as a means of payment and store of value once

the money supply returns to an equilibrium and the world returns to normalcy? This only

time will tell. But for now we are in a safe place to conclude that a lot has changed over the

past few months and going as per the current trend we can say that there will be only an

increasing dependence on undertaking digital transactions in the future.

Below is the summary of the Government Initiatives to support Fintech Growth:

Promoting Fintech Creating an enabling environment for fintech

Encouraging
Start-Ups

Promoting
Innovation and
Finance and
Technology

Enabling
regulations

Improving
mobile and
internet usage

Encouraging
digital
transactions

Start -up India Payment
System

Licensing of
payment banks

Digital India
Campaign

Jan Dhan Yojana
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SEBI easing
start up listing
norms

Innovation
Awards (RBI)

Telegana
Government’s T
-Hub

RBI upcoming
guidelines on
P2P

SEBI regulations
on
Crowdfunding

JAM (Aadhar
and mobile)

Various TRAI
initiatives

Unified
Payments
Interface (UPI)

RBI Bharat Bill
Payment
System

For a better understanding of the growth drivers for fintech industry in India its suggested

that a closer examination of the initiatives by the government to support the insutry is

undertaken.

Below mentioned are the key characteristics of the initiatives pursued by the RBI to develop

the ecosystem for fintech in India.

Unified Payments Interface (UPI)

Key Highlights:

· The objective of UPI is to simplify, reduce transaction costs, ensure consumer security and

speed up digital money transfers

· The interface (i.e. an application) has been developed by the National Payments

Corporation of India (NPCI)

· How it works? – An individual must register with his/her bank for the UPI service, after

which a unique virtual ID is created for the person which is also mapped with his/her mobile

phone. The system can then be used for transferring money and making payments (up to

INR 1 lakh) anywhere (e.g. merchant payments, paying insurance, P2P transfers, money

transfers between individuals) by simply approving the payment on the application.

· UPI ensures security as there is no need to share personal/bank account details and

follows RBI’s 1-click 2- factor authentication.

· More and more banks including SBI, ICICI and HDFC are integrating UPI with their mobile

applications.

Payment Banks and Small Finance Banks

Key Highlights:

· Recognizing the need for “niche banking” and with the overall objective of “creating a

ubiquitous payments network and universal access to savings”, RBI has issued licenses for 11

Payment Banks and 10 Small Finance Banks.
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· Payment Banks offer a wide variety of high volume and low value banking services for the

unbanked population - facilitating deposits – current and savings, payments and transfer of

remittances (domestic and international) including cash out at point-of-sale terminals,

internet banking services, and as an agent for distributing financial services such as

insurance.

· Small Finance Banks also offer accepting deposits and lending services to small businesses,

micro industries, poor farmers and the unorganized sector through high technology-low cost

operations.

· They will be subject to most banking regulations applicable to regular scheduled

commercial banks, thereby giving them access to the entire banking system and minimizing

risk.

Regulations to promote a cashless economy and curb fraud

Key Highlights:

· The regulatory framework will focus on protecting consumer interests and addressing

issues related to consumer grievances and liabilities in case of frauds through e-channels.

· Previously in 2012 the RBI had released a ‘Payment System Vision Document 2012-15’ with

a vision to “proactively encourage electronic payment systems for ushering in a less-cash

society in India”. The document proposed several “ways and means of ensuring that

payment and settlement systems in the country are safe, efficient, interoperable,

authorized, accessible, inclusive and compliant with international standards”.

· A white paper had also been put up for comments in 2013 to reduce incentives for using

cheques beyond a certain limit.

Bharat Bill Payment System (BBPS)

Key Highlights:

· The objective of the BBPS is to enhance consumer convenience to pay bills. The current

scope of BBPS covers repetitive utility payments (e.g. gas); it will be extended to other

payments such as school fees

· How it works? - The BBPS will operate as a tiered structure where Bharat Bill Payment

Central Unit (BBPCU) will be responsible for setting working standards for the system and

Bharat Bill Payment Operating Units (BBPOUs) will be authorized to facilitate payments

online or through a network of ground agents. It is mandatory for all bank and non-bank

entities which provide utility payment services to become BBPOUs. · In May 2016, the first

set of 33 BBPOUs have been authorized including wallet companies (e.g. PayTM),

aggregators (BillDesk) and banks.

BBPOUs can use their channels to provide the service. For instance, banks can use ATMs or

bank branches. Non-bank companies can use kirana stores, or set up company outlets.
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Proposed regulations on P2P lending

Key Highlights:

· RBI released a consultation paper to understand and assess the various business models

operating in India and abroad · Studied regulatory models from prohibition (e.g. Japan) to

unregulated (e.g. China) via intermediate models (e.g. UK, Australia), the two-level US model

and the bank licensing model (e.g. Germany, France).

