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ABSTRACT

The study focuses on the institutional and legal frameworks that drive digital
banking expansion in India, with particular attention to its development,
regulation, and new issues. The Indian banking industry's transformation from
a paper-based system to digitized systems is detailed in the report. Three main
phases of development are the pre-digitalization, post-liberalisation, and current
digital transformation. These stages have been grouped together as follows:
Each stage shows how technology is becoming more integrated and financial
services are becoming easier and more efficient.

Critical consideration is given to the role of the Reserve Bank of India (RBI) as
a regulator and promoter of digital banking. RBI has actively encouraged
innovation and kept the economy in check through schemes like regulatory
sandboxes and CBDC pilots, as well as policy initiatives such as NEFT, RTGS,
UPI, and ICT. It has also established a range of regulatory frameworks, such as
cybersecurity measures, licensing requirements, and compliance processes like
AML and KYC standards.

The research also scrutinizes the legislation that governs digital banking, with
particular attention to crucial statutes like the RBI Act of 1934, the Payment and
Settlement Systems Act (PPSA) of 2007, and the Information Technology Act
(220). Additionally, However, these regulations are fragmented by regulatory
overlap and lack of a single fintech regulatory framework.

Furthermore, the report explores current payment methods and innovative
technologies such as blockchain and Central Bank Digital Currency (CBDC),
emphasizing their potential to enhance corporate banking's security, efficiency,
and transparency. Nevertheless, it highlights the serious problems of
cybersecurity risks, international relations and regulatory incompetence.

Keywords: Digital Banking, Financial Technology (FinTech), Reserve Bank of
India (RBI), Unified Payments Interface (UPI), NEFT, RTGS, IMPS,
Regulatory Framework, Cybersecurity, Blockchain, Central Bank Digital
Currency (CBDC), Financial Inclusion, Payment Systems, Data Protection,
Digital Economy

Page: 5938



Indian Journal of Law and Legal Research Volume VIII Issue II | ISSN: 2582-8878

Introduction

The Indian banking sector has undergone a significant change over the past few decades, thanks
to rapid technical advancements, economic reforms and changing customer demands. In the
past, Indian banking was characterized by manual processes, limited accessibility, and reliance
on physical infrastructure such as bank branches. The system was inefficient and time-
consuming, making even simple transactions impossible for customers to complete without
going to the banks. In spite of this, the industry started to shift towards a more efficient and
customer-centric model with the introduction of liberalisation in 1991 and subsequent

technological integration.!

Private and international firms were drawn to the banking sector through the use of technology
during the liberalisation period, which was a crucial turning point. Banks started implementing
basic banking systems (CBS) to enable customers to access their accounts from any branch.
Operationally, the accessibility and efficiency of these systems was greatly improved by a
combination of electronic fund transfer technologies (e-commerce, online banking) and
automated teller machines (ATMs). The subsequent digital revolution was made possible by

this stage.

The introduction of mobile banking, real-time electronic payments, and advanced technologies
like artificial intelligence, blockchain, or big data analytics in India marked the beginning of a
new phase in the digitalization of the country's economy in 2000. The payment ecosystem has
undergone a complete transformation due to the implementation of innovations such as UPI,
IMPS, NFT, and RTGS, which enable effortless and secure financial transactions. "Digital
India" and smartphone usage have facilitated the transition to a cashless economy, which has

been made more efficient by government initiatives.

As a financial stability regulator and innovator, the Reserve Bank of India (RBI) is instrumental
in this shift. Through policy initiatives, regulatory frameworks, and technical infrastructure
development, the RBI has facilitated the growth of digital banking while maintaining consumer
protection and systemic security. The Central Bank Digital Currency (CBDC) pilots,

cybersecurity regulations, and payment system frameworks are among its initiatives.

! Reserve Bank of India, Digital Payments in India: Vision 2025 (2020).
2 Reserve Bank of India, Report of the High-Level Committee on Deepening of Digital Payments (2019).
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These developments haven't resolved the regulatory ambiguity surrounding digital banking in
India. Regulations governing digital finance include the RBI Act of 1934 and various other
legislation such as P.S.A.s, Information Technology Act (ISO) of 2000 ("Reform Credit
Facility Regulation Act" of 2007), etc. The lack of a single fintech law can lead to regulatory

overlap, jurisdictional uncertainties, and compliance issues.?

