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reputational damage. This study explores the strategic missteps that

hindered Paytm’s sustainability in India’s fintech ecosystem.

Introduction- The term “FinTech” is derived from the combination of “financial” and “technology,” often
surrounded by significant hype and exaggeration. It refers to the use of technology to deliver financial
services and products, encompassing areas such as banking, insurance, and investment—essentially any
domain related to financial activities.

Digital technology is revolutionizing traditional financial services, disrupting processes such as mobile
payments, money transfers, lending, fundraising, and asset management. Yoshi Kawai, the General Secretary
of the International Association of Insurance Supervisors and a member of the Financial Stability Board,
defines FinTech as “a type of technologically enabled financial innovation” (Jalal et al., 2024).

These technological advancements are poised to significantly impact financial markets, firms, and the
delivery of financial services, transforming the way the industry operates.

Several prominent technology companies, such as Apple, Google, Facebook (now called X), and Twitter,

operate in the financial services industry but are not primarily focused on the FinTech sector.
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Additionally, utilities serving financial markets and exchanges like NASDAQ, NYSE, BSE, and NSE provide
the technology infrastructure that facilitates financial transactions. Companies such as MasterCard, Fiserv,
and VISA are prime examples of businesses enabling these transactions.

FinTech startups, often referred to as disruptors, are rapidly growing and frequently involve new businesses
introducing innovative technologies or methods. For instance, Paytm, specializing in mobile payments,
automated investing, e-commerce, and small-scale digital banking, is a noteworthy example of a FinTech
disruptor transforming traditional financial services.

FinTech History

FinTech 1.0 (1866-1967)

This phase focused on building the infrastructure for global financial services. Key milestones included the
completion of the first transatlantic cable in 1866 and the establishment of Fedwire in the U.S. in 1918,
enabling the first electronic money transfer system using telegraph and Morse code. These innovations
revolutionized financial transactions over long distances, marking a transformative period despite the
technology being basic by today’s standards.

FinTech 2.0 (1967-2008)

This era began with Barclays installing the first automated teller machine (ATM) in 1967. The transition from
analog to digital systems defined this period, with significant milestones such as:

e The establishment of NASDAQ, the first computerized stock exchange, in the 1970s.

e The creation of SWIFT, enabling efficient international payment communications between financial

institutions.
e The emergence of bank mainframe computers and the rise of internet banking in the 1980s,
revolutionizing how individuals interacted with financial institutions.

The 1990s saw the advent of digital banking, with internet-enabled clients managing finances in new ways.
PayPal, launched in 1998, pioneered modern payment methods.
However, the period ended with the 2008 global financial crisis, which exposed systemic vulnerabilities and
paved the way for the innovation seen in the next phase of FinTech development.
FinTech 3.0 (2008—Present)
The global financial crisis of 2008 ushered in an era of regulatory changes and diminished trust in traditional
financial institutions, paving the way for new market entrants. The launch of Bitcoin in 2009 marked the
beginning of blockchain technology and the rise of cryptocurrencies.
The widespread adoption of smartphones has transformed mobile devices into the primary tools for accessing
financial services and engaging with the internet. This technological shift has fueled a demand for innovation
among consumers and investors, leading to the development of a wide array of new products and services.
FinTech 3.0 is characterized by a shift from traditional banking models to a start-up-driven approach.
Established institutions now mimic start-ups in their strategies and operations, embracing innovation to

remain competitive.
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Emerging technologies such as Open Banking, which leverages APIs and secure frameworks, are streamlining
processes and simplifying the development of digital banking products, further revolutionizing the financial
landscape.

FinTech 3.0 (2008—Present)

The 2008 financial crisis triggered significant regulatory changes and diminished trust in traditional financial
institutions, creating opportunities for new market entrants. The launch of Bitcoin in 2009 marked the
beginning of blockchain technology and cryptocurrencies.

Smartphones became the primary devices for accessing financial services, transforming how individuals
manage their finances. This shift led to a surge in demand for innovative financial products and services,
turning the start-up era into an innovation-driven era.