· Spelled out arguments for regulation of P2P and sought feedback from wide range of

stakeholders.

RBI fintech innovation competition

Key Highlights:

· Through the contest RBI aims to find innovative solutions to deter fraud, reduce

transaction costs and develop the epayment infrastructure – all to support the fintech

industry in India

· Organised by the Institute for Development and Research in Banking Technology (IDRBT),

the technology arm of the RBI · Participants (individuals, groups and start-ups) will be

recognized with citations and a small cash prize · Also provide links to market and potential

investors

Proposed regulatory relaxation for startups

Key Highlights:

· The proposed relaxations focus on easing regulations on funding and related operations

for start ups

· Key focus areas include easing cross-border transactions and access to rupee loans under

External Commercial Borrowing (ECB), issuance of innovative foreign direct investment (FDI)

instruments.

· Further, the RBI has allowed electronic reporting of investments and subsequent

transactions and has set up a dedicated mail box for startups.

Launch of central KYC system and simplification of KYC norms

Key Highlights:

· A common Know Your Customer (KYC) form has been introduced for availing all types of

products and services offered by all financial services providers under the jurisdiction of RBI,
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SEBI and IRDAI. The customer needs to fill up this form only once, after which he/she is

assigned a 14-digit identifier to be used while availing more products and services of the

same or other providers. The financial service providers are expected to upload the data

from this common form with a central agency called the Central Registry of Securitisation

Asset Reconstruction and Security Interest of India (CERSAI).

· The RBI has simplified KYC norms significantly including Single document for proof of

identity and proof of address, no separate proof of address required for current address

JAM (Jan Dhan Yojana, Aadhaar, Mobile) Scheme

Key Highlights:

· JAM is a key step towards financial inclusion and adopts digitalization as an effective

delivery channel for financial inclusion

· Pradhan Mantri Jan-Dhan Yojana aims at financial inclusion through opening of bank

accounts for the unbanked – at least one for every household offering deposit and

interest/withdrawal facilities with no minimum balance requirement, access to credit,

insurance (inbuilt accidental insurance cover of INR 1,00,000 through the RuPay debit card

and life insurance cover of INR 30,000), overdraft facilities (INR 5,000), easy money transfer

across India, pension facilities and direct transfer of government benefits. Till now

approximately 22 crore bank accounts have opened as part of the scheme.

· Aadhaar helps in identification of all citizens including the poor through biometrics and

basic documentation · Mobile phones connectivity provides easier access to services

Digital India Campaign

Key Highlights:

· Aims to transform India into a digitally empowered society and knowledge economy, based

on its 3 vision areas: Digital Infrastructure as a Core Utility to Every Citizen > Governance and

Services on Demand > Digital Empowerment of Citizens

· Key pillars include

Broadband highways: Ensuring connectivity for all - the National Optical Fibre Network

(NOFN) will cover 2,50,000 village panchayats, National Information Infrastructure (NII) will

provide high speed connectivity to all government departments till the panchayat level. -

Universal access to mobile connectivity: Focusing on 55,619 villages which do not have

mobile connectivity currently - Public internet access program: Providing internet access

through Common Service Centres (CSOs) – one in every Gram Panchayat and 1,50,000 post

offices which will be converted to multi-service centres. - Others include e-governance –

reforming the government through technology, eKranti – electronic delivery for services,

information for all, electronics manufacturing, IT for jobs and early harvest programs
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Startup India Action Plan

Key Highlights:

· Aimed at providing a conducive business environment for startups to enter the market and

grow

· Includes initiatives on simplifying regulatory liabilities (e.g. mobile application and portal

for easy registration), providing funding support and incentives (e.g. corpus of Rs. 10,000

crore over 4 years, tax exemptions), creating industryacademia partnership and incubation

(e.g. Launch of Atal Innovation Mission (AIM) with Self-Employment and Talent Utilization

(SETU) Program, setting up of 7 new research parks.

Promoting and Facilitating e-transactions

Key Highlights:

· Initiatives proposed are aimed at simplifying e-transactions for individuals, building a

transactions history to enable improved credit access and financial inclusion, reducing risks

and costs of cash transactions and managing cash in the economy, reducing tax avoidance

and the impact of counterfeit money.

· Broad areas of focus include promoting e-transactions in government collections,

promoting wider adoption of etransactions (e.g. reducing merchant discount rates (MDRs),

providing tax benefits to merchants accepting card payments), creating an enabling

infrastructure (e.g. increasing number of point of sales terminals), encouraging mobile

banking/payment channels and establishing awareness and grievance redressal systems.

