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Abstract

The emergence of Financial Technology (FinTech) has significantly redefined the structure and functioning of the Indian
banking system. Over the past decade, India has witnessed rapid growth in digital payments, algorithm-driven lending
platforms, neo-banking services, and open-banking frameworks. This transformation has been largely supported by
public digital infrastructure such as Aadhaar, Jan Dhan Yojana, and the Unified Payments Interface (UPI). While
FinTech innovations have enhanced operational efficiency, improved customer outreach, and expanded financial
inclusion, they have simultaneously intensified competitive pressures on traditional banks and introduced new categories
of regulatory and cybersecurity risks.

This research critically evaluates the multidimensional impact of FinTech disruption on Indian banks by synthesizing
regulatory reports, academic literature, secondary data, and primary survey findings. The study concludes that FinTech
does not merely supplement banking services but structurally alters financial intermediation. Sustainable gains, however,
depend on strategic alignment, regulatory balance, and responsible digital integration.
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1. Introduction

1.1 Background and Context

Financial Technology, commonly referred to as FinTech, represents the application of advanced digital tools—including
artificial intelligence, cloud computing, big data analytics, and blockchain—within financial services. In India, the rapid

digitization of finance has been facilitated by strong institutional and infrastructural foundations.

The development of India’s digital ecosystem can largely be attributed to three foundational pillars:

1. Aadhaar-based digital identity
2. Pradhan Mantri Jan Dhan Yojana (PMJDY)
3. Mobile and internet penetration

The introduction of the Unified Payments Interface (UPI) in 2016 marked a pivotal turning point in retail payments. UPI
enabled instant, low-cost, interoperable digital transactions across banks, transforming payment behavior at an
unprecedented scale (Reserve Bank of India [RBI], 2019).

Additionally, demonetisation in November 2016 accelerated digital adoption by encouraging consumers and merchants
to transition away from cash-based transactions (PwC India, 2017).

Over time, FinTech firms expanded beyond payments into lending, wealth management, embedded finance, and neo-
banking, gradually reshaping the competitive landscape of Indian banking.

2. Review of Literature
2.1 FinTech and Bank Performance
Several empirical studies suggest that digital technology adoption enhances banking efficiency. Research indicates that

higher digital transaction volumes are associated with reduced operational costs and improved cost-to-income ratios (Xu
et al., 2025). However, performance improvements are not automatic; banks must integrate technology strategically.

© 2026, IJSREM | https://ijsrem.com DOI: 10.55041/IJSREM57555 | Page 1


https://ijsrem.com/

.'t-, ‘z;k‘
‘J"IJSREM."
s International Journal of Scientific Research in Engineering and Management (I[JSREM)
fa) Volume: 10 Issue: 03 | March - 2026 SJIF Rating: 8.659 ISSN: 2582-3930

A systematic review of FinTech-banking studies finds that while approximately one-third of empirical research reports
positive impacts on profitability and competitiveness, others highlight increased operational and regulatory risks (Xu et
al., 2025).

Thus, FinTech adoption appears to produce conditional efficiency gains rather than universal profitability increases.
2.2 Financial Inclusion

India’s digital public infrastructure has enabled unprecedented financial access expansion. Empirical state-level analyses
demonstrate that increased digital payment penetration correlates positively with formal financial inclusion indicators
(Ojha, 2021).

Digital onboarding through e-KYC and Aadhaar authentication has reduced entry barriers for previously unbanked
populations. However, access does not necessarily guarantee meaningful inclusion. Long-term inclusion depends on
sustained usage, financial literacy, and responsible credit practices.

2.3 Consumer Adoption Behaviour

Consumer adoption studies based on the Technology Acceptance Model (TAM) reveal that perceived usefulness, trust,
and security significantly influence FinTech usage decisions (Shivakumar, 2024).

Convenience and ease of use drive initial adoption, but long-term loyalty depends on reliability and data protection
safeguards.

2.4 Regulatory Perspectives
India’s regulatory framework has evolved alongside technological innovation. The Reserve Bank of India introduced
the Regulatory Sandbox Framework in 2018 to facilitate controlled experimentation. Subsequently, the Digital Lending

Guidelines (2022) strengthened borrower protection norms.

Regulatory intervention has played a critical role in preventing unchecked digital credit expansion while preserving
innovation momentum (RBI, 2022).

3. Research Methodology
3.1 Research Design

This study adopts a qualitative-analytical research design, combining:

. Systematic literature review

. Secondary statistical synthesis
. Regulatory policy analysis

. Primary survey interpretation

The approach prioritizes interpretative depth over purely econometric modeling due to limited publicly available micro-
level bank data.

3.2 Data Sources
Data were collected from:

. RBI reports and policy documents
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o NPCI payment statistics
. Industry publications (PwC, RBSA Advisors)
. Peer-reviewed academic articles
. Google Form survey responses (student-dominated demographic sample)

3.3 Key Variables Considered

. Return on Assets (ROA)

. Return on Equity (ROE)

. Cost-to-Income Ratio

. Digital transaction volume

. UPI growth metrics

. Financial inclusion indicators

4. Key Dimensions of FinTech Disruption
4.1 Transformation of Digital Payments

The exponential growth of UPI transactions represents one of the most visible manifestations of FinTech disruption.
From modest beginnings in 2016, UPI has evolved into India’s dominant retail payment mechanism.

Between FY 2017-18 and 2025, UPI transactions increased nearly 190 times, demonstrating structural behavioural
change rather than temporary adoption spikes (NPCI, 2025).

This shift has reduced transaction friction, improved transparency, and expanded micro-merchant digitization.
4.2 Rise of Digital Lending

FinTech lending platforms leverage alternative data, Al-driven risk scoring, and digital KYC mechanisms to expedite
loan approval processes. Loan processing time has decreased from several days to mere minutes.

However, algorithmic lending introduces risks including:

. Over-indebtedness
. Data privacy breaches
. Credit model bias

The RBI’s Digital Lending Guidelines (2022) were introduced to address these concerns.
4.3 Neo-Banking and Platformization

Neo-banks and API-driven banking models are redefining financial service delivery. Rather than operating traditional
branch networks, neo-banks rely on partnerships with regulated banks to offer digital-first experiences.

The Account Aggregator framework further strengthens data-sharing architecture, enabling consent-based credit
expansion.
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5. Data Analysis and Interpretation
5.1 Bank Performance Indicators

Comparative data suggest that private sector banks exhibit higher profitability ratios relative to many public sector banks.
For example:

Bank ROA (%) ROE (%) Cost-to-Income (%)
SBI 0.85 15.2 53
HDFC Bank 1.92 18.5 41
ICICI Bank  1.63 17.1 44

Higher digital integration appears correlated with stronger cost efficiency and profitability metrics.
However, correlation does not confirm causation. Institutional readiness and governance quality play mediating roles.
5.2 Financial Inclusion Trends

Digital platforms have enhanced financial access through:

. Direct Benefit Transfers
. Mobile banking
. Micro-credit expansion

Yet sustainable inclusion requires financial literacy and prudent borrowing practices.
5.3 Risk and Regulatory Evolution

FinTech expansion introduces:

. Cybersecurity vulnerabilities
. Platform concentration risk
. Data misuse concerns

India’s regulatory approach has remained adaptive and proportionate, balancing innovation with systemic stability (RBI,
2019).

6. Major Findings

FinTech has permanently altered payment behavior in India.

Banks and FinTech firms operate within a hybrid competitive-collaborative framework.
Efficiency gains depend on strategic digital integration.

Financial inclusion has expanded but requires quality enhancement.

Regulatory agility remains central to sustainable innovation.

AR e

Digital transformation benefits are uneven across bank categories.
7. Conclusion
FinTech disruption in India represents a structural reconfiguration of banking rather than incremental modernization.

The Indian financial system is gradually transitioning toward a platform-based ecosystem where digital infrastructure
serves as the backbone of service delivery.
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Future stability will depend on three critical pillars:

. Responsible innovation
Robust regulatory oversight
Strategic digital alignment by banks

8. Recommendations

For Banks

. Adopt modular API-based architecture

. Strengthen cybersecurity investments

. Implement responsible Al-driven lending

o Design customer-centric micro-financial products

For Regulators

. Maintain proportionate innovation-friendly regulation
. Ensure interoperability across digital rails
. Monitor systemic concentration risks

For Future Research

. Conduct panel-data econometric studies

. Evaluate long-term digital loan indebtedness
. Assess systemic fintech-bank contagion risk
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