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Preface MicroSave

[l
Market-led solutions for financial services £

@® J.P. Morgan is committed to promoting financial health because we know it is the
foundation on which strong and resilient households, communities and economiesare 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.

@ 'n 2015, J.P.Morgan Chase launched the Financial Solutions Lab (FinLab) in the United
Statesto 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 seen20X growth since joining the FinLab and have helped Americans save
over $1billion .

@ Over the last few years, India has seena large scale and rapid growth of technology-based
tools that offer servicesfor all citizens. This research was undertaken to help J.P. Morgan
and other stakeholders interested in technology-based financial services better understand
the financial needsof excluded communities, their technological capabilities and the fintech
support ecosystemin India, thereby informing the interventions to improve accessto 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 =%

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

b For the research,we consulted more than 60 stakeholders working acrossdifferent industry segments,institutions , and leadership levels.

D The current landscape suggestsa growing influence of fintechs in India. However, growth and investments are skewed towards payments and credit,
and in afew metro cities.

D Most fintechs servethe affluent, tech-literate customersin Tier-1geographies,leaving over 80% (320M) of the addressableLMI market untapped.

b 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.

D The Lmi segments prefer convenience over affordability, and struggles to adopt and use digital platforms to avail financial services These financial
servicesinclude payments and transfers, credit (consumer and business), insurance, and savingsand investments.

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

D MicroSave and CIIE propose to set-up a &inancial Inclusion Lab6to provide high-touch consulting, catalytic support, and customised servicesto early-
stagefintech start-upsin India.
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http://bharatinclusion.in/financial-inclusion-lab.html

MicroSave and CIIE researched the fintech landscape in India with a focus MicroSave &
on the LMI segments Marketded satons o francia serices £

B. Analytical framework for the research C. Key findings summarised in five
chapters
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Fintechs In India i
The reality and the hype




The current fintech landscape and investment trends suggesta growing MicroSay

influence of fintechs in India

The fintech market in India is growing rapidly

E Bﬁﬁ e
Market-led solutions for financial serviees X IL ﬁ c .I

in terms of numbers, transactions, and reach

1,500+ Fintechs in India

2015 2016 2017

$7 3B Transaction value for fintechs by 2020

Transaction value (USD in
billions) 99

2016  2020(F) 2022(F)
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Investment in the fintech sector has also seen There has been an increasing trend
growth towards collaboration with incumbents
180
mmmm Deal value (In USD M) $2.173
--------- No. of deals 150
0
_______________________ 110 120 95 /()
$1346 --------
90
$791 60 Incumbents seek to
partner with fintechs !
$190 30
0
2014 2015 2016 2017 : : S—
Gender disparity exists in
350+ USD 500K start-ups
Active angel Average angel
Investors investment in fintechs 13
7
180+ USD 7OOK Start-ups have
Active venture Average seed capital women as a co
capitalists to fintechs founder?

) . . Refer to Annexe D for stages ofstart-ups and Annexe E for partnerships models
6 Source: Tracxn, MicroSave Analysis 1 Redrawing the Lines, PwC, 2017:2 Al start -ups J.R MOI‘gan



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

MicroSave £ chia

Market-led solutions for financial services HE

Three metro cities have the highest

concentration of fintechs

Mumbai

30%

7 Source: Tracxn, MicroSave Analysis —I

Bangalore

32%

Payments and credit have attractedthe most attention;
savings and insuranceremain far behind?
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1Remaining 16% includes fintechs working on Al and blockchain, among others.
2 Excludestop-10 investments made in fintechs till Jan uary, 2018
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Most fintechs, however, serve the affluent, tech-literate customers in tier -1 MicroSave &
geographies, leaving over 80% of the addressable LMI market untapped = oemompmimmn 223

Fintechs typically serve two types of personas

o Persona 1: Customer @ Persona 2: Micro-entrepreneur
e Key characteristics P/ Key characteristics
A llErra wie ceak e maelis e A Accepts digital payments; requires affordable
A Active users of smartphone credit
A Consume mobile Internet for multiple purposes A Uses smartphone for communication and
entertainment

A Value technology and prefer convenience

A Largely from the salaried class A Explores the value proposition of fintechs

Total population 300 600
Total addressabl
market: Addressable market? ~190 (32%) ~380 (68%)
570m
Addressed market? ( 140 (78%) , 60 (16%)
~ o — - - —
g ~
Unserved market 50 (22%) { 320 (84%)
S ="
. ) 1Excludes poorest of the poor,2 Population only between 15 59 years of age (62.5%)
8 Source: MicroSave analysis 4' 8 Assumption - Fintechs serve ~200 M, out of which 70% belong to the non-LMI segment J'P' Morgan



LMI segments in India i
An emerging opportunity




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

. M . Market-led soluti fal i c!.e
IS currently not ready for fintech solutions s
Income Daily household
categories income Population
Elite > USD 50 ~40 M

Top of the pyramid i 300M

. A Financially well -served by fintechs and incumbents
A Have easy access to multiple financial solutions
Affluent USD 10 50 ~260 M

Aspirers USD 4.5 10 ~440 M

Strugglers USD 2i 4.5 ~160 M

Poorest of the poori 400M

A Highly dependent on social security schemes

A Do not own a feature phone

A Reside in areas with limited or no data connectivity

—

Ultra -poor < USD 2 ~400 M

1
e —————

10 source: NCAERCMCR, MicroSave analysis J.P. MOI‘gan



Fintechs have the opportunity to cater to the LMI segments, characterised  MicroSave (&

by five d isti n Ct pe rso n aS Market-led solutions for financial services
| Dailv h hold Personas in the Share of Rate of
car':gcg)(r;]r?es al )?nc%urig o LMI segment LMI population adoption of DFS
Elite > USD 50 e : .
'VI Money hawks 9%

A Urban
A Financially independent
A Prefer convenience

Affluent USD 10/ 50

Emergents 17%

A Aspirational millennials
A Mobile -first
~ A Quick to learn

Dependents 11%

. A Smartphone users I

Aspirers USD4.5i 10

LMI segmenti 600M A New Internet users

A Addressable market: ~380 M l A Passive DFS users

Vagrants 36%
A Floating masses

Strugglers UsD2i 4.5

A Late adopters

A Prefer assistance

Sceptics 27%

i A Mostly rural
L e A Prefer cash

A Dark on the Internet

Ultra -poor < USD 2

Refer to Annexe F for SECmatrix and Annexe G for
11 Ssource: NCAERCMCR, SEC classificationMicroSave analysis details of personas J.R Morgan



These five personas have various unmet financial needs that fintechs and  pficroSave &
incumbent financial institutions can cater to ket s ZEER

Money hawks Emergents Dependents Vagrants Sceptics

~ Payments and ™,
transfers ’

Credit

Savings and
investment

Insurance

Need of a product

Low‘ ¢ ‘ QHigh

12 Source: Stakeholder anddemand-side interviews, MicroSave analysis J.P. MOI‘gal’l
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The LMI segments offer a blue ocean for fintechs, investors, and MicroSave i
incumbent financial institutions i S5

~f : :
N j
-,o Huge untapped potential -é Less competition -e Positive experience of existing players

A High savings potential:

A USD 11B mobilised in PMJDY accounts?,
USD 2.5 B by Self Help Groups (SHGS)
in 20172 (~18% growth w.r.t 2016)

A Huge unmet market in credit :
A Micro -enterprise debt gap ~USD46B3

A Intense competition in the n on-LMI
segment

A Increasing uptake of digital solutions by
MFIs

A 8.5 M SHGs with ~USD 6 B annual loan
offtake and NPA of 6.5%

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

A Huge cash-burn makes it an expensive
game

A USD 400 M in the e-tailing industry
(Festive saleslike Diwali) 4

| Nuitimately, all fintechs will have to enter the LMI segment, given its size. It is a matter of when and how that would happen.O i An investor

