INDIAN JOURNAL OF
LEGAL REVIEW

VOLUME 5 AND ISSUE 13 OF 2025

INSTITUTE OF LEGAL EDUCATION




INDIAN JOURNAL OF LEGAL REVIEW

APIS - 3920 - 0001 ISSN - 2583-2344

(Open Access Journal)

Journal's Home Page - https://ijir.iledu.in/

Journal’s Editorial Page - https://ijlr.iledu.in/editorial-board/

Volume 5 and Issue 13 of 2025 (Access Full Issue on - https://ijir.iledu.in/volume-5-
and-issue-13-0f-2025/)

Publisher

Prasanna S,

Chairman of Institute of Legal Education
No. 08, Arul Nagar, Seera Thoppu,
Maudhanda Kurichi, Srirangam,
Tiruchirappalli — 620102

Phone : +91 73059 14348 - info@iledu.in / Chairman@iledu.in

ILE Publication House is the

India’s Largest

Scholarly Publisher

© Institute of Legal Education

Copyright Disclaimer: All rights are reserve with Institute of Legal Education. No part of the
material published on this website (Articles or Research Papers including those published
in this journal) may be reproduced, distributed, or transmitted in any form or by any
means, including photocopying, recording, or other electronic or mechanical methods,
without the prior written permission of the publisher. For more details refer

https://ijlr.iledu.in/terms-and-condition/



https://ijlr.iledu.in/
https://ijlr.iledu.in/editorial-board/
https://ijlr.iledu.in/volume-5-and-issue-13-of-2025/
https://ijlr.iledu.in/volume-5-and-issue-13-of-2025/
mailto:info@iledu.in
mailto:Chairman@iledu.in
https://ijlr.iledu.in/terms-and-condition/

INDIAN JOURNAL OF LEGAL REVIEW [IJLR - IF SCORE - 7.58] Published by

VOLUME 5 AND ISSUE 13 OF 2025

APIS - 3920 - 0001 (and) ISSN - 2583-2344 https://iledu.in

Institute of Legal Education

RISE OF FINTECH: LEGAL CHALLENGES AND OPPORTUNITIES

AUTHOR - DHARANIL.S* & MR.SUGITH KUMAR**
* STUDENT AT THE TAMILNADU DR.AMBEDKAR LAW UNIVERSITY
** LAW FACULTY AT THE TAMILNADU DR.AMBEDKAR LAW UNIVERSITY

BEST CITATION - DHARANI.S & MR.SUGITH KUMAR, RISE OF FINTECH: LEGAL CHALLENGES AND
OPPORTUNITIES, INDIAN JOURNAL OF LEGAL REVIEW (IJLR), 5 (13) OF 2025, PG. 670-677, APIS — 3920 — 0001
& ISSN - 2583-2344

ABSTRACT

Fintech has significantly impacted the financial services industry in the last decade. Fintech has
revolutionized payments, credit, investing, asset protection, and financial management, making
solutions more efficient and accessible.This surge in transformation has been propelled by a mix of
technological and social shiftsincluding widespread mobile internet access, the scalability of cloud
computing, Advancements in Al, big data analytics, blockchain technology, and customer
expectations are driving changes. A growing willingness among regulators to support innovation has
also played a key role.Yet, these advancements bring with them a set of complex challenges.
Regulatory and legal systems often struggle to keep pace with technological innovation. As a result,
Fintech companies must operate within a shifting and often uncertain framework of laws, compliance
standards, and policy expectations.Despite this, regulation is not solely a hurdle. For firms that can
adapt strategically, it can offer a competitive advantage. Moreover, well-designed legal structures
can help maximize the positive impacts of Fintechsuch as increasing access to financial services,
fostering economic development, and enhancing consumer protection. Businesses and policymakers
can design a more inclusive and resilient financial future.

KEYWORDS: Fintech, Innovation, Challenges, Regulations, Opportunities.

INTRODUCTION: levels of financial literacy among the
population. Despite difficulties, many people in
these places have mobile phones but lack
access to traditional financial services,
indicating enormous untapped potential.
Fintech companies have a chance to innovate
because of this gap. Mobile banking, digital
payments, and blockchain solutions can help
underserved areas get access to crucial
financial services.By leveraging these tools,
Fintech can extend credit, facilitate secure
transactions, and provide savings or insurance
products to those previously left out of the
financial ecosystem.This article explores the
global rise of Fintech with a focus on its impact
in emerging economies. It delves into the legal
and regulatory challenges that have surfaced,

Global financial services are being
drastically changed by fintech, especially in
developing countries. Numerous advantages
have resulted from these regions' quick
financial digitization, including better service
delivery, expanded financial inclusion, and
higher levels of economic involvement. For
many individuals and small businesses in
developing economies, Fintech offers an entry
point into the formal financial systemespecially
where traditional banking infrastructure s
limited. However, these opportunities are
accompanied by distinct challenges. Emerging
markets often struggle with unclear or evolving
regulatory frameworks, underdeveloped
technology infrastructure, and generally low

670 | Page Journal Home Page — https://ijlr.iledu.in/



https://ijlr.iledu.in/
https://iledu.in/

VOLUME 5 AND ISSUE 13 OF 2025

INDIAN JOURNAL OF LEGAL REVIEW [IJLR - IF SCORE - 7.58]

APIS — 3920 - 0001 (and) ISSN - 2583-2344

Published by

https://iledu.in

Institute of Legal Education

while also highlighting the opportunities that
these challenges createfor governments,
businesses, and consumers alike. The
discussion includes key global trends,
innovations across sectors, illustrative case
studies, regulatory responses, and strategic
recommendations for fostering innovation while
managing associated risks'®.

INDIA AND THE FINTECH SECTOR:

Through encouraging innovation, financial
inclusion, and regulation, the Reserve Bank of
India (RBI) hopes to assist the Fintech sector. In
January 2022, the RBI established a dedicated
Fintech Department, which has since driven
pilot projects on Central Bank Digital Currency
(CcBDC), supported G20 digital finance goals,
and launched over 75 Digital Banking Units
nationwide. The department also addresses
critical challenges like cybersecurity, data
privacy, and digital infrastructure readiness.

Building on this, in May 2024, the RBI introduced
a Self-Regulatory Framework for Fintech,
encouraging fairness and transparency through
recognized self-regulatory organizations
(SROs). While this move aims to empower
industry autonomy, stakeholders have urged
improved communication with the regulator for
smoother adoption.

On October 11, 2024, the RBI mandated that all
payment platforms be accessible to those with
impairments without sacrificing security. By
November 11, 2024, firms must submit their
compliance strategies. To develop the
Framework for Responsible and Ethical Enabling
of Al (FREE-AI) in the financial sector, the RBI
formed a committee. This group will evaluate Al
use in banks, NBFCs, and Fintech enterprises,
analyze worldwide best practices, identify
dangers, and establish governance structures
to ensure ethical Al integration.

To address climate-related financial risks, the
RBI introduced the Reserve Bank Climate Risk
Information System (RB-CRIS) in 2024 and

1092 Sanjay Pareek & Sana Maidullah et.al., Challenges and Opportunities in the
Adoption of FinTech in Emerging Markets, 29(S5) Academy of Marketing Studies
Journal, 1-16 (2025).
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suggested regulations on responsible lending
and capital-raising for urban cooperative
banks. When taken as a whole, these programs
demonstrate the RBI's dedication to creating a
robust, diverse, and innovative Fintech
environment that protects consumer interests
and financial stability in India's developing
digital economy™%3,

INDIA’'S FINTECH REGULATORY LANDSCAPE: KEY
INSTITUTIONS AND FRAMEWORKS

India’s  Fintech landscape operates
within a well-structured and evolving regulatory
framework, guided by a network of dedicated
regulatory bodies and industry-specific
guidelines. These institutions work
collaboratively to ensure that the sector’s rapid
innovation is aligned with the core principles of
financial stability, consumer protection, and
data security. By maintaining a balanced
environment, the regulatory ecosystem
promotes the long-term growth of Fintech while
protecting users’ interests and the integrity of
the larger financial system'%4,

REGULATORY BODIES

A well-coordinated network of regulatory
agencies oversees the Fintech industry in India.
Their  respective  responsibilities  include
monitoring particular financial ecosystem
segments and guaranteeing responsible
innovation.

The RBI regulates banks, NBFCs, payment
networks, and foreign exchange operations.It
plays a central role in issuing licenses and
framing operational guidelines for entities such
as payment aggregators, prepaid payment
instrument (PPI) issuers, and digital lending
platforms.

The SEBlI oversees investment advisers,
stockbrokers, and Wealth tech platforms that
offer advice and research services to clients.

10934
1094 Understand  the — Regulatory — Challenges & Opportunities  in  Fintech,
JAROEDUCATION (Oct 4, 2025, 10:10 AM),

https://www.jaroeducation.com/blog/understand-the-regulatory-challenges-

and-opportunities-in-fintech /.
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The IRDAI regulates the insurance business,
including the emerging Insurtech industry.It
regulates entities such as corporate agents,
insurance web aggregators, and other digital
insurance intermediaries.

The FIU-IND monitors and investigates
questionable financial activities.lt enforces
compliance with anti-money laundering (AML)
regulations, especially targeting Virtual Digital
Asset Service Providers (VASPs) operating in the
digital asset space.These regulatory authorities
ensure market integrity, safeguard consumers,
and promote responsible growth in India's
Fintech sector'©®,

KEY REGULATIONS AND
APPROACHES

REGULATORY

India's Fintech sector follows a dynamic
regulatory framework that prioritizes innovation,
consumer safety, and financial stability.Key
regulations address various aspects of digital
finance, overseen by multiple regulators based
on specific activities.

The Payment and Settlement Systems Act of
2007 requires RBI authorization for organizations
such as Payment Aggregators (PAs) and
Prepaid Payment Instrument (PP1)
issuers.Recently, the RBI allowed KYC-compliant
PPI wallets to integrate with third-party Unified
Payments Interface (UPI) apps, enhancing
interoperability and consumer convenience
while maintaining regulatory safeguards.

Digital Lending: The RBI has introduced
comprehensive Digital Lending Guidelines
focusing on transparency, data privacy, and
responsible lending. Draft proposals on co-
lending, gold-backed loans, and non-fund-
based credit aim to standardize practices and
reduce risks within the digital credit market.

Peer-to-Peer Lending: RBI directives prohibit
P2P platforms from taking credit risk or
disbursing funds directly. Updated rules in 2024
strengthened transparency and banned

1093]4
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misleading advertisements, reinforcing
consumer protection and ethical standards'©®®.

Virtual Assets: Virtual Asset Service Providers
(VASPs) are "reporting entities” under the PMLA,
which requires strict KYC compliance, continual
transaction monitoring, and registration with
the FIU-IND to prevent criminal activity.

KYC and AML Compliance: The RBI's Master
Direction on KYC supports recent modifications
to PMLA and the Unlawful Activities (Prevention)
Act, improving due diligence and risk
management for financial institutions'?’.

Retail Payments: Major payment systems are
governed by the NPCI like UPI and Bharat BillPay,
issuing mandatory guidelines to ensure secure,
efficient, and interoperable digital payment
services nationwide.

Regulatory Sandbox: The RBI's sandbox offers a
controlled  testing ground for  Fintech
innovations under an “On Tap” model, covering
areas such as digital lending, e-KYC, Al/ML,
blockchain, and financial inclusion, balancing
experimentation with oversight.

Reserve Bank Innovation Hub (RBIH): Launched
in 2020, RBIH fosters collaboration and supports
cutting-edge technologies to accelerate India’s
digital financial transformation and inclusive
growth. In general, India's activity-based
regulatory framework seeks to establish the
nation as a major participant in the global
digital financial scene by striking a balance
between quick Fintech innovation and
transparency, consumer safety, and systemic
stability.

COMPARATIVE STUDY (INDIA, US & UK)
% CHALLENGES FACED

The Fintech industry in the US functions under a
complicated regulatory environment that
includes several authorities monitoring various
aspects of financial technology. In an effort to

10%Securities and Exchange Board of India, Guidelines for Peer-to-Peer
Lending Platforms, SEBI/HO/IMD/DF3/CIR/P/2017/112 (Issued on
October 13, 2017) (India).

1097Danial Javaheri et al., Cybersecurity Threats in FinTech: A Systematic
Review, (2023).
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lower obstacles to entry for Fintech companies,
the Conference of State Bank Supervisors
(CsBS) has been trying to standardize license
criteria across states. The Commodity Futures
Trading Commission (CFTC) oversees the
trading of derivatives, while the Consumer
Financial Protection Bureau (CFPB) protects the
interests of consumers by keeping an eye on
financial firms, including fintechs. The Office of
the Comptroller of the Currency (OCC) oversees
national banks, while the Financial Crimes
Enforcement Network (FINCEN) combats money
laundering. Important laws that require
thorough transaction reporting and strong anti-
money laundering measures include the Bank
Secrecy Act (BSA) and Anti-Money Laundering
(AML) regulations.

One major problem in the US is the fragmented,
industry-specific  regulation of emerging
technologies like artificial intelligence (Al). In
contrast to more unified frameworks found
elsewhere, the United States has a tendency to
regulate Al applications  within  certain
industries, like healthcare or driverless cars,
which leaves financial services with no general
oversight. Although enforcement actions by
bodies like the SEC address specific concerns,
broad Al regulation in finance remains
undeveloped.

Finding a balance between innovation and
consumer safety is the UK's biggest regulatory
problem, particularly when it comes to cutting-
edge technology like cryptocurrencies and
decentralized finance (DeFi). By adding
regulations for cryptocurrency assets and
stablecoins, the Financial Services and Markets
Bill (FSMB) seeks to change the legal
environment following Brexit. The challenge is to
maintain  safeguards  while fostering a
supportive environment for technology-driven
startups in financial services.

Globally, the Fintech industry is booming as
consumers increasingly manage finances
through various digital platforms. However, this
rapid growth introduces legal and compliance
complexities. In order to prevent financial crime
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and maintain operational legitimacy, regulatory
compliance is still essential, particularly with
regard to KYC and AML standards.

With regulations like India’s Digital Personal Data
Protection Act, 2023, imposing stringent
guidelines on data collection, storage, and user
consent, data privacy presents yet another
major obstacle. As cyber threats escalate,
proactive compliance with these regulations is
essential for safeguarding consumer
information and maintaining trust.

< EVOLUTION OF FINTECH

The telegraph was the first significant financial
technology advancement in the United States,
opening the door for subsequent
advancements. Fintech began to take shape in
the late 1990s and early 2000s as internet
banking and electronic payments grew in
popularity. The establishment of the Federal
Reserve System in 1913 was a landmark
development that transformed  banking
nationwide. By providing a safe and practical
framework for electronic money transfers,
PayPal, which was introduced in 1998,
completely changed online payments. The US
Fintech boom accelerated with advances in
digital payments and blockchain technology,
accompanied by evolving regulatory
frameworks. Challenges persist, including
regulatory ambiguity, privacy and cybersecurity
concerns, and limited access for low-income
populations. Agencies including the SEC, OCC,
and CFPB have responded to these by enacting
regulations designed to protect financial
institutions. The ESIGN Act of 2000 gave
electronic  signatures legal status, which
accelerated the expansion of credit and digital
payments. Licensing laws for money transfer
services vary by state, with California pioneering
legislation in 1966 and others like New York
enacting laws more recently. The (FSB) goal is
to strike a balance between Fintech innovation
and risk management. As agencies collaborate
to foster innovation while upholding consumer
safety and financial stability, the regulatory
environment in the US is gradually shifting.
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Even though fintech first appeared in the UK in
the early 2000s, substantial development wasn't
seen until the middle of the decade. The shift
from analog to digital financial services was
signaled by Barclays' 1967 introduction of the
calculator and the first automated teller
machine. By automating routine payments and
cutting down on paper transactions, the
Bankers’ Automated Clearing Services (BACS),
now known as BACS Payment Schemes Limited,
which was established in 1968, set the
foundation for modern electronic fund transfer
systems. In the 1970s, the Clearing House
Interbank Payment System (CHIPS) substantially
improved the speed and effectiveness of
financial transactions, increasing consumer
convenience and competition. Fintech initially
surfaced in the UK in the early 2000s, but
significant advancements weren't observed
until the mid-year. The calculator and the first
automated teller machine were introduced by
Barclays in 1967, marking the beginning of the
transition from analog to digital financial
services. The Bankers’ Automated Clearing
Services (BACS), now BACS Payment Schemes
Limited, was founded in 1968 and laid the
groundwork for contemporary electronic fund
transfer systems by automating regular
payments and reducing paper transactions.
The Clearing House Interbank Payment System
(CHIPS), which increased consumer
convenience and competition in the 1970s,
significantly increased the speed and efficacy
of financial transactions. These frameworks
encourage innovation while safeguarding users.
The UK’s regulatory approach is further shaped
by the FSB’s input on supervision, data sharing,
and cybersecurity, reinforcing consumer
protection.