· Recently, the government has issued a circular that it will bear the transaction costs (MDR)

associated with using a card or net banking for making payments to it. Currently, this cost is

borne by the customers for making digital payments to the government

Gujarat International Finance Tec-City (GIFT)

Key Highlights:

· Set up to harness Gujarat’s potential in the space of financial services tied up with

technology

· The target business segments that GIFT will provide infrastructure support to include

financial services, select product market (private banking, product development, and

microfinance), capital market and trading and IT services.
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Technology Hub (T-Hub) in Telangana

Key Highlights:

· Launched as a public private partnership between the Government of Telangana, Indian

Institute of Technology (IIT) Hyderabad, Indian School of Business, NALSAR and key private

sector leaders.

· It is a technology incubation centre, located at IIT-Hyderabad campus and is aimed at

bringing together entrepreneurs, venture capitalists and mentors onto a single platform;

creating/attracting best start-ups & entrepreneur organisations in/to Hyderabad; and,

linking, educating and promoting all entrepreneurship-related stakeholders.

· The Government is now also planning to set up T-Works which will be a place (like a

manufacturing lab) for hardware start-ups to develop and experiment with technology

solutions.

Initiatives by other regulators (SEBI, TRAI and IRDA)

Several Initiatives have also been undertaken by SEBI, TRAI and IRDA to promote a more

conducive ecosystem for Fintech in India. These initiatives are aimed to boost the growth of

fintech sector in India.

The proposed norms by SEBI for crowdfunding with focus on balancing regulation and

investor protection will augment in promoting crowdfunding as a viable means for raising

capital.

To encourage entrepreneurship and also support the fintech ecosystem SEBI has made

considerable efforts to allow and facilitate start-ups and small and medium enterprises

(SMEs) to easily raise money through the capital markets.

Telecom Regulatory Authority of India is making all focussed efforts towards identifying and

encouraging the use of the cheapest and most convenient modes of mobile communication

technology and connectivity to the internet. These efforts are also directly aimed towards

promoting growth and reach of fintech in India.

IRDA has proposed norms to facilitate sale and servicing of insurance products through

e-commerce. Keeping in mind the objective of increasing insurance penetration and realizing

efficiencies created from the online selling channel.

SEBI regulations on crowdfunding

Key Highlights:

· The regulations proposed by SEBI aim to encourage crowdfunding in India by providing

startups and small and medium enterprises (SMEs) access to capital markets as a channel for

early-stage funding through more efficient and effective internet based platforms and an

easy to comply with regulatory framework, while at the same time ensuring investor

protection.
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· The proposed initiatives focus on allowing only accredited investors to invest in

crowdfunding platforms, imposing limits and conditions for investment in crowdfunding

platforms, conditions on type of entities allowed to raise funds through crowdfunding,

setting up disclosure requirements for companies intending to raise money through

crowdfunding, obligation on crowdfunding platforms in terms of risk management and

setting up additional requirements for equity based, debt based and fund based

crowdfunding.

Easing of startup listing norms

Key Highlights:

· Previously, SEBI set up Institutional Trading Platforms (ITPs) at Bombay Stock Exchange and

National Stock Exchange to facilitate easier listing of startups through initiatives such as

relaxing the mandatory lock-in period for promoters and other pre-listing investors, reducing

disclosure requirements, relaxing delisting, etc. The ITP however restricted investment to

institutional investors and high net worth individuals to safeguard interests of retail

investors.

· However, the ITP has not been successful. Thus, SEBI has proposed to further ease these

norms based on market feedback. The new norms focus on relaxation in shareholding

patterns, introducing more investor categories, reducing the minimum trading lot, etc.

Further, the ITP is proposed to be renamed as ‘High-tech startup and other new business

platform’.

Review of regulatory framework for USSD

Key Highlights:

· In September 2013, TRAI released a consultation paper on USSD-based mobile banking

services for financial inclusion

· In August 2014, the infrastructure for USSD for provision of basic financial services (e.g.

checking balances) had been put in place by the government. However, the initiative has not

been a success. Thus, TRAI has released a consultation paper to review and obtain feedback

on the current USSD regulatory framework.

· The issues and proposals for consultation focus on capping costs, shifting burden of cost

from user to service provider, determining tariff, creating a uniform platform across all

payment platforms (e.g. merchant payment, utility bill payment), etc

IRDA norms for selling and servicing insurance products through e-commerce

Key Highlights:
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· The norms aim to increase penetration of insurance in India and to benefit consumers by

offering real-time connect, improving transparency and utilizing the benefits and reach of

digitization.

· The insurance e-commerce activities will be undertaken by the insurance companies (or

even brokers and agents – who will get commission) through their Insurance Self-Network

Platform which can be a website or a mobile application. In case of brokers and agents,

regulatory compliance will be a prerogative of the insurance companies.