FinTech 3.0 is defined by the rise of start-ups and a shift away from traditional banking models. Established
financial institutions now adopt the strategies and tactics of start-ups to stay competitive. Emerging
technologies, such as Open Banking and APIs, streamline digital banking development, enabling seamless
integration between financial institutions and third-party organizations, allowing non-affiliated entities to
access financial data securely. This evolution continues to disrupt and transform the financial industry.
FinTech 3.5 (Upcoming)

FinTech in developing nations, particularly in Africa and Asia, is experiencing rapid growth, driven by
unique challenges and opportunities. While FinTech arrived later in these regions, it has progressed faster
due to insights gained over time and diverse national policies. In these regions, FinTech serves not only as a
response to global financial crises but also as a catalyst for economic growth.

Emerging markets, learning from global experiences, are now attracting investments to create financial
solutions tailored to local needs, such as serving the unbanked population, while also catering to a global
economy. This shift represents a move away from the Western-dominated financial sector, with developing
nations leading the charge in digital banking innovations.

FinTech 3.5 also reflects the growing recognition of the global progress in digital banking. Countries are
creating modern financial frameworks that comply with international standards while addressing local
challenges, ensuring access to financial services for a broader, more diverse population. These advancements
are shaping the future of FinTech globally, offering a promising landscape for both regional and international
investors.

Growth of FinTech in India

India's financial technology (FinTech) sector is projected to reach an estimated $111.14 billion by 2024,
positioning the country among the top five markets globally in terms of capital funding and investments. The
objective of this document is to establish a roadmap for creating a scalable and sustainable FinTech ecosystem
in India.

Indian FinTech companies are well-positioned to tackle several major challenges in the financial services
sector. These include expanding customer engagement, enhancing satisfaction, minimizing operational
hurdles, and fostering digital platform adoption. Unlike traditional banks, which often rely on outdated

legacy systems, digital FinTech firms benefit from agile and cost-effective models that allow them to compete
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more efficiently. As a result, FinTech is poised to capitalize on opportunities created by market expansion,
shifts in consumer behaviour, and long-term financial reforms.
Research Objective- This paper focuses on examining India's FinTech industry, specifically Paytm, by
analysing its historical development and evaluating its significance in the sector. The primary aim is to trace
Paytm’s origins and assess its current standing as a key player in India’s digital payment landscape.
Additionally, the paper explores the factors behind Paytm’s rise and the challenges it has faced, particularly
its decline, which can be attributed to governance issues, non-compliance with external regulations, and
insufficient adherence to industry standards. By investigating these factors, the study offers valuable insights
into governance frameworks and regulatory compliance in India's FinTech sector, providing essential lessons
for stakeholders and policymakers.
Indian FinTech Startups Landscape- FinTech startups in India are revolutionizing the financial services sector
by lowering operational costs and enhancing service quality. These startups leverage lean business models
that avoid the burdens of legacy operations, outdated IT systems, and expensive physical networks, thus
passing the benefits onto consumers.
Furthermore, the Indian FinTech sector is advancing innovative risk assessment techniques using big data,
machine learning, and alternative data sources. These technologies are improving loan underwriting and
credit scoring for individuals with limited credit histories, facilitating broader financial services adoption.
FinTech’s impact on India’s financial services landscape is poised to make the sector more diversified, secure,
and stable. The variety of FinTech firms offers valuable learning opportunities, enabling the development of
new skills and a distinct organizational culture compared to traditional banks.
FinTech Business Model Types in India

1. Alternative Credit Scoring

Many self-employed individuals with stable incomes are unable to qualify for traditional bank loans due to
rigid and outdated credit scoring systems. FinTech companies like Sri Ram Finance use social signals and
percentile scoring, enhanced by artificial intelligence (AI) and machine learning, to evaluate borrowers. By
incorporating these qualitative features and using self-learning algorithms, these systems can improve loan
decisions over time. Al-driven credit scoring helps avoid the risk of Non-Performing Assets (NPAs) by
identifying unfavorable borrower profiles before loans are issued.

2. Alternative Underwriting for Insurance

Traditional insurance pricing often uses a "one-size-fits-all" approach, where individuals with similar
demographics receive identical premiums, irrespective of lifestyle factors. For example, two individuals with
the same height, weight, and non-smoking habits may still receive the same premium even if one is at higher
risk due to inactivity. FinTech models use alternative underwriting methods that factor in lifestyle choices
like exercise habits, diet, and other personalized data, leading to more accurate risk assessments and fairer
pricing.

