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Fintech has been instrumental in accelerating India’s financial ecosystem by way of digitalization in terms of payments, lending and regulatory aspects, which are redefining the structure and functioning of the banking industry. Thus, this paper sheds light on the factors influencing the adoption of fintech in India and analyses its contribution to the banking sector development. The study compiled secondary data from Reserve Bank of India (RBI), National Payments Corporation of India (NPCI), National Institution for Transforming India (NITI) Aayog, industry reports, and scholarly literature considering the time period of data from 2016-17 to 2024-25 and 2012 to 2023. Further, the compiled data has been analyzed using charts with a few indicators of fintech adoption and banking development, such as Digital lending, UPI transactions and Credit disbursements through scheduled commercial banks. The findings indicate that there has been a significant impact on the adoption of fintech on account of India’s digital public infrastructure, favorable regulatory environment, technological innovations, and rising digital literacy. In addition, fintech augments banking efficiency, facilitates financial inclusion, strengthens credit access for MSMEs, and advances the overall financial system. 
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Introduction
Fintech has altered the financial landscape, thereby warranting faster, cheaper and more inclusive financial services. The FinTech phenomenon has disrupted the banking industry. The technological transformation of financial services is resulting in a change of paradigm (Arner et al., 2017; Stiglitz, 2017) that is involving the arrival of new competitors, the emergence of new business models and the provision of fully digital financial services. Most of the new suppliers are the so-called FinTech companies (OECD, 2018; Thakor, 2020). Finally, the International Monetary Fund and the World Bank define FinTech as those “advances in technology that have the potential to transform the provision of financial services, spurring the development of new business models, applications, processes, and products” (International Monetary Fund & World Bank, 2018). In the context of India, the revolution of fintech is momentous on account of the country’s large population, broadening digital infrastructure and escalating demand for tech driven financial solutions. Meanwhile, the modern banking services are being provided owing to the integration of fintech, which has generated new opportunities for innovation in terms of payments, lending, customer service and wealth management, etc. Furthermore, India has had one of the swiftly growing fintech sectors at a global level, leading to the unparalleled magnitude propelled by Aadhar-enabled services, the Unified Payments Interface (UPI), and mobile banking (NITI Aayog, 2023). As such, fintech has profound implications for traditional banking institutions. In this way, this paper attempts to explore the drivers of fintech adoption in India and also examines how fintech has been contributing to the banking sector development. 
Literature Review
Hussein Ahmed Al-Shari and M. A. Lokhande (2023): This study explored the nexus between the adaptation risk of fintech on the performance of banking in Yemen, considering the primary data, which was composed of 263 respondents at the managerial level in bank branches. The study highlighted that both the risks like cyber and operational, had a negative impact, and the outsourcing risk had a positive impact on the bank’s performance. 
Dr Jinti Sharma & Bipasha Sharma (2024): This research paper investigated of consumers' adaptation of trends of the technologies promoted, particularly fintech services in banking in Guwahati city in Assam state. As such, the findings pointed out consumers' experience of the quality of services being offered, preference and challenges in terms of the adaptation of fintech in SBI banking through a field study. 
Charalampos Stasinakis,Wee Meng Yeo & Filipa Da Silva Fernandes (2025): Authors attempted to examine the impact of fintech on the efficiency of banking in China. They applied different econometric method, such as two-stage truncated regressions and data envelopment analysis, in order to find out the relationship between fintech development and commercial banking efficiency. Thus, this study found that there was a considerable difference among the banks and also a positive relationship, especially among city commercial banks. 
Dr Venkatanarayana Miriyam & Dr Lavakumar. E (2025): This article examined the role of fintech in banking in the Indian context in light of opportunities and challenges being encountered by fintech companies. This study found that there were certain hurdles regarding the successful implementation of fintech in banking, such as regulatory, technological and security challenges etc.
Gokhan Ovenc & Abdul Baghi Nabiyev (2025): This research article assessed the impact of fintech collaboration with bank performance considering a panel data set, applying the One-Step System GMM model in Turkiye. The findings highlighted that fintech had both positive impact on ROE and negative impact on ROA banking performance. Finally, it was further found that the specific fintech services and goods can be suited according to the needs of banking. 
Need for the Study 
The system of Indian banking is still being characterized by the functioning of a traditional working framework in spite of the fastest-growing economy. In fact, it is causing a massive rural urban divide in accessing financial services, particularly the rural masses who have been found to be more vulnerable to financial services and products. In that context, the rise of fintech firms plays a pivotal role in the transformation of financial markets and institutions through its digital technology. Meanwhile, a number of studies have been conducted pertaining to fintech adoption and banking, fintech opportunities and challenges, financial inclusion, electronic payment platforms, digital divide, and blockchain technology. As a matter of fact, the rising of fintech post financial crisis has had a huge impact on the Indian population; however, it is yet to be understood as to how fintech is being adopted by the people and how it has been accelerating for the development of banking. Thus, this study sheds light on the adaptation of fintech and its decisive role in the development of the banking sector in the Indian context. 
Objectives 
1. To study the key factors influencing fintech adoption in India.
2. To identify the role of fintech in banking sector development.
3. To examine the key challenges affecting fintech adoption and its integration with the banking sector.
4. To propose policy measures to enhance fintech adoption and banking integration based on findings of the study.
Methodology 
This study is research and also an analytical in nature based on secondary sources of data, which were collected from RBI annual reports, NPCI, government reports, academic journals, policy documents and the relevant websites. In this way, the compiled secondary data covering of UPI transactions in both volume and value in different units from 2016-17 to 2024-25 and digital lending data from 2012 to 2023, respectively. Therefore, the collected data were analysed using charts in order to achieve the objectives of the study, considering digital lending (Adamek & Solarz, 2023; Asamani & Majumdar, 2024), UPI transactions as indicators (Gomber et al., 2017; RBI & NPCI) of fintech adoption and credit disbursement as an indicator (Sutrisno, 2023; Sy-HoaHo, Jamel Saadaoui, 2022) of banking development. 
Factors Influencing Fintech Adoption in India
The adoption of FinTech services has moved steadily upward during the last years across the world. On average, the FinTech Adoption index elaborated by E&Y reveals that the use of FinTech services has increased from 33% in 2017 to 64% in 2019. Then, worldwide, 6 out of 10 people are actively using FinTech services (EY, 2019). The adoption of FinTech services has increased between 2017 and 2019 in developed and developing countries. However, the largest adoption indexes are observed in emerging economies. Countries like China, India, and South Africa exhibit the largest adoption rates. In those countries, more than 80% of the population are using FinTech apps to conduct several financial activities. (Santiago Carbó-Valverde et al., 2021).
Figure -01: Integrated framework linking FinTech adoption drivers to bank performance outcomes
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Source: Adapted from Amna Albuainain and Simon Ashby (2025)
Digital Public Infrastructure (DPI): Fintech adoption is being accelerated owing to the factors like Aadhaar, UPI, and the Account Aggregator (AA) framework, which have all created a stable flatform for fintech innovation. Besides, approximately 85.5 percent of India’s households have smartphone penetration (Comprehensive Modular Survey: Telecom, 2025) with the 4G/5G network expansion which has made digital services accessible to a large population. Additionally, the growth of fintech is being accelerated because of cloud computing, AI-driven credit scoring, API banking, and biometric authentication (NPCI, 2023).
Consumer Behavioral Factors: The adoptability and promotion of fintech relied on the factors of consumer behavior, such as convenience, speed, low transaction cost, and easy-to-use to use contribute substantially. Thus, consumers have been favorable on using fintech apps for the sake of instant payments, digital wallets, and mobile banking. Furthermore, the burgeoning population, particularly the rise of youth users and increased trust in digital platforms, keep up the adoption process at large. 
Regulatory and Policy Support: The Reserve Bank of India (RBI) has facilitated a regulatory environment through guidelines for digital payments, P2P lending, NBFCs, and data privacy. Besides, the government has launched initiatives such as PMJDY (Pradhan Mantri Jan Dhan Yojana), Digital India Mission, and DBT (Direct Benefit Transfer), which have been creating a firm basis for digital finance. In addition to the above, the AA framework by which financial information among institutions is shared with user consent promotes secure and consent-based data sharing, permitting alternative credit assessments for borrowers.
Economic and Market Developments: India has a vibrant and third-largest start-up ecosystem with over 100 unicorns, with the estimated annual growth of 12 to 13 per cent (https://www.startupindia.gov.in/), which increased the magnitude of venture capital investment, and increased demand for innovative financial solutions, which would be assumed to strengthen fintech growth. Moreover, MSMEs increasingly depend on digital lending platforms for working capital, and digitization remarkably reduces operational costs and augments banks’ outreach in rural and semi-urban areas.


Role of Fintech in Banking Sector Development
Enhancing Digital Payments Ecosystem
Fintech has reshaped the payment landscape by introducing instantaneous, compatibility, and affordable payment systems. Thus, UPI (Unified Payment Interface) has become one of the world’s wide-reaching instant payment platforms, which is being driven by increased usage of the internet and smartphone penetration. Astonishingly, as per the ACI Worldwide Report 2024, about 49 per cent of the global RTP (Real Time Payment) transactions in 2023 were carried out in India, and around 70 per cent of digital transactions have been by way of UPI (The Digital Payments Ecosystem of India – 2025). Meanwhile, Banks could leverage fintech partnerships in order to augment payment services, lessen cash dependency, and rise operational efficiency. In this way, it pays the way to a greater transparency and formalization of the economy.
Figure 02: UPI Annual Transactions in Volume (Cr)

Source: Author compilation based on RBI annual reports




Figure – 03: UPI Annual Transactions in Value (Billion)

Source: Author compilation based on RBI annual reports
Improving Financial Inclusion
Fintech plays a greater role in its timely solutions of mobile wallets, micro-lending apps, AEPS (Aadhaar Enabled Payment System), and neo-banking platforms support in reaching out to every nook and corner of underserved populations. Additionally, Digital KYC has had leveraged of Aadhaar-based eKYC, video KYC, and uploading of documents through mobile apps or web portals, which facilitated millions of low-income households to open bank accounts. However, fintech innovation has been keeping pace with a view to bridging the urban-rural divide by offering accessible financial services.
Strengthening Credit Delivery and Digital Lending
Fintech platforms such as Phonepe, Paytm, Acko, Groww and Zerodha, etc., utilise alternative credit scoring models based on data of transactions, GST records, and mobile usage patterns. It prompts banks to examine creditworthiness with accuracy, reduce NPAs, and widen loans to MSMEs and new-to-credit customers. Thus, co-lending models between banks and fintech companies integrate bank capital with fintech effectively and efficiently.

Figure 04: Growth of Digital Lending in India (Billions)

Source: Digital Lending in India by Preshit Mendhekar & Venkatesh Sakkaji, Whitepaper, Larsen & Toubro Group Company. 
Figure 05: Credit by Scheduled Commercial Banks in India (Cr)

Source: Handbook of Statistics on Indian States 2024-25
Enhancing Customer Experience and Service Efficiency
Fintech has had a key role in transforming the financial industry, particularly in banking, providing automated services like AI-based chatbots, digital onboarding, personalized financial products, and real-time customer support, which are all said to be enhancing the overall banking experience. Automation reduces paperwork, manual errors, and processing time. Further, fintech tools encompassing a wide range of applications and technologies like artificial intelligence, blockchain help banks readily analyses customer behavior and customize services accordingly.
Reducing Operational Costs and Increasing Productivity
Fintech also plays a pivotal role in terms of increasing banks' productivity and also reducing operational costs through automation and digitization, such as API integration, robotic process automation (RPA), and cloud solutions. When it comes to the reduction of operational cost, Banks need not create any physical infrastructure; in contrast, they strategically collaborate with fintech firms, which are expected to considerably improve productivity and enable more sustainable business models, viz., environmental, social and governance (ESG). 
Improving Regulatory Compliance
Fintech have been assisting the financial institutions and markets in order to improve the regulatory compliance by using advanced technologies like AI and machine learning solutions. The automation process of Know Your Customer (KYC), reducing manual error, and anti-money laundering checks are being adapted to new regulations, thereby enabling the banks to have more efficient, accurate compliance and also leading to better risk management. 
Challenges in Fintech Adoption and Banking Integration
Cybersecurity and Data Privacy Risks
Exponentially rising digitization exposes to repercussions of fraud, phishing and data breaches. Thus, Indians had lost a staggering around Rs 22,845.73 crore to cyber criminals, marking a considerable difference of 206 per cent increase from the previous year (https://khatriandtomarattorneys.in/). However, India has yet to have a comprehensive data protection regime on the back of privacy and misuse of personal information. 

