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Market-led solutions for financial services HE

@ J.P. Morgan is committed to promoting financial health because we know it is the
foundation on which strong and resilient households, communities and economies are built.
Improving financial health helps individuals start and expand businesses, invest in
education, purchase homes and plan for retirement. It also supports more secure, inclusive
economies.

@ In 2015, J.P.Morgan Chase launched the Financial Solutions Lab (FinLab) in the United
States to identify fintech innovators and products that can help improve the financial health
of underserved populations. Since its inception, the FinLab has supported 34 fintechs
offering innovative financial products that now reach over 2.5 million Americans. Winning
companies have seen 20X growth since joining the FinLab and have helped Americans save
over $1 billion.

@ Over the last few years, India has seen a large scale and rapid growth of technology-based
tools that offer services for all citizens. This research was undertaken to help J.P. Morgan
and other stakeholders interested in technology-based financial services better understand
the financial needs of excluded communities, their technological capabilities and the fintech
support ecosystem in India, thereby informing the interventions to improve access to and
usage of appropriate financial products and services making underserved communities in
the country truly included.
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Executive summary MicroSave 1

Market-led solutions for financial services =%

® MicroSave and CIIE conducted a research on the fintech landscape in India. The aim of the study was to identify support areas for fintechs to offer
convenient and affordable financial solutions to the low- and middle-income (LMI) segments.

® For the research, we consulted more than 60 stakeholders working across different industry segments, institutions, and leadership levels.

® The current landscape suggests a growing influence of fintechs in India. However, growth and investments are skewed towards payments and credit,
and in a few metro cities.

® Most fintechs serve the affluent, tech-literate customers in Tier-1 geographies, leaving over 80% (320M) of the addressable LMI market untapped.

® While the LMI segments offer a blue ocean for different stakeholders like fintechs, investors, donors and incumbents; there exists significant
disconnect between fintechs and investors, and fintechs and incumbents.

® The LMI segments prefer convenience over affordability, and struggles to adopt and use digital platforms to avail financial services. These financial
services include payments and transfers, credit (consumer and business), insurance, and savings and investments.

® Most incubator and accelerator programmes in India are sector-agnostic, and offer standardised, light-touch support with no focus on the LMI
segment.

® MicroSave and CIIE propose to set-up a ‘Financial Inclusion Lab’ to provide high-touch consulting, catalytic support, and customised services to early-
stage fintech start-ups in India.

3 J.PMorgan


http://bharatinclusion.in/financial-inclusion-lab.html

MicroSave and CIIE researched the fintech landscape in India with a focus  pfieroSave &

on the LMI segments

Market-led solutions for financial services 2 db JVIL

A. Key research objectives

@I

Understand the market
 potential of the LMI segments

A

Identify the support that fintechs
require to cater to these segments

)

Gather inputs for design of the
proposed ‘Financial Inclusion Lab’

Government

and Infrastructure

B. Analytical framework for the research

allied bodies providers @

Fintechs
and

. consumers
incumbents

Incubators and
accelerators

Refer to Annexe A for detailed project framework, Annexe B for definition of

4 Source: MicroSave Analysis

stakeholders, and Annexe C for research sample.

Investors
and

C. Key findings summarised in five
chapters

Chapter 1 Q

Fintechs in India

Chapter 2

Chapter 3
e

3 av1gating‘“ the LMI market

.\\UnderStan@in the existin
- incubation landscape

Chapter 5 Q

- The financial inclusion lab

s
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Fintechs in India —
The reality and the hype




The current fintech landscape and investment trends suggest a growing

influence of fintechs in India

MicroSave &1

Market-led solutions for financial serviees X IL ﬁ

clie

The fintech market in India is growing rapidly

in terms of numbers, transactions, and reach

1 ’ 5 OO+ Fintechs in India

New fintechs created

2017

$ 73 B Transaction value for fintechs by 2020

Transaction value (USD in

73 e
33
2016 2020(F) 2022(F)

6 Source: Tracxn, MicroSave Analysis

Investment in the fintech sector has also seen

2500

2000

1500

1000

500

Active angel

Active venture

growth
mmmm Deal value (In USD M)
$2,173
--------- No. of deals
----------------------- 110
$1346 '''''
$791
$190
2014 2015 2016 2017

350+

investors

180+

capitalists

Refer to Annexe D for stages of start-ups and Annexe E for partnerships models
' Redrawing the Lines, PwC, 2017; 2 All start-ups

USD 500K

Average angel
investment in fintechs @

USD 700K

Average seed capital
to fintechs

There has been an increasing trend
towards collaboration with incumbents

180

150

120 95%

60 Incumbents seek to
partner with fintechs!

Gender disparity exists in
start-ups

13%
Start-ups have
women as a co-
founder?

J.PMorgan


https://www.pwc.com/jg/en/publications/pwc-global-fintech-report-17.3.17-final.pdf

Growth, however, is concentrated in metros; fintechs in payments and
credit continue to attract the maximum investment

Three metro cities have the highest

concentration of fintechs

Investment are highly skewed
towards select fintechs and products

Payments and credit have attracted the most attention;
savings and insurance remain far behind!

