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IL.

Abstract

Financial literacy is the skill that helps people make proper decisions related to financial products and
services. Financial inclusion can be defined as access of these services to individuals and even businesses.
Financial literacy is the foundation of financial inclusion and both are interconnected to each other. In the
contemporary world, the fintech industry is playing a crucial role in promoting financial inclusion. Despite
the progress fintech is making, it has its own challenges. Few of the challenges include working through
regulations, cybersecurity concerns, and barriers of adoption by marginalised communities. This paper
discusses the Indian regulatory framework for the fintech industries and compares it with some global
frameworks. The regulations include frameworks for consumer protection and digital identity systems. This
paper recommends provisions for enhanced fintech adoption such as improved digital infrastructure,
enhanced consumer protection, focused on financial and digital literacy, and inviting fintech solutions
catering to social impact. The recommendations, if implemented through proper policies and legal
frameworks, may contribute to a more inclusive and sustainable financial ecosystem in India, by addressing

these issues.

Introduction

According to a report by BCG Global, India’s fintech sector has experienced a significant growth and has
established itself as the third largest in the world. Fintech, in simpler terms, is a combination of finance and
technology." It has created new ways through which people can handle their monetary assets and access
financial services. It includes a wide variety of services such as digital payments, digital wallets, online
lending, wealth management, insurance and blockchain based solutions. Fintech has completely
transformed the traditional financial practices and made the services faster, more affordable and user
friendly. In the past three years from 2021 to 2024, fintech companies in India have grown by nearly five
times, from 2,100 fintech startups to 10,200. Between the years 201423, Indian fintech companies have
raised $ 28 billion across 1,486 deals, with about $ 4.3 billion from Initial Public Offerings (IPOs).> India
has made various advancements in digital finance through its quick financial progress boosted by online
payments, loans, investments, and insurtech solutions. The fintech revolution has improved service delivery
methods and created unique possibilities for better financial education and broader access. Moreover,
fintech has helped the marginalised communities to use and transact as citizens of a modern economy. This
ranges from microloans to digital payments and insurance. Initiatives like India Stack, Aadhaar based

payment systems, along with regulatory support from Reserve Bank of India (RBI) fuel this transformation.

Like most new areas of technological advancement, fintech in India has its share of problems such as
regulatory red tape, cybersecurity issues, and digital illiteracy among the masses. Uncovering these

challenges is essential to release the power of the sector to its highest potential and fair access to financial

! State of the Fintech Unlon 2024 (2024, August 27). BCG Global.

h

Brieﬁng, (2024b, November 27). India’s fintech sector attracts US$778 mn in funding in Q3 2024. India Briefing News.
https://www.india-briefing.com/news/indias-fintech-sector-attracts-funding-usd-778-million-q3-2024-34847.html/
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services. This paper discusses the intricacies in the linkage between financial literacy and inclusion, the role
of fintech in attaining these goals, and the barriers of fintech adoption.

Conceptualising Financial Literacy and Inclusion

Financial literacy refers to the ability to understand and make use of a variety of skills that relate to personal
finance management and investing. A person with financial literacy can have a good relationship with
money and will be able to avoid financial frauds. It can also involve numeracy skills, planning for budgets,
managing debt, saving, investing, managing risk, and planning finances. It increases economic stability at
both individual and social level. Financial illiteracy results in unsustainable debts, poor spending decisions,

bankruptcy and poor credit.

The provision of access to financial services and products including payment, savings, credit and insurance
to both individuals and business is what is referred to as financial inclusion. It aims at eliminating all the
hurdles that prevent people from being engaged in the financial sector and its activities. Financial inclusion

helps to increase the outreach of such services by covering more of the global population than ever before.

A. Relation between Financial Literacy and Inclusion
Financial literacy and financial inclusion are interconnected with each other. Financial literacy means
people are able to understand and make sound financial decisions regarding financial products. Without
this information, people of marginalised communities may not have the ability to seck regular financial
services. Financially illiterate people may face various barriers to accessing services. Their lack of
knowledge may lead to avoiding or abusing available financial products, resulting in poor financial
management and financial challenges. This means financial literacy creates demand for services that

allow people to use the formal financial system to control their financial welfare.

Financial inclusion is concerned with providing access to those financial services that are necessary for
people. However, if financial inclusion efforts do not have accompanying financial literacy programs in
place, it may have negative effects including poor financial decisions. As is evidenced in microfinance
cases and The United States mortgage crisis, not everybody who is provided with financial products is
capable of managing their loans well.” Financial literacy combined with financial inclusion helps people

have access to financial products while also empowering them to use these responsibly.

