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ABSTRACT

The rapid expansion of India’s fintech sector has significantly
enhanced financial inclusion and digital participation; however, it
has also exposed critical gaps in integrating Environmental, Social,
and Governance (ESG) principles within existing digital
governance frameworks. This study adopts an empirical research
methodology, supported by doctrinal analysis, to evaluate the
extent to which ESG considerations are embedded in India’s fintech
regulatory ecosystem. The research undertakes a systematic
examination of key statutory instruments, including the
Information Technology Act, 2000 and the Digital Personal Data
Protection Act, 2025, alongside regulatory guidelines issued by the
Reserve Bank of India. Complementing this, primary data is
collected through structured surveys and semi-structured
interviews with fintech users, legal practitioners, and industry
stakeholders. A purposive sampling technique was employed to
ensure balanced representation of legal, industry and user
perspectives within the fintech ecosystem. The findings reveal a
significant ~ disconnect  between  regulatory intent and
implementation. Persistent issues such as data privacy
vulnerabilities, algorithmic opacity and discriminatory digital
lending practices highlight the absence of enforceable ESG
obligations within fintech operations. The study further
demonstrates that digitally marginalized populations are
disproportionately impacted, often lacking awareness and effective
remedies. By integrating empirical insights with legal analysis, the
paper proposes a principle-based and practice-oriented framework
that embeds ESG considerations into fintech governance. It
advocates for regulatory reforms emphasizing accountability,
transparency and inclusivity. This research contributes to the
discourse on law, technology, and socio-economic justice in Digital
India by offering empirically grounded and policy-relevant
recommendations for strengthening regulatory coherence and
responsible fintech innovation.
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“Innovation without ethical governance is progress without justice.”

-Dr. D.Y. Chandrachud!
INTRODUCTION

The rapid digitization of financial services in India has fundamentally
transformed the contours of financial inclusion, access and participation.
The proliferation of fintech platforms encompassing digital payment
systems, peer-to-peer lending and algorithm-driven credit assessment -
has significantly expanded the reach of financial services to previously
underserved populations, aligning with the broader vision of Digital
India.2 However, this technological acceleration has simultaneously
generated complex regulatory and ethical challenges, particularly in
relation to data governance, algorithmic accountability and socio-
economic equity.

In this context, the integration of Environmental, Social and Governance
(ESG) principles into fintech regulation has emerged as a critical
normative imperative. While ESG has traditionally been associated with
corporate sustainability and responsible investment, its application
within the fintech ecosystem is increasingly relevant in ensuring
transparent data practices (governance), equitable access to financial
services (social) and sustainable digital operations (environmental).3
Nevertheless, the Indian regulatory framework governing fintech
comprising the Information Technology Act, 2000, the Digital Personal
Data Protection Act, 2025, and regulatory guidelines issued by the
Reserve Bank of India (RBI) remains fragmented and predominantly
compliance-driven, lacking a cohesive ESG-oriented approach.

The constitutional recognition of privacy as a fundamental right in Justice
K.S. Puttaswamy v. Union of India (2017) has established a robust
normative foundation for data protection and informational autonomy
in digital ecosystems. The Supreme Court emphasized that informational
privacy is integral to dignity and personal liberty under Article 21 of the
Constitution.®> Further, in Anuradha Bhasin v. Union of India (2020), the
Court underscored the importance of transparency, proportionality and
procedural safeguards in regulating digital spaces, thereby reinforcing
governance standards relevant to fintech regulation.®

1 Former Chief Justice of India

2 Government of India, Digital India Programme (2015).

3 OECD, ESG and Corporate Governance Frameworks (2020).

4 Information Technology Act, 2000; Digital Personal Data Protection Act, 2023;
Reserve Bank of India, Guidelines on Digital Lending (2022).

5 Justice K.S. Puttaswamy v. Union of India, (2017) 10 SCC 1.

¢ Anuradha Bhasin v. Union of India, (2020) 3 SCC 637.
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Despite these constitutional and regulatory developments, significant
gaps persist in addressing algorithmic opacity, discriminatory digital
lending practices and the vulnerabilities of digitally marginalized
populations. The absence of enforceable ESG obligations within fintech
operations further exacerbates these concerns, raising questions
regarding the adequacy of existing legal frameworks in ensuring
responsible and inclusive innovation.