Credit I 32%
Payments and transfers [N 25%

7%

al 757

\ O/ fintechs located in 3
~ 8 2 O metro cities

of the total
Saving and Investments [ 20% Investments are
made in
Insurance [ 7% N
- . +
* @ *
+
Emerging Growing Mature 1 O @)
Payments .
& transfi
Y Fintechs
< Banking 4
;-5 saVingS and teCh , zonsumer
q investments Ty
— 7’ s TR
: Accounting ,’ P
Mumbal S solutions ‘ - I I 1 O
= +* " Business
o 72] Crypto- Insurance,, »* 1 7 4 2
30/0 % Artificial currency.’ ”" lending @]I O
8 intelligence Al
Bangalore = _ =" Dua
€ = cnavics of investments are in credit

32%

Growth stage and payments fintechs

. . !Remaining 16% includes fintechs working on AT and blockchain, among others.
7 Source: Tracxn, MicroSave Analysis I 2 Excludes top-10 investments made in fintechs till January, 2018
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Most fintechs, however, serve the affluent, tech-literate customers in tier-1  pjeroSave &
geographies, leaving over 80% of the addressable LMI market untapped elerlllusforfrncl e S8

Fintechs typically serve two types of personas

- Persona 1: Customer @ Persona 2: Micro-entrepreneur
e Key characteristics S . Key characteristics
» Millennials who seek financial independence N~ = Accepts digital payments; requires affordable
» Active users of smartphone credit
» Consume mobile Internet for multiple purposes * Uses smartphone for communication and
= Value technology and prefer convenience entertainment
= Largely from the salaried class = Explores the value proposition of fintechs
Total population 300 600
Total addressable
market: Addressable market? ~190 (32%) ~380 (68%)
- — ~
570 M Addressed market3 { 140 (78%) 60 (16%)
~ o — - - —
g ~
Unserved market 50 (22%) ( 320 (84%))

- -

1 Excludes poorest of the poor, 2 Population only between 15— ears of age (62.5%
8 Source: MicroSave analysis —I P P P Y 529y ge (62.5%) J.P. Morgan

3 Assumption - Fintechs serve ~200 M, out of which 70% belong to the non-LMI segment



LMI segments in India —
An emerging opportunity




The top of the pyramid is financially well-served; the bottom-most segment pAfijcroSave &

clie

is currently not ready for fintech solutions ket ltors el i SRR
Income Daily household
categories income Population

Elite > USD 50 ~40 M
Top of the pyramid — 300M

.- = Financially well-served by fintechs and incumbents
» Have easy access to multiple financial solutions

Affluent USD 10-50 ~260 M

Aspirers USD 4.5—-10 ~440 M

Strugglers USD 2—4.5 ~160 M

Poorest of the poor — 400M
» Highly dependent on social security schemes
* Do not own a feature phone
= Reside in areas with limited or no data connectivity

—

Ultra-poor < USD 2 ~400 M

e —————

10 Source: NCAER-CMCR, MicroSave analysis J . P. Morgan



Fintechs have the opportunity to cater to the LMI segments, characterised  MjcroSave &

by five distinct personas Market-led solutions for financial services
- Dailv h hold Personas in the Share of Rate of
neotme ally houseno LMI segment LMI population adoption of DFS
categories imcome .

'CI Money hawks 9%
' = Urban
= Financially independent

(‘? = Prefer convenience
Affluent USD 10-50 h . Emer %
gents 177

= Aspirational millennials I

Elite > USD 50

=  Mobile-first

= Quick to learn
- ﬂ Dependents 11%

Smartphone users

Aspirers USD 4.5—-10

LMI segment — 600M * New Internet users

= Addressable market: ~380 M = Passive DFS users
Vagrants 36%

Strugglers USD 2—4.5

Floating masses
= Late adopters
= Prefer assistance

Sceptics 27%

= Mostly rural
L e = Prefer cash

= Dark on the Internet

Ultra-poor < USD 2

Refer to Annexe F for SEC matrix and Annexe G fo
11  Source: NCAER-CMCR, SEC classification, MicroSave analysis detailis of pers)cinas g e X ' J . P. MOI’gan



These five personas have various unmet financial needs that fintechs and  pficroSave &2 clie

incumbent financial institutions can cater to ettt fr i e
Money hawks Emergents Dependents Vagrants Sceptics

| Payments and
transfers ’

Credit

Savings and
investment

Insurance

Need of a product

Low 06 Q High

12  Source: Stakeholder and demand-side interviews, MicroSave analysis J . P. MOI‘gan
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The LMI segments offer a blue ocean for fintechs, investors, and MicroSave &
incumbent financial institutions et sl o fancl e TR

N : ;
i j
'-o Huge untapped potential '6 Less competition -'6 Positive experience of existing players

* High savings potential: » Intense competition in the non-LMI » Increasing uptake of digital solutions by

e USD 11 B mobilised in PMJDY accounts?, e MFls
USD 2.5 B by Self Help Groups (SHGs) » Huge cash-burn makes it an expensive »= 8.5 M SHGs with ~USD 6 B annual loan
in 20172 (~18% growth w.r.t 2016) game offtake and NPA of 6.5%3

* Huge unmet market in credit: * USD 400 M in the e-tailing industry

(Festive sales like Diwali)4

= Better portfolio performance: PAR 30 of
MFIs at 5.4%

* Micro-enterprise debt gap ~USD 46B3

(13 . ) . 2 .
| Ultimately, all fintechs will have to enter the LMI segment, given its size. It is a matter of when and how that would happen. - An investor

. . t Source: https://www.pmjdy.gov.in/account, 2 NABARD, 2017; Status of MFI in India,
13 Source: MicroSave analysis 4' 3IFC, MSME Finance Market in India , 4 https://bit.ly/2151S5x J'P' Morg an


https://www.pmjdy.gov.in/account
https://bit.ly/2I2Oajl
https://bit.ly/1Kge25B
https://bit.ly/2I51S5x

Moreover, the LMI segments are willing and able to pay for convenience Mlc[?ﬁa]je clie

““It is a myth that the LMI segment

does not pay. On a per-unit basis,
they pay more than us. 7
- An investor

14  Source: Stakeholder and demand-side interviews; MicroSave analysis

# Favours convenience over affordability

Has higher stickiness relative to non-LMIs .
< Affordability

Bl Has the ability and willingness to pay

J.PMorgan



The ecosystem for DFS adoption is approaching an inflection point; howeverpficroSave &

challenges need to be addressed to harness the potential of LMI segments

. Clje
B AR e
Market-led solutions for financial serviees I 1L IME (] I

The LMI market will be ripe for fintech . ’
; ...driven largely by an enabling external ecosystem
solutions by 2020...