B. Role of Fintech in Financial Literacy and Inclusion
The term fintech refers to the innovations that are at the centre of increasing financial literacy and
access. As a relatively new industry, fintech offers an extension of the services traditional banks failed to
deliver to the market due to existing gaps in traditional methods. Financial innovations in the utilisation
of instruments that are easy to understand make it easier to enhance financial literacy. Mobile wallets,

digital lending and investment platforms make people more capable of controlling money, saving and

3 Ramachandran, Ramakrishnan. (2012). Financial Literacy and Financial Inclusion.
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investing. While delivering financial services, fintech also enhances people’s opportunity to contribute

to the economy; thus, enhancing equitable economic development.

Education on Money Management to Marginalised Groups
Fintech apps offer guidance and real-time assistance to better educate marginalised people on money
management. These features enhance users’ ability to determine whether they save, invest, or plan

their finances in ways which are conventionally unaddressed by the education system.

Smart Spending Reminders
As payment and mobile banking applications become financial literacy tools, they aid in building
responsible spenders and savers. They enable the user to understand spending patterns and set up

automated alerts to promote a positive and safe financial culture.

Crossing Geographical Limits
Financial Technologies include mobile banking and payment systems that aid in achieving financial
inclusion in remote areas with little financial access. Thus, it addresses the urban-rural gap in

promoting inclusion.

Easy and Affordable Services
Fintech is trying to integrate financially marginalised people into the formal system. It offers a range
of products and services such as microloans, digital wallets, and peer-to-peer lending for this

purpose.

Fintech has emerged as a crucial driver of financial inclusion. Individuals need proper skills to
approach digital financial solutions actively and make decisions regarding them. Hence, fintech tries

to bridge the knowledge gaps by these methods.

Fintech in India

India has become a powerful player in the fintech world with an adoption rate of 87%." This places India
just behind China. This accelerated growth can primarily be attributed to programs that the Government
has launched in the past like Jan Dhan Yojana, Startup India and Digital India. These three programs
created a much-needed spirit for innovation in the economy and fintech sector. Furthermore, it aims to
make more people a part of the economy by increasing the use of technology to make transactions.
Moreover, the improvements in technology have made it easier for people to make transactions, making

financial services available to a larger section of society.

Indian fintech firms are raising substantial funds, with an increasing number of fintech deals, placing the

nation as the third largest country for fintech funding just after The United Kingdom and The United

* Rajeswari, P., & Vijai, C. (2020, December). Fintech industry in India: The revolutionized finance sector. ResearchGate.
https://www.researchgate.net/publication/348435968 Fintech Industry In India The Revolutionized Finance Sector
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States. Paytm, PhonePe and Razorpay are other significant names in the industry, revolutionising the
economy by offering a variety of services like digital payment channels. India's fintech landscape can
undergo tremendous growth if the Government policies take a step further to promote the sector.
Although it should be accompanied by the consumers’ willingness to adapt to the new technology as well.
A. Digital Infrastructure in Rural India
Digital infrastructure in rural India has made notable progress yet the current level remains behind what
urban areas have achieved. The rural teledensity in September 2023 reached 58.48% thus demonstrating
that 58 telephone connections exist for every 100 residents in rural regions. But the urban areas have a
considerably higher teledensity of 131.86% during this timeframe.’ Internet use in rural areas of India
faces ongoing operational barriers. According to the National Sample Survey Office statistics, rural
households have just 24% internet accessibility whereas urban households have 66%. The current digital
divide between rural and urban areas continues to exist due to this difference. The digital divide widens
because of limited infrastructure development and low digital literacy in rural areas. This gap further
worsens for the marginalised groups. From the poorest 20% of households, only 8.9% have access to the
internet and only 2.7% people have their own computers.® Gender dynamics also play a role in this

existing disparity. Women are 33% less likely to have access to internet services than men.

B. Challenges to Fintech in India
Fintech in India is facing challenges such as fundraising for growth, complex regulations, threats to
cybersecurity, and user retention. These hurdles can hinder innovation and scalability. Proper measures

are needed to address these challenges.

1. Obtaining Capital
Whenever it comes to obtaining funding from investors, fintechs startups may find it to be quite
challenging. The Indian market underwent a funding slump in 2023, as a total of $ 1.9 billion had
been spent in the first half of the year. By 2024 this value had plummeted to $ 795 million,
showcasing a 59% decrease alongside high competition and unstable economic conditions which

make attracting investors a hassle.”