· The process will be completely online now with no need of a physical form. Further,

insurance companies can undertake differential pricing across channels and can offer

discounts for their products sold online.

Regulation, technology and Regtech

Regulators spearheaded by RBI, have closely monitored the fintech market and responded

to changes as they see them happening.

Due to the rapid pace of change and unbundling in the financial sector, the RBI has

accelerated its pace of market understanding and all its regulations now are channelized

towards not just where the innovation frontier is but also where it is likely to go.

Aadhaar, e-signature, e-KYC and other initiatives form a solid basis as the foundation of

fintech in India. Protecting consumers from predatory lenders and the potential for

over-indebtedness, particularly as demand for consumer credit spikes should be of

paramount importance now to the regulators.

Setting norms for transparency and effective e-arbitration systems (learning from the

experience of e-commerce providers) is a step in the right direction.

RBI is also closely working with the supply side. Regulatory technology (“regtech”) is a

nascent sector in India but likely to grow rapidly in coming years. Regtech describes a range

of companies looking to leverage technology to address regulatory challenges such as

compliance, transaction reporting, data management and anti-money laundering (AML).

Pitfalls in fintech

With an ever evolving fintech industry which is disrupting the current environment, threats

to this industry are also expanding and becoming more complex in nature.

More security innovation is the need of the hour to protect company ecosystems.

The threat landscape of the Fintech Industry is explained below.

Online Hacking

Online hacking and malware attacks have become predominant in this digital space. Almost
all banks use SWIFT systems to exchange vital financial information more securely. The
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recent cyber-attack on one of the SWIFT infrastructures has proved the level of
sophistication of the hackers.

The hackers seem to be taking advantage of the vulnerabilities in the bank and financial
institutions processes to launch malware attacks.

Application Security Risk

To access real time financial information of their customers many banks use fintech
applications. In case the software application does not have a strong security in place then it
may become prone to cybercrimes. The weak security then perhaps can lead to the
customer data being stolen.

Money Laundering Risk

Banks often use cryptocurrency that are not formally regulated by any set standards and
global regulations. Frequent use of non-regulated currencies results in illegal money
laundering and sometimes also terrorist funding, as identifying the beneficiary in any fintech
enabled transaction is not possible due to fintech’s pseudonymous nature.

New Encryption Technology

Blockchain, one of the disruptive technologies has given birth to some serious security
concerns.

Firstly, blockchain can be hacked by attackers like any other platform very efficiently.
Secondly, blockchain transactions are based on trust between two or more parties. Many
people use bitcoin in exchanges and trust that the exchange firms will look after that, but it
does not happen quite often.

Digital Identity Risks

The use of mobile based services that use one-time passcodes and security codes have
increased substantially with the introduction of digital tools in the banking and finance
industry. These security codes and passwords could be easily accessed due to the faulty
fintech system provided by some of the fintech service providers so the financial institutions
need to ensure a strong and robust online security architecture to address the risk factors
before planning for fintech implementation.  

Cloud-based Security Risks

Cloud based services offer secure data storage, but lack of adequate security measures can
result in corruption of sensitive financial information and also loss of critical data.

Since cloud-based solutions are integral part of the fintech industry in terms of data security
so company should ensure partnering with efficient cloud-based solution provider so that
security of transactions is not compromised, and no data is lost.
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Data Integrity Risks

Integrity issues might arise when mobile devices without robust encryption algorithms are
used by financial institutes. The mobile applications provide banking customers with a lot of
ease and quick workflows but are vulnerable to data integrity issue.

Session 7,8,9,10: Reshaping the Financial Services Industry (covering lending,

and wealth industry)

Sector Spotlight: Fintech in Lending

Introduction

India’s economic performance has fairly been stable over the last few years despite frequent

bouts of internal and external risks.
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In order to get back to or regain a consistent 7-8% growth rate, the role of medium, small

and micro enterprises (MSMEs) is overly critical. However, due to their informal nature of

operations, MSMEs lack access to formal credit as banks face several challenges in credit risk

assessment owing to lack of financial information, historical cash flow data, etc. Assessing

the creditworthiness of an MSME can be difficult due to information asymmetry, particularly

with respect to financial performance of the business. Consequently, MSMEs are plagued by

a massive credit demand supply mismatch.

As per estimates, the overall demand for both debt and equity finance by Indian MSMEs was

around INR 87.7 trillion, of which the debt demand alone was INR 69.3 trillion and formal

sources catered to only 16% of the total MSME debt, i.e. INR 10.9 trillion. Government of

India and the regulators are pushing for improved digital financial infrastructure, digital

lending has provided a strong impetus to financial inclusion, helping borrowers who are

otherwise unlikely to benefit from formal sources of finance.