The purpose of this essay is to examine the progress of digital banking in India, evaluate the
RBI's regulatory function, assess the legal system' prevailing principles, and identify potential
gaps and inadequacies. Hence, it highlights the need for an all-encompassing and progressive

regulatory strategy to secure stable sustained growth in India's digital financial sector.

1. The Development of Indian Banking

India's financial sector has traversed a long journey, from the most traditional, manual forms
of banking to the most modern, digital banking. Several technological, regulatory and
economic factors have helped make this adventure possible. The Indian banking industry's path
can be broadly classified divided into three phases: the era before to digitisation, the post

liberalisation period and the digital transformation stage.*

Before Digitalisation

Most of the banking services were confined to urban areas and paper-based instruments such
as demand drafts, passbooks and cheques were used for transactions. Even basic services such
as deposit, withdrawal and account enquiry required branch visits.> Banking operations were
labour and time intensive during this era. Manual maintenance of records was inefficient and
prone to human errors. Lack of technological integration limited the speed and accuracy of
financial services, and interbank settlements took days. Complicated documentation and
elongated approval processes were a bane for corporate banking activities.® Despite these
inefficiencies, this phase laid the foundation for India’s organised banking sector. Financial

inclusion got a boost with expansion of financial services in semi-urban and rural regions post

3 Ministry of Electronics and Information Technology, Digital India Programme Report (2022).

4 Reserve Bank of India. (2020). Digital Payments in India: Vision 2025.

5 Reserve Bank of India. (2019). Report of the High-Level Committee on Deepening of Digital Payments.
® Ministry of Electronics and Information Technology. (2022). Digital India Programme Report.
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nationalisation of banks in 1969 and 1980. However, lack of technology continued to impede

the efficiency and scalability of banking operations.’

Post Liberalisation

Economic liberalization in 1991 brought structural modifications to the banking sector in India.
The market-oriented policies led to deregulation and privatization, inviting private and foreign
players to join the banking arena. These advancements gave rise to the first stage of technology.
adoption in banking. In a bid to improve operational efficiency, banks began to invest in
computerization.® Implementation of core banking solutions (CBS) helped banks to centralize
operations and offer “anywhere banking,” which offered greater convenience to customers.
They could now transact from any bank branch. Electronic payment systems also came into
vogue. India’s journey toward digital payments began with Electronic clearing services (ECS)
and electronic fund transfers (EFT) systems.’ Increasing use of Automated Teller Machines
(ATMs) further lowered the reliance on branch banking. From a corporate banking perspective,
the developments were quite significant. Improved transaction turnaround time, better cash
management, and greater ease in availing credit brought relief to corporates. Technology
enabled risk assessment and monitoring. This phase was still transitional. Though technology
adoption had begun, it was still not fully embedded into all aspects of banking. Digital banking,

as we know it today, was still nascent.'?

Digital Transformation

The journey of Indian banking towards digital transformation has gathered considerable pace
in the 21st century. This stage is characterised by the broad use of online and mobile banking
channels as well as the incorporation of cutting-edge technology like blockchain, artificial
intelligence, and big data analytics. Systems like NEFT (National Electronic Funds Transfer)
and RTGS (Real Time Gross Settlement) revamped interbank operations with faster and more
secure modes of fund transfers.!! The Unified Payments Interface (UPI) and Immediate

Payment Service (IMPS) transformed the payments ecosystem with real-time smooth

TNITI Aayog. (2020). India’s Booming Digital Economy.
8 Information Technology Act, 2000 (India).

° Banking Regulation Act, 1949 (India).