2. Navigating Regulations Efficiently
Companies often face problems when dealing with multiple regulation entities including SEBI,
RBI, IRDAI, and the National Payments Corporation of India. The I'T Act alongside the Digital

Personal Data Protection Act adds another layer of confusion. All these regulations can be tedious

> Telecom Regulatory Authority of India. (2024). The Indian Telecom Services Performance Indicators. In Mahanagar

Doorsanchar Bhawan. https://www.trai.gov.in/sites/default/files/QPIR _09022024_0.pdf
¢ Mahendru, A Dutta M., Mishra, P. R & Behar A. (2022) Inequalrty Report 2022: Digital Divide.

7 Kawale, A (2024 ]uly 5). Fintech funding down 59% to $795 million in H1 2024: Tracxn report www.business-standard.com.
: 3 m/finan 3 h-funding- - - -



https://www.business-standard.com/finance/news/fintech-funding-down-59-to-795-million-in-h1-2024-tracxn-report-124070501012_1.html
https://www.business-standard.com/finance/news/fintech-funding-down-59-to-795-million-in-h1-2024-tracxn-report-124070501012_1.html
https://www.oxfamindia.org/knowledgehub/workingpaper/india-inequality-report-2022-digital-divide
https://www.trai.gov.in/sites/default/files/QPIR_09022024_0.pdf

3.

to follow as they are often studied in isolation. There is a definite need for amalgamation of all

relevant regulations so it doesn't hinder the expansion of a company.

Al and Cybersecurity

The issues of data breaches are likely to jump to the forefront as India moves towards a cashless
society. UPI-related scams that amounted to 55 percent of total digital scams in 2022-2023 will
likely need 95,000 new cases this year. Even without the new scams, trust in a company will quickly

erode if it does not have strong security measures in place.8

User Retention and Experience

This issue occurs due to the competitive nature of the industry in which fintech players are taking
root across the globe. When the companies try to cater for the customer needs at a certain level
without meeting new demands, customers often uninstall apps and cancel subscriptions.

Companies should keep coming up with new innovations in order to improve user experience.

C. Regulatory Frameworks in India

The phenomenal rise of fintech has emerged as one of many infrastructural demands and the need to

balance innovation with the rights of the consumers. This has also given rise to elaborate regulatory

standards to govern the fintech infrastructure. Beside the RBI and the SEBI, the Government through

the

Ministry of Electronics and IT regulates fintech activities. Some of these emerging issues are,

mandatory checks on data protection, cybersecurity, anti-money laundering, and digital payments. The

regulations are concerned with how to promote innovative development in the Indian financial sector

while preventing risks like unauthorized access and fraud. It also advocates for ensuring the transparency

and inclusion of users in the country’s developing digital economy.

1.

RBI Guidelines on financial services industry

The function of the fintech market in India is controlled by the Reserve Bank of India and it
includes payment systems, lending and prepaid instruments. The RBI is responsible for the stability,
soundness and safety of an economy’s monetary framework. It sets out a structure in which the
operation of the fintech companies is permitted. RBI has established an independent department
for monitoring and tracking the changing environment within the sector. It also addresses the
emerging issues especially in the technology and security arena. The Self regulatory framework
focuses on improving transparency and accountability of the fintech industry. Further, the RBI
encourages collaboration to advance technological changes and growth while bearing consumer

welfare in mind.

8 Dhanr
h

ajani, R. M. (2023, May 30). UPI scams on the rise: Here's how you can protect yourself. Business Today.
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Payments and Settlements Systems Act, 2007 (PSS Act)

This law deals specifically with payment systems in India to make certain that the services oftered by
various clearing systems are brought under control. The PSS Act requires that any person who
wants to engage in provision of these services must do so under the authorization of the RBI. It
ensures that all the transactions occurring are well protected, effective, and transparent. Through
the regulation of the payment systems, the act shields the consumers and increases the reliability of

electronic payment transactions. It eradicates fraud and secures the consumer’s money.

Prevention of Money Laundering Act, 2002 (PMLA)

Concerning fintech firms as direct participants in the payments system, the PMLA expects them to
prevent money laundering and related offences. Fintech firms are required by law to perform
high-quality KYC and identification processes and keep transaction records. This regulation also
makes sure that fintech firms are playing their part in boosting national security by checking
fraudsters. It also creates a safe and sound financial atmosphere that would encourage and protect

genuine financial business dealings in the system.

Companies Act, 2013

Under the Companies Act, all entities in the fintech space need to be domiciled and adhere to
corporate remit and regulation, which all lends legal credence to the transactions. The Companies
Act prescribes measures concerning reporting of financial statements, composition of the board of
directors, audit, and other activities requisite to maintaining corporate integrity. Through such
standards, fintech firms safeguard investors, users, and shareholders and foster a credible

future-oriented legal framework to ensure the sector’s stability.

Information Technology Act, 2000

The Information Technology Act gives the legal framework on the transactions involved with
digital electronic signature and cyber criminality, critical in fintechs that rely on the internet. It deals
in matters that include data privacy, electronic signature, and electronic documents. The IT Act
assists the state in maintaining the accountability of regulations that regulate fintech companies to

protect users’ data and make online payments safe.

Insurance Regulatory and Development Authority of India (IRDAI) Regulations

Insurance generating Fintech firms are also expected to be in line with regulation set out by the
IRDAI which directs the overall insurance market in India. This consists of acquiring relevant
licenses, observing product design, and distributor’s recommendations, and customer care services.
By implementing IRDAI regulations, fintech companies ensure a strong financial framework and

build trust in digital insurance products.



D. Comparison with Global Standards and Practices

While the developing countries like India are striving for a financially included economy with scope for

innovation; the developed countries are trying to implement a more structured and nuanced infrastructure

for regulating fintech. The United States has allowed its states to formulate laws regarding fintech.

Institutions like Securities and Exchange Commission (SEC) and the Office of the Comptroller of the

Currency (OCC) work on formulating these laws. This strategy is curated to promote innovation in the

fintech sector while at the same time it strives for stability between both. The United States has various

regulations for fintech including Electronic Signatures in Global and National Commerce Act, Custody

Rule, Dodd-Frank Wall Street Reform and Consumer Protection Act, Regulation Crowdfunding,

Regulation A+, Digital Assets Exemption, etc.

Regulation Year of Passing Objective Effect
Companies are given the permission
Electronic Signatures in
Provide  validity to |to sign documents electronically as
Global and National 2000
e-signatures. valid replacements for handwritten
Commerce Act
ones.
Dodd-Frank Wall Street Protect the economy i o )
| Stricter guidelines for protection of
Reform and Consumer 2010 from future economic o
. consumers and financial risks.
Protection Act problems.
Protection of assets of | Improve investor protection and
Custody Rule 2013 . .
customers. transparent financial reporting.
. Helped small businesses raise
Provided measures for p o
] ) needed funds while giving regular
Regulation A+ 2015 the protection  of | . ¢ )
) investors new ways to invest in
investors. i
business growth.
Provided  investment | Startups to get early investments
Regulation Crowdfunding 2016 opportunities to small | and retail investors were allowed to
investors. engage with startup companies.
Set specific conditions | Digital assets that meet some
.. ) for digital assets and | specific criteria to have regulator
Digital Assets Exemption 2019 & ) P _ & . y
blockchain-based exceptions from federal securities
securities. laws.




Table 1: The objectives and effects of regulations in The United States’

The United Kingdom implements the use of regulatory sandboxes through Financial Conduct Authority

(FCA). This particular measure has been taken to promote the fintech industry to engage in experiments

and support open banking through the provisions of The Second Payment Service Directive (PSD2). The

regulatory frameworks in The United Kingdom tries to ensure consumer protection, cyber security and

creating a competitive environment and innovation. Some important laws and frameworks include

Financial Services and Market Act, Payment Services Regulation, Electronic Money Regulations and

General Data Protection Regulation.

Regulation

Year of Passing

Objective

Effect

Financial Services and

To set up a regulatory

The Financial Services
Authority (FSA) was set
up and standards for

2000 framework for financial )
Market Act ) consumer protection
services. o
and market stability
were made.
Established rules and
Implement the .
P Servi ) regulations around
ayment Services European Union . .
. 2009 o payments including
Regulation payment services in
] transparency
direct law. ;
requirements.
Established rules on
. . ayments, including the
Electronic Money To regulate the issues of by ] ’ g_
i 2011 ) requirements for capital
Regulation electronic money. i '
services and protecting
customer funds.
Requests that
Helped to strengthen 91 ) )
General Data and unify data companies receive
2016 authorization to collect

Protection Regulation

protection across the
European Union.

and process personal
data.

Table 2: The objectives and effects of regulations in The United Kingdomm

? Vijayagopal, P., Jain, B., & Viswanathan, S. A. (2024). Regulations and Fintech: A Comparative study of the developed and

Developing countries. Journal of Risk and Financial Management, 17(8), 324. https://doi.org/10.3390/jrfm 17080324
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Fintech Adoption in India

India’s fintech market is growing at an incredible pace which has reflected in the ranking as well as in the
terms of funding. In Q3 2024, India fintech had raised $ 778 million, a 66% increase compared with the
same period of 2023. It has placed India in second place on the global fintech funding for the quarter, only
after the United States. These areas of development include the next generation of online lending,
investment innovation, and payment processing. Out of ten, the Indian consumer rated digital payment
instruments 8.3%, which has become possible due to Government-led programs like the Unified Payments
Interface (UPI), and the Jan-Dhan Aadhaar Mobile (JAM) Trinity. The UPI handled over 14 billion
transactions in May 2024. By 2030, India could be home to as many as 150 fintech unicorns, whose

combined value could reach $ 500 billion, pointing to the growth of the country’s fintech industry.11