A lot of transformation is taking place in the lending sector. Credit evaluations and loan

origination have undergone massive transformation. Similarly opening up of consumer

lending to non-traditional sources of capital is now taking place.

Many activities, which were once manual, are highly automated now leveraging on advance

algorithms and computing power. These innovations are enabling cheaper,faster and more

scalable alternate financial products and services.

The major opportunities in the FinTech lending industry include the following:

Point-of-Sale (POS)-based lending,

Peer-to-Peer (P2P) lending,

Invoice-based lending,

Cash flow-based lending and

Online microcredit.

For the growth of the MSME sector it is important that there is a mix of traditional credit

facilities from banks and from NBFCs along with financing mechanisms (innovative) from the

fintechs in the lending space. Strategies which are collaborative in nature can bring out

better outcomes for banks and fintech and augment the development of the MSME sector.

Digital technology enhances the accessibility and affordability of the financial services for

the previously underbanked or unbanked population and even MSMEs. Financial Inclusion

can be better achieved with the aid of digital technology. Some of the key drivers in this

space include:

Account aggregators

Public credit registries

Digital onboarding

KYC processes/ eKyc processes
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Financial Inclusion has always occupied a key place in the agenda of economic growth for

Government of India. Financial inclusion can lead the country on the path of economic

progress by reducing poverty levels within a country, increasing financial stability and

enhance overall economic development for all sections of the society.

Access to funds and capital is a key problem to solve when we want to address the issue of

financial inclusion The FinTech boom that India has witnessed over the last few years has

given rise to some interesting opportunities to tackle this problem.

FinTech lenders are now more focused on making use of cutting edge technologies such as

big data, open application programming interface (API) and artificial intelligence (AI) that

facilitate the design, launch, implementation and execution of tailored and

hyper-personalised products and services and catering to low income, semi-urban and rural

customers. Investing in new technologies and partnerships with incumbent financial

institutions (FIs) also allows digital lenders to lower the cost of increasing their customer

base, reduce customer acquisition costs, provide services to existing customers.

The opportunities that the FinTech lending landscape provides to address issued related to

access to capital are shown below.

● The fintech ecosystem in India is unique because of the nature of its market and the

regulatory landscape that surrounds it

● There are also huge untapped opportunities, especially outside metro and urban

cities and in specific sectors/verticals. Due to challenges in physical outreach and

data availability, innovation is required.

● The growth of loan disbursements is subsequently built on growth and widespread

reach of basic banking services. In the future, more transparency will be key to

ensuring sustainability.

● Collaboration is going to ensure success in this industry. Through collaboration with

financial institutions and tech companies, FinTech players may have a more stable

source of funds while also increasing wider use cases of their loan portfolio.

FinTech lending overcomes the challenges of conventional lending

The traditional financial institutions are not very welcoming or rather are averse to service

the apparently low-income credit devoid segment. This has led the new age digital lenders

understand the gap and leverage on it by making use of cutting edge technology and

alternative credit assessment models. This has led to the new age digital start-ups reach a

wide customer base.

FinTech lenders have capitalised upon the needs and pain points of the consumers across

the lending value chain for uncomplicated on-boarding/ KYC processes, prompt decision

making and instant disbursals in a seamless, automated and personalised experience.
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Digital lending has significant advantages over traditional lending, with the potential to

address prevalent credit-related challenges in India.

● One of the most distinguishable advantages of digital lending is the speed with which

credit is granted.

Evaluation of credit and disbursal of loans on the digital platforms have quicker

turnaround times than the traditional loans offered by the traditional financial

institutions. This is especially true for small ticket credits and advances which happen

to be most common to new age credit borrowers. The factors which enable the quick

turnaround time include the replacement of manual form filing by digital data

captures, evaluations which are highly automated leveraging on analytics and

machine learning and artificial intelligence. Physical verification is now very limited.

● The usage of alternative data rather than traditional asset-based data to determine

the creditworthiness of an individual/business is the unique advantage of FinTech

lenders over traditional lenders.

The traditional credit scores consider repayment records, delinquency, data related

to delay and default on outstanding loans to determine a credit score. This results in

most creditworthy thin-file individuals and businesses being unable to access credit.

The fintech lenders use the data from sources such as telecom, utility and social

media combined with psychometric analysis to evaluate ability and the willingness of

the prospect customer to pay which is basically a shift from asset-based data to

cashflow-based data and making use other surrogate data. This is augmenting or

substituting traditional sources to service the underbanked and unserved consumers.

● Operating cost efficacy is another key advantage associated with digital alternative

lending models.

Traditional lending models, usually, have high overhead costs, arising mainly because

of the abundant manual processes.