Digital Divide and Low Digital Literacy
India has had about 65 per cent of the population living in rural areas (Economic Survey – 2021) who have not been exposed to the era of digitization as compared to the urban population, on account of illiteracy, poverty, women, senior citizens, etc. As a matter of fact, only 31 per cent masses in rural areas have an internet connection compared to 67 per cent of urban masses as per the NSSO 2022. Obviously, it is restricting the facilitation of fintech solutions in the banking sector, particularly in the rural segment. 
Regulatory Complexity
Fintech firms are being regulated by multiple entities like RBI, SEBI, PFRDA, and IRDAI, which have been proactive about different business models, risks and gaps (Chambers & Partners, 2025). In this way, fintech innovation is rapidly rising and often surpasses regulation. Further, mandates, law, regulation and rules requirements for digital lending, KYC norms, and data sharing could be potentially challenges to smaller fintech firms. 
Operational Risks in Digital Lending
Operational risks occur due to technology failures leading to data loss, cybersecurity threats in the form of data breaches, identity theft, human errors, deceitful activities like involving phishing, advance fee scams, illegal loan apps, fraud websites, mis-selling, high-interest rates by unregulated lenders, and opacity in digital lending models, exacerbating significant risks, particularly for vulnerable borrowers.
Findings of the Study 
The study examined the adaptation of fintech, taking into consideration digital lending and UPI transactions as indicators, showing that there was a massive use of UPI in value from 69 billion in 2016-17 to 2606 billion in 2024-25, and in volume from 1.786 crore in 2016-17 to 18586 crores in 2024-25 as an instant payment system. In fact, top key fintech firms such as Phonepe, Paytm, Google Pay, Amazon Pay & Razor Pay, etc., all have had a critical role in accelerating fintech adoption and digital lending was also found to be largely increasing from Rs. 09 billion in 2012 to 350 crores in 2023. Pre and post development of digital infrastructure created. In terms of credit disbursement, which was considered as an indicator of banking development, demonstrated a rising trend of credit from Rs. 48,03,267 crores in 2012 to Rs. 1,41,98,006 crores in 2023 to the key sectors of the economy. 
Policy Implications and Recommendations
Strengthening Cybersecurity Frameworks
Cybersecurity framework enables fintech and banks in the management of risks relating to fraudulent activities. Besides, both banks and fintech should take on strong encryption, two factor authentication, and systematic risk audits. In this regard, the government should accelerate the implementation of a robust data protection law, which is now being enforced as a law of Digital Personal Data Protection Rules (DPDP) – 2025.
Promoting Digital Literacy and Inclusion
Digital literacy is advancing because of the government initiatives such as PMGDISHA, the Digital India campaign, and common service centers (CSC), etc., which are indeed helping a large number of people undergo for training and bringing them into the mainstream of digital literacy. However, NGOs, public-private partnership, use of digital ambassadors, monitoring and feedback are the need of the hour towards enhancing adoption and bridging the rural urban divide as well. 
Enhancing Regulatory Coordination
Regulators of financial markets and institutions such as RBI, NPCI, SEBI, and MeitY should synchronize regulations to circumvent overlaps. As such, sandbox frameworks as a testing ground should continue supporting innovations developed by varied fintech while perpetuating safety and customer protection.
Encouraging Bank–Fintech Collaboration
The future of banking would be a partnership with fintech firms, by which the relationship would lie on strategic alliances, co-branded products, and shared infrastructure models. In India, over 70 percent of top banks are said to be collaborating with fintech companies, leading to seamless financial transactions. Therefore, banks should go for thorough adaptation of open banking and API based integration through which the goal of financial inclusion can be achieved. 


Conclusion
The evolution of fintech post the 2008 financial crisis has had an unprecedented role in transforming traditional banking into faster, reliable and resilient banking, particularly in India and the world in general. The prominent fintech companies have extended the potential of traditional banking in terms of digital lending, UPI payment system and credit disbursement, which have drastically altered the banking sector development. In the context of challenges of fintech adoption, such as cybersecurity scams and rural rural-urban digital divide remain, a balanced and holistic regulatory approach and massive investment in digital infrastructure can definitely elevate the benefits of fintech in the banking sector. Finally, fintech has manifested as a key driver of India’s banking sector, and future study should focus on the challenges of adaptation of fintech and banking regulatory issues in this regard. 
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