A. Factors Responsible for Fintech Adoption
1. Payments Transformation and Digital Embrace
India is now a pioneer in the sector of technological advancement in payment, especially with the
increasing use of UPIs which is marked by real-time interconnectivity. The Government has
continuously encouraged the financial sector to include the underbanked population of the
country. As a result, even small merchants are embracing digital payments. The everyday presence of
UPI makes cashless options more available to customers including even the rural ones. It has
brought down the use of cash and enhanced the speed of transactions and financial inclusion. The
development of Quick Response (QR) code-based systems further solidify India’s role in payments

innovation.

2. Digital Lending Innovations
The internet bases enabling credit initiatives are filling credit needs for micro, small, and medium
enterprises (MSMEs). To ensure that credit operating systems are more accessible, the Open Credit
Enablement Network (OCEN) has enabled systematic funding. Credit products that are offered by
the fintechs are also being compelled to take advantage of the analytics and artificial intelligence.
These innovations not only increase financial inclusion but also address long-standing inefficiencies

in the traditional lending ecosystem.

3. Growth of Neobanking
New generation banks are providing a new experience to customers by providing digitalised banking
services to MSMEs, gig workers and tech-savvy millennials. Such services include zero balance
accounts, instant opening of the accounts and financial planning solutions. Neobanks offer quality

and individualistic service delivery, covering gaps where conventional banks lack presence.

"' Briefing, 1. (2024b, November 27). India’s fintech sector attracts US$778 mn in funding in

12-DOCNo.com/n WS/10A1aS-1110 N-SCCTOr-atira -TunNainNgo-usd

Q3 2024. India Briefing News.
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Regulatory developments to formalize and license neobanks are further expected to fuel growth and

innovation in this segment.

4. WealthTech and Investment Management
Both of these are slightly different but are interconnected to each other. WealthTech platforms are
changing the way people invest through robo-advisors, financial profile creation and easy to use
apps for stock investments. Due to these, the said platforms are assimilating the young and first-time
investors into wealth generating instruments. These platforms are key to bridging the wealth
management gap in India's middle and lower-income groups.
Barriers to Fintech Adoption among Marginalised Communities
Fintech in India has grown at a very fast pace and it has brought a paradigm shift to financial services all
across India. But with this type of growth there comes factors that make it difficult for it to achieve its
maximum capability. Specific challenges include poor connectivity of the rural population to digital
services, low levels of financial and digital literacy among the inhabitants. Other challenges faced by fintech
businesses are legal compliance, cash based business and lack of trust in digital platforms. Managing these
challenges is imperative in order to tap the true potential of fintech to bring financial inclusion and

economic empowerment in India.

A. Psychological Barriers
1. Lack of Trust
The public may hold generic negative attitudes in relation to technological systems. They may not
trust companies with their data or remain skeptical of possible frauds. Adoption of digital financial

services requires trust and if trust is not present, users will shy away from fintech solutions.

2. Perceived Risk
Perceived risks such as fear of loss of monetary value also acts as psychological barriers. People may
not opt for fintech services as they may consider it more risky than traditional methods. This can

cause them to rely on traditional banking services only.

3. Social Influence
Social norms and peer behaviour may dictate decisions regarding the use of fintech. People may not
use fintech services if their peer network is skeptical of the same. This happens due to the social

environment of the individual.

4. Lack of Perceived Benefit
This means that people may not realize the potential benefit of engaging in fintech services. If they
are satisfied with the traditional services or simply do not comprehend the benefits of the digital

financial systems, then they would not use the fintech platforms.

11
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B. Educational Barriers
1. Lack of Awareness
Some of the vulnerable groups could not even know that such fintech services exist or how they
carry out operations. This barrier is often related to a shortage of efforts to aware, educate and

provide information to the user and his or her family.

2. Lack of Literacy
It means the ability to read, write, use information and communication technologies. It also
involves having the basic education to access the internet. Lack of such basic skills may bar the
individual from using the fintech platforms.

C. Cultural Barriers

1. Cash Culture
Cash transfer mode is favoured much by many communities especially those in rural areas. People
are accustomed to handling physical cash and may resist changing to digital payment systems. They

may think of digital banking solutions as complicated.

2. Perceived Ease of Use
Consumers may recognize the fintech platform as complicated or unfavorable to use on account of
the state of technology. A person perceives these tools as complex hence the probability of using it is
low. Especially if the person is not conversant with technology, he may not shift to fintech

platforms.

Addressing these barriers is necessary for enhancing financial inclusion. But we also require a robust system
for consumer protection for this. Security and privacy of data, transparent grievance mechanism and
disclosure requirements can help to build trust among consumers. This may lead to wider adoption of

fintech solutions.

Consumer Protection and Financial Inclusion

Consumer protection and financial inclusion are interconnected with each other. Sound consumer
protection frameworks are necessary for proper and lasting financial inclusion. Financial inclusion seeks to
offer improved and secure opportunities in the use of financial services among the marginalised groups. If a
proper consumer protection framework is not there, it can lead to problems like fraud, abuse, identity theft,
and subpar money handling. Policies aimed at consumer protection enhance confidence in financial systems
among new users. When consumers are assured and well-informed, the usage of financial services is more
likely to happen. Effective legal requirements and efficient complaint mechanisms provide consumers with
necessary tools to protect their rights. Thus, such frameworks not only safeguard consumers but also create

a healthy and fairly structured financial market based on innovation.

12
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A. Ways to Ensure Consumer Protection
1. Disclosure Requirements
Some frameworks require the companies to make information regarding financial products and
services available in a clear and detailed manner. This involves information such as contractual
characteristics about the services, costs, associated dangers, and customer privileges. Relevant details
should be provided to the consumer before engaging him in financial services. Proper disclosure
reduces the likelihood of consumers being duped with wrong information. This helps the new

consumers in the financial market to make the appropriate choices.

2. Privacy and Data Protection
These regulations advocate for protection of consumers by ensuring that their personal information
is protected by fintech companies. It requires the companies to set legal foundations for data
management and protection. It focuses on reducing the threat to sensitivity of data using measures
such as encryption and regular security audits. It is also mandatory to take consent from the
consumers before collecting and using their data, due to this the consumers can control the
utilization of their data or information. This is very important in building trust between the

consumer and the company.

3. Customer Complaint Handling Procedures
Grievance redressal mechanisms have to be efficient because they are an important component of
consumer protection laws. These frameworks require fintech providers to have noticeable and easily
understandable mechanisms for consumers to report complaints and seek redressal. Rules also
concern reporting of incidents, proper investigations and reasonable reimbursement for monetary
losses, if incurred. These mechanisms which address customer complaints effectively help in

developing confidence in the financial sector.

Digital Identity

Digital identity may seem like implied identity, and people use it to access financial products, benefits, the
internet, and many other services. That is, it makes it possible for people to be identified at a distance,
without holding physical documents. Getting a digital ID is revolutionary for the unbanked population of
marginalised communities. People, who previously had no IDs or insufficient ones, now have a worthy
option for becoming a part of a financial system. The usage of digital identity in the financial sector remains
a way through which digitally excluded citizens can become participants in the economy. Among the
benefits of digital ID systems is the effectiveness of operations such as account opening, onboarding, and
access to financial products whose costs could be reduced considerably. However, these systems’ success
depends on the moderate level of rules that allow new services without compromising consumers and
financial markets’ stability. To achieve widespread use, digital identity systems should accompany effective

infrastructures, accessible technologies and sufficient digital literacy.

13
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KYC Processes

India has a Know Your Customer (KYC) system for the regulation of its financial system. The
framework requires the identification of the customer through PAN cards, Aadhaar, Passports, and
voter IDs before customers make any transactions. Although the traditional system faced some
challenges, the e-KYC has emerged as an innovative and evolved method. The traditional system of
KYC posed some problems for people, especially for the marginalised sections of the country. A major
section of rural people face challenges in undertaking regular KYC processes that call for physical
attendance at branches and numerous document completion forms. Due to this some sections of

people remain excluded from accessing formal financial services.

The constantly evolving KYC processes have helped a lot in resolving these issues and promoting
financial inclusion. The implementation of e-KYC, video KYC and tiered KYC systems have
contributed significantly in this process. They largely require little paperwork and allow distant
identification processes, which are beneficial for the financial institution as well as the consumer. Video
KYC allows the customer to have a live video session with a representative of the bank. This confirms
the identity of the person even in the physical absence of the person. Document presentation and other
forms of biometric tests can be done with the customer online. Similarly the e-KYC process makes the
physical documents slightly useless. It uses a process in which the customer can be authenticated just
using the Aadhaar. The financial institutions can get all the information linked to the customer in a
matter of time. It is an efficient and time saving method to authenticate the customers. Furthermore,
tiered KYC is also an essential component of the Indian KYC framework. It means that the degree of
customer identification depends on account or transaction type. Small accounts do not involve much
paperwork and the number of transactions are limited. Whereas in high risk accounts, one has to
produce many documents and proofs. This system allows the inclusion of all those people who do not
have complete identification documents by giving them the facility of small accounts. Such accounts

create a first point of access to the financial system for citizens.

Role of Aadhaar in Financial Inclusion

Aadhaar plays a crucial role for financial inclusion. It has a wide reaching scope due to its availability to
even the low income communities of the societies in rural areas. It has enhanced financial inclusion by
providing access to financial services to everyone. It has connected the people of rural areas to banking
systems by providing easier access to bank accounts. It also encourages Government initiatives to
provide the benefits of welfare schemes directly to the beneficiaries. Aadhaar tends to empower the

marginalised population by encouraging economic participation.

1. Direct Benefit Transfers (DBT)
Aadhaar maps beneficiaries’ bank accounts for executing subsidies and financial assistance. This
helps in providing the benefit of welfare schemes directly to the beneficiaries. The fully

computerised system eliminates third party use reducing fraud, corruption and financial leakages.
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IX.

Currently, 452 Government plans have integrated Aadhaar with DBT and thereby guarantee the

efficient and secure transfer of subsidies to the officially recognized needy population.

2. Aadhaar Enabled Payment System (AePS)
It is a mobile banking interface through which AePS is used to complete banking transactions using
one’s Aadhaar number and biometric identity check. It is especially helpful in the rural and the
remote regions to which conventional banking structures have not stretched. AePS had reached
more than 1,650 million transactions by the end of March, 2021, making banking easier for the

rural dwellers.

3. Widening Access to Banking Services
Aadhaar has made it easier for millions of rural people to get their accounts opened and be part of
the formal financial system. Aadhaar has made it easier for the marginalised people to reach out to

financial services through less stringent on boarding.

4. Reduction of Corruption and Leakages
Again, the Aadhaar based verification established in DBT gives assurance that the subsidies and
welfare benefits will directly get to the intended beneficiary. There are no chances that the funds will
first be pocketed by some delinquent officers in the chain of subsidy/welfare fund distribution.

This has enhanced recognition and disclosure of award provision.

Future Recommendations
The following recommendations, if implemented properly, can enhance financial literacy and inclusion
among the marginalised groups in the country. These can help the tech services to reach everyone by making

financial access easier.

A. Strengthening Digital Infrastructure in Remote Areas
1. Strengthening Digital Connectivity
The Telecommunications Act is suggested to be revised to include a legislation that ensures digital
connectivity through service points for rural and tribal communities. Under this act, the telecom
operators should be mandated to provide wireless network and internet access to rural communities
to expand coverage. Better connectivity will bridge the digital inequality by bringing marginalised
communities into the field of digital financial operations. This will also provide them with access to

quality education and healthcare information, thereby, boosting social and economic growth.

2. Amendment of Information Technology Act, 2000
The Information Technology Act is recommended to be modified to include explicit digital
financial services. All policy frameworks should include consumer protections against malpractices

as well as data privacy measures with strong penalties for data security breaches. Strengthening legal
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frameworks will build trust of consumers in fintech solutions. It will also improve service provider

performance by strengthening data security measures and ethical compliance standards.

B. Enhancing Consumer Protection Frameworks

1.

Introduction of Fintech Consumer Protection Bill

The Government is suggested to curate a Fintech Consumer Protection Bill to protect low-literacy
users from fraud. The bill is suggested to include measures like clear communication of terms,
simple consent process and options for grievance redressal. This bill will protect the marginalised
population from frauds and exploitation. It will also build confidence among users regarding

fintech services.

Strengthening of Personal Data Protection Act

Enhancement of Personal Data Protection Act is suggested to include explicit provisions regarding
data consent and grievance redressal mechanisms specifically for rural consumers. This act is advised
to have provisions for transparent data collection and support mechanism for users in case of data
misuse. These robust data protection measures will prevent the misuse of personal information of

users.

C. Promoting Digital and Financial Literacy Programs

1.

Integrate Fintech Training in Government Programs

It is recommended to integrate fintech training modules into Government operated Rural
Livelihood Missions to inform the rural communities about fintech solutions. These training
programs are recommended to involve Panchayati Raj Institutions in spreading digital and financial
literacy. The goal of this initiative would be to ensure that members of the community know how to

use digital financial services.

Empower Tribal Councils

It is suggested that tribal councils should be allowed to launch awareness drives around fintech and
serve as an intermediary for grievance redressal. Additional resources and training for tribal councils
will make them proficient intermediaries between fintech providers and community members.
Utilizing the current community structures will lead to culturally sensitive dissemination of

information. It will help in promoting trust and acceptance of fintech solutions.

Provide Funds for Digital Awareness programs

The Government is recommended to allocate X 1,000 crore annually for mass media campaigns
advocating for awareness of digital finance. The information should be disseminated in the language
of the particular region, by use of radio, television, and village gatherings. The integration of
‘BHASHINTI for this purpose can be very helpful. Widespread awareness campaigns will
deconstruct myths and create awareness around the use of fintech services in order to desensitize

communities to these services.
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4. Train Rural Youth as Digital Ambassadors
The Government is recommended to dedicate X 500 crore to fund training sessions which will
prepare rural youth as Digital Ambassadors. They can provide information regarding digital fintech
platforms to the villagers and can assist them in using these platforms. Digital skills acquisition and

empowerment of young local people will result in sustained knowledge transfer.

5. Organise Grassroots Fintech Fair
It is advisable to allocate X 300 crore from the budget to establish fintech fairs throughout rural
areas in the districts. Community-level users can gain practical hands-on experience with digital
platforms through these events which allow them to deal directly with service providers. This will
both increase trust and address concerns, followed by increased adoption of fintech services through
illustrative fairs. These fairs will help the users to gain full experience of these services and let them

engage with the digital platforms.

D. Incentivising Fintech for Social Impact
1. Subsidised Digital Finance
The Government is recommended to establish a subsidy scheme with financial benefits to motivate
fintech startups to develop specifically designed solutions for tribal and rural areas. The
Government is suggested to implement tax exemption, monetary assistance and public-private
funding arrangements to boost innovation for communities that lack proper service. Through
financial incentives, the development of inclusive fintech solutions will increase. These fintech
solutions will help create customized products for marginalised communities and enhance financial

inclusion programs.

2. Interest-Free Loans to Self-Help Groups (SHGs)
The implementation of interest-free loans to Self-Help Groups that implement fintech
microtransaction platforms should be considered as a recommendation. Such financial backing will
let SHGs utilise digital instruments across their business operations while increasing their efficiency
and improving transparency. Digital empowerment of Self-Help Groups will enhance the local
economy while improving financial management methods and creating an environment where

people can learn digital skills.

E. Fraud Prevention and Grievance Redressal
1. Fintech Fraud Helpline
The Government is recommended to form a 24/7 toll-free helpline to combat fintech fraud while
retaining connections to both law enforcement and banking institutions. The support system needs
multiple language access which should also include tribal dialects. The helpline dedicated to fraud
assistance will enable users to receive urgent help after being scammed. The immediate intervention

by the authorities will reduce fraudulent activities and promote trust in digital financial solutions.
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2. District-Level Rapid Response Teams
The Government is recommended to create district-level teams consisting of personnels who have
undergone training for detecting and responding to digital fraud. The established teams can
respond quickly after receiving complaints in order to reduce the effects of fraudulent transactions.
The quick response teams will protect users from fraudulent activities and strengthen the security

of fintech platforms.

3. Legal Aid Desks in Panchayat Offices
The Local Governments are advised to establish legal aid service centres at Panchayat offices to help
victims of fintech scams file complaints and find solutions for their problems. Staff members at
these desks need to be trained legal professionals who will help users understand their rights along
with proper procedures for handling digital financial fraud. Victims receive better protection when
legal help is accessible since it leads them to file fraud reports and prevents exploitative practices.
Such measures help develop a general environment that offers enhanced safety in digital financial

interactions.

F. Simplifying KYC Norms
1. Implementation of Flexible KYC Procedures
The Government should introduce flexible Know Your Customer (KYC) protocols that use
substitute identity authentication methods for rural customers. Alternative verification systems
including local approval certifications and Aadhaar-based OTP authentication would cut down
reliance on conventional documentation. The simplified KYC processes will make it easier for

marginalised people to acquire banking services and financial products.

Conclusion

This research paper analysed how financial literacy and financial inclusion are related to each other and the
role of fintech in promoting both of these. To put it simply, people who understand finance can manage
their choices better and use standard banking services more easily. The efforts to promote financial literacy
let disadvantaged communities grow stronger in the economy and promote equality within the society. This
research explored the regulatory frameworks for fintech in India, The United States and The United
Kingdom. The fintech industry in India is showing great progress but faces some significant barriers. The
simplification of digital identity systems such as KYC verification and using Aadhaar can make financial
services available to more people. The consumer protection regulations in fintech can help build trust while
promoting financial inclusion. The paper concluded by recommending some measures that the
Government may take to enhance the quality of financial literacy and inclusion. Measures like building
strong network systems in rural areas and providing financial literacy to people in school itself can have a
positive impact on financial literacy and financial inclusion. This may help in creating an environment that

promotes equality and inclusivity for all.
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