Against this backdrop, this study adopts an empirical research
methodology supported by doctrinal analysis to critically examine the
extent to which ESG principles are embedded within India’s fintech
regulatory framework. By integrating stakeholder perspectives with
legal analysis, the paper seeks to bridge the gap between regulatory
intent and ground-level realities. It ultimately proposes a principle-
based, inclusive and accountability-driven framework for fintech
governance, contributing to the evolving discourse on law, technology
and socio-economic justice in contemporary India.

INDIA’S FINTECH REGULATORY FRAMEWORK (ESG LENS)

1. The IT Act, 2000: The Legacy Governance Layer

The Information Technology Act, 2000 provides the foundational legal
architecture, yet it remains a "first-generation" digital law. While Section
43A (compensation for data negligence) and Section 72A (penalties for
disclosure) introduced early corporate accountability, they are ill-
equipped for the fintech era. The Act lacks the nuance to regulate
algorithmic transparency or the complex liability structures of
decentralized finance (DeFi), creating a "Governance" gap in modern
ESG standards.

2. The DPDP Act, 2025: Procedural Governance vs. Social Impact

With the full implementation of the Digital Personal Data Protection
(DPDP) Act (and the 2025 Rules), India has shifted toward a
sophisticated, consent-driven data regime. This strengthens the
Governance pillar through:

e Data Fiduciary Obligations: Clear mandates on data accuracy and
erasure.

e Consent Managers: Enabling user autonomy and transparency.

e Significant Data Fiduciaries (SDFs): Extra oversight for large-scale
processors.
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The Social Gap: Despite these advancements in 2025, the legal
framework still treats data as a static asset to be protected rather than a
dynamic input that influences lives. It does not explicitly address
automated decision-making (ADM), algorithmic bias, or the potential for
digital redlining in credit scoring. Consequently, while "Governance" is
bolstered, the "Social" dimension of ESG specifically regarding financial
equity remains under-regulated.

3. RBI’s Digital Lending Guidelines: Tactical Consumer Protection

The RBI's Guidelines on Digital Lending (further evolved by 2025) act as
a specialized overlay to protect the "Social" interest. By enforcing the Key
Fact Statement (KFS) and "look-through" principles for regulated entities,
the RBI has curbed predatory lending. However, these remain defensive
compliance measures rather than a proactive ESG framework. They
ensure a borrower isn't cheated, but they do not yet mandate that a
fintech's underlying algorithms are inclusive or socially responsible.

Pillar Regulatory Status Missing Element
Driver
. SEBI BRSR . Fmtech—speaf'lc
Environmental . Emerging carbon footprint
Reporting :
metrics.
RBI Regulation of
Social Guidelines / | Fragmented | algorithmic
DPDP Act discrimination.
DPDP Act Al/ Algorl.tlr.lmm
Governance Strong accountability
2023/2025
standards.

MAPPING NORMATIVE AND STRUCTURAL DEFICIENCIES IN
FINTECH REGULATION

The regulatory landscape for Indian fintech reveals a significant
disconnect between emerging data protection standards and the holistic
requirements of an ESG (Environmental, Social, and Governance)
framework. This divergence is most evident in the presence of normative
gaps, where the underlying legal philosophy prioritizes procedural data
hygiene over substantive social equity. For instance, the transition from
the IT Act’s security-centric model to the DPDP Act, 2025 rights-based
model addresses the "Governance" (G) pillar by codifying transparency
and fiduciary duties, yet it remains normatively silent on "Social" (S)

Vol. 5 Iss. 4 [2026] 741 |Page



A. Bagri & S. Sharma Bridging ESG and Digital Governance in India’s Fintech Ecosystem:
Advancing Responsible and Inclusive Innovation

outcomes such as algorithmic fairness.” Consequently, while a fintech
firm may legally satisfy consent requirements, it may still perpetuate
"digital redlining" - the systemic exclusion of marginalized groups
through biased automated credit scoring without violating current
statutory mandates.8

