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About this report

‘v

As a result of the unprecedented impact of the COVIB19
pandemic, numerous industries, including FinTech and markets
around the world were forced to either shut operations or
started re-strategizing. The crisis was further compounded by
global lockdowns and extended quarantine periods.

In the first report of our study of COVIDB196 simpact on
FinTechs, we compared the growth of the FinTech industry
pre-COVIDwith the i n d u s grawth o lack thereof) during
the first three months of COVIDB19 in India (Apr-Jun, 2020)

This report is the secondin our research series. For this round:
A We spoketo a mix of early-stage and established FinTechs,

A Conducted extensive research on the actions and measures
implemented by the government and regulators, and

A Studied the impact of the pandemic on PEand VCinvestors
and tech associations

» We also applied strong data and sentiment analytics to support

our analysis and insights through this report. Through this
report, based on our understanding of the status of FinTechsin
India, we attempt to deduce lessonsfor a positive future .
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Foreword

About the Financial Inclusion Lab

Why we are supporting the Study

A part of CIIEC O 0Bharat Inclusion Initiative, the
Financial Inclusion Lab aims to improve the financial
health of | n d iuadérserved low-and middle -income
(LMI) segments by supporting startups in the areas of
Fintech, Skilling and Livelihood.

Designed as a startup accelerator program, the Lab
has supported 33 early-stage startups in four cohorts
so far. Cumulatively, these startups have already
served more than 20 million individuals and raised
over USD50 million in funding post their participation
in the Lab.

The Lab is collaborating with MSC (MicroSave
Consulting) to provide the startups with high-touch
advisory and insights into the LMI segments. It also
offers training, mentoring, market and investor
connects, and capital to help the startups validate
their products and businesses

Over the last 3 years, CIIEC O dBharat Inclusion
Initiative has been the flag-bearer for the early-stage
inclusive fintech ecosystem. The Initiative is a
continuum that includes research, incubation &
acceleration, seed funding and other programs that
envision a more inclusive future through startups.

As disease and disruptions created crises for many
among | n d i moétsvulnerable segments, FinTechs
that served these segments were also impacted.
However, a focused study on how these inclusive
FinTechs fared during the pandemic was missing. Did
they fare differently? Are there unique challenges that
need to be addressedurgently?

By capturing this impact we aim to start a discourse
on the opportunities and challenges in supporting
FinTechsthat are building for the underserved LML
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MSC conducted a countrywide study to gauge the impact of COVID
FinTechs

: *  Key objectives of the study

Assess the impact of COVID-19 on early -
stage and established FinTechs

Understand the coping strategy of
FinTechs and their survival plans

Analyze and compare major policy and
regulatory concerns of FinTech startups in
the second phase

Analyze the difference in the ecosystem
across the timeline of study

Determine investor response to the
ongoing crisis

—

g b

%l Structure of the report

Section 1: Executive summary

Section 3: The role and impact of players in

the ecosystem on FinTechs

Section 5: Coping strategies adopted by

FinTechs

Section 7 : Case studies

Section 8: Annexes
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Section 1: Executive summary
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Executive summary
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w At the time of writing, MSC was conducting the study across three phases over 12 months. The current report is based on a study of phase II.

v Indian Fintech startups witnessed a 53% decline in investments in the first six months of 2020. They managed to raise almost USD 1.7 billion 1 through 70 deals,
compared to USD3.6 billion 2 through 102 deals during the same period in the previous year .

v Credit or lending FinTechshave suffered greatly owing to delayed payments because of the moratorium imposed by the RBP and its extension coupled with
multiple lockdowns . Post-June, disbursal volumes diminished by approximately 80%* compared to pre-COVIDlevels, with ~50% of lenders halting new disbursals

altogether.

w Dismal market liquidity and a crunch in prospective external investments have led to several FinTechs failing to remain afloa

The highlights of this study are as follows:

Reorientation: 70%+ 4 of FinTechs
started engaging with customers
digitally. The interactions have risen

since the lockdown.

New trends: COVIDB19 led to several
effects. The interaction between

customer outreach expanded, while

partnerships for digitalization , credit

underwriting , and loan collections
\__came into being.

