e-ISSN 3108-026X

R jie International Multidisciplinary Research Journal Reviews (IMRJR)
A Peer-reviewed journal

Volume 2, Issue 12, December 2025 | DOI 10.17148/IMRJR.2025.021203

The Evolution of Fintech 1n India:
From Traditional Banking to
Digital Transformation

Dr. Sharanraj'®, Sannathkumar M Jekinakatti?

Assistant Professor, Department of Studies in Commerce, Davangere University, Shivagangothri, Davangere,
Karnataka!

Research Scholar, Department of Studies in Commerce, Davangere University, Shivagangothri, Davangere, Karnataka?

Abstract: The Indian financial sector has undergone significant changes over the past two decades, evolving from
traditional banking to a technology-driven ecosystem. The introduction of digital banking, mobile payments, Aadhaar-
linked transactions, and Al-powered financial services has revolutionised the way people access financial services. A key
driver of this transformation has been the Unified Payments Interface (UPI), which has made digital transactions seamless
and widely adopted. Additionally, government initiatives such as Jan Dhan Yojana, demonetization, and digital lending
regulations have played a crucial role in promoting financial inclusion and fintech adoption in the country. This paper
covers the evolution of fintech in India, focusing on its key growth drivers, challenges, and future trends. Despite its rapid
expansion, fintech in India faces challenges such as cybersecurity risks, regulatory compliance, financial literacy gaps,
and infrastructure limitations. Emerging trends such as Al-driven automation and blockchain technology are expected to
drive innovation in the sector. The study highlights how fintech is shaping India’s digital economy and underscores the
need for robust security measures, effective regulatory frameworks, and public awareness to ensure its sustainable
growth.
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I. INTRODUCTION

India’s financial sector has undergone significant changes over the past 20 years, transitioning from traditional banking,
which relied on physical branches and paper-based transactions, to a digital system powered by mobile banking, online
payments, and real-time transactions. This shift has made banking faster, easier, and more accessible. A key factor in this
transformation is the Unified Payments Interface (UPI), which has made digital payments simple and widely used. Other
important innovations like Aadhaar-based transactions, Al-driven financial services, and blockchain technology have
improved security and financial access. Government programs such as Jan Dhan Yojana, demonetization, and digital
lending rules have helped more people and businesses use fintech, boosting financial inclusion and economic growth.
However, some challenges still exist, such as cybersecurity risks, strict regulations, and a lack of awareness about digital
finance. This paper explores the growth of fintech in India, the challenges it faces, and future trends like Al in banking,
blockchain technology, and Sustainable and Green Fintech.

II. REVIEW OF LITERATURE

Kamal, M., Rahmani, S., & Alam, M. R. (2025). This paper explores the contribution of fintech towards expanding
financial inclusion in India. It discusses P2P lending platforms like Faircent and Lendbox. The contribution of Al towards
credit scoring and investment is discussed. The contribution of fintech towards underserved populations is highlighted.
Agarwal, M. (2024). The study focuses on how fintech is transforming traditional banking, affecting customers and
banks. Also explains how fintech improves financial services and transforms the banking industry. Qualitative review is
employed to evaluate the influence of fintech on the banking industry. The article highlights the ability of fintech to
improve efficiency, competition, and customer experience and also addresses regulatory issues concerning fintech
innovations.

Mittal, S., et. al. (2024). This paper examines how fintech is transforming banking, highlighting opportunities and
challenges. Security threats, regulations, and financial literacy are discussed. Digital payments and blockchain
technologies are addressed in the research. Financial institutions are given guidance on how to navigate fintech
development. The role of fintech in financial stability is also addressed.

Narula, M. K., & Sah, A. (2024). This paper explores the sudden fintech boom in India and its effects on financial
services and examines how government policies fueled the fintech boom. Issues of data security and regulatory
compliance are prioritised. The paper analyses the role of fintech in financial inclusion and digital payments.
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Sharma, M., et. al. (2024). This paper explores how technology has transformed financial services with the help of e-
banking and e-KYC. It focuses on Al, cloud computing, and blockchain as key innovations improving financial
efficiency. Fintech is referred to as a combination of finance and technology that opens up banking to everyone. The
paper defines fintech as bringing technology and financial services together

Varsha, M. T., & Nalwaya, N. (2023). The article explores the growth of fintech and also the applications of Al,
blockchain, and machine learning in fintech. It talks about the rise of digital payments and mobile wallets in India and
China. The research highlights how Fintech enhances the security and speed of transactions. Also explores innovation in
financial services, such as mobile payments. Overall, it indicates fintech's role in transforming the financial system.
Pant, S. K. (2020). The study highlights the rapid growth of fintech and its influence on financial services. It mentions
the global usage of digital payments and non-bank financial institutions. The importance is placed on the role of Al and
blockchain towards fintech innovation. The research highlights gaps in fintech research, especially in India, and the
potential of fintech to reshape global finance.