On the other hand, fintech lending models usually do not require physical branch

networks, are asset-light and have technology-enabled operating and business

models. The fintech lenders reduce manual operating costs by limiting human

intervention

FinTech lenders are also able to pass on the benefits of lower costs to customers,

making their digital lending products more attractive.

Market size and opportunities

The major growth drivers responsible for the growth of Fintech and alternative lending in

India can be summarized as below:

• Partnerships and collaborations between both the traditional financial institution and the

new age digital lender/ fintech
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• Easy market entry and targeted loan offerings due to availability of large sets of customer

data, which can give better insights

• Government initiatives like launching Credit Guarantee Fund Scheme for Micro and Small

Enterprises (CGS), issuing guidelines to banks regarding collateral requirements and setting

up Micro Units Development and Refinance Agency (MUDRA) banks which can provide loans

at low interest rates to micro-finance institutions and NBFCs

• Better margins than other FinTech business models, such as payments and other financial

services

•Changing consumer behaviour and expectations shaped by purchase/transaction

experiences offered by e-marketplaces like food delivery, e-commerce and travel portals

• Affordable alternative lending practices can help FinTech leaders explore the huge

untapped market for loans and bring in more inclusion, increase availability of small-ticket

size products – to lift people out of poverty.

Digital lending models are addressing the huge unmet demand for credit. According to

estimates India’s digital lending market will see a CAGR of 36% by 2023.

The rapidly changing digital lending market stems from the lean organisations, agile

processes, innovative business models and digitisation.

A lot of business opportunities have created a condusive scenario for financial inclusion:

• Point-of-sale (PoS) lending – provides unencumbered access to merchant-associated data,

allowing easy credit evaluation.

• P2P lending – marketplace model, which allows individuals to connect and lend to other

individuals, based on risk profiling and credit assessment.

• Invoice-based lending – presents an option to businesses to finance against outstanding

trade receivables and securitise account receivables to improve liquidity.

• Short-term lending – short term tailored loans such as payday loans, consumer loans for

retail, electronic and travel expenditures etc. for instant purchases.

Regulatory Environment

A few of the key initiatives taken by Government of India are highlighted below. These

initiatives have played a key role in promoting a favourable climate of financial inclusion in

our country.

• Launch of the Goods and Services Tax (GST)
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The launch of GST has been instrumental in the formalisation of the country’s credit-starved

informal sector and has led to wider availability of digitised data, which could be harnessed

by digital lenders for credit scoring of borrowers.

• Digital India programme

GoI’s push to enhance digital literacy via the Digital India initiative has significantly improved

the digital maturity of the Indian population, both rural and urban, leading to improved

awareness and usage of FinTech lending solutions.

• Driving internet adoption

There has been a sharp increase in the number of people with access to and the speed of

the internet (520 million mobile internet users )32across the country over the last decade,

due to governmental and industry policy initiatives. Furthermore, cost-efficient internet

services have led to an increase in the number of overall internet users whom digital lenders

can now reach out to.

● Startup India :The flagship scheme of GoI aims to promote domestic startups through

regulatory and financial support and has led to an increase in the number of FinTech

players in the country

● Launch of IndiaStack :By launching the plug-and-play platform IndiaStack, GoI, the

Reserve Bank of India (RBI) and the National PaymentsCorporation of India (NPCI)

created a vendor-agnostic infrastructure with open APIs that could be utilised by

diverse players, including banks, third-party players, telecom operators and FinTech

lenders, to gain insights into consumers across segments and offer them innovative

lending solutions.

● Recognising P2P lenders: The RBI recognised P2P lenders by categorising them as

NBFCs, which helped in propelling the P2P segment.

● Regulatory sandbox :The RBI has allowed the financial services industry, including

banks and FinTech players, to roll out new financial products on a small scale in order

testing their viability before scaling up. This has allowed FS lenders to experiment

with innovative solutions at speed with regulatory backing. In addition, GoI had set

up the Steering Committee on FinTech in March 2018 to deliberate on key issues

related to India’s FinTech sector and provide recommendations to promote the

sector’s growth. The Committee submitted its report and recommendations to Union

Finance Minister Nirmala Sitharaman on 2 September 2019.

Third wave of Fintech Evolution

Through the establishment of joint working groups, regulatory committees and oversight,

India is currently entering the ‘third wave’ of FinTech growth, where players have a clearer

28



code of conduct and regulations to adhere to, the government has a better view for licensing

legal players, and investors have higher confidence in investing in the FinTech sector.