DFS
A adoption
curve
DFS
Zéfflfoptlon/ '\‘ Point of Increasing
orts \ inflection addressable
| market for
\‘»\ ' fintechs
: \\T~\ * /
LT TR Level of
"""" Lo effort
’1' ’1I8 ’2lo >
5 Timeline
By 2020 The share of non-cash transactions

would increase to 40% (from 22% in
2016) - Google-BCG

*In 201
15  Source: MicroSave analysis /

Favourable .
macro- °
environment
Improvement .
in .
infrastructure .
Increasing :
internet

access

Favourable .
business .
environment .

Refer to Annexe H and Annexe I for initiatives taken by central and state government respectively.

Demographic shift towards the millennial population
Rise in income with steady economic growth (6-7%)
Enabling policy and regulatory environment

IndiaStack
42% villages connected to broadband
79% of the population has access to electricity

500 M unique
smartphone users by
2020 (~300 M?)

750 M Internet users
by 2020 (~450 MY)
>50% of Internet
users will be from
rural areas in 2020

2013 2014 2015 2016 2017

mmssss Smartphone price (USD)
—@— Mobile data cost (USD/GB)

Ease of doing business: 100/190
Affordability of financial services: 34/137
VC availability: 13/137

J.PMorgan


http://image-src.bcg.com/BCG_COM/BCG-Google Digital Payments 2020-July 2016_tcm21-39245.pdf

However, fintechs face certain challenges with incumbents and investors,  MicroSave & clie
which limit their focus and growth (1)) Metrtetswlutorsfrunclsriees SR |

Difficult technology

integration Legacy technology
Limited access to APIs?

Perception of fintechs as vendors, not as strategic or business partners
Tweaking of ideas by banks
Shortage of innovative thinkers, especially in the insurance sector

Limited strategic
partnership

Increased turn-around time

e Process inefficiency, for example, in the form of unnecessary paperwork

processes

é e .. .. . 2 .
I Banks need to institutionalise innovations in their processes.” - A fintech player

16 Source: Stakeholder interviews, MicroSave analysis 4' ! Application Programme Interface J .P. Morgan



HoyveV(.er, .fmte(.:hS face certain challenges with incumbents and investors, Mc[? §axe : C!ie
which limit their focus and growth (2/2) EERS

Early-stage fintechs find it difficult to raise investment

Difficult early-stage Preference for post-MVP!-stage fintechs
Investment Risk of change in business idea by fintechs
Fear of interference in strategy by equity investors

Shift in investment
trends

Preference for unit economics over market size

Strict selection criteria

» Age or experience

» Pedigree and team construct
Too many ‘me-too’ models

Difficult access to
capital

é . . . . . . 2
I Access to capital should never be easy. It distorts the market, since capital may be used in unsustainable ways.” ™ - An Investor

17  Source: Stakeholder interviews, MicroSave analysis 4' ! Minimum Viable Product J . P. Morgan



Specific to the LMI segments, fintechs and investors have distinct mindsets MicroSave &

BeARd GG

clie

and ViSiOn ( 1 / 2) ‘Market-led solutions for financial services E”_Z‘E

Investors look at per-unit economics for investment and think that it may not work in the LMI market

Limited understanding = Three of the top 12 fintech investors have some LMI focus (largely in MFIs)
of LMI = Only two of the top 20 investments have been made in fintechs that
indirectly cater to the LMI segment

Preference for » Struggle with Fear of Missing Out (FOMO)
recognised models = Uncertain about market readiness

ROI expectation » Long gestation period in serving the LMI segment
mismatch » Unit economics is a consideration

é . . . e . 2
I Always remain sceptical about whether the customer needs it today, or if it is a future requirement.”” - An Investor

18  Source: Stakeholder interviews, MicroSave analysis J . P. Morgan



Specific to the LMI segments, fintechs and investors have distinct mindsets MicroSave &
and vision

BeARd GG

clie

(2 / 2) Market-led solutions for financial services HE

Limited understanding ] L%m%ted familiarity with LMI segment
of LMI . L¥m¥ted access to mentcors
» Limited support from incubators

» Limited awareness of investment options
= Lack of access to investors
» Limited ability to pitch to investors

Few entrepreneurs
from the LMI segment

» High cost of acquisition and service
= Uncertain long-term value
» Limited digital footprint

Challenging business
model

Enough white space!in » Easier access to investment
metros » Greater media coverage

19  Source: Stakeholder interviews, MicroSave analysis 4' 1 Refers to untapped market potential in metros J . P. MOI’gan



The LMI segments also struggle to on-board digital platforms ,Mw[?gage m

Unsuitable products

Product and channel ..
Limited access

Trust deficit
Ineffective recourse mechanism

Trust and security

Limited awareness and ability
Attitude and perception Preference for ‘tangible’ cash

. Non-intuitive Ul
User interface (UI) Absence of interface in vernacular

G L Send money

Refer to An for Mi ’s findi 'k with th
20 Source: Demand-side interviews, MicroSave analysis ofale ; eg m eliltexe J for MicroSave’s findings on work wi € J .P. Morgan




Navigating the LMI market —
Ways to unleash the potential

Chapter 3

o1 4



Investor focus, phygital channel, and effective partnerships are key to serve MicroSave &
the LMI segments; focused labs are a solution to the LMI puzzle (1) et witors o ancit s ZHRE

E. R o -c“’[

e Redesign products and services from the ground-up ° Develop a phygital* distribution channel

* Develop customised solutions for the diverse LMI market * Build a hybrid model to reach and serve the LMI segment
* Focus on entry and hook products * Human touch at the front-end to assist in conducting
* Geo-cloned? products may not work transactions and establish trust
= Offer bundled services to make unit economics work * Build robust technology for targeting, customisation, and scale
» Target early adopters in the identified segments = Explore aggregator model in the beginning; Transition to direct
= Rapid prototyping is key customer servicing in the long-run

 Partner with players with wide reach, such as fast-moving
consumer goods (FMCG) companies, common service centres
(CSCs), business correspondents (BCs), and self-help groups
(SHGS), etc.