3. Transaction Processing
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Data has become a valuable asset, offering potential insights into customer needs and preferences. FinTech
startups operating in the transaction processing space collect user data through free products such as expense
management apps. By cross-referencing this data with other groups, these startups can offer customized
services, such as premium payments, real estate investments, mutual funds, and other financial products. One
example of a business model in this space is commission-based services that resell third-party financial
products.

4. Peer-to-Peer Lending (P2P Lending)

P2P lending occurs when individuals lend money directly to other individuals, bypassing traditional
financial institutions. This model is also extended to businesses through Peer-to-Business (P2B)
lending, where firms borrow money from individuals. These platforms, such as Funding Circle,
connect borrowers and lenders, facilitating higher returns for investors compared to traditional debt
markets. A fee is typically charged by the platform, deducted from the loan amount the borrower is
required to repay.

5. Small Ticket Loans

Traditional financial institutions often avoid offering small-ticket loans due to the poor margins and
high operational costs involved. FinTech companies like Incred Finance, however, are catering to this
segment by offering services such as Buy Now, Pay Later (BNPL) and one-click purchasing options on
e-commerce sites. These mechanisms allow users to make instant purchases with minimal
authentication, providing a seamless payment experience and expanding access to credit.

6. Payment Gateways

Payment gateways are platforms that enable consumers to pay for goods or services directly through
merchant websites. FinTech companies have integrated various payment methods such as digital
wallets, debit/credit cards, and cryptocurrencies into a single platform, which simplifies transaction
processes. These payment gateways help businesses serve end customers by providing an easy and
secure way to handle payments, often bypassing hefty bank fees associated with traditional payment
processing systems.

7. Digital Wallets

Digital wallets act as virtual bank accounts, allowing consumers to preload money and make both online and
offline purchases. These wallets serve as a convenient payment channel for users, enabling quick transactions
with participating merchants. FinTech businesses are increasingly incorporating digital wallets into their

services, providing users with seamless, contactless, and secure payment options.

8. Asset Management
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Some financial technology companies, like Robinhood, allow investors to trade stocks and mutual
funds without paying commission fees. Instead, these companies monetize through data collection. By
offering free trading, they attract users and benefit from selling user data to third parties. Although
investors might pay slightly higher asset prices, the savings on commission fees typically result in a
net positive financial outcome. This business model has disrupted traditional brokerage firms, offering
low-cost solutions for retail investors.

9. Digital Banking

Challenger banks such as DigiBank by DBS India are revolutionizing the banking experience by
providing comprehensive digital banking services without the overhead costs of traditional banks.
These banks operate purely online, eliminating the need for physical branches and reducing
operational expenses. As a result, they can offer customers significantly lower fees and higher interest
rates compared to traditional banks. The business model is based on providing essential banking
services through a streamlined, digital-first infrastructure.

10. Digital Insurance

Just as digital banks have transformed traditional banking services, digital insurance companies are
doing the same for the insurance sector. These FinTech firms use advanced underwriting techniques
and dynamic pricing models to offer life and health insurance at more affordable rates than traditional
insurers. By leveraging technology to assess risk more accurately, these companies can offer
personalized premium pricing based on the individual customer's profile. The flexibility in pricing
and simplified digital processes make insurance more accessible and cost-effective for a broader range
of customers.

Paytm History

Paytm was initially developed to simplify online money transfers for both individuals and businesses.
Over time, the company significantly expanded its range of services, incorporating mobile phone and
DTH recharging, banking services, and eCommerce features. The platform's user-friendly interface
and convenience quickly made it popular among Indian consumers.

In its continued evolution, Paytm introduced services such as stockbroking, the National Pension
System (NPS), Paytm First Games, Paytm Insurance, credit and debit cards, and a micro app store.
This strategic diversification aims to support Indian app developers and entrepreneurs, reflecting
Paytm’s commitment to offering a comprehensive range of accessible financial solutions.