~2x per week through digital channels

FinTechsand NBFCs/MFlsaccelerated,

J

Business & raising

~

w Selective growth : InsurTechs have shown as much
as 200%* growth in revenue, while lending

FinTechs haveslumped by 60%

w Coping strategy: Startups continue to scale down
operations, lay off employees, defer expansion
plans, implement work -from-home for employees,
and reskill them for multiple roles to save costs.

w Fund-raising: With growth limited to a few
sectors, investors have redirected funds to
preserve their own portfolio companies, while

seeking co-investment opportunities for new ones.

- J

-

tin these trying times.

Q. .
Silver linings

w Product design: Since phase I, FinTechs have continued
to innovate and diversify their solutions to retain
customers. For example, credit FinTechs have started
offering insurance and bookkeeping solutions as well

w LMI focus: FinTechshave been offering bite -sized (as
low as INR 5) investment and savings products to support
their low -income customer base. These FinTechs have
witnessed a 15% M-0-M customer growth.

w Digitalization : The demand for digital payments among
Indians soared during the pandemic. FinTechsin the
digital payments space witnessed a 2x° growth in terms
of transaction volume

~

J

LKPMG ?KPM@ °RBl circular | “MSC Analysis [°"MSC report
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https://assets.kpmg/content/dam/kpmg/xx/pdf/2020/09/pulse-of-fintech-h1-2020.pdf
https://assets.kpmg/content/dam/kpmg/xx/pdf/2019/07/pulse-of-fintech-h1-2019.pdf
https://rbidocs.rbi.org.in/rdocs/notification/PDFs/NOTI186B27003E9DB3D4FB49BDDF955F4289D68.PDF
https://www.microsave.net/2021/03/04/analysis-of-indias-payment-system-indicators-in-2020/

Compared to phase 1, our phase 2 study reflects significant growth for
FinTechs across the four sub -domains of consideration

FinTech investments Business and product innovation

832
N _-==="" 608
ss~~23 —’—’ 499
219
Q1-FY'21 Q2-FY'21 Q3-FY'21 Q4 -FY'21

B Investment value in phase | (USD million) = Deals in phase | (#)
B Investment value in phase Il (USD million) = Deals in phase Il (#)

This figure represents overall funding received by FinTechs
in India, where funding for individual sub-domains may vary

AFinTechs attracted investmentst2 worth INR
96.9 billion (USD 1.33 billion) across ~106
deals in Phase?2.

AEmpirical data suggests that most investments
for FinTechs were skewed towards InsurTechs,
AgriTechsand Payment FinTechs

AOwing to the moratorium, there was a severe
slow-down for Credit and Savings FinTech
funding

Aln the period of phase 2 after the moratorium,
larger Credit FinTechswith proven track records
beganto see large investments.

10.5 10.9
9 ------------------
7 2 .............. I .............. I
Q1-FY21 Q2-FY'21 Q3 - FY'21 Q4I o

B Transaction volume in phase | (# billion)
B Transaction volume in phase Il (# billion)

=+ Growth trend

This figure represents a 39% increase in mobile -based
payments during Phase 2 of our study. It is indicative of the
usage of multiple new offerings from FinTechs

AFinTechs especially AgriFinTechs changed their
product offerings based on the unique needs
created by the pandemic. They began offering
essential household items such as groceries and
provisions, triggering a huge rise in the use of
mobile -based digital payments.

ACredit FinTechs began offering micro-loans,
while Savings FinTechs offered low-volatility,
liquid funds with 0 a ntime wi t h d r @twasl (

AlnsurTechs deployed nano-premium policies as
low asINR5 (USDO.69) per month.

o

1KPMG 2YourStory| °Digidhan dashboard *Mobile based payments include 8 BHIM, Mobile banking, NEFT, PPI, and others | “MSC analysis

N
=
2
S
5| 2R
@ Phase 2 research sample across different FinTech domains

Average

growth % M Credit FinTechs

B |[nsurTechs M Savings FinTechs m

This figure represents data collected during Phase 2 of our
study. It is intrinsic to our sample and not indicative of
generalized data across FinTech sub-domains

ADuring phase 16 sstudy, only InsurTechs were
able to record positive customer growth4.