13
No point building a Taj Mahal that nobody wants to visit. It is better to make a small palace and let people come first. Then gradually keep adding
to the palace.”? - A fintech player

. . . . t Phygital refers to a combination of physical and digital channel
22 Source: stakeholder interviews, MicroSave analysis 4| 2 Geo-cloning is an act of replicating successful business models from other geographies in a new geography J' P' Morg all



Investor focus, phygital channel, and effective partnerships are key to serve pNficroSave G clie

the LMI segments; focused labs are a solution to the LMI puzzle () Metettsirsfrfrmcetsries SERE
&4

° Utilise the core strengths of individual
R 4 partners

» Consider fintechs as strategic partners

Build awareness and trust through
effective communication

= Use audio-visual (AV) in communication

= Integrate nuances in communication, for = Identify key point of contact in incumbents to

example, give a credit score out of 100 manage coordination between departments; draw

* Government playing an active role incumbents into the Lab

in spreading awareness

4

— 66__ . . . 2
This segment takes to video very quickly. e,
— A fintech player e Pilot test with philanthropic capital

» Use grants to showcase business models

» Absorb some early-stage risks through grants

» Patient capital to follow grant money to capitalise on market

J.PMorgan

23 Source: Stakeholder interviews, MicroSave analysis



Understanding the existing
incubation landscape —
What’s missing?

Chapter 4

24 4



Most incubator and accelerators programmes are generic and offer similar  yfjcroSave &
light-touch support to incubatees et o o EERE

Most incubators and accelerators are sector-agnostic... ... and offer standardised services with little or no catalytic support

Mentors Business
orientation

140+ ~50%

incubators and

academic-led .
accelerators in India Pilot-support
Incumbent

partnerships

Marketing and
public relation

Funding,

@® Sector focus: Only ~15 fintech-focused incubators exist; )
Access to investors

‘ mostly led by incumbents Legal, HR,
@ Stage: Typically post-MVP, pre-seed Accounting, etc.
| Office infrastructure

® Business model: Mixed; a few take equity

Interpersonal skills

@® Design: Physical structure, require relocation; some offer
‘ virtual sessions

@ Sessions: Mix of group sessions and one-on-one sessions

® Duration: Typically 3—6 months; few are longer term —— e

(incubation)

25 Source: Stakeholder interviews, MicroSave analysis J . P. Morgan




Moreover, these programmes are not designed to build capacity to serve  MicroSave
the LMI Segments Market-led solutions for financial services 3

Fintechs value the positive support received during However, a few critical elements are missing in the
incubator programmes current models

F%lﬁlﬁ Connection with investors Sector or segment-agnostic programme

@ Connection with experts and mentors (on-demand) Little understanding of the LMI market segment

Pilot to test product-market fit in live environment Limited partnerships (for instance, banks, MFTIs, etc.)

Support with business orientation Interference with original business idea or model

Means of validation or acknowledgement Mixed experience with pilots

3
&

26 Source: Stakeholder interviews, MicroSave analysis J . I). Morgan



The financial inclusion lab —
Building the fintechs for the
underserved and the unserved

Chapter 5

27 <



The lab* will provide customised services to fintechs focussed on the LMI MicroSave
S eg me nt S Mavket-led solutions for financial services

The lab will continue to offer foundational ... and will customise offering to
support ... support LMI fintechs

Effective incumbent » MFTI, small finance bank (SFB), payment banks, and
partnerships commercial banks as partners

Legal, HR,
accounting,

Funding, access to = Impact investors

investors = Donors

; » Distinguished mentor network
Inclusion wid d o

Lab Mentors -focuse practltlor.lers

* Sector experts and policymakers

» Higher consulting time (30 /50 hours)

Interpersonal
skills

Business
Marketing and orientation
PR

» Thought-partnership to support original idea

1 2 * Quick proof of concepts (PoCs); rapid prototyping

‘W ¢t in the busi hooli l Catalyti s
e are not in the business of schooling people. atalytic suppo - Pilot implementation support

— An accelerator manager

1 The Financial Inclusion Lab is dedicated to start-ups that are interested in serving the LMI segments in India. The Lab is part of
28 Source: MicroSave analysis | CIIE’s Bharat Inclusion Initiative (BII). MicroSave is a strategic partner to set-up this lab. J' P' Morg an



http://bharatinclusion.in/financial-inclusion-lab.html
http://bharatinclusion.in/index.html

~ | three problems of start-up ”?