Founder's Story

Vijay Shekhar Sharma, the founder of Paytm, was born into a middle-class family in Aligarh. His
father, a teacher dedicated to education, greatly influenced his early academic success. Sharma
completed his schooling at the young age of 14 in a Hindi-medium institution, where he faced

challenges due to his limited proficiency in English.
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Viewing this as an opportunity rather than a setback, he taught himself English by reading old
magazines and borrowing books. His method involved using two books simultaneously: one in
English and another for translating phrases.
Eventually, he secured admission to an engineering college in Delhi. However, despite his
intelligence, Sharma struggled academically and lost interest in engineering. Within a few months, he
dropped out of college to pursue his true passion—entrepreneurship. This pivotal decision marked the
beginning of his journey to establish Paytm, which would later become a game-changer in India’s
digital payment and financial services ecosystem.
Paytm Business Model
Paytm operates on a robust, two-sided ecosystem connecting consumers and merchants, supported by
deep platform analytics that enable effective cross-selling of high-margin financial and merchant
services, including commerce and cloud solutions.
Key Components of the Business Model

1. Payments Services:

o Consumer-Focused Payments:

Paytm provides both third-party payment instruments (cards, net banking) and proprietary
Paytm Payment Instruments such as Wallet, Paytm Postpaid (Buy Now, Pay Later), UPI, and
FasTag. These services cater to diverse needs, including online mobile recharges, utility bills,
rent payments, toll payments, education fees, wallet top-ups, and money transfers.

» Versatile Payment Options:

Consumers can make payments via online third-party apps, in-store QR codes, and
Paytm devices.

o Merchant-Focused Payments:

Merchants benefit from Paytm’s high consumer adoption rate and use its commerce products
to grow their businesses. This mutually beneficial relationship fosters a self-reinforcing cycle
of increased usage, customer retention, and merchant loyalty.
2. Commerce and Cloud Services:
o Merchant Growth Solutions:

Paytm provides merchants and partners with tools to grow their businesses, including ticket
sales, advertising, and loyalty programs like offers and gift certificates.

o Software and Cloud Services:

Businesses, telecom companies, and financial platforms use Paytm’s solutions to enhance
customer interactions, optimize payment systems, and gain insights through analytics.

3. Customer Engagement and Retention:
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o Through commerce offerings such as travel, entertainment, gaming, and other services
available within the app, Paytm increases customer engagement and loyalty.
4. UPI as a Growth Driver:

Unified Payments Interface (UPI) serves as a low-cost customer and merchant acquisition channel,
contributing significantly to user base growth and platform stickiness.
Paytm Business Units & Expansion
Paytm has built one of India’s largest and most comprehensive payment ecosystems, boasting
significant numbers of transactions, users, merchants, and revenue streams. As of June 30, 2021, the
platform had:
o 33.7 million registered customers
e Opver 2.1 million registered merchants
These users and merchants access a range of services spanning banking, payments, and cloud solutions,
making Paytm a cornerstone of India’s digital economy.
User-Specific Services of Paytm
Paytm offers a range of services tailored to enhance the experiences of customers and retailers. Its
unique combination of offerings provides mutual benefits, driving business and consumer
convenience. Through partnerships with financial organizations, Paytm leverages technology to
improve consumer lifestyles and support merchant operations.
Key Service Units
1. Cash Unit
o Services: Peer-to-peer money transfers, bill payments, in-store payments, and online
payments.
o Revenue Model: Commissions from service providers like DTH and mobile carriers.
o Consumer Benefits: Cashback offers and other incentives for recharges and payments.
2. Trade Unit
o Services: Movie, train, and flight ticket bookings, along with e-commerce via Paytm Mall.
o Competition:
* Event and movie ticketing: Competes with BookMyShow with lower convenience
fees.
» Travel bookings: Faces competition from platforms like Yatra and MakeMyTrip.
3. Banking and Related Services Unit
o Offerings: Credit cards, insurance, savings accounts, and more.
o Ease of Use: Simplifies account creation and document verification to onboard new users
efficiently.
4. Business-Specific Units of Paytm
Paytm provides robust business-specific services to facilitate seamless transactions and payment
management for companies. These services cater to diverse enterprise needs, enhancing efficiency

and simplifying complex processes.