10 Reserve Bank of India Act, 1934 (India).

! Payment and Settlement Systems Act, 2007 (India).
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transactions. Digital banking has received a fillip with initiatives like “Digital India” and push
towards a less cash economy. Increased adoption of digital financial services is now possible
due to integration of Aadhaar based authentication and increased penetration of smart phones.!?
The era of digital transformation has transformed corporate banking. Corporates are leveraging
digital platforms to manage trade finance, salary, payments and treasury services. Automated
processes have enhanced accuracy, reduced turnaround time, and enhanced transparency.
Further, technologies such as blockchain (enabling secure and efficient documentation) are
being explored for trade financing.!® Artificial intelligence applications for fraud detection and
credit evaluation is enhancing the financial ecosystem. India’s emergence as a global digital
payments hub is further corroborated by the rapid growth in electronic transactions in the last
decade with RBI data reflecting consistent increase in non-cash transactions and migration
towards real-time digital platforms. This phase is transforming How financial services operate
are being offered and consumed, moving from mere digitisation of existing processes to

complete digitalisation of banking ecosystem.!'*

Table 1:- Evolution of Banking in India

Technology
Phase Key Features Impact References
Level

Manual  banking,
Pre-Digital Era ) RBI (2022);
branch-based Very Low Slow operations o
(Before 1990s) ‘ Mishkin (2021)
services

Core banking,

Post-Liberalisation Improved RBI (2022);
ATMs, internet| Moderate o o
(1991-2010) ) accessibility Mishkin (2021)
banking
‘ Real-time
Digital Era (2010 Mobile  banking, ' RBI (2022);
High banking, )
Present) fintech, UPI, Al ) Deloitte (2021)
efficiency

12 Digital Personal Data Protection Act, 2023 (India).

13 Basel Committee on Banking Supervision. (2018). Sound Practices: Implications of FinTech Developments
for Banks and Bank Supervisors.

4 World Bank. (2021). The Global Findex Database 2021: Financial Inclusion.
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Chart 1: Share of Payment Instruments in Total Payments - Volume for H1:2025
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2. The RBI's Function in Online Banking

While it has taken a hands-off approach to certain aspects of digital banking, its overall
approach has been both enabling and controlling, balancing consumer interest, financial

stability, and innovation.
Policy Interventions
The RBI has been making various policy interventions to promote digital payment and banking.
Having a safe, reliable, and effective payment and settlement system has been one of the RBI's
main goals..!
Some of the key interventions include:

e Technology to enable electronic fund transfer (EFT) such as RTGS and NEFT: It has

enabled electronic fund transfer and has significantly reduced turnaround time and

enhanced efficiency in the banking sector.!®

15 International Monetary Fund (IMF). (2020). FinTech and Financial Services: Initial Considerations.
16 National Payments Corporation of India (NPCI). (2023). UPI Product Statistics.
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e Retail digital payments: The RBI helped develop the IMPS and UPI platforms. UPI, in

particular, has become ubiquitous due to its user-friendliness and interoperability.

e Digital payments vision documents: The RBI has put out vision documents like
“Payment Systems Vision 2019 to 2021” and “Payments Vision 2025 that sets out its

vision for a less-cash economy and digital payments.!’

e Promoting innovation: The RBI has established regulatory sandboxes to enable fintech

businesses to test novel products and solutions in a safe setting.

e Central Bank Digital Currency (CBDC): In an effort to stay ahead of the curve on
financial technology, the RBI has recently initiated pilot projects to implement digital

rupee.

These regulations demonstrate the proactive approach taken by the RBI in creating an enabling

environment for digital banking that caters to both retail and corporate segments.

17 Deloitte. (2021). Digital Banking Maturity Report.
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Digital Payment Transactions

Month on Month Digital Payment Transactions

Apr'2024 May'2024 Jun'2024  Jul'2024  Aug'2024  Sep'2024

Volume (in crore) 1,684 1,762 1,738 1,783 1,768 1,767

Value (in 7 lakh crore) 238 476 243 443 287 251

Digital Payment Transactions - Volume (in crore)

1,762 1,768 1,767
1,738
1,684 I
Apr'24 May'2 Jun'24 Jul'24 Sep'24
Source: RBI, NPCI & Banks
Digital Payment Transactions - Value (in X lakh crore)
443
287 _
243 251
Apr'24 May'2 Jun'24 Jul'24 Aug'24 Sep'24

Volume VIII Issue I | ISSN: 2582-8878

Source: RBI, NPC| & Banks

Supervision of Regulations

Along with promoting digital banking, RBI has put in place a strong regulatory framework to

guarantee the safety, security, and integrity of the digital financial system.

Regulatory supervision is done by RBI through:

e Bank and Payment System Licensing and Regulation: Banks and payment system

operators are required to comply with RBI regulations and obtain necessary licenses.
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This ensures that only licensed entities operate in the financial system.!8

e Cybersecurity Framework: RBI has released thorough cybersecurity standards.
mandating banks to maintain robust security practices, undertake periodic audits and

report cyber incidents in a timely manner.

e Data Protection and Privacy: Although there is a specific data protection legislation in
India, the RBI continues to provide directions on data storage, localisation and

protection to ensure protection of consumer data.'®

e Banks must manage risks and comply with regulations. implement strict risk
management procedures like Anti-Money Laundering (AML) regulations and Know
Your Customer (KYC). These steps are necessary to preserve openness. and preventing

financial crimes.

e Regulation of Payment Systems: Within its jurisdictional authority, The RBI oversees
payment systems to make sure reliability and performance of the payment systems and

to mitigate operational risks.?°

By these regulatory instruments, RBI seeks to reap The advantages of digital banking while

protecting the soundness of the banking system by promoting innovation and stability.

TABLE 2: Digital Payment Systems in India

Settlement
System| Full Form Speed |Use Case References

Type

National  Electronic
NEFT Deferred Net |Hourly| General transfers |RBI (2021)
Funds Transfer

Real-Time Gross . High-value
RTGS Real-Time |Instant ) RBI (2021)
Settlement transactions

18 Mishkin, F. S. (2021). The Economics of Money, Banking and Financial Markets (13th ed.). Pearson.

19 Pathak, B. V. (2011). The Indian Financial System (4th ed.). Pearson India.

20 Bhole, L. M., & Mahakud, J. (2020). Financial Institutions and Markets: Structure, Growth and Innovations
(6th ed.). McGraw Hill.
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Settlement
System| Full Form Speed |Use Case References
Type
Unified Payments Retail & corporate|NPCI (2022); RBI
UPI Real-Time |Instant
Interface payments (2021)
Immediate Payment .
IMPS Servi Real-Time |Instant|24x7 transfers NPCI (2022)
ervice

3. Important Laws

Although There is no all-encompassing law controlling digital banking, several key

legislations provide the legal backing to digital financial services.?!
Information Technology Act, 2000
The 2000 Information Technology Act is the backbone of digital transactions in India. It allows
using electronic tools to conduct financial transactions by giving digital signatures and
electronic records legal status. For online banking, this Act is essential because it:*

e Provides legal acceptance of electronic contracts and records.

e Facilitates secure communication through digital signatures.

e Lays down provisions to tackle cyber crimes such as hacking, identity theft, and data

leaks.

The IT Act is crucial for corporate banking as it authenticates electronic transactions and

documentation, a prerequisite for online banking and digital trade finance.

The 2007 Payment and Settlement Systems Act

The legal foundation for the control and oversight of payment systems in India is provided by

2 Gup, B. E. (2011). Corporate Governance in Banking: A Global Perspective. Edward Elgar Publishing.
22 Information Technology Act, 2000 (India).
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the Payment and Settlement Systems Act, 2007. This Act enables the RBI to control and
authorise payments system operators to ensure that electronic payment systems operate
smoothly.
Key provisions of the Act include:

e (lauses pertaining to payment system regulation like UPI, RTGS, NEFT.

e Provisions related to the authorisation of entities operating a payment system.

e Provisions related to supervisory mechanisms to ensure reliability, safety and

efficiency.
This act is necessary for digital banking since it governs the systems on which digital
transactions are undertaken. It ensures that payment systems for high-value transactions and
modes of payments for corporate banking are reliable and secure.?’

The Reserve Bank of India Act of 1934

The Act states that the RBI is the nation's central bank and confers it with the responsibility to

regulate banking operations.

Regarding online banking, the Act:

e gives the RBI the authority to provide instructions and guidelines to banks and other

financial institutions.

e Enables it to regulate monetary and financial stability.

e Provides a legal base to the RBI's e-banking regulations and payment systems.