) ) 1Source: https:// www.pmjdy.gov.in/account ,2NABARD, 2017; Status of MFl in India
13 source: MicroSave analysis 4 3IFC, MSME Finance Market in India , * https://_bit.ly/2151S5x J.P Morgan



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 ~ MicroSave (1 clie

Market-led solutions for financial services HE

NIt is a myth that the LMI segment
doesnot pay. On a per-unit basis, @ Favours convenience over affordability
they pay more than us.(\)
- An investor

-------- S8l Has higher stickiness relative to non-LMIs

Affordability

Convenience M Has the ability and willingness to pay

14  source: Stakeholderand demand-side interviews; MicroSave analysis J.P. MOI‘gan



The ecosystem for DFS adoption is approaching an inflection point; howeverjficroSave &
challenges need to be addressed to harness the potential of LMI segments e fmssmin 2555

The LMI market will be ripe for fintech

DFS
Adoption/
Efforts

»2020

solutions by 20z
DFS
A adoption
curve
"\ Point of Increasing
inflection addressable
| market for
. fintechs
Y
LT TR Level of
""" Lo effort
1 ! 1 >

The share of non-cash transactions

15 source: MicroSave analysis

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

1ln 2017

edr i

Favourable
macro-
environment

ven

laa engbknb gxterbay ecosystem

To o I

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

Improvement
in
infrastructure

IndiaStack
42% villages connected tobroadband
79% of the population has access tcelectricity

Increasing
internet
access

500 M unique

smartphone users by 150
2020 (~300 MY o
750 M Internet users 90

by 2020 (~450 M }) 60

>50% of Internet 30
. 0

users will be from

rural areas in 2020

(37%")

2017

2013 2014 2015 2016

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

Favourable
business
environment

Referto Annexe H and Annexel| for initiatives taken by central and state government respectively.

Ease of doingbusiness: 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 (1/2) Metettsttorsfr e EERE |

Difficult technology .
integration . Legacy technology
Limited access to APIst

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

Limited strategic
partnership

Increased turn-around time

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

processes

I NBanks need toinstitutionalise innovations in their processes .0 - A fintech player

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



However, fintechs face certain challenges with incumbents and investors,  MicroSave & clie
which limit their focus and growth (212 ) Metettrttorsfr e ZERE |

Early-stagefintechs find it difficult to raise investment

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

Shift in investment
trends

Preference for unit economics over market size

A Strict selection criteria
A Ageor experience
A Pedigree and team construct
A Toomany -tboaned6 model s

Difficult access to
capital

I NAccess to capital should never be easy. It distorts the market, since capital may be used in unsustainable ways .O - An Investor

17 Ssource: Stakeholder interviews, MicroSave analysis 4' tMinimum Viable Product J.P. MOI‘gan



Specific to the LMI segments, fintechs and investors have distinct mindsets pficroSave &2

BeARd GG

clie

an d Vi S i O n (1/2) Market-led solutions for financial serviees I 1L IME

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

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

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

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

I ﬁAIways remain sceptical about whether the customer needs it today, or if it is a future requirement. O - An Investor

18 Ssource: Stakeholder interviews, MicroSave analysis J.l). MOI‘gan



A 1

BeARd GG

Specific to the LMI segments, fintechs and investors have distinct mindsets pficroSave &2

clie

an d Vi S i O n (2/2) Market-led solutions for financial serviees I 1L IME

Fintechs come up against barriers because of limited understanding of the LMI market and its potential

A Limited familiarity with LMI segment
Limited access to mentors
Limited support from incubators

Limited understanding

A Limited awareness of investment options
A Lack of access to investors
A Limited ability to pitch to investors

Few entrepreneurs
from the LMI segment

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

Challenging business A
model A

Enough white spacé in A Easier access to investment
metros A Greater media coverage

19 Source: Stakeholder interviews, MicroSave analysis 4' ! Refers to untapped market potential in metros J.l). MOI‘gan




















































