The inclusion lab will provide differentiated services, create resources for  MicroSave & cle
the entire incubation universe, and focus on ecosystem development ettt it i £588 5]

Design a practical, Provide focused support, Strategic mentoring Evolve a system for Catalytic support to
customised curriculum and knowledge and insights and research support mainstream incumbents amplify and accelerate
enable cross-learning from about the LMI segment for start-ups working in to repurpose and adapt the trickle down
global programmes such as the LMI segment business models for impact to 4—5 years

CFSI'and FIBR? un(der)served sector from 10—12 years

. . . .
The idea of an incubator

should be to solve the top

— An tnvestor

Offer significant Create a pool of Create a knowledge Develop an online
hand-holding support entrepreneurs to repository for public portal (multilingual)

—in product and trigger change good for discussions and
business development networking

1 CFSI stands for Center for Financial Services Innovation
29 Source: MicroSave analysis 4| J .P. Morgan

2FIBR stands for Financial Inclusion on Business Runways


https://cfsinnovation.org/
http://www.fibrproject.org/fibr

Annexure

» Annexe A: Details of the project framework

» Annexe B: Definition of key stakeholders

» Annexe C: Snapshot of research sample

» Annexe D: Illustration of stages of a fintech start-up

» Annexe E: Partnership models between fintechs and incumbents
» Annexe F: Socio-economic classification (SEC) matrix

» Annexe G: Personas in the LMI segments

» Annexe H: MicroSave’s research on orality

» Annexe I: Initiatives taken by central government

» Annexe J: Initiatives taken by state governments

30 <]



Annexe A: The seven-pillared framework used to conduct the research

e F1ntechs
Current fintech landscape in India
= Access to capital
= Outlook on the LMI segments
= Support required from incubators and other
players to focus on the LMI segment
= Future expansion plans

e LMI consumers
= Profiling of fintech users
» Financial and payments needs of users
= Access to fintech solutions
= Behavioural characteristics of users

e Investors and donors
Existing investment portfolio
= Investment decision approach
= Perspective on fintechs for the LMI segments
= Building blocks to develop an enabling
ecosystem for fintechs

Q Infrastructure providers
Current market landscape

= Categories of providers

= Outlook on fintechs for the LMI segments

= Building blocks to develop an enabling
ecosystem for fintechs

Government

— Infrastructure

allied bodies providers

Investors
and

Fintechs
and

. consumers
incumbents

Incubators and
accelerators

31 4' * Also includes industry bodies such as NASSCOM, FICCI, and mentors or industry experts 4

e Government and allied bodies

Policy environment for fintechs

* Outlook on digital infrastructure

= Delivery channels for disbursing social
benefits to the LMI segments

= Initiatives to build digital awareness and
promote financial literacy

* Building blocks to develop an enabling
ecosystem for fintechs

6 Regulators

= Overview of existing regulations

= Perspective on fintechs for the LMI segments

= Vision to promote fintechs for the LMI
segments

* Building blocks to develop an enabling
ecosystem for fintechs

a Incubators and accelerators*
= Current incubator landscape
= Process of building a group of incubatees
= Experience of running incubators
= Perspective on fintechs for the LMI segments
= Building blocks to develop an enabling
ecosystem for fintechs

J.PMorgan



Annexe B: Definition of different stakeholders for the research

Fintechs refer to technology-
focused or technology-led start-
ups that use or provide modern,
innovative technologies. Fintechs
use technology as a key tool to
support or disrupt incumbent
financial systems. They offer
existing and new banking and
financial services to consumers

efficiently.
W

Infrastructure providers
denote market players that develop
the digital infrastructure to
support fintech solutions. This

includes:
« Payment highway providers like NPCI,
MasterCard, and VISA;

 Internet service providers;
» Mobile phone manufacturers.

32

Incumbents include established
financial services providers that
have existed for more than five
years and have a significant market
base.

N

o;0:0
alfle
Government and allied bodies
include government ministries,
departments and their initiatives
like Start-up India and Digital
India, and allied institutions like
NITI Aayog and UIDAL.

WI=D®
Low- and middle-income
segment refers to households
with a daily income of USD 2-10.
The LMI segment constitutes
approximately 47% of the
population in India. This segment
tends to have a volatile and
variable income. They have limited,
if any, access to formal financial
services.

Regulators refer to several
governing or regulatory bodies that
oversee the fintech industry. This
includes RBI — the central bank,
SEBI — the capital markets
regulator, TRAI — the telecom
regulator, IRDA — the insurance
regulator and PFRDA - the
pension regulator.

<

MicroSave £ chia

Market-led solutions for financial services HE

WS

Investors and donors refer to
institutions and individuals who
provide financial support to fintech
start-ups that operate at different
stages. Investors and donors have
varying investment models such as
private equity, venture capital,
impact investors, and angel
investors.

g==>
=

Incubators and accelerators
include catalysts that help start-
ups grow through knowledge-
building, advisory services,
mentorship, or financing, or both.
This also includes industry bodies
such as NASSCOM, FICCI, and
mentors or industry experts.

J.PMorgan



Annexe C: Consultation across institutions, leadership levels, and MicroSave &

1 1 Market-led solutio al E5 5 C!.e
lndustrles (1/3) ar) solutions for financial services Ixﬁ I

Fintechs

34% egulators 2%

/ Digital Infrastructure

Providers 2%

Government and Allied
00 Bodies 3%
qlp Industry Bodies 3%
Donors 5%
60+ >

~— Industry Experts 5%

Stakeholders

O,
Incubators/Accelerators Incumbents 7%

21%

Investors/Venture Capitalists
18%

33 | J.PMorgan
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Annexe C: Snapshot of fintechs, and incubators, and accelerators (o3 MicroSave clie

W s e
Market-led solutions for financial services x I‘E

jrorrizy

Credit

OPTACREDIT 3 % TALA = capira Iilaap a
AP = FLOAT t" p

@)siver @ zest [Prest loans

Insurance

/i insuranceinbox @ MoneyParrot secu reNow

Payments and transfers

O Freecharge vakrangee O fcash

e-KYC platform provider Savings and investment
M kyepot \\‘? FUNDSINDIA

34

Incubators and accelerators

Incubators
P PayPal Gy
1 & SIDBI
villgro,
Accelerators
PS> YESFINTECH  ismeace (D (A
namm a/DEAY”