First Wave Second Wave Third Wave
Regulation milestones Regulations and

policies aimed at
improving speed of
and access to the
internet

Launch of IndiaStack Set up of the FinTech
Steering Committee
and sandbox
framework

Business model
milestones

Entry of FinTechs, but
most of them are
unlicensed

Entry of FinTechs, but
most of them are
unlicensed

Increased partnerships
between FinTechs and
incumbents, with a
focus on driving
financial inclusion
across the
socio-economic
spectrum

Investment highlights Mostly self-funded
start-ups

Entry of regional
venture capital firms

Entry of both regional
and global venture
capital firms

Source: PwC Analysis

Current digital lending models in India

Domain Key component

P2P Lending Digital marketplaces that connect borrowers
(both individuals and organisations) with
lenders, allowing quick access to low-cost loans
at affordable costs

Invoice Financing Short-term working capital credit to MSMEs,
based on their unpaid customer invoices, to
meet MSMEs’ short-term liquidity requirements

Crowdfunding
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Digital platforms that enable investees to raise
external credit from a large group of investors,
by allowing investees to exhibit their business
cases, funding requirement and market
potential

Pay Later Loans Lenders that disburse instant, small-ticket sized
loans with the ‘buy now and pay later’ model
for meeting customers’ purchases

Mobile Lending Lenders that offer mobile loans to customers by
assessing their creditworthiness by leveraging
mobile phone data such as call patterns and
mobile e-money usage

Digital Mortgage Lenders that facilitate mortgage purchases
through end-to-end digitisation of the
traditional mortgage loan process, from the
application stage to disbursement, through
digital channels in order to reduce the high
turnaround times prevalent in the existing
traditional model

POS Lending A partnership model with FS lenders where
these players finance online shoppers’
purchases by utilising both conventional data
like bank statements and unconventional data
like online transaction history

Supply Chain Financing Marketplaces that tie up with direct lending
NBFCs to target merchants selling their goods
and services online, by leveraging the huge
amount of merchant data residing on these
channels.

Technologies that play a key role in Alternative Lending

Lenders have well realised and understood that providing a comfortable customer

experience is of paramount importance and its crucial for creating the competitive

differentiation in the financial services industry. Artificial Intelligence and Machine Learning
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is integral to this strategy and is being extensively used to improve customer engagement

and provide seamless customer experience.

● Customer acquisition is already witnessing a gigantic innovation in terms of how

lending companies are reaching out to new customer segments and bringing down

overall costs.

● Customer onboarding is another area where a lot disruption is taking place with the

entry of digital lenders. The players are fully digitising and focussed on delivering a

superior user experience.

● AI-enabled chatbots with self-learning and self-correcting capabilities have helped

lenders to offer personalised services resulting in the customer delight.

● Digital data can be accessed in real time to find out and mitigate potential risks

related to lending with the help of artificial intelligence and machine learning.

Cloud Banking

Cloud Technology is used by digital lenders for scaling up their business operations,

improving the speed and also to provide flexibility to respond to the changing

preferences of customers.

Cloud Technology is being deployed in non-core and core areas in an organization

From HR , CRM to now digital lenders are focusing to use it for credit assessment and

payments etc.

Benefits of Cloud Banking

Speed of innovation Cloud has enabled rapid development and

deployment of applications, thereby

improving lenders’ time to market

Improved Responsiveness Reduced data storage costs and enhanced

scalability capabilities made possible by

cloud have powered digital lenders to

respond to customer needs rapidly.
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Interoperability Cloud has facilitated interoperability, as

various systems moved to cloud can

interact with each seamlessly to provide a

unified customer experience.

Cyber security Cloud vendors have offered advanced

security features such as real-time network

health monitoring to safeguard digital

lenders’ systems.

Source: PwC

Sector spotlight on WealthTech

Introduction

The traditional wealth management and investment management services have

undergone a transformation over the last few years.
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The traditional wealth management services relied on the technical expertise of

financial advisors to be the key differentiating factor for wealth managers.

The new buzzword of WealthTech is the defined as a subset of fintech which refers to

technology that aims to make wealth management and investment services and their

delivery more efficient and automated.

Advanced analytics are employed by wealthtech players to offer digital solutions to

transform the traditional wealth management and investment management services.

However, with improved and increased usage of big data and emergence of

sophisticated Artificial Intelligence and machine learning algorithms based models in

evaluating investment opportunities, optimizing portfolios, and mitigating related

risks, there is a lot of dependence on technology for making investment decisions by

both quantitative and fundamental fund managers.

The growth of this subset of fintech is also characterised by steady funding into this

sector and also with the growth in the number of wealthtech startups. According to

various reports available in public domain 2018, WealthTech was the fourth-best

funded FinTech segment in India, with investments of approximately USD 122 million

across 23 deals. Even globally, there has been an upward trend in the amount of

capital raised by WealthTech startups in recent years. In the first quarter of 2019

alone, global WealthTech startups raised approximately USD 845.1 million, an

increase of almost 80% over the Q4 2018.