Kandpal, V., & Mehrotra, R. (2019). The study explores financial inclusion in India and account usage challenges. It
highlights the CRISIL Incuse index as an indicator of financial inclusion. The study explains the cash flow management
with different financial instruments by low-income households. The study also evaluates the impact of government
intervention on access to funding. The study indicates improvement and persistent challenges.

I11. METHODOLOGY

This Research paper follows a conceptual research design and relies solely on secondary data. Sources used from
academic journal articles, RBI and government reports, NPCI and industry publications, and credible online resources
related to fintech, digital payments, financial inclusion, and regulatory developments in India. These sources were
reviewed and organised thematically to trace the evolution of fintech from traditional banking, identify key drivers of
growth, map major challenges and risks, and highlight emerging trends such as Al, blockchain, and green fintech.

Objectives

1. To know the evolution of fintech in India.

2. To know the Key Drivers of Fintech Growth in India.

3. To understand the Challenges and Risks in Fintech Adoption and explore future trends in the industry.

Traditional Banking in India

e The Early Banking System

India's banking system dates back to 1770, with the establishment of the Bank of Hindustan. Over time, institutions like
the State Bank of India (SBI), the Reserve Bank of India (RBI), and nationalised banks formed the backbone of the
financial system.

e Growth of Public and Private Banks

The Indian government nationalised 20 banks (14 in 1969 and 6 in 1980). This move significantly
1969-1980: . ) . . . .
improved banking penetration, expanding financial services to rural and underserved areas.
1990s Liberalisation led to the entry of private banks like HDFC, ICICI, and Axis Bank.
2000s The rise of ATMs, online banking, and NEFT/RTGS systems enabled faster banking transactions.

The Rise of Fintech in India: Digital Revolution
e Early Fintech Innovations (2000-2010)
2004 Introduction of mobile banking services by banks like ICICI and HDFC.
2008 | RBI launched NEFT (National Electronic Funds Transfer) for interbank transactions.
2010 | The introduction of Aadhaar and biometric authentication laid the foundation for digital financial inclusion.

e UPI and Digital Payments Boom (2016—Present)

The shift from cash to digital payments has made India a leader in fintech innovation.

2016 NPCI launched Unified Payments Interface (UPI), revolutionising real-time transactions.

2017 | Digital wallets like Paytm, PhonePe, and Google Pay gained massive adoption.

2020 COVID-19 accelerated digital transactions, with UPI crossing 2 billion monthly transactions.

NPCI International Payments Limited (NPIL) has unlocked Cross-border UPI transactions through

2021 strategic partnerships with international payment systems.

2022 UPI 123Pay enabled payments via feature phones (without the internet). UPI-linked RuPay Credit Cards
allowed credit transactions via UPL

2023 UPI Lite was launched for small-value offline payments (under 3200). International expansion continued

with France, Sri Lanka, and Singapore accepting UPL
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More than 15 billion UPI transactions per month, with further expansion planned in Gulf countries and

2024 Europe. And UPI Lite expanded its load money up to 32000.

Key Drivers of Fintech Growth in India

e Aadhaar-enabled Payment System (AePS) (KYC and Banking Access)

The smooth biometric-based authentication made possible by the AePS has greatly increased access to financial services.
Even without smartphones or debit cards, customers with Aadhaar-linked accounts can conduct banking operations like
withdrawals, deposits, and balance inquiries through micro-ATMs and banking correspondents; for example, IPPB all
activities are done through Aadhaar only. In order to lower the risk of identity theft and facilitate quick account openings,
AePS has also improved KYC (Know Your Customer) verification speed and fraud resistance.