Gyanshauryam, International Scientific Refereed Research Journal (www. gisrrj.com) | Volume 8 | Issue 1



Mr. Jaskaran Singh, Balveer Singh Int S Ref Res ], January-February-2025, 8 (1) : 64-76

1. Customer Payment Unit
This unit enables merchants to directly accept payments from customers through various channels:
¢ Online Payments: Includes payment links, settlements, UPI transactions, payment gateways, and
subscription-based models.
o Offline Payments: Facilitates in-store payment acceptance through QR codes and POS systems.
2. Software and Business Payments Unit
Paytm simplifies business operations through advanced software solutions:
e Payouts and Nodal Accounts: Streamlines payment distributions and settlements.
o POS Billing Software: Supports merchants with efficient billing systems.
o Business Khata: A digital ledger for managing merchant transactions and credits.
o Advertising Solutions: Offers marketing tools to promote merchant businesses effectively.
3. Banking and Related Services
Comprehensive financial solutions for enterprises include:
e Investment Options: Mutual funds and Paytm Gold.
o Employee Services: Salary accounts and pensions.

o Financial Products: Insurance and loan offerings tailored for businesses.

4. Developer-Friendly Services
Paytm empowers developers and enterprises with cutting-edge tools:
e API Services: Provides robust integration for payment and commerce functionalities.
e Paytm AI: Features fraud management tools and advanced analytics for better risk control and
decision-making.
SWOT Analysis of Paytm= The SWOT analysis is a strategic tool used to evaluate Paytm's Strengths,
Weaknesses, Opportunities, and Threats, enabling the company to measure its performance against
competitors and industry standards. This approach assists Paytm in identifying areas for improvement,
solving challenges, and planning for sustainable growth.
Regulatory Requirements for Fintech Firms like Paytm- Operating within the financial technology (fintech)
industry requires adherence to strict regulatory frameworks. Compliance ensures security, stability, and
ethical business practices, which are critical due to the sensitive nature of financial transactions. Below are
key regulatory components applicable to Paytm:
1. Licensing and Registration
o Fintech companies must obtain specific licenses or registrations from regulatory authorities to operate
legally.
e These licenses may include those for payment processing, money transfers, and investment services.
2. Data Protection and Privacy Compliance
e Managing sensitive financial information necessitates robust data security measures.
e Companies must comply with regulations like the General Data Protection Regulation (GDPR) and
the India Digital Personal Data Protection Act 2023 (DPDPA) to ensure customer privacy.
3. KYC and AML Protocols
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¢ Implementing Know Your Customer (KYC) and Anti-Money Laundering (AML) practices is crucial to

prevent illegal financial activities and verify customer identities.

4. Customer Protection
e Regulations govern how fintech companies disclose information, handle customer complaints, and
ensure fair and transparent processes.
5. Payment Card Security Standards
e Firms handling payment card transactions must adhere to the Payment Card Industry Data Security
Standard (PCI DSS) and follow NPCI guidelines for secure payment processing.
6. Cybersecurity Standards
o Fintech companies must adopt industry-approved cybersecurity protocols to protect against cyber-
attacks and data breaches.
7. Transparency and Financial Reporting
e Compliance includes meeting specific financial reporting standards to ensure transparent operations.
8. Cross-Border Compliance
o Fintech companies operating globally must adhere to the regulations of each country where they
provide services.
e This requires understanding and aligning with diverse regulatory landscapes.
Importance of Regulatory Compliance
Compliance is not merely a legal requirement; it builds trust with customers, investors, and regulatory bodies.
Successful adherence to these standards often involves investing in:
e Advanced compliance technologies.
o Skilled personnel to manage regulatory processes.
e Streamlined procedures to navigate complex regulations effectively.
Previous Controversies Involving Paytm
Paytm, one of India’s leading fintech companies, has faced several controversies over the years. Below is a
detailed account of some significant issues:
1. Trademark Dispute with PayPal
On November 18, 2016, PayPal filed a complaint with Indian trademark authorities, accusing Paytm of using
a logo with a color scheme similar to PayPal’s. This raised concerns about potential brand infringement.
2. Cobrapost Exposé
In May 2018, Cobrapost, an Indian investigative journalism outlet, released a video showing an undercover
reporter meeting with Paytm Vice President Ajay Shekhar Sharma.
e The video alleged that Paytm shared user data with the Indian government, particularly concerning
users in Jammu and Kashmir.

o Further allegations linked Paytm's founder to the Bharatiya Janata Party (BJP), India’s ruling political
party.
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e In response, Paytm strongly denied the allegations, stating on Twitter that it had never shared user
data or received any requests from law enforcement. The company dismissed the claims as baseless
and clarified that individuals making such claims were unauthorized to speak on its behalf.

3. Removal from Google Play Store
On September 18, 2020, Paytm’s official app was briefly removed from the Google Play Store for allegedly
violating Google’s gambling policy due to its cashback offers.

e Paytm criticized the action, claiming that Google did not provide prior notice or an opportunity to
defend its stance.

e The company also pointed out that Google Pay, Google’s payment platform, offered similar cashback
schemes without facing penalties.

4. Data Leak to Chinese Firms
In March 2022, the Reserve Bank of India (RBI) found that Paytm Payments Bank had leaked customer data
to Chinese entities indirectly holding stakes in the company.

e As aresult, the RBI prohibited Paytm Payments Bank from onboarding new customers until further
notice.

5. Operational Restrictions by RBI
On January 31, 2024, the RBI issued an order instructing Paytm Payments Bank Ltd to suspend most of its
operations starting February 29, 2024.

e The RBI’s investigation revealed that Paytm had failed to conduct adequate background checks on the
source of funds before onboarding customers.

e The deadline for compliance was later extended to March 15, 2024, as indicated in the FAQ section
on Paytm’s website.

Paytm’s Failure: Lack of Strategic Corporate Governance- Since its inception, Paytm has faced challenges in
establishing robust corporate governance practices, which are critical for mitigating risks, ensuring regulatory
compliance, and fostering sustainable growth. While the company achieved rapid expansion, it prioritized
user acquisition and market share over governance principles such as transparency, accountability, risk
management, and fairness. Accusations of money laundering and questionable transactions worth hundreds
of crores raised serious concerns about the company’s integrity. Regulatory authorities, particularly the
Reserve Bank of India (RBI), intervened on January 31, 2024, instructing Paytm Payments Bank Ltd (PPBL)
to halt new credit and deposit operations and other banking activities from February 29, 2024. This action
stemmed from repeated non-compliance, including falsified regulatory submissions, irregularities in Know
Your Customer (KYC) protocols, and suspicious related-party transactions. Despite warnings, Paytm failed to
address these issues, resulting in significant restrictions on its operations.

A key factor contributing to Paytm’s setbacks was its relentless pursuit of the "hockey stick" growth curve,
which emphasized rapid market expansion at the expense of strategic governance. The company frequently
introduced new products and services without refining its existing offerings, creating a lack of focus and
resource allocation. Decision-making processes were often informal, relying on short-term objectives or the

intuition of founders, which led to inconsistent strategies and increased risks. Ignoring compliance standards
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further compounded these challenges, causing reputational damage and legal complications. The cancellation
of RBI licenses disrupted Paytm’s business model, forcing customers to migrate to alternative platforms.
These issues have had a severe financial impact, with operational revenue for Quarter 3 (2023-2024) projected
to decline by 21% year-over-year to 31,830 crore and contribution profit expected to fall by 15% to 31,090
crore, with a margin of 60%. Paytm’s experience underscores the importance of aligning growth ambitions
with strong governance and compliance practices. To recover, the company must strengthen its corporate
governance framework, prioritize regulatory adherence, and focus on sustainable, strategic decision-making
to regain stakeholder trust and ensure long-term viability.
Conclusion- Paytm's recent challenges highlight the critical importance of maintaining transparency and
ethical practices in business operations. The company's inability to uphold these standards has led to a
significant decline in brand value and a complete erosion of customer trust. In times of crisis, companies must
navigate through uncertainty with clear, decisive actions to restore their reputation and secure consumer
confidence. Paytm’s customers, understandably, may seek safer alternatives, further exacerbating the
company’s struggles. While I personally have not been affected as a user, it’s disheartening to witness the
difficulties faced by those relying on Paytm's services. Moving forward, the company must take immediate
steps to rebuild its governance, strengthen its customer relationships, and prioritize ethical business practices
to regain the trust it has lost and stabilize its position in the competitive market
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