Furthermore, the framework is hindered by structural gaps that impede
effective enforcement and institutional accountability. The primary
structural deficiency lies in the "siloed" nature of oversight: the Data
Protection Board (DPB) focuses on privacy infractions, while the RBI
concentrates on financial stability and consumer protection through its
Digital Lending Guidelines.? This fragmentation creates a jurisdictional
vacuum where neither regulator is specifically tasked with auditing the
"black-box" algorithms that drive fintech decision-making. Without a
structural mandate for independent algorithmic auditing or a unified
inter-agency protocol, the "Governance" pillar remains limited to
administrative compliance rather than ensuring ethical Al behavior.10
Thus, the current architecture lacks the institutional machinery necessary
to transform fintech from a purely profit-driven sector into one that
actively advances the social inclusivity and accountability goals central
to the ESG agenda.

ESG Implications

The current landscape reveals deep normative and structural gaps, as
regulations prioritize procedural data hygiene over substantive social
equity. While the DPDP Act (2025) strengthens the "Governance" pillar,
it remains silent on the "Social" dimension, specifically regarding
algorithmic discrimination and digital redlining against marginalized
youth and the underbanked.!! This doctrinal evaluation highlights an
architecture that is defensive rather than transformative.? Consequently,

7 Digital Personal Data Protection Act, 2023 (and 2025 implementation rules), which
emphasizes data minimization and purpose limitation but omits provisions for
automated decision-making (ADM) accountability.

8 The "Normative Gap" refers to the absence of a legal standard that defines
"algorithmic justice" or mandates the mitigation of socio-economic bias in financial
software.

9 Reserve Bank of India, Guidelines on Digital Lending, 2022, focusing primarily on
transparency in pricing and grievance redressal rather than systemic ESG integration.
10 Structural gaps are exacerbated by the lack of technical capacity within regulatory
bodies to conduct deep-tier forensic audits of proprietary credit-scoring models.

1 Digital Personal Data Protection Act (2025 implementation context), which lacks
explicit mandates for algorithmic accountability or bias mitigation.

12 Normative gaps persist where legal frameworks treat code as neutral, ignoring the
socio-economic impact of automated financial exclusion.
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a cohesive, principle-based approach is required to align fintech
innovation with constitutional mandates of socio-economic justice.

ESG - Digital Governance Nexus in Indian Fintech

The empirical data reveals that in the wake of the Digital Personal Data
Protection (DPDP) Act, stakeholder perceptions of privacy have evolved
from passive compliance to a core component of "Social" (S)
responsibility.

I.  User Vulnerability: Survey results indicate a high prevalence of
"coerced consent," where users particularly in the micro-lending
segment relinquish extensive behavioral data (GPS, contacts and
metadata) as a mandatory trade-off for credit access. This suggests
that while digital governance frameworks exist, the power
asymmetry between platform and borrower remains a barrier to
genuine inclusive innovation.

II. Industry Rationalization: Interviews with fintech employees show
a tendency to view data maximization as an ESG-positive action,
under the premise that more data enables "financial inclusion" for
credit-invisible populations. However, legal experts counter this,
identifying a "surveillance-for-access" trap that contradicts the spirit
of the DPDP Act’s data minimization principles.

The study identifies algorithmic opacity as a significant governance (G)
risk. The shift toward "agentic" and autonomous credit scoring models
has created a "Black Box" effect that complicates institutional
accountability.

III. The Interpretability Gap: A significant 64% of surveyed legal
experts express concern that proprietary algorithms lack
"meaningful explainability." This creates a legal vacuum where an
adverse credit decision cannot be effectively contested, undermining
the "Governance" requirement for transparency and auditable
decision-making.

IV. Operational Friction: Fintech employees acknowledge the difficulty
in reconciling high-accuracy "Deep Learning" models with the
transparency demands of ESG-aligned governance. There is a
measurable friction point where the drive for a lower Probability of
Default overrides the institutional commitment to transparent
consumer communication.

