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ABSTRACT 

 In India, it is difficult to raise capital without providing sufficient security especially for MSME 

borrowings. The Scale of business being small, it creates an unfair assumption of credit risk. The 

importance of Fintech funding models emerges here. It helps in transparent business information on real 

time basis which neutralizes the disadvantage of scale being small. FinTech companies help MSMEs by 

providing loans themselves, becoming financial product aggregators or connecting MSMEs to banks and 

financial institutions. The fintech companies integrated growing technological advances and pervasiveness 

of smartphones for giving MSMEs deserved access to credit. They bridge the funding gap for small 

businesses with flexible and innovative credit products. The researcher tries to give a general idea about 

Fintech and its importance in the present economic scenario. This study focuses on examining the role of 

Fintech companies in funding MSMEs in India. 
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I. INTRODUCTION 

 Financial technology, often abbreviated as fintech, is a method of delivering financial services 
with the help of technology and innovations. It improves financing activities and is now an emerging 
industry in our economy. The fintech revolution in India has a significant impact on the MSME lending 
landscape. With the emergence of innovative alternative lending platforms, small businesses that might 
not have collateral, significant revenues or years of experienceare now finally getting some much-deserved 
access to credit. 
 Financial Technology (FinTech) is defined as any technological innovation in financial services. 
Those engaged in the fintech industry is constantly developing new technologies to disrupt traditional 
institutions using brick and mortar system of banking. Fintechs also act as a platform for risk-sharing by 
providing customised risk protection for things business value the most. In additional to financial support 
fintechs provide managerial and emotional support as well as advice. 
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II. OBJECTIVES 

 To understand the concept of Fintech 

 To identify the role of Fintech in funding MSME. 

 To analyse the importance of Fintech in present scenario. 

Statement of the Problem 
 Fintech is emerging as an innovative attractive method of financing. Businesses irrespective of 
their scale of operation or financial soundness can now avail debt from fintech companies without being 
engrossed in bottlenecks. In India, small Industry has been one of the major pillars of economic 
development strategies since Independence. So, it is essential to focus on a study on the role of Fintech 
companies in funding MSMEs in India. 

III. RESEARCH METHODOLOGY 

The present study is descriptive in nature. Data is collected from secondary sources for analysis. The 
secondary data is collected from different journals articles, papers presented on Fintech companies, 
internet and various academic databases.  

Role of Fin Tech in Funding MSME 
 MSME sector is playing a very significant role in the nation building with its contribution to 
GDP, exports and employment. According to a report published by RBI, MSME contribute around 6.11 
per cent of the manufacturing GDP and 24.63 per cent of the GDP from service activities as well as 33.4 
per cent of India‟s manufacturing output. 

Contribution of MSME in India’s Economy 

SL No Year 
Total GDP 

(in Cr) 
Share of MSME in GDP per cent 

1 2013-14 11233522 29.76 

2 2014-15 12445128 29.39 

3 2015-16 13682035 28.77 

                                Source: www.statista.com 

 A report by International Financial Corporation (IFC) cites a "funding gap of more than $2 
trillion that exists for small businesses in emerging markets alone." Despite a favourable regulatory 
environment, direct Government lending, supportive MSME banks as well as credit bureaus, the credit 
gap is huge. This funding gap of MSME can be bridged by implementing fin tech.  
 Limited access to credit is the biggest obstacle met by MSMEs in developing countries like India 
to grow and create jobs. Lending needs to grow by 80 per cent to create the jobs required. The current 
financial infrastructure which is based on physical branches and relationship managers and only works 
well in cities and its cost is very high.To overcome this, fintech is offering a promising solution. 
 Fintech focuses on offering the MSME sector convenient and fast banking services, anytime and 
anywhere. Fingerprints and iris scans allow lenders to establish the identity of the business owner more 
reliably. This is especially needed in countries where there are no identification registers and addresses and 
where millions of people could have the same surname. Psychological testing or analysing data on the 
business operator‟s mobile phone allows lenders to establish an individual‟s creditworthiness more 
quickly. 
 Fintech is also changing the face of lending itself. Mobile banking and crowdfunding mean that 
loans no longer have to be arranged at a bank branch. And bitcoin allows international payments to be 
settled in just a couple of minutes. If businesses owners can keep their accounts or manage their finances 
using simple apps, it is much easier for lenders to keep a finger on the pulse, for example, by sending 
texts or advising the business automatically.These developments mean that MSMEs have easier access to 
credit at a lower cost.  
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Segments of Fin tech Industries in India 
 The Fintech industry in India has four major segments namely WealthTech,  real time Payments, 
Lending and InsureTech.  

 The Wealth Tech Industry in India is witnessing the emergence of startups with innovative 
technologies and business models. Growing personal wealth, increased adoption of mobile & 
digital channels, reduced asymmetry of information between small & large financial institutions 
and investors, are some of the factors propelling the industry forward. 

 Digital payments have been the flag bearer of the Indian Fin Tech space. In 2010, India 
launched its first real-time payments systems „IMPS‟ and introduced UPI in 2016. There are 375 
Payment start ups in the country. Mobile/digital wallets, gateways, POS/ mobile POS sub-
segments account for over 50 per cent of the payment start ups in India.  

 Payment lending- In consumer credit, the urban population is likely to leverage Fin Tech 
lending services to avoid heavy documentation, and the rural population (which is new to credit) 
can benefit from alternative credit scoring mechanisms to stay away from loan sharks. 

 The scope of Insure Tech in Indian Insurance goes beyond telemetric and customer risk 
assessment. Currently, there are 110+ Insure Tech start-ups operating in India. 

Importance of Fin Tech in India 
 While India‟s start-up ecosystem is merely a decade old, it is a hotbed for innovation in the 
financial sector. There are currently over 2000 fin tech companies in the country and this number is 
rapidly growing. A booming economy, large customer base, an underserved population, abundance of 
talent, encouraging government policies and large investments have fortified this growth. 
 These companies are vital to the “Digital India” scheme since India is a highly cash concentrated 
economy and a volatile market. The term “FinTech” was used for the first time in a Union Budget (2018), 
which reinforces the importance of this upcoming sector. While the first major shift towards digital 
payments began in the early 1990s with the introduction of Electronic Fund Transfers, this was largely 
confined to the urban areas. Until Demonetisation and the introduction of the Goods and Services Tax 
(GST), cash made up over 80 percent of transactions in the country and users of the FinTech sector were 
largely urban millennial. However, with over 400 million current Smartphone users with internet 
connectivity in the country, we are shifting towards a more progressive and fast-paced digital economy. 
 While the use of FinTech remains significantly higher in the urban areas, these players are 
successfully penetrating into the hinterlands of India. Financial services are now at the doorstep of the 
public, even in some of the most remote villages. Financial Technology is successfully leading the race for 
financial inclusion in India, where a large percentage of the population remains unbanked. From bank 
transfers to an application for loans, to bill payments; most financial activities today can be conducted 
entirely through digital channels. 
 The government has introduced initiatives that led to the rapid increase of FinTechs in the 
country. The Aadhar scheme provided a digital identity to about 1.1 Billion Indians and laid the 
foundation for a digital economy. 
 Thereafter, the NPCI launched UPI, where users can transfer up to Rs 1 Lakh directly, free of 
charge and based on a single identifier. The NPCI also introduced Rupay, a domestic card scheme with a 
flat processing fee to increase the adoption of digital financial services. 
 The India Stack project is another ambitious scheme being deployed by the government. It aims 
to create a unified software platform that will allow organisations to use digital infrastructure to give rise 
to a presence-less, paperless, and cashless service delivery. This shared infrastructure network, which is 
the biggest in the world has driven a FinTech revolution in the country. 
 For instance, start-ups do not have to build payments technology infrastructure because they can 
use the UPI which reduces their turnaround time and keeps costs down. Overall, technology has helped 
to remove the concept of “an unprofitable section of population” and is driving the goal of “full financial 
inclusion”. In light of the large differences in income levels around the country, the key is to provide 
solutions that are customised for different income levels and lifestyles, instead of forcing a common one 
on different sections with different needs. 
 According to reports, the Indian fintech market is expected to grow at a rate of 22 percent over 
the next five years. In 2018, Fintech led the funding charts in India with over $ 2 billion in investments in 
the sector. Funding into the lending space was also higher than in the payments space, which shows that 
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the country is adapting to other dynamic FinTech services as well. The app-based short-term loans 
segment has opened up as a booming industry. 
  There are two segments in this category; loans for micro merchants to invest in their business 
and short – term loans for individuals. These digital lenders understand their customers and are 
challenging legacy financial institutions with their quick user appraisal and credit disbursement. In fact, 
these new age lenders have surpassed traditional financiers in the low – value personal loan segment in 
some of the largest cities in the country. 
 FinTech has tremendous potential in India, and the sheer numbers of the untapped population 
can expect a revolution that is unique to the subcontinent.  India‟s FinTech ecosystem has the scale and 
the innovation to go global and develop a strong presence in an increasingly connected world. 

IV. CONCLUSION 

 Digital lending and fin techs are converting the MSME finance state of affairs in India. Banks are 
fast transferring to adopt the digital environment and automate backend strategies to obtain the short- 
and lengthy-time period blessings. The end-to-cease digitizations will no longer most effective help banks 
in decreasing the turnaround time for choices, however, may even reduce the processing fee worried in 
lending to these devices. This shall no longer handiest offer timely get admission to finances but 
additionally lower the pricing of those loans. Robotics, block chain, artificial intelligence, big facts, 
analytics are a number of the initiatives that economic institutions are exploring. New age fintechs have 
introduced a revolution in the MSME finance situation in India. The fintech companies with their 
innovation and new-age strategies like predictive analytics and artificial intelligence can assist in real-time 
choices, accordingly accomplishing out to the remaining mile patron. Fintech has revolutionised MSME 
finance scenario in India. In this fast moving digital environment, it is essential for banks to automate 
backend processes to maintain and maximise their profits. The innovative and new age fintechs use 
artificial intelligence and predictive analytics for real time decision making and problem solving. Fintech 
not only helps to minimise the time for decision making, but also reduce the processing cost involved in 
lending to MSMEs.To provide MSMEs the benefits of formal lending, it is essential that fintechs and 
banks work jointly and provide innovative and customised digital offerings. These technologies are 
allowing banks to move from traditional funding methods primarily based on collaterals to superior cash 
waft lending. Some of the reputed fintechs are presenting offerings like converting scanned financial 
institution statements into customized codes for quick decision making and providing virtual platforms to 
borrowers for easy access to finance. Banks and fintechs will have to portraits together to innovate 
customized digital offerings even as additionally making sure that most MSME can avail the benefits of 
formal lending channel. 
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