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The Reserve Bank of India’s (RBI) Regulatory Sandbox plays a pivotal role 
in accelerating innovation within India’s fintech ecosystem by providing a 
controlled, risk-mitigated environment for live testing of new financial 
products, services, and business models. It enables innovators to experiment 
under regulatory oversight while temporarily relaxing select compliance 
requirements, thereby lowering entry barriers and development costs. The 
sandbox also facilitates structured dialogue between fintech firms, regulators, 
and incumbent financial institutions, allowing the RBI to better understand 
emerging technologies such as digital payments, alternative lending, 
blockchain, and reg-tech. Insights from pilot experiments help refine 
regulatory frameworks, balancing innovation with consumer protection, 
cybersecurity, and financial stability. For startups, the sandbox enhances 
credibility, speeds product-market validation, and improves access to 
partnerships and investment. Overall, the RBI’s Regulatory Sandbox acts as a 
catalyst for responsible innovation, supporting financial inclusion, 
competition, and resilience in India’s rapidly evolving digital financial 
landscape.  
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1. INTRODUCTION 

Fintech sector in India is one of the most dynamic and rapidly evolving ecosystems. India has 

emerged as a global fintech powerhouse with a market size of USD 111.14 billion in 2024 which is 

projected to reach to USD 421.48 billion by 2029. The Regulatory Sandbox framework – a prime 

initiative that has redefined how financial innovation is nurtured, tested, and scaled in the world's 

largest democracy is in center of this transformation lies the Reserve Bank of India's innovative 

approach to financial regulation.[1] 

A paradigm shift from conventional "command-and-control" regulatory approaches to more 

cooperative, evidence-based frameworks that permit controlled experimentation is represented by 

the idea of regulatory sandboxes. Launched in August 2019, the RBI's Regulatory Sandbox has 

become a vital tool for encouraging responsible innovation while preserving consumer protection 

and financial stability. This delicate balance has made India a global leader in fintech 

regulation.[2] 

2. THE GENESIS AND EVOLUTION OF RBI'S REGULATORY SANDBOX 

Historical Context and Development 

The process of establishing a regulatory sandbox began in July 2016 with the constitution of an 

inter-regulatory Working Group to examine the granular aspects of fintech and its regulatory 

implications. In February 2018, the working committee in its report highlighted the need for a 

framework that would provide a "well-defined space and duration where the financial sector 

regulator will provide the requisite regulatory support in such a manner which can able to increase 

efficiency, mitigate risks and create new opportunities for consumers".[2] 

This recommendation emerged from the recognition that India's rapidly evolving fintech landscape 

required a more nuanced regulatory approach – one that could foster innovation without 

compromising financial stability or consumer protection. The traditional regulatory framework, 

designed for conventional financial institutions, proved inadequate for addressing the unique 

challenges and opportunities presented by fintech innovations.[3] 

Framework Architecture and Core Principles 

Followings are the "Enabling Framework for Regulatory Sandbox," formally launched on August 

13, 2019, operates on several key principles: [2][4] 

Controlled Testing Environment: The sandbox enables real-time testing of new products or 

services in a regulated setting where regulators may grant specific regulatory exemptions for the 

narrowly defined testing purpose. [2] 

Evidence-Based Regulation: The framework assist the regulators, innovators, financial service 

providers, and customers to conduct field tests to collect evidence on the benefits and risks of new 

financial innovations while carefully monitoring and containing their risks.[2] 

Consumer Protection: Fundamentally, the framework guarantees that suggested financial services 

should solve an issue and benefit customers, incorporate new or developing technology, or 

creatively use already-existing technology.[2] 
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Cohort Performance and Strategic Evolution 

 

RBI Regulatory Sandbox performance from 2019–2025, including applications received, entities 

chosen, and success rates for various cohorts 

Each cohort in the strategic cohort-based model used by the RBI's sandbox focusses on particular 

themes that correspond with national priorities. The progression between cohorts shows how 

flexible the framework is and how much of an impact it is having on the fintech ecosystem in 

India. 

Thematic Cohorts: Strategic Focus Areas 

 First Cohort (2019): Retail Payments 

The first cohort, which received 32 applications and chose 6 entities for testing, concentrated on 

retail payments. All of the chosen entities in this cohort successfully finished the testing phase, 

yielding an impressive 100% success rate. The strategic emphasis on retail payments 

complemented India's drive for digital payments and UPI's explosive growth.[5] 

 Second and Third Cohorts: Expanding Horizons 

The second cohort on Cross-Border Payments (2020) and third cohort on MSME Lending (2021) 

received 27 and 22 applications respectively, demonstrating sustained industry interest. While 

success rates varied (50% and 62.5% respectively), these cohorts generated valuable insights for 

shaping India's approach to international payments and SME financing.[5] 

 Fourth Cohort: Cybersecurity Focus 

A calculated reaction to the escalating cybersecurity concerns was the "Prevention and Mitigation 

of Financial Frauds" cohort (2023). Testing was successfully finished by three organisations: 

Bahwan CyberTek, napID Cybersec, and Trusting Social. Bahwan CyberTek's "rt360 Real Time 

Monitoring System" was approved for bank adoption..[6] 

The Revolutionary "On-Tap" Model 
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The RBI launched a "On-Tap" application facility under its Regulatory Sandbox framework in 

2025, marking a revolutionary advancement. The move from cohort-based to continuous 

application acceptance shows the RBI's dedication to promoting continuous innovation and reflects 

a mature understanding of the needs of the fintech ecosystem..[5][7] 

The On-Tap facility covers diverse areas including:[8] 

 Digital lending and credit scoring 

 Artificial Intelligence and Machine Learning applications 

 Blockchain and smart contracts 

 Financial inclusion and e-KYC solutions 

 Sustainable finance and climate risk mitigation 

 Solutions for differently-abled individuals 

 Grievance redressal mechanisms 

Market Impact and Digital Transformation 

 
By 2029, the fintech market in India is expected to have grown exponentially from USD 31.5 

billion in 2019 to USD 421.48 billion. 

 Exponential Market Growth of Fintech  

There is a strong link between the expansion of the fintech industry in India and the RBI's 

implementation of the Regulatory Sandbox. The fintech market in India has grown at an 

exponential rate, from USD 31.5 billion in 2019 to USD 111.14 billion in 2024. At a compound 

annual growth rate (CAGR) of 30.55%, it is expected to reach USD 421.48 billion by 2029.[1][9] 
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 UPI: A Sandbox Success Story 

Perhaps the most remarkable success story influenced by policies that encourage innovation and 

provide regulatory support is the Unified Payments Interface (UPI). From 3.75 billion in 2018 to 

an incredible 172.21 billion in 2024, UPI transactions accounted for 83% of India's total volume of 

digital payments. In 2024, the platform will have processed over 18 billion transactions per month, 

with a total transaction value of Rs 246.83 lakh crore.[10][11] [12] 

India is now the world leader in real-time digital payments thanks to this growth trajectory, which 

shows a five-year CAGR of 89.3% in volume and 86.5% in value. India's shift from a cash-centric 

to a digital-first economy has been made possible in large part by UPI's success.[11][12] 

 Success Stories from the Sandbox 

Several notable innovations have emerged from the sandbox environment: 

Real-Time Fraud Prevention: Bahwan CyberTek's rt360 system provides banks with real-time 

transaction monitoring capabilities, analyzing transactions and generating alerts for proactive fraud 

prevention.[6] 

Digital KYC Solutions: Signzy Technologies and other participants have developed advanced 

video KYC and identity validation systems, enabling seamless digital account opening 

processes.[13][14] 

AI-Driven Credit Assessment: Multiple entities have created sophisticated credit scoring models 

using alternative data sources, making loans more accessible to those without formal credit 

histories.[15] 

 Global Standard and rivalry Analysis 

Global Best Practices Comparison 

The RBI's strategy deviates greatly from global models, establishing distinctive features that have 

aided in its success: 

United Kingdom: Over 700 applications from various cohorts have been processed by the FCA's 

sandbox, which primarily focusses on regulatory exemptions.[16] 

Singapore: With a focus on cross-border innovations, the Monetary Authority of Singapore runs 

fintech and insurtech sandboxes.[16] 

Australia: With an emphasis on retail client testing, ASIC's sandbox offers temporary licensing 

exemptions.[16] 

 India's Distinctive Features 

The RBI's model stands out for several reasons:[17] 

1. Thematic Strategic Alignment: Every cohort theme is in line with the goals of financial 

inclusion and national policy. 

2. Collaborative Approach: Prioritising the provision of regulatory guidance as opposed to 

merely exemptions 

3. Infrastructure Integration: Making use of Aadhaar and UPI as well as India's Digital Public 

Infrastructure (DPI) 
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4. Consumer-Centric Focus: A persistent focus on financial inclusion and consumer 

protection 

 Challenges in adapting regulations 

Updated Compliance Framework 

The updated framework released in February 2024 introduced several critical changes:[4][18] 

 Extended the testing period from seven to nine months to enable more thorough testing  

 Required adherence to the 2023 Digital Personal Data Protection Act 

 Stricter eligibility requirements, such as a ₹10 lakh minimum net worth[19] 

 Balancing Innovation with Stability 

The RBI has successfully maintained the delicate balance between fostering innovation and 

ensuring financial stability through:[20] 

 Comprehensive due diligence processes during entity selection 

 Real-time monitoring and reporting requirements during testing phases 

 Graduated exit strategies based on performance metrics 

 Risk containment measures to protect the broader financial system 

 Digital Infrastructure Integration 

The sandbox framework leverages India's robust Digital Public Infrastructure, including:[21] 

 Aadhaar-based identity verification systems 

 UPI for seamless payment integration 

 Account Aggregator framework for consent-based data sharing 

 Digital lending infrastructure through initiatives like the proposed Unified Lending Interface 

 Strategic Implications and Future Outlook 

 Innovation Pipeline and Emerging Technologies 

The On-Tap facility's is the potential focus areas which provide insights into the RBI's strategic 

priorities.[5][8] 

Artificial Intelligence and Machine Learning: The Artificial intelligence and Machine learning is 

growing rapidly. The emphasis on AI-driven solutions for credit scoring, fraud detection, and 

personalized financial services would play the important role in Banking sector. 

Blockchain Technology: The growing acceptance of blockchain technology can open doors for the 

cryptocurrencies. Although there is a cautious stance on cryptocurrencies, there's growing interest 

in blockchain applications for trade finance, supply chain financing, and digital identity 

management. 

Sustainable Finance: Sustainable finance / Climate finance is the another important and vital 

component emerging consideration for the banks. The Integration of ESG considerations and 

climate risk mitigation in financial products and services going to possess new challenges and 

dimension to the finance sector. 

https://creativecommons.org/licenses/by-nc/4.0/deed.en
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RegTech Solutions: The growth of RegTech (Regulatory technology) firms such as 

ComplyAdvantage , Ascent, Chainanlysis and many more which are used for the Advanced 

regulatory technology applications  for the compliance automation, risk management, and 

regulatory reporting. 

 Suggestions for Enhanced Impact 

The following recommendations can be implemented in order to have an enhanced impact on the 

innovations: 

1. International Cooperation: In order to develop advanced fintech solutions and also to 

expand the reach of the fintech companies, there is a need to establish mutual recognition 

agreements with other regulatory sandboxes.[22] 

2. Sectoral Integration: In order to expand the reach of the fintech companies inter sectoral 

integration can also be used Creating bridges between financial services sandboxes and 

those in telecommunications, healthcare, and agriculture [19] 

3. Talent Development: Developing the skills of the human resource is also important for 

incrasing the regulatory technology capabilities within regulatory bodies to keep pace with 

innovation [23] 

4. Consumer Education: The growth is the two way process without developing 

comprehensive financial literacy programs for the consumers the whole advancement 

would not survive. So the consumer literacy program is essential to grow the whole 

ecosystem of the fintech  . 

 Long-term Vision: India@100 

The RBI's vision for "FinTech Innovations for India @ 100" outlined several transformative 

initiatives:[21] such ad implementing the Unified Lending Interface (ULI) to enable frictionless 

digital credit, Strengthening Digital Public Infrastructure for enhanced interoperability, 

Globalizing UPI and RuPay networks with cross-border payment system enhancements and 

expanding international partnerships to include BRICS nations and other emerging economies. The 

buzz about the development of BRICKS currency, if it became possible it can also add a great 

value to Indian Fintech sector.  

3. CONCLUSION: A MODEL FOR RESPONSIBLE INNOVATION 

 In India's fintech industry, the RBI's Regulatory Sandbox has become a game-changer, effectively 

striking a balance between the need for innovation and the demands of consumer protection and 

financial stability. From theme cohorts to the all-inclusive On-Tap facility, it has shown to be 

remarkably flexible and sensitive to market demands while upholding strict regulatory control.  

Beyond individual success stories, the framework has a structural impact on the financial 

landscape of India.  

The sandbox has played a major role in India's rise to prominence as a global fintech leader, since 

UPI transactions have reached previously unheard-of levels and the fintech business as a whole has 

experienced exponential development.[10][11]. 
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Among the major accomplishments are:  

 More than 150 applications were handled in five cohorts with differing success rates; several 

innovations were successfully scaled to full market deployment; and methodical testing and 

validation improved consumer safety. 

 Global recognition as a model for balanced innovation regulation [16][20] 

The Regulatory Sandbox will remain essential in promoting the financial innovations required to 

sustain India's economic growth as it moves closer to its goal of being a $5 trillion economy. The 

framework's focus on financial inclusion, consumer protection, and responsible innovation is 

exactly in line with India's larger development goals.  

Other developing economies attempting to strike a balance between innovation and regulation can 

learn a lot from the RBI's Regulatory Sandbox's success. It shows that regulatory sandboxes can be 

effective accelerators for long-term fintech innovation while preserving systemic stability and 

consumer interests if they are carefully planned, have specific goals, and are implemented 

adaptably. 

Maintaining this pace in the face of changing global financial climates, customer demands, and 

developing technology will be a challenge in the future.  

The RBI's track record suggests it is well-positioned to meet these challenges, continuing to foster 

innovation that serves India's vast and diverse population while contributing to global financial 

technology advancement. 
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