The Act forms the basic framework of laws on which the regulatory framework on banking

23 Payment and Settlement Systems Act, 2007 (India).
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operations, both traditional and internet banking, is based.**
LEGAL & REGULATORY FRAMEWORK

Digital Banking Activities
!
Applicable Laws
— 1T Act, 2000
— RBI Act, 1934
— PSS Act, 2007
L— DPDP Act, 2023
!
Regulatory Authorities
— RBI
— Meity
!
Issues
I— Fragmentation
l— Overlap

L Gaps

!
Need for Unified Fintech Law

4. Electronic Payment Methods

The foundation of digital banking is India’s robust and evolving payment ecosystem. Over the
years, the RBI and other related bodies have developed various digital payment systems to
facilitate secure, efficient and real-time payments. Such systems ensure seamless transfer of

funds and financial services that address the requirements of corporate and retail banking.?

24 Reserve Bank of India Act, 1934 (India).
25 Reserve Bank of India. (2021). Report on Trend and Progress of Banking in India.
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Chart 4:Trend in Total Digital Payment Transactions
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NEFT

NEFT, or National Electronic Funds Transfer, is one of the first online payment mechanisms
in India. It makes one-to-one money transactions easier across the country from one bank
account to another. Initially, NEFT operated in batches on a DNS (delayed net settlement) basis
at certain intervals. Over time, with advancements in technology, NEFT has evolved into a

near-real time payment system and is available 24x7.26

For corporate banking, especially for facilitating bulk payments such as payments to vendors,
salaries, and routine business transactions, NEFT plays a critical role. It is particularly useful

for medium-value transactions where cost and reliability matter more than speed.

The security of the system and its monitoring by the RBI ensure that there is a high degree of
accountability and openness of transactions. With its widespread adoption, the use of paper-

based instruments like cheques has dropped significantly.?’

26 Reserve Bank of India. (2022). Payment and Settlement Systems in India: Vision 2025.
27 Reserve Bank of India. (2019). Report of the High-Level Committee on Deepening of Digital Payments.
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Gross Settlement in Real Time (RTGS)

Real-Time Gross Settlement is referred to as RTGS. This establishment was set up primarily
to facilitate high value transactions that are time critical. The unique feature of RTGS is that it
settles funds transfer on a one to one basis without any waiting period.?® As opposed to the
NEFT system, which settles fund transfers in batches. RTGS offers the advantage of immediate

and final settlement of fund transfers.

The RTGS service is generally preferred by corporate customers and banks for effecting high

value transactions such as:

e Corporate payments

e Inter-bank transfers and settlements

e Treasury operations etc.

It is an essential infrastructure for the conduct of corporate banking business. It offers many
advantages such as Liquidity and Settlement Risks are reduced and minimized. The
introduction of 247 RTGS facility has further extended the benefits of the system and has made
it more convenient.?’ In a rapidly digitalising economy, 247 RTGS facility caters to the

growing demand for real time financial transactions.

Interface for Unified Payments (UPI)

With its interoperability and speed of transactions, One of the most widely used digital payment
methods nowadays is UPI. instruments in India. Real-time fund transfers have been its main
attraction for retail users as well as for enterprises that have to deal with daily collections,
vendor payments, and settlements.’® While there are no official statistics on the adoption of

UPI by enterprises, the sheer volumes of UPI transactions (in billions per month as reported by

28 National Payments Corporation of India (NPCI). (2023). Unified Payments Interface (UPI) Guidelines and
Statistics.

2 Reserve Bank of India. (2023). FAQs on NEFT and RTGS Systems.

30 RBI Bulletin. (2021). Trends in Digital Payments in India.
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RBI and NPCI) point to the fact that digital payments are not just a phenomenon for retail users

but are finding their way into businesses.>!

UPI Transactions - Volume
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Source: National Payments Corporation of india (NPCY)
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However, the frenetic pace of UPI’s evolution has led to some discomfort from a corporate

3I'NPCI. (2022). IMPS Product Overview.
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banking perspective. Inasmuch as it is a very scalable platform, it was essentially designed for
retail usage, and expanding to large volume/value corporate usage was not concomitant with

the same level of regulation, hence the ticket size increases, while the risk/liability models do

not keep pace.*
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Moreover, in the case of UPI integration with corporate platforms and third-party applications,

the risk is higher. Unauthorised access, phishing etc. which are trivial issues at the retail level,

32 Arner, D. W, Barberis, J., & Buckley, R. P. (2016). FinTech, RegTech, and the Reconceptualization of
Financial Regulation. Northwestern Journal of International Law & Business, 37(3), 371-413.
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become gigantic in the case of higher value. Although UPI has certainly enhanced the ease of
use, its growing penetration in the corporate banking space demands more systematic

regulation and a well-defined liability architecture.?

Service for Instant Payment (IMPS)

IMPS was one of the first services in India to facilitate instant fund transfer and has paved the
way for further innovations like UPI. It can be used for urgent fund transfer requirements.
IMPS is used by the corporate houses for sending the emergency fund transfer and time-critical
payments. It’s a valuable tool for businesses that require immediate funding because of its

reliability and swiftness.>*

In conclusion, these digital payment products have enhanced the reach, reduced the price of
transactions and improved banking efficiency operations in India. They have also strengthened

the corporate clients and bank relationship and made the financial processes hassle-free.*

5. New Developments

Digitalization of payment systems is one facet of banking. Banking could undergo some shifts
as a result of disruptive technologies such as blockchain and CBDC, or Central Bank Digital

Currency. It could further improve efficiency, security and transparency of financial services.>

CBDC, or Central Bank Digital Currency

The central bank issues and oversees Central Bank Digital Currency (CBDC).The RBI has
launched pilots for the digital rupee, a move toward CBDC, as part of its broader efforts to
bring India's currency system into the modern age. CBDC aims to merge the benefits

Combining electronic payment methods with the confidence and reliability of central bank

33 Gomber, P., Koch, J. A., & Siering, M. (2017). Digital Finance and FinTech: Current Research and Future
Research Directions. Journal of Business Economics, 87(5), 537-580.

34 Hull, J. C. (2021). Risk Management and Financial Institutions (5th ed.). Wiley.

35 Saunders, A., & Cornett, M. M. (2018). Financial Institutions Management: A Risk Management Approach
(9th ed.). McGraw Hill.

36 Reserve Bank of India. (2023). Master Direction — Know Your Customer (KYC) Direction.
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money.?’

The possible advantages of CBDC to corporate banking are:

e Payments that are quicker and safer, especially for large transactions

e Reduced settlement risk through direct and central bank-guaranteed payments

e Increased payment traceability and transparency
Furthermore, CBDC may facilitate less expensive cross-border payments by eliminating
middlemen and lowering transaction expenses. However, it also poses challenges related to
cybersecurity, data protectionand how commercial banks function inside the financial system.®
Blockchain Technology in Finance
Blockchain, another innovation with far-reaching implications for the financial sector, is a
distributed, decentralised digital ledger technology that makes it possible to capture and store
data in a safe, transparent and immutable way.>
Blockchain is typically utilised in banking for:
The various applications of blockchain in corporate banking include:

e Trade Finance: Digitization of trade documents on a blockchain reduces the

documentation and the time involved to process it. It also reduces the chances of fraud

in trade finance transactions and increases transparency.

e Cross-Border Payments: By doing away with middlemen, blockchain enables quicker

and less expensive cross-border payments facilitating direct P2P transactions.

37 Reserve Bank of India. (2021). Report on Trend and Progress of Banking in India.

38 Reserve Bank of India. (2022). Guidelines on Managing Risks and Code of Conduct in Outsourcing of
Financial Services.

39 McKinsey & Company. (2021). Global Banking Annual Review.
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e Smart Contracts: Smart contracts are essentially a self-executing contract in which the
conditions are expressed directly in lines of code. It eliminates the requirement for
human intervention and automates processes such as disbursement of loan and

settlement of payments.

e Fraud Prevention: Improved security and reduced risk of fraud since the records on a

blockchain are unchangeable.*

Blockchain has the capacity to completely transform the business banking industry by raising
trust, reducing costs, and improving efficiency. However, regulatory clarity is required to

derive the maximum benefit, and we are still in the process of being adopted..*!4?

6. Gaps in Regulation

Although digital banking has come a long way, there are several issues with the regulatory
regime in India. There are gaps to be filled since technology is evolving at a pace that surpasses

the formulation of law and regulations.

Lack of a Unified Fintech Law

The first and foremost challenge is that there is no comprehensive legislation that explicitly
deals with fintech and digital banking. Currently, the digital banking sector is being governed
through RBI regulations, sector-specific laws, and regulations. This piecemeal approach poses
several challenges, such as:*

e Overlapping jurisdictions among the regulators.

e Lack of clear understanding amongst banks and fintechs.

40 Narayanan, A., Bonneau, J., Felten, E., Miller, A., & Goldfeder, S. (2016). Bitcoin and Cryptocurrency
Technologies. Princeton University Press.

41 PwC. (2022). Global FinTech Report.

42 Nicoletti, B. (2017). The Future of FinTech. Springer International Publishing.

43 Nicoletti, B. (2017). The Future of FinTech: Integrating Finance and Technology. Springer.
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e Different regulatory standards for different segments of the financial sector.

There are benefits to having a fintech law as it could provide an overarching framework for
governing digital banking services that would include (but not limited to) innovation, data

protection, consumer protection, and licensing requirements.**

Cross-Border Digital Problems

Another challenge that digital banking poses is the international scope of digital banking and,
in particular, cross border activities. This creates additional challenges for regulatory issues
like jurisdiction, data localisation, and international cooperation in the digital age. The key

challenges are:

Jurisdiction: It is often not clear which law should be applied to cross border digital

transactions, particularly in cases where multiple countries are involved.

e Privacy and data security: The cross border flow of financial information creates
issues pertaining to data security and the need to comply with different regulatory

requirements.*’

e Regulatory arbitrage: Differences in national regulatory regimes may create
regulatory arbitrage opportunities where entities exploit loopholes in order to

circumvent the rules.

e Harmonisation: The lack of standardised international standards for digital banking

increases complexity and costs to cross border activities.*®

These issues are particularly relevant for corporate banking given that corporates often
operate at an international level. Unclear regulatory frameworks may increase operational

risk and legal uncertainty.*’

4 Arner, D. W., Barberis, J., & Buckley, R. P. (2016). FinTech and RegTech in a Nutshell.

4 Lee, L., & Shin, Y. J. (2018). FinTech: Ecosystem, Business Models, and Challenges. Business Horizons,
61(1), 35-46.

46 Frost, J. (2020). The Economic Forces Driving FinTech Adoption. BIS Quarterly Review.

47 Brynjolfsson, E., & McAfee, A. (2017). Machine, Platform, Crowd. W.W. Norton.
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CONCLUSION

In India, the rise of digital banking represents a significant departure from traditional banks in
favor of embracing technology for broader financial markets. The impact of this change has
been influenced by technological advancements, proactive legislative measures, and economic
changes. Indian banking has shown remarkable flexibility and growth, moving from the manual
and branch-dependent banking systems of the pre-digital era to fully integrated digital

platforms of real time.

The Reserve Bank of India has played a crucial role in maintaining balancing innovation and
regulation. The support it has given digital payment methods like UPI, NEFT, and IMPS has
led to improvements in efficiency, accessibility, or financial inclusion. Meanwhile, the
financial system has been kept stable and secure through regulatory measures such as
cybersecurity frameworks, licensing requirements, and compliance standards. The CBDC
pilots and regulatory sandboxes are evidence of the RBI'S forward-thinking attitude towards

technological change.*8

However, the examination also reveals significant shortcomings in the current regulatory
framework. Regulatory inconsistencies, overlapped authorities, and fragmentation are the
consequences of the lack of a comprehensive fintech law. With the growing importance of
digital banking in international markets, data privacy, cybersecurity, and jurisdictional
uncertainty are all issues that must be addressed. These problems endanger customers, financial

institutions, and the stability of the financial system in general.

The potential of blockchain and CBDC as new technologies to enhance security, reduce costs,
and transparency in banking is immense. Strong governance structures and clear regulatory
requirements are essential for their effective implementation. Without proper oversight, these

advancements could result in fresh risks and uncertainties.*’

Ultimately, while India has made significant progress in its efforts to develop a robust digital
banking system, implementing standardized and comprehensive regulatory policies is

desperately needed. A framework of this nature would help close gaps in current technology,

48 Reserve Bank of India, Report on Trend and Progress of Banking in India (2021).
4 PwC, Global FinTech Report (2022).
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foster innovation, protect consumers, and facilitate international cooperation. ". A strategy that
combines technical innovation and efficient regulation would be necessary to sustain the

growth and long-term viability of digital banking in India.
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