India’s Fintech sector has been propelled by
rapid internet and mobile technology growth,
profoundly transforming traditional banking. In
the 1980s, the ECS Credit System was
implemented, automating large payments such
as dividends and salaries. Fintech began to take
shape in the late 2000s, but it really took off in
the early 2010s thanks to mobile banking and
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digital payments. Growth was boosted by two
significant events: the demonetization of high-
value banknotes in 2016 to prevent black money
and increase the use of digital currencies, and
the COVID-19 pandemic beginning in 2020,
which prompted extensive usage of digital
financial services because of social distancing
concerns. Fintechs can test new products in
regulated environments thanks to government
initiatives and the RBI's regulatory sandbox,
which fosters innovation. Regulations on digital
payments, mobile banking security, prepaid
instruments, KYC norms, and transaction limits
help prevent fraud and maintain user privacy.
Cyber risks, inadequate infrastructure, and
insufficient financial literacy persist despite
these advancements, particularly in rural areas
where more than 70% of the population lacks
sufficient access to banking and internet
services. While there are thriving Fintech
ecosystems in major cities like Delhi, Bangalore,
and Mumbai, smaller cities struggle with
legislative and infrastructure shortcomings.
Stronger cybersecurity rules are required since
rising digital transactions have also raised the
possibility of cybercrime. In order to promote
innovation while protecting investors, India has
embraced SEBI's Regulatory Sandbox
Framework (2021) and the RBI's Payment
Aggregators and Payment Gateways
Regulations (2020), as well as guidelines for
peer-to-peer lending platforms. There are
currently about 360 firms engaged in the
rapidly expanding Indian fintech sector, which
has grown by 31% annually. A 2018 RBI working
group study on Fintech and digital banking is
one example of how regulators have taken
notice of this growth. Fintech's main objectives
are to lower costs, reach untapped markets,
attain  economies of scale, and improve
customer satisfaction. Traditional banks are
seeing more and more competition from fintech
firms, which increases the need for supervision
and regulation, particularly in areas with laxer
regulations. Fintech is defined by the Financial
Stability Board as technology-driven financial
innovation that affects markets and institutions.
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Indian regulators, such as the RBI and SEBI, take
the FSB's suggestions into account when
drafting laws pertaining to cryptocurrencies,
peer-to-peer lending, and digital payments.

« THE CURRENT STATE OF FINTECH

Fintech has revolutionized the global financial
landscape, continuously evolving with cutting-
edge technology and innovations. It has
enhanced the accessibility, affordability, and
security of financial transactions for users
worldwide.

Fintech is expanding quickly in the US, where
well-known businesses like PayPal, Square, and
Stripe were founded. Significant investment has
been drawn to the industry, especially in
blockchain, mobile payments, and digital
banking. The US has a generally favorable
regulatory environment, with agencies taking a
cooperative approach that protects consumer
interests while promoting innovation. Another
important Fintech hub is the United Kingdom,
with London acting as the focal point for both
new and established businesses. Numerous
incubators and accelerators in the city support
the growth of the sector. Through programs like
the Fintech Delivery Panel and the Fintech
Sector Strategy, UK regulators, under the
direction of the Financial Conduct Authority
(FCA), actively participate in the Fintech
ecosystem and foster its growth.