Aln phase 2, Credit and Savings FinTechs were
able to onboard new LMI customers, especially
after the moratorium .

APhase 2 also witnessed accelerated customer
behavior shift towards digital modes of
engagement.

AThis change supported FinTech platforms to
employ self-serving digital onboarding models
through simple mobile applications. Customer
support was also simplified through the use of
chat bots and automated query-based solutions.
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Based on the moratorium and current context of the pandemic, we
recommend the following interventions by relevant actors in the rebuilding

process for the FinTech industry (1/3)

Challenges Who e What should be done?
intervene?

Avaliling relief or stimulus packages

related to COVID -19: FinTechs are unsure
and unable to utilize the various stimulus
packages announced by the policymakers

Procedural bottlenecks: FinTechs are
affected by extensive regulatory
requirements, such as physical KYC
processes, need for extensive paper-
based documentation, and the use of
canceled bank checks for account
verification, among others. All these have
hit FinTechs harder in terms of business
growth during this time of COVID -19,
especially with restrictions that resulted
from lockdowns and limited mobility.

-

o

J

-

v

J

Bﬁ‘:ﬁg Policymaker %Cj Investors Q;_’ Accelerators, such as the Fl Lab @ﬁ}' Startup teams

N

Improve information dissemination:  More than 70% of the interviewed startups
lacked clarity on how they can apply for stimulus packages. Policymakers should
clearly communicate the procedure and eligibility requirements for availing the MSME
stimulus packages on their website and social media channels. This will mitigate
existing confusion and shorten delays for FinTechs in applying for stimulus packages.

Reduce the number of procedures: According to data from the World Bank and
analysis by MSCFinTech startups in India have to go through 2.5x more procedures
that cumulatively take them 4.5x the number of days than those in the UK fia leader
in the financial services industry. Indian policymakers should proactively look at
cutting down the number of procedures, especially for registration and verification of
FinTech startups, and rapidly implement digital registration and verification

processes of the FinTech ecosystem. Policymakers should look to narrow this gap by
supporting and pushing more digital reforms.

Make compliance less cumbersome: Data from the World Bank indicates that
founders of FinTech startups in India spend 7x the cost per capita on compliance as
compared to their counterparts in the UK. Policymakers need to abolish outdated
procedures, such as the submission of canceled bank checks during FinTech
registration. Instead, using digital KYC and monitoring methods and streamlining
compliance requirements would aid the FinTech ecosystem.

)
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Based on the moratorium and current context of the pandemic, we
recommend the following interventions by relevant actors in the rebuilding

process for the FinTech industry (2/3)

Challenges Who st What should be done?
intervene?

-

~
Outdated market fit : Common —— v Prime FinTechs: Accelerators should help create a comprehensive understanding
products, such as vehicle insurance have O’__) of current market trends and ecosystem changes. Their guidance on strategic
shown a sharp drop in favor of COVID-19- ;'_ product market fit, financial products which solve unique needs of customers -
centric products, such as COVIBL9 - especially mitigating the impact of COVID -19, e-commerce models, and virtual
insurance for gig-sector workers. assistance through relevant platforms, among others, would give an impetus to
FinTechshave had to re-innovate their business and operations planning for FinTechs.
product range to appeal to existing and
new customers!
Long road to the market: Early-stage - w Remote acceleration: Accelerators should organize conferences, mentorship
FinTechs lack insights on adjusting, O_—) opportunities, and ecosystem networking events online to strengthen digital tools
operating, and growing amid the new -— and infrastructure and increase their adoption. This would also allow greater
normal flexibility and tailored support for FinTechs within programs based on their

resources. In turn, this would allow the FinTechs to deliver value beyond the

eventual i and yet uncertain i return of in -person acceleration.

AN VAN %

1Several FinTech startups we spoke with during our research echoed this sentiment. Organizations have had to create entirely  new products to engage new customers; once complete with their
existing product cycle, customers have shown a preference to save their money, rather than invest, owing to economic uncertai  nti es. This has created a need for FinTechs to think on their feet
and rollout new products to remain relevant with their customer segments.

Bﬁ‘:ﬁg Policymaker ¢ Investors G=* Accelerators, such as the Fl Lab @ﬁ}' Startup teams
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Based on the moratorium and current context of the pandemic, we
recommend the following interventions by relevant actors in the rebuilding

process for the FinTech industry (3/3)

Challenges Who e What should be done?
intervene?

w From touch to tap: FinTechs should increasingly engage customers through digital

Changing modes of user engagement:
Over the course of the pandemic, owing
to governmental restrictions on
movement and public interaction, users
have become increasingly comfortable
interacting digitally with service
platforms. When presented with an
opportunity for physical onboarding and
engagement, customers prefer to
interact remotely through digital means.
This has forced FinTechs to innovate and
implement new customer engagement
strategies

-

'li%l!

means, especially to streamline onboarding and customer engagement. FinTechs
can widen their reach and attract more customers through simplified UI/UX, easy -
to-understand instructions, use of regional languages, mobile -first solutions, and
talkback features, such as IVR to amplify adoption in rural areas.

Scout digi-friendly FinTechs: Investors should seek out FinTechs with business
models that require minimal physical interaction and rely on virtual engagement
with clients. They should also look at investing in enablers that will provide
technology like natural language processing (NLP) to enable voice assistance and
other services upon which other FinTechs can build specific financial solutions
easily and more effectively.

Bﬁ‘:ﬁg Policymaker ¢ Investors G=3 Accelerators, such as the FI Lab &0 Startup teams
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Section 3: The role and impact
of players in the ecosystem on
FinTechs
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Investor sentiments and activities: Where do they plan to invest? Which
segments do they avoid? What do they expect ahead?

What investors think:

Change in investor portfolios:  Since the pandemic struck, investors
are increasingly concerned about the soundness of their business.
Investment volumes for many FinTech sub-sectors might not return

to pre -COVID levels soon. The credit and lending sector, especially
P2P lending has been affected severely. However, investors continue
to invest in InsurTech, AgriTech, and KiranaTech as they see a rise in
consumer demand for such products and services

Allocation of capital: VCs and private equity funds have been
helping their portfolio companies through additional equity infusion
to help them tide over the ongoing crisis, while they reduce the
number of new investments they take on.

Valuations in the near term:  The valuations of ongoing deals with
Indian FinTech startups will be hit as a ripple effect of the COVID -19
pandemic. A decline in funding activity for new startups fthatis,
those that are not a part of the external investment portfolio yet A
could be attributed to the anti-dilution or down-round protection
rights being executed by the investors, making it difficult for these
startups to negotiate deals.

da4d @a

Recovery and support: In the initial phase of the pandemic, P2P
investors or lenders were willing to waive interest fees and make
several other concessionsto ease the path for startups. Yet as the
economy hasstarted moving and money has started to flow back to
the market, these investors expect startups to pick up their pace of
growth.

tIndian Express| 2 CB Insights| 3 BCGFICCI report

Outlook on future FinTech investments

Savings FinTechs: Initial predictions suggested negligible change for this
segment due to economic uncertainties in the initial phase of the
pandemic. However, household financial savings boosted demand deposit
usage till Q3 FY 21. Hence, investors are now ready to start reinvesting in
savings FinTechs as new account openings for neobanks and other savings
platforms are already above pre -COVID levels.

Credit FinTechs: Lending is perhaps the worst-affected sub -category in
the FinTech sector. Short -term profit expectations are tempered by
higher credit losses. This sector is likely to witness reduced focus from
investors.

Insur-Techs: Insurance businesses are expected to see some tailwinds as
719% of people now consider insurance as a necessity to fight unforeseen
pandemics like COVID19. Companies have created products for a world
where virus outbreaks could be the new normal. InsurTech funding in

2020 increased by 12% and 20% in terms of value and number of deals,
respectively.

;0

L (5) )

Enablers and payment FinTechs: Digital payment platforms witnessed a
second spurt in growth after demonetization in 2016. While the short -
term confidence in payments has not shown much change, this category is
confident about their long -term outlook and investors have echoed these
sentiments and plan to invest in such FinTechs

Investor preferences in the current period

w Willing to fund or lend to businesseswith strong models and positive unit
economics, while keeping an eye out for commitments from other investors

w Alternate lending, InsurTech, SaaS-based, and WealthTech FinTechs are expected
to grow by 3x in terms of average growth in investments 3 ‘,

BHARAT
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https://www.investopedia.com/terms/a/anti-dilutionprovision.asp#:~:text=Anti%2Ddilution%20provisions%20act%20as,total%20number%20of%20shares%20outstanding.
https://www.investopedia.com/terms/d/downround.asp
https://indianexpress.com/article/business/covid-19-impact-heres-why-insurance-may-never-be-the-same-again-6581731/
https://www.cbinsights.com/research/report/insurance-tech-q4-2020/#:~:text=Insurtech%20funding%20finishes%202020%20at,in%20deals%20compared%20to%202019.
https://www.bcg.com/en-in/india-fintech-a-usd-100-billion-opportunity

Regulators, policymakers, technology associations, and accelerators have

Introduced various measures to tackle the crisis

The RBI has directed banks to assign 0% risk weight on
the credit facilities extended under the Emergency Credit
Line Guarantee Scheme (ECLGS) RBI has also permitted
banks to restructure existing loans to MSMEs (including
FinTechs) without a downgrade in the asset classification.

Impact: FinTechs, both startups and established
companies, are keen to apply for ECLGS. However, the
lack of clarity about how to apply and the TAT for getting
these loans are issues that have slowed the process.

03

Because of the global pandemic, IRDAI has decided to
mandate® all general and health insurers to offer
individual COVID19 standard health policy.

Impact: This move has helped InsurTechs to have a
COVIDB19-specific product that addresses basic health
insurance needs of insuring the public in the context of
the pandemic.

1RBI| *IRDAI

SEBI released a set of proposals toencourage
FinTechs to go public through a discretionary quote
to those floating an IPO. FinTechs can now allot up
to 60% of the sharesto be sold in the IPO to select
investors on a discretionary basis before the issue
opens to all other investors and the regulator.

Impact: FinTechs can reach out further for funding
without risking a loss of control in their growth
owing to investor pressure.

04

Keeping in mind the suggestions from NASSCOM,
Gol extended the deadline for tax payments
(against allowances for work from home) to 31 st
December, 2020.

Impact: FinTechs have more working capital to

sustain their businesses and to channel funds
wherever required.

Startup India has been conducting webinars, offering strategic mentorship to startups, and helping incubators go virtual.  Omidyar Network
India and others are calling in proposals for rapid response funding to tackle the challenges posed by COVID -19.

Impact: Startups now promptly receive mentorship, business continuity support, and pandemic -survival strategies through digital channe Is.

(oo}
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https://www.rbi.org.in/Scripts/NotificationUser.aspx?Id=11916&Mode=0
https://www.irdai.gov.in/ADMINCMS/cms/LayoutPages_Print.aspx?page=PageNo4165
https://inc42.com/buzz/sebi-opens-doors-for-fintech-startups-to-launch-mutual-funds/
https://inc42.com/features/the-outline-by-inc42-plus-ipo-riddle-for-indian-startups/
https://community.nasscom.in/communities/policy-advocacy/nasscom-recommendations-on-industry-requirements-under-income-tax-act-to-enable-work-from-home-on-long-term-basis.html
https://www.startupindia.gov.in/

Policy measures introduced by the Gol and regulators to mitigate the impact
of COVID-19 on FinTechs that are expected to have a net positive effect on
the FinTech ecosystem (1/2)

O ) T

SIDBI introduced the COVIDB19 Startup Assistance w Although startups expected to benefit from this policy, the strict eligibility
Scheme (CSAS) to provide working capital term loan f @ requirements and tedious processes deterred them from applying and taking
to startups whose cash-flow and liquidity were hurt advantage of it.

by the pandemic. Eligible startups could avail loans
up to INR 20 million (USD 0.27 million) for 36
months with a 12 -month moratorium

RBI announced anINR-500-billion (USD 6.7 billion) w The objective of this move was to mitigate panic among savers and
special liquidity facility for mutual funds (SLF -MF) f @ investors in mutual funds amid increasing market volatility by assuring
them of adequate money to meet redemption pressures and to help banks
to offer a smooth flow of funding. This has instilled confidence among
small-time savers from the LMI segment to save and grow their money to
meet exigencies during the time of COVID -19. Savings FinTechs investing
in such instruments saw the net AUM increase during this period.

The Finance Minister announced the establishment of w This AMC will handhold unlisted SMEs to help them enlist on the stock
an asset management company (AMC) to fund unlisted f @ exchange.
SMEs, with a pool of INR 100 billion (USD 1.3 billion) v Retail investors might take interest in the new AMC as the government works

to provide them with income tax benefits.
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https://www.rbi.org.in/commonperson/English/Scripts/PressReleases.aspx?Id=3210

Policy measures introduced by the

Gol and regulators to mitigate the impact

of COVID-19 on FinTechs that are expected to have a net positive effect on

the FinTech ecosystem (2/2)

O (N

The GST Tax Council announced that it would halve
the interest rate charged on overdue filings of small
businesses till September, 20201

The Finance Minister, while presenting the Union

Budget 2021-22 made a major announcement for

the insurance sector with the increase of FDI from
49%to 749%7

The Finance Minister also announced a
comprehensive stimulus package worth INR 2.6
trillion (USD35.7 B) and extended the ECLGS till
31t March, 20213

w This move will provide an impetus to InsurTechs. It will serve to liberalize
f @ the sector and bring in better technical know -how and innovation besides
helping improve penetration.

“ @ w FinTechs, especially startups, are unsure how they should avail these
packages. Lack of clarity about eligibility criteria, onerous documentation
requirement, and long processing time make it less impactful for startups.

@ w The tax cuts have helped the startups to preserve their working capital and
. extend their runways by a small, yet significant duration.

@ Direct impact @ Indirect impact 'Positive impact “ Neutral impact

1GST council| ?Finance Ministry | PIB
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http://www.gstcouncil.gov.in/sites/default/files/Press-Dynamic/PIB1631127.pdf
https://www.timesnownews.com/business-economy/budget/article/insurance-fdi-to-be-raised-to-74-from-49-foreign-ownership-allowed/714420
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Section 4: Social media
sentiment analysis
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To assess the response to the measures taken by policymakers and regulators
toward mitigating the effects of COVID -19, we conducted sentiment analysis
of public opinion on YouTube

Using
Identifying Scraping algorithm
keywords comments = tofilter

sentiments

w For this round of research, we considered YouTube reviews of relevant, popular, and authentic channels for conducting sentime  nt
analysis. These channels were carefully picked from among several ones that address specific topics, such as government rules and
regulations, capital market status, and policy implementation.

w The keywords for this research were chosen using social media analytics tools, to understand which keywords generated high in terest
in social media users. After identifying the most prominent keywords, we scraped the comments from YouTube using our algorith  m.
The comments were then classified into their respective sentiments and emotions using a lexicon -based approach wherein individual
words were mapped as per data provided.

BHARAT m
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https://www.microsave.net/2020/12/21/respect-the-sentiment-using-sentiment-analysis-to-inform-policy-and-regulation/

Overall, India responded positively to the loan moratorium introduced by the
RBI in March, 2020 and its subsequent extension; This is evident from the
following insights (1/2)

Sentiment score of YouTube comments (in %) Share of emotions in comments (in %)

37

! 11
| 7
Negaive - | ¢ | = O

Anger Anticipation  Disgust Trust Sadness Fear Surprise

The most common emotion was trust, followed by anticipation and
words occurring in comments | fear. The multiple appeals and amendments in decision that the
§ Supreme Court had to clear could be the possible reason for
‘ apprehension among the public.

Breakdown of anticipation sentiment:
Most comments under the anticipation
emotion have both positive and negative
\ shades to them, with very few comments
3 have a purely negative shade.

= Positive m Negative = Both
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