Some noteworthy facts with respect to the Indian Fintech space shared as part of a

international seminar:

• The Indian fintech market is forecast to touch USD 2.4 billion by 2020 as per a report

by NASSCOM, with a transaction value for the sector estimated to reach USD 73

billion by 2020 from USD 33 billion (2016) growing at a five-year CAGR of 22%

• The Assets Under Management (AUM) for the Indian mutual fund industry are over

USD 345 billion with the total number of accounts standing at 81.8 million. The AUM

figure has increased over four-fold in the past ten years.

• India’s fintech adoption rate is the 2nd highest in the world, currently standing at

52%, much above the global average of 33%.

• Key Drivers of growth in India include the introduction of UPI (Unified Payment

Interface) by the National Payments Corporation of India, Aadhar based payment

system, improvement in the communication infrastructure, demonetization of

currency, the growth of e-commerce and a growing young population.
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• There is push by the government towards digitization, financial inclusion and

increasing financial efficiency. Over the last five years, more than 50 schemes have

been launched by the government to facilitate the growth of startups in the country.

These moves are expected to create 21 million new jobs for the Indian market.

• Major Indian players: Zerodha, Sharekhan, Scripbox, FundsIndia, Minance, Paytm

Unique Features of WealthTech

• Democratising investment advisory

The emergence of tech-enabled wealth managers has made it possible to deliver

highly-specialised investment advisory services targeting the mass segments instead

of just preserving it for the high net worth individuals like the traditional specialized

investment advisory used to do.

• Hybrid models with a human touch

A significant amount of monetary resources and effort is being invested by the

financial institutions to cater to the surge in demand for robo advisory and

technology driven wealth and portfolio management tools and integrate these

offerings with their existing workforce.

• Sentiment analysis

To analyse real time sentiments of people and use it to provide insights into optimal

asset allocation strategies- a lot of artificial intelligence powered robo-advisors which

can analyse the web data including social media data is being extensively used.

Example: Even traders use this information to anticipate movement in a company’s

stock price.

• Payment players moving into the systematic investment plan (SIP) space

Digital wallet companies in India are now moving into the wealth management space

with small-value SIPs (systematic investment plan), starting as low as INR 100. The

USP of these offerings is the easy integration with customers’ payment wallets and

the near zero fees or commission.
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Segments of WealthTech

To further your understanding about wealthtech, it is a good idea to deep dive and

comprehend the segments of wealthtech.

Retail WealthTech

This segment consists of robo- advisory platforms, digital investment platforms etc.

According to estimates retail wealthtech is expected to show an annual growth rate

of 36.2% by 2023 and has a base of over 213,000 users.

Retail wealth management solutions is an area that has been multiplying over the

past few years, with money managers looking to invest money of retail investors

through technology based on AI and machine learning.

B2B WEALTHTECH

To cut costs, artificial intelligence and machine learning based software is being by

several banks for the purpose of data analytics.

Mutual fund houses in India have started adopting data driven approach for stock

selection. IDFC, an asset management company has introduced a portfolio

management system to identify stock opportunities. This system makes use of

artificial intelligence and big data to identify stock opportunities.

WealthTech transaction value (India vs global)

According to reports, total assets under management (AUM) in the Indian robo –

advisors segment is estimated to grow at a CAGR of 36.2% from USD 42 million in

2019 to USD 145 million in 2023.
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Opportunities in the WealthTech Sector

Some of the opportunities in the wealthtech include:

● Opportunity to get experienced wealth advisors: Retail investors do not have access

to experienced wealth advisors and are underserved due to high costs and very high

minimum investment limits.

● High fintech adoption rate: India has the second highest fintech adoption rate at 52%

● Huge underbanked population: 20% of the individuals in India do not have a bank

account while a majority of transactions take place through cash.

● Increased awareness: Over the years, education levels have grown prompting

households to reduce investments in negative beta assets such as gold and invest in

more lucrative areas.
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Future of WealthTech

With the increase in the number of high-net-worth individuals (HNWIs) , the need for

advisory in the wealth management will also likely to see a rise. According to

published reports between 2011 and 2017, the number of HNWIs has been steadily

growing at a CAGR of 18.67%.This growth is expected to continue over the next few

years, with the total HNWI wealth likely to reach around USD 3 trillion by 2025,

creating a huge opportunity for the WealthTech players.

Moreover, the requirement for wealth management today is not limited to HNWIs,

but also includes the mass segments. This is supported by the target set by the

Association of Mutual Funds in India (AMFI) to grow the industry’s assets under

management (AUM) by approximately five times to INR 95 lakh crore (USD 1.47

trillion) and the number of investor accounts by more than thrice to 130 million by

2025.This would call for WealthTech players to step up to sustain this surge in retail

investors looking to invest money in equity and mutual funds.
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