¢ Enabling Open Banking & Digital Finance

The development of fintech has been significantly helped by a number of digital public infrastructure projects. By
facilitating real-time, 24x7 interoperability between various banks and fintech apps, the Unified Payments Interface (UPI)
has transformed transactions. Similarly, quick Aadhaar-based authentication has replaced old paperwork-heavy methods
in e-KYC (electronic Know Your Customer), which has made the verification process entirely digital. Another essential
element is DigiLocker, which further facilitates paperless banking and financial services by offering a safe digital
repository for the sharing and storing of official documents such as driver's licenses, PAN cards, and Aadhaar. These
developments have simplified banking, saving money and time for both clients and financial institutions.

e  Government Initiatives and RBI Policies — Strengthening the Fintech Ecosystem

1. Jan Dhan Yojana (2014) — A Major Financial Inclusion Initiative

The Pradhan Mantri Jan Dhan Yojana (PMJDY), which was introduced in 2014, has played a significant role in attracting
millions of people to the formal banking system. Over 50 crore bank accounts were opened as a result of this program,
guaranteeing that even people living in distant places could access banking services. Fintech adoption in rural India was
further supported by RuPay debit cards and mobile banking features, which gave new bank customers access to digital
transaction capabilities.

2. Demonetization (2016) — Accelerating the Shift to Digital Payments

A significant change in consumer behaviour was brought about by the demonetization of the ¥500 and ¥1000 notes in
November 2016, which pushed Indians to transact online. A push in UPI transactions, mobile wallets (Paytm, PhonePe,
etc.), and card payments resulted from people and companies quickly adopting digital payment options as cash
availability decreased. Fintech companies also flourished at this time, bringing cutting-edge digital payment systems to
meet the rising demand. This momentous change was crucial in making India a leader in electronic payments.

3. Digital Lending Regulations (2022) — Protecting Borrowers & Ensuring Compliance

The rapid growth of digital lending platforms has led to concerns over fraudulent lending practices, hidden charges, and
data privacy risks. The Reserve Bank of India (RBI) responded by passing strict restrictions on digital financing in 2022.
These rules ensured consumer protection and transparency by limiting the availability of digital loans to regulated banks
and NBFCs. Furthermore, loans have to be credited straight to borrowers' bank accounts, removing the need for
middlemen who might misappropriate money. These rules have improved consumer confidence in online lending
platforms and made borrowing safer.

e Al and Blockchain — The Future of Fintech in India

1. Al-Powered Chatbots and Advisors — Enhancing Customer Experience

Al is making financial transactions faster, more efficient, and secure. Chatbots like SBI’s SBI Intelligent Assistant (SIA)
and HDFC’s EVA offer 24x7 banking support, and Axis’s AXIS AHA, while robo-advisors like Zerodha’s Smallcase
provide automated investment suggestions. Al also enhances fraud detection by analysing transactions in real time.
Machine learning algorithms help identify suspicious activities, ensuring greater security in digital transactions.

2. Blockchain Adoption in Cross-Border Payments and Trade Finance

Blockchain is revolutionising cross-border payments by reducing costs and settlement time. It eliminates intermediaries,
making transactions faster and more secure. Smart contracts on platforms like Ethereum and Hyperledger automate trade
finance, reducing paperwork and fraud risks. This improves transparency and efficiency in financial transactions.

Challenges and Risks in Fintech Adoption

e Cybersecurity and Data Privacy Concerns

Digital transactions are at risk of cyberattacks like hacking, phishing, and identity theft. Fraudsters use fake UPI links
and SMS scams to steal money from users. To enhance security, RBI enforces two-factor authentication for online
payments. Fintech firms must invest in Al-driven fraud detection and strong encryption methods.

e Regulatory and Compliance Issues
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Fintech companies must follow strict RBI regulations to protect customers and prevent fraud. Data localisation laws
require companies to store financial data within India, affecting global fintech firms. RBI’s 2022 digital lending
guidelines prevent unfair loan practices and hidden charges. Non-compliance can result in heavy penalties or business
restrictions.

¢ Financial Literacy and Digital Divide

Many rural and semi-urban populations are unaware of fintech services and digital banking. Lack of digital literacy makes
people vulnerable to fraud and financial mismanagement. The government and banks need to launch awareness programs
to educate users on secure digital transactions. Access to affordable smartphones and the internet is also essential for
fintech adoption.

e Technical and Infrastructure Limitations

Unstable internet connectivity in remote areas makes digital transactions unreliable. Many small businesses and rural
users still prefer cash due to a lack of trust in digital platforms. Banks and fintech firms must improve network
infrastructure and customer support. The adoption of offline UPI and feature phone-based digital payments can help
bridge this gap.

e  Customer Trust and Data Security

Users hesitate to share financial data due to concerns about misuse and privacy breaches. Cases of unauthorised
transactions and fraud erode public trust in fintech platforms. Strict data protection laws and transparency in digital
transactions are necessary to build confidence. Fintech firms must ensure secure KYC verification and protect customer
data from leaks.