India’s fintech industry is expanding quickly due
to a number of factors, including the country's
large and youthful population, widespread
smartphone use, and government programs to
promote digital payments and financial
inclusion. Investments have been concentrated
on areas including digital payments, credit, and
insurance. Indian regulators are still taking a
strong stance, encouraging innovation while
placing a high premium on consumer
protection. The Reserve Bank of India (RBI) has
launched programs like the Regulatory Sandbox
and the Payment and Settlement Systems
Vision 2019-2021 to encourage Fintech
expansion across the country.
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CONCLUSION AND SUGGESTIONS:

When the regulatory frameworks of the US, UK,
and India are compared, it becomes clear that
each country has adopted a different strategy,
which is impacted by its unique innovation
environment and economic circumstances.
Because of the US's lax regulatory environment
that encourages innovation, Fintech companies
can operate with few restrictions. Because of
this open environment, which promotes rapid
growth and innovation, the US is currently a
global leader in Fintech development. The UK,
on the other hand, combines stringent
regulatory oversight with deliberate efforts to
create a thriving atmosphere where innovation
thrives. The UK was the first to implement
regulatory sandboxes, which offer a safe setting
for testing new technologies while lowering risks
and ensuring compliance. Other nations have
been motivated to adopt comparable
frameworks by the international attention this
successful model has received. Fintech is being
used as a strategy to provide access to
financial services in disadvantaged areas as
part of India's regulatory focus on financial
inclusion. For emerging markets, where
traditional banking is still scarce, this strategy is
especially important. India aims to advance
economic growth and raise financial awareness
across the country by spearheading digital
transformation. Collectively, these diverse
strategies show that in order to fully realize
Fintech's promise, regulatory rules must be
tailored to country situations.

Fintech has revolutionized the global financial
industry by providing cutting-edge,
technologically advanced solutions that are
adapted to changing customer needs. Startups
blend finance, technology, and regulatory
knowledge to provide more inclusive,
accessible, and efficient financial services.
Successfully navigating this complex
ecosystem  requires  technical expertise
combined with a solid understanding of
compliance and support structures. Access to
established networks and legal insights
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facilitates
innovation.

mentorship, collaboration, and

This article examines Fintech’'s growth and
regulatory evolution in the US, UK, and Indig,
each adopting distinct models. The US employs
a decentralized framework with regulatory
sandboxes, fostering cooperation between
regulators and industry players. Digital wallets
and mobile payments, such as Google Pay and
PayPal, enjoy widespread usage. The UK leads in
open banking and peer-to-peer lending,
supported by a forward-looking regulatory
stance and initiatives like the Fintech Delivery
Panel. India prioritizes financial inclusion,
leveraging increasing smartphone penetration,
digital payments, and cautiously enabling
regulations. Indian Fintechs focus on serving
underserved markets with products like micro-
credit and low-cost savings accounts.

Although Fintech is a global phenomenon, its
development is shaped by local regulatory
landscapes, resulting in diverse innovation and
compliance outcomes. Cross-national
comparisons offer important information about
how various governments strike a balance
between consumer protection, security, and
innovation. Collaboration among regulators,
industry stakeholders, and policymakers is vital
for crafting adaptive, risk-based frameworks
that encourage sustainable growth and
financial stability.

To support this, policymakers should promote
regulatory  sandboxes, invest in digital
infrastructure, and work towards regulatory
harmonization to ease cross-border
cooperation. Given Fintech firms often use
unconventional business models, flexible and
proportionate regulation is critical. Additionally,
financial education empowers consumers to
make informed choices, avoid scams, and
manage digital finances safely. Remaining
vigilant, using secure platforms, and seeking
professional guidance are essential for
consumer protection in this rapidly evolving
landscape. Ultimately, this analysis shows that
Fintech regulation and innovation vary widely
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across countries due to differing historical,
institutional, and socio-economic factors.
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