
C
C

IL
M

o
n

th
ly

 N
e

w
sl

e
tt

e
r

FinTech stands for financial technology and

describes technologically enabled financial

innovations. From 'start-ups' to 'big-techs' to

established financial institutions, all the key players

are harnessing this technological edge along the

financial services' value chain to provide agile,

efficient and differentiated experiences to the end-

user. This movement has the potential to

fundamentally transform the financial landscape

where consumers will get to choose from a larger set

of options at competitive prices and financial

institutions could improve efficiency through lower

operational costs. This opportunity must be seized

to achieve universal financial inclusion at affordable

costs.

India has been at the forefront of this revolution

with as many as 1218 FinTech firms operating in

India which have created a large number of jobs and

are also generating a healthy appetite for investment.

The Reserve Bank (RBI) has over the years

encouraged greater use of electronic payments so as

to achieve a “less-cash” society. The objective has

been to provide a payment system that combines the

attributes of safety, security, enhanced convenience

and accessibility, leveraging technological solutions

that enable faster processing. Affordability,

interoperability, and customer awareness and

protection have also been other focus areas. Non-

bank entities are cooperating as well as competing

with banks, either as technology service providers to

banks or by directly providing retail electronic

payment services. In recent years, a focussed effort

has been made to develop a state of the art national

payments infrastructure and technology platforms,

be it Immediate Payments Service (IMPS), Unified

Payments Interface (UPI), Bharat Interface for

Money (BHIM), Bharat Bill Pay 3 System (BBPS), or

Aadhaar-enabled Payment System (AePS) which has

changed the retail payments scenario of the country.

Alternative models of lending and capital raising are

coming up and have the potential to change the

market dynamics of traditional lenders and the role

of traditional intermediaries. Crowd-funding, the

practice of raising external finance is at a nascent

stage while peer to peer lending has the potential to

improve access the finance for small and medium

enterprises. RBI has also granted licenses and

permitted seven purely digital loan companies

(NBFCs) to commence operations, while seven

payment banks have commenced operations. RBI

has set up the Trade Receivables Discounting System

(TReDs) - an innovative financing arrangement

where technology is leveraged for discounting bills

and invoices. RBI has also appointed a five member

committee for enhancing financial inclusion

through FinTech.

The Fintech revolution has its own share of risks and

challenges for the regulators and the supervisors. It is

necessary to recognize these risks and initiate action

to mitigate the related regulatory and supervisory

challenges. There are two broad areas that merit

attention in the Indian context: the first is regarding

improving the accessibility of financial platforms

using FinTech; and the second is about analysing

potential risks that may arise out of FinTech

adoption. Effective utilisation of Aadhaar eco-

system may provide incentives for the people to

adopt digital platforms as it is happening in the case

of direct benefits transfer (DBT).

Opportunities and Challenges of FinTech

Shri Shaktikanta Das, Governor, Reserve Bank of India - March 25, 2019 -

Keynote Address Delivered at the NITI Aayog's FinTech Conclave
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In order to regulate compliance more efficiently

RegTech has been formed. On the other hand,

SupTech has been formed for supervision. Both the

technologies aim at improving efficiency through

the use of automation, introducing new capabilities

and streamlining workflows. RBI is using SupTech

for data collection and analysis. For this purpose,

Import Data Processing and Monitoring System

(IDPMS), Export Data Processing and Monitoring

System (EDPMS) and Central Repository of

Information and Large Credits (CRILC) were

formed. The future of RigTech and SupTech

technologies lie in big data analytics, artificial

intelligence, machine learning and cloud

computing, geographic information system (GIS)

maping, data transfer protocols, biometrics, etc.

In order to ensure an orderly development of

FinTech, to streamline their influence into the

financial system, to protect the customers and

safeguard the interest of all stakeholders, there is a

need to have appropriate regulatory and supervisory

frameworks. FinTech has the potential to reshape the

financial services and financial inclusion landscape

in India in fundamental ways. It can reduce costs

and improve access and quality of financial services.

Source: www.rbi.org.in
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Speaking at the launch of the book "Indian Fiscal

Federalism" authored by Dr. Y.V. Reddy and Shri

G.R. Reddy, Shri Shaktikanta Das shared his

thoughts on fiscal and economic issues, both at

national and sub-national levels, in line with the

theme of the book. From a fiscal perspective, India's

federal system has three important components:

Article 1 of the Constitution states that India, shall

be a union of states; the Seventh Schedule of the

Constitution allocates subjects to the Union and the

States under different Lists, with overlapping

functions contained in a separate Concurrent List;

Article 280 of the Constitution mandates formation

of the Finance Commission every five years to

recommend vertical and horizontal devolution of

net central taxes and various other grants. Over the

past decades, the actual working of these

constitutional provisions has generated considerable

debate. Geopolitical risks have necessitated higher

expenditure on defence and internal security.

Natural calamities and disasters have called for

higher expenditure on relief and rehabilitation. In

parallel, aspirations of the people and the country as

a whole have necessitated the government to spend

more on developmental programmes.

The interplay between these developments in the real

economy and certain features embedded in the

constitution has thrown up several issues. Finance

Commissions have adopted different approaches

with regard to principles of tax devolution, grants to

be given to states and fiscal consolidation issues.

While at one level, there has to be a framework for

fresh and innovative thinking by every Finance

Commission; at another level, there is a need to

ensure broad consistency between Finance

Commissions for certainty in the flow of funds,

especially to the states, more so in the post GST

scenario. There is a need for continuity, change

between Finance Commissions and also the need to

give permanent status to the Finance Commission.

The principle of decentralization works better when

powers and functions are delegated based on suitable

tier of governance in order to fulfill a responsibility.

Although the constitution has provided for

delegation of certain functions to the urban and

rural local bodies, there seems to be a good distance

to traverse when it comes to devolution of funds to

these local bodies, therefore necessitating the

constitution of State Finance Commissions every

five years and ensuring their robust functioning.

Recent initiatives in fostering co-operative

federalism have opened new chapters of co-

operation between centre and states. The Indian

model of GST preserves the essence of Indian

federalism. The fiscal strength of the union and the

states is important, and the issue has to be addressed

by the Finance Commission. The challenge for the

GST Council is to realize the full potential of GST

for enhancing tax-GDP ratio and expand its scope

and work on other areas of reforms to enhance its

competitiveness. Alongside co-operative federalism,

there has to be competitive federalism. The ranking

of states on the parameter of ease of doing business

has generated healthy competition among states.

Indices developed by the NITI Aayog on health,

water management, implementation of SDGs, have

the potential to generate similar healthy

competition. The program of Aspirational Districts

is another such model for competition and

development.

Some thoughts on Fiscal Federation

(Shri Shaktikanta Das, Governor, Reserve Bank of India, Mumbai, March 19, 2019)
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There is general agreement in the country about the

importance of fiscal consolidation roadmap both at

national and sub-national levels. While adhering to

fiscal deficit targets and debt to GDP ratios, it is

equally important to undertake robust expenditure

planning based on a commonly agreed expenditure

code to address the socio-economic challenges

without diluting the goals of fiscal consolidation.

Source: www.rbi.org.in
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