Future Trends in Fintech in India

e Al and Automation in Financial Services

Artificial Intelligence (Al) is set to revolutionise India's financial sector by enhancing efficiency and customer experience.
Al-driven voice banking and predictive analytics will offer personalised services, making banking more intuitive.
Additionally, Al-powered investment platforms will provide robo-advisory services, enabling automated, data-driven
investment decisions.

e Blockchain and Central Bank Digital Currencies (CBDCs)

The Reserve Bank of India (RBI) is advancing the Digital Rupee, India's Central Bank Digital Currency (CBDC), to
promote cashless transactions. This digital currency aims to provide a secure and efficient alternative to physical cash.
Moreover, integrating blockchain technology into smart contracts and trade finance is expected to enhance transparency
and operational efficiency in financial processes.

e Sustainable and Green Fintech

There's a growing emphasis on sustainable finance in India, with the rise of green bonds and Environmental, Social, and
Governance (ESG)-focused fintech solutions. These initiatives aim to channel investments into environmentally friendly
projects. Furthermore, the adoption of digital finance reduces reliance on paper-based transactions, contributing to a
lower carbon footprint and promoting eco-friendly financial practices.

IV.  FINDINGS

e Fintech helped India move from cash and traditional banking to a system where most people can make payments
using smartphones and UPI.

e  Government schemes like Jan Dhan Yojana, Aadhaar, and RuPay cards have brought many low-income and rural
households into the banking network, creating a base for rapid digital payment adoption.

e  UPI has become the core payment rail in India, recording more than 16 billion transactions and over 323 lakh crore
in monthly value by late 2024, showing very high public trust and usage.

e Demonetisation and later the COVID-19 pandemic acted as strong external shocks that pushed people and businesses
to adopt digital payments and online banking more quickly than they might have otherwise.

e RBI’s digital lending guidelines have made online loans safer by insisting that loan money goes directly to the
borrower’s bank account and by demanding full cost disclosure, which improves transparency and borrower
protection.

e Fintech has widened access to credit through digital lending and alternative credit scoring, but it has also raised
concerns about aggressive collection, misuse of data, and hidden charges, requiring tighter supervision.

e Al is now used for chatbots, fraud detection, and robo-advisory, which reduces service time and improves
personalisation, but it also increases dependence on algorithms that most users do not fully understand.

e Blockchain pilots in payments and trade finance suggest potential for faster and more secure cross-border transfers
and document verification, though large-scale adoption is still in early stages.

e The RBI’s Digital Rupee pilots in retail and wholesale segments show that India is testing a Central Bank Digital
Currency as a complement to existing digital payment systems, not as a replacement.
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e Despite strong growth, gaps in digital and financial literacy, especially in rural and semi-urban areas, limit the full
benefits of fintech and increase vulnerability to frauds like fake UPI links and phishing.

e Uneven internet connectivity and limited access to smartphones continue to slow fintech adoption, but innovations
like feature-phone UPI and offline payment options are gradually reducing this gap.

e Data privacy and cybersecurity remain major worries, as growing volumes of financial data are collected and shared
across banks, fintechs, and third-party service providers, increasing the impact of any data breach.

e Regulatory policy in India is generally supportive of innovation but is becoming more rules-based in areas like digital
lending, data use, and customer consent, reflecting a shift towards “responsible fintech.”

e  The overall evidence indicates that fintech has strengthened financial inclusion and payment efficiency in India, but
its long-term success depends on building user trust, improving digital capability, and ensuring strong, adaptive
regulation.

V. CONCLUSION

The evolution of fintech in India has significantly transformed the financial sector, shifting from traditional banking to a
technology-driven ecosystem. Innovations such as UPI, Aadhaar-enabled banking, Al-driven financial services, and
blockchain technology have enhanced financial accessibility, efficiency, and security. Government initiatives like Jan
Dhan Yojana, demonetization, and digital lending regulations have accelerated fintech adoption, promoting financial
inclusion and economic growth. However, challenges such as cybersecurity threats, regulatory compliance, financial
literacy gaps, and infrastructure limitations persist. Addressing these challenges requires stronger security measures,
improved digital literacy, and robust regulatory frameworks. Looking ahead, Al automation, blockchain-based finance,
digital lending, and the expansion of UPI for cross-border transactions will shape the future of fintech in India. As fintech
continues to evolve, collaboration between the government, financial institutions, and technology firms will be crucial to
ensuring sustainable growth and a more inclusive and secure financial ecosystem.
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