AN
Startdipbootcamp  ensS
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Annexe C: Snapshot of incumbents, investors, and government and

industry bodies

MicroSave &8

(3 / 3 ) Market-led solutions for financial services H M;IEJJ

clie

Financial institutions

icicilombard.com @l {} HDFC BANK [:-CHI=CE
DHAN_Fpundatigﬁ@ AXIS BANK

Government and allied bodies

% Unique Identification Authority of India
“I% Government of India

TAPETA

Industry bodies

/D'ii'ﬂ? NASSCOM’

Explore, Enable, Excel

Regulators

STIciter f¥ord dep
w7 Reserve Bank of India

India's Central Bank

35

Investors

L
caspian

Seed-stage

% Ll T% Sggl't lfl:nd é“ndian Angel Network
AXIL#R @ ELEVAR

EQUITY "

Series A and Series B

325

Donors

i ) Michael & Susan Dell n
= FOUNDATION

Investment bankers

127118  unituscapital
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Market-led solutions for financial serviees I 1L IME

Annexe D: Fintech start-ups can be classified under five stages

STAGE 1 STAGE 2
(Research grants and (Angel (Early-stage (Venture capital
L fools, friends, and family) investors) VCs) and private equity)
Pre-seed/initial concept Seed-stage Early-stage Late-stage IPO, M&A
Funding (USD 5—50K) (USD 50-500K) (USD 500K—2M) (USD 2—50M) (>USD 25M)
f””
l’,’
,/
,/
,I
,/
R Sso JRY
’ ~ d
,,/ \\~\ - ’
,/ \\ . ,/ )
o R e Time
Stage of Fintech \\ Valley of ,,/
D 1 t S
evelopmen \s\~~])eath ,,,,/
Basic Proof of V\fo.rlii—r;g Engineering Production Growth of
research concept prototypes prototypes prototypes revenue
Business Target Founding team Product
introduction

plan market

< J.PMorgan
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Annexe E: There is an increasing trend of collaboration between fintechs A ficroSave & clie
and incumbent financial institutions ettt it i £588 5]

Both fintechs and incumbents see Partnership model Value added
valuein collaboration =~ |EEEEEEEEEEEEETEEEEEEE T R e

= Reduces RBL’s operational cost by launching

| . MoneyTap |
| | i paperless loan processes

—While banks can: Supplementary : : . ! . a1
= Access low-cost, specialised tech solutions : HDFC : Chillr " HDFC launched its own UPI on Chillr’s app
* Expand products and services i ! E
= Reduce cost of customer acquisition ! ! . !
»  Improve reach and service delivery : IDFC : Indifi ' . Offers unsecured loans through banks such as
»  Improve customer experience : : Technologies : IDFC and other NBFCs
= Respond to competition faster | | i
* Deliver innovation i Kotak i i

Funding-led ! Mahindra ! CoinTribe ' = Offers personal and business loans through

Fintechs can: | | . banks

—=  Access customers and markets i i i
= Access large data-sets | | = Hel i

) ! ! I ps ICICI Bank to improve customer
: ﬁccess fapl’ﬁﬂ | of networks and i IcIct i CustomerXPs i experience by using intelligent software
cce:s o0 a huge pool of networks an | : | solutions
mentors . |

- gain braild Vahie oithe bank ' Axis Bank I Gicom i = Improves operational efficiency of the bank by
*  Gain customer trus ! ! | ;
= Tackle regulatory challenges Accelerator- | | ;e Al technology
= Develop risk management expertise supported : Yes Bank | Re dCarpet ' = Helps Yes Bank in reaching out to the student

customer base through its platform
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Annexe F: SEC matrix used to estimate the percentage of personas inthe  AficroSave
LMI Segments (1 /2) Market-led solutions for financial serviees I 1L IME

Eo [ 4.7 Eo I 20.1 Electricity connection 01
Er [ 9.8 E1 N 22.2 - Ceiling fan 02
Do I 12.6 D> [ 5.6 B 1rGstove 03
D1 I 13.2 D1 I 0.7 - Two-wheeler 04
Co 116 Co NN 6.2 BN colour TV 95
o 129 Ci 51 - Refrigerator 06
- Lo B> B 3.2 - Washing machine 07
- Personal computer or laptop 08
B NN 8.6 B 23 - Car, jeep, and van 09
A3 IR 7.6 A3 WL - Air conditioner 10
A2 [ 51 A2 | 04 Agricultural land 11
A1l 11 At 004 - Number of items owned
38 <] J.PMorgan



Annexe F: SEC grid used to estimate the percentage-wise division of MicroSave & clie
various personas in the LMI segments (o) Mottt ttossrfracidricn EXBE ¥
Literate but no nge cc?llege Graduate or
e | Omshoong | Shoobgto9 | geese | nudinga | Graduteorpost | o praduat
durables 4 years graduuate professional
1 2 3 4 5 6 7
E3 E2 E2 E2 E2 E1 D2
E2 E1 E1 E1 D2 D2 D2
E1 E1 D2 D2 D1 D1 D1
D2 D2 D1 D1 C2 C2 Cz2
D1 C2 Cz2 C1 C1 B2 B2
Cz2 C1 C1 B2 B1 B1 B1
— C1 B2 B2 B1 A3 A3 A3
C1 B1 B1 A3 A3 A2 A2
“ B1 A3 A3 A3 A2 A2 A2
B1 A3 A3 A2 A2 A1 A1

J.PMorgan
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Annexe G: Persona of money hawks: Rakesh

a5 MicroSay

‘Market-led solutions for financial services 2 o

Rakesh

(Money hawk)

Location
Education
Profession

Traits

40

38 years
Urban
Graduate
Salaried,
Businessman
Mature user,
Risk-taker,
Ambitious

How do we identify him?

» Financially independent

» Active user of smartphone and Internet

» Prefers digital modes over physical methods

» Value convenience over fees or charges

» Can influential his social group

What is his DFS profile?

Awareness

Tech-savviness
Willingness to pay

Cognitive ability

What should fintechs know about him?

» Frequent user of digital payment methods

= Expects new fintech solution to simplify life and offer
convenience

* Open to experimenting with new digital products

» Recommends digital products and services to a close group

Low

3

]

B
"

-

High

What can fintechs do for him?

Yl  Payments & Credit Insurance Savings and
Type Transfers Investment

El o ¢ o o

Offer a one-stop-solution in one app

= Offer a great user experience

» Provide financial products digitally

» Develop value-added products and services,
which brings more convenience

< J.PMorgan



Annexe G: Persona of emergents: Aarif

(o/5) MicroSave (1% clie

Market-led solutions for financial services HE

Aarif

(Emergent)

Location
Education
Profession

Traits

41

24 years
Sub-urban
Graduate
Student
Exploratory,
Tech savvy,
Enthusiastic

How do we identify him?

» Moves with the trends and adopts the latest
technology quickly

» Financially dependent on family members

» Active consumer of Internet content

» Highly influenced by social circle

= Aspire to move to or work in the metro cities

What should fintechs know about him?

* Limited understanding of savings and investments
instruments

» Believes in mobile-first

» Progressive user of social media

* Online shopper

What is his DFS profile?
Awareness .—

Tech-savviness .—
Willingness to pay .
Cognitive ability -
1 2 3 4 5
Low High

What can fintechs do for him?

Yl  Payments & Credit Insurance Savings and
Type Transfers Investment

El e ¢ ¢ o

Offer incentives to drive sustained use
» Create simple user experience while navigating through the

app
» Increase use by promoting a variety of use-cases

< J.PMorgan



Annexe G: Persona of dependents: Sangeeta (35 MicroSave (i clie

Market-led solutions for financial services HE

How do we identify her? What should fintechs know about her?

» Conservative with expenses and prefers value- = Saves up for future goals
for-money solutions » Believes in the potential of technology
» Secondary role in decision making » Needs understanding and push to adopt technology and
» Relatively new to smartphone and Internet use DFS
» Use digital and social media for entertainment * Limited experience with DFS

and communications

Sangeeta What is her DFS profile?

(Dependent)

What can fintechs do for her?
Awareness . Y0NS  Payments & Credit Insurance  Savings and
Type Transfers Investment

35 years Tech-savviness .
- e o o o

Location Urban and town

Educat}on High school Willingness to pay .
Profession Honhemake}? Create intuitive UI with simple user experience
. Smalmerchant Cognitive ability . * Credit product with flexible (non-monthly) EMI
Traits Cautious, 1 2 3 4 5 options
Passive user, Low High .

Offer money-saving schemes and products
» Build awareness about various use-cases
» Build trust around transaction security

Knowledgeable

42 < J.PMorgan



Annexe G: Persona of vagrants: Shambhu

/s) MicroSave &t clia

Market-led solutions for financial services HE

Shambhu

(Vagrant)

Location
Education
Profession

Traits

43

45 years
Town & rural

5th Standard
Auto Driver,
Migrant

Late adopter,
Variable income

How do we identify him?

Self-employed with variable income
» Faces financial and cognitive challenges
* Owns a basic phone, but aims to upgrade
to a smartphone
» Prefers to avoid any visit to the branches

What should fintechs know about him?

What is his DFS profile?

Awareness .

Tech-savviness .

Willingness to pay .

Cognitive ability ]
1 2 3 4 5
Low High

What can fintechs do for him?
Yl  Payments & Credit Insurance Savings and
Type Transfers Investment

Ele © © o

Limited digital experience

Conducts assisted transactions

Needs significant training and push to try DFS
Believes banks are not for him

Keeps migrating, so access is an issue

» Design Ul using ‘relevant’, intuitive images

UI and communication in the vernacular language
Provide agent-assistance for the first few transactions
Provide icon or option for quick recourse

Provide proof of transaction in near real-time

Raise awareness using agent outreach

J.PMorgan



Annexe G: Persona of sceptics: Kunti

/5 MicroSave & chia

‘Market-led solutions for financial services : : ﬁ

Kunti
(Sceptic)

Location
Education
Profession

Traits

44

56 years
Rural
Numerate
Unemployed,
dependent
Traditional,
Risk-averse

How do we identify her?

» Unemployed

» Dependents on family members for basic
amenities

» Limited education

» Limited role in family decision making

» Highly resistant to change or to DFS uptake

What should fintechs know about her?

= Strong preference for cash
» Dark on Internet

* No trust in technology

= See no value-add from DFS

What is her DFS profile?
Awareness —.

Tech-savviness —.

Willingness to pay-.

Cognitive ability — i
1

Low High

What can fintechs do for her?

Yl  Payments & Credit Insurance Savings and
Type Transfers Investment

El ¢ ©o 0o o

= Offer financial solutions over USSD channel to
basic phone users

» Use IVR in vernacular language for communication

» Provide agent-assistance for transactions

< J.PMorgan



Annexe H: The government of India launched the “Start-up India’ initiative jficroSave &
to empower start-ups to grow through innovation and design et et 3

The action plan for the
start-up ecosystem is based on three pillars:

N 4

The Startup India hub will » Funding support through = Organisation of start-up fests
o act as single point of contact = a ‘Fund of Funds’ with a to showcase innovation and
g for the entire startup = corpus of USD 1.5B for to provide a collaborative
g o0 ecosystem to enable :c;{ development and growth platform.
-05 = knowledge exchange = of innovation driven » Policy and framework for
= Compliance regime based on % § enterprises. setting up of incubators
8,5 self certification to reduce _5 g » Tax exemption to across the country in public-
g g the regulatory burden on = startups for three years to private partnership to
= startups and faster exits for = stimulate the augment incubation, and

startups by making it easier development of start-ups research & development

to wind up operations. S, in India. (R&D) efforts.
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Annexe I: Some state governments have also undertaken initiatives to MicroSave &b
promote start-ups and fintechs et o o i RS

A. The Andhra Pradesh government has launched ‘Fintech Valley Vizag’ in partnership with KPMG

The key ingredients to accelerate ecosystem development in Vizag depends on the ‘5M’ strategy

Collaboration between Andhra
Government and VISA/MasterCard
to convert Vishakhapatnam into a
less-cash society

Events such as Blockchain Challenge
Meet Up Events and Fintech Conference to interact
with startups and entrepreneurs

Repository of
use-cases and

problems to Money Manpower

be used as USD
pilot case 76M
studies fund to

Partnership with banks

invest in . .
and local universities to

fintech
\lrr;lfecy produce job-ready
professionals.
B. The Uttar Pradesh Government sets up ‘start-up fund’ to C. The Chhattisgarh Government will distribute free
encourage start-ups in the state smartphones across the state
= A fund of USD 156M has been set up to encourage start-up schemes. = Under the Sanchar Kranti Yojana (SKY), 2017, the state government will
= In addition, the state government also plans to sign a Memorandum of distribute 5.5 M smartphones across the state to reduce the digital divide.
Understanding (MOU) with SIDBI. = The smartphone will be issued in the name of the female member and will

be pre-linked with Aadhaar and bank accounts of the beneficiaries.
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Annexe J: MicroSave developed user-friendly interfaces of mobile wallets  pficroSave &

for providing a superior customer experience to the oral segment!

clie
Market-led solutions for financial services HH .I

Key characteristics and findings relating to the oral segment

Demographic profile

= Age-group (26—35 years)
= As men have more exposure to the cash economy, they have stronger
mental calculation skills than women.

Numeracy capabilities T '
Relative Size

= Confuse placing digits together (for example, zeros)
= Not familiar with the new Rupee symbol (%)
= Numeric cognitive disability inhibits the use of mobile wallets

= Counting cash is based on colour and relative size of the note

Understanding of the mobile application interfaces

= Common use-cases are bill payments, merchant payments, and sending
or receiving money

= Understand clearly depicted icons (for instance, arrows showing the
movement of money)

* Understand vernacular language but not English

= Takes cues from colours (for instance, green to proceed and red to
cancel).

47 4' ! Read MicroSave’s report on ‘Digital wallet adoption for the oral segment in India’

Providers can engage in innovation to cater to the oral segment

= Treat the oral segment as separate and distinct. (for instance,

by adopting a different onboarding and training approach)

Identify relevant strengths and weaknesses of users

Build an open-source library of icons of the oral segment that

address the full range of DFS (for example, an image of a pin

or lock and key may be used for PIN password)

Use icons for clear representation (for example, showing a

hand with currency pointing downwards clearly depicts that @ﬂ

money is being given)

Maximise usability, guess-ability, learnability and re-
usability

< J.PMorgan
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About the partners MicroSave

‘Market-led solutions for financial services 2

About J.P.Morgan

J.P. Morgan is a leading global financial services player, with a presence in India since 1922. J.P. Morgan provides a comprehensive range of Corporate &
Investment Banking, Commercial Banking, Asset & Wealth Management, and corporate functions services and solutions to our clients. India is a key market
for J.P. Morgan and the firm has consistently invested in the India business, which has been growing steadily. J.P. Morgan is among the country’s leading
players in almost all of its businesses and primarily caters to the firm’s global clients with business interests in India and local multinationals growing their
footprint internationally. India is also home to the Global Service Centre, which services J.P. Morgan’s businesses around the world in the areas of
operations, technology and research.

About MicroSave

MicroSave is a leading international consulting firm that offers practical, market-led solutions focused on enhancing access to financial services to the low
and middle-income segments. MicroSave has worked in more than 50 countries across Asia, Africa & Latin America, with more than 450 clients. MicroSave
has been working with various national and international clients for nearly two decades as a locally based international consulting firm on guiding policies &
facilitating partnerships to develop enabling eco-systems, providing comprehensive, customised strategic advice and delivering actionable, on-site
operational assistance for financial inclusion. For more details about MicroSave, visit http://www.microsave.net/

About CITE

Centre for Innovation Incubation and Entrepreneurship (CIIE) at IIM Ahmedabad helps entrepreneurs turn ideas into viable businesses. In partnership
with their mentors, corporates, development agencies, IIMA community and investors, CIIE cultivates a rare breed of entrepreneurs by incubating,
accelerating, mentoring and funding innovative start-ups. CIIE has, over the years, played a multi-dimensional role in the entrepreneurial landscape of
India through its incubators, accelerators, seed-investments, and publications. Its deep understanding of the evolving gaps, needs, and opportunities in the
markets and the entrepreneurial ecosystem has enabled it to design initiatives that have attracted and supported the best entrepreneurs in various sectors.
For more details about CIIE, visit www.ciie.co
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For details, contact

Anil Kumar Gupta
Associate Director,
Digital Financial Services
MicroSave

Mohit Saini

Manager,

Digital Financial Services
MicroSave

o MicroSave Head Offices UK India Bangladesh

o MicroSave Offices Tewkgsbuw LuS:I;Fh?W Dh?ka
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