13 Reserve Bank of India Guidelines on Digital Lending (2022), which focus on
consumer protection but lack a comprehensive, values-driven ESG mandate.
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COMPARATIVE STAKEHOLDER ANALYSIS MATRIX: ESG &
DIGITAL GOVERNANCE

The following synthesis maps the empirical findings across the three
sampled cohorts, highlighting the divergence in how "Responsible
Innovation" is perceived and practiced.

Industry Legal Experts
Dimension of | Fintech Users (Social | Participants & P
) (Regulatory/ESG
Analysis Impact) (Governance
. Norms)
Logic)
Experience of Emphasize
"Behavioral View data as a "Purpose
. Enclosure": high utility for risk Limitation" and the
Data Privacy . ; Ll "
anxiety regarding mitigation and legal risks of non-
non-financial data inclusion metrics. | minimalist data
usage. setsl4,
Frustration with gg?sz?zﬂeaﬁodel Focus on the "Right
Algorithmic "Inscrutable Denials" B t}i,on of to Explanation" as a
Opacity and lack of actionable fntellectual fundamental tenant
improvement paths. of ESG governance.
Property (IP).
. P Reliance on L
Perception of "Digital | |, . Examination of
P Mathematical iy "
c Redlining"based on o Disparate Impact
Fairness & Neutrality
. smartphone ; through proxy
Equity . (blindness to .
metadata or gig- e — variables and latent
i 15
economy status. e biases.
Focus on Demand for
Confusion regarding | "Technical " . .
liability for Resilience" and Algorithmic
Accountability Y . . Audits" and
automated errors or | systemic uptime as .
data breaches overnance human-in-the-loop
' & (HITL) safeguards.
success.

14 Under the DPDP Act (2023/2025), data processing must be limited to the specific
purpose for which consent was obtained; "surveillance-based lending" is increasingly
viewed as a breach of this fiduciary duty.

15 Empirical research suggests that variables like "mobile battery charging habits" or
"app installation velocity" can serve as high-fidelity proxies for socioeconomic status,
leading to "automated exclusion" that bypasses traditional anti-discrimination laws.
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SYNTHESIS OF SURVEY FINDINGS: ADVANCING INCLUSIVE
INNOVATION

The quantitative analysis of the purposive sample underscores a critical
"Trust Deficit" that threatens the long-term sustainability of the Indian
fintech ecosystem:

i. The Transparency Paradox: While 88% of fintech companies claim
to have adopted ESG-aligned digital governance, only 22% of
surveyed users believe that the platforms provide a clear and
understandable rationale for loan terms or interest rate spikes.

ii. The Fairness Barrier: 58% of legal experts identify "Alternative Data"
(e.g., social media proxies) as the primary source of indirect
discrimination, noting that these variables often correlate with
socioeconomic markers that exacerbate existing inequalities rather
than bridging them.

iii. Governance Maturity: There is a strong consensus among legal and
industry participants (74%) that India’s fintech future depends on the
move from "Self-Regulation" to "Embedded Design," where ESG
metrics are hard-coded into the algorithmic lifecycle.

REIMAGINING FINTECH GOVERNANCE: A PRINCIPLE-BASED
ESG REGULATORY FRAMEWORK

The objective of this framework is to transition India’s fintech ecosystem
from a model of reactive compliance to one of transformative
governance. By grounding policy in the empirical realities of algorithmic
bias and data asymmetry, this framework seeks to embed
Environmental, Social and Governance (ESG) values into the lifecycle of
digital financial services, ensuring that innovation does not come at the
cost of equity or digital sovereignty.

I. The regulatory architecture is anchored in four substantive
principles derived from stakeholder friction points:

a. Algorithmic Legibility (Transparency): Moving beyond technical
transparency to "Meaningful Explainability." This mandates that
fintech entities provide counterfactual explanations disclosing not
just the "what," but the "how" and "why" of an automated credit
decision.

b. Systemic Accountability: Transitioning from self-regulation to a
regime of mandatory algorithmic audits. This ensures that the
burden of proof regarding model neutrality shifts from the
marginalized user to the financial institution.
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C.

Socio-Technical Inclusivity: Designing against "Digital
Redlining." This principle requires that models are stress-tested
for Disparate Impact, ensuring that alternative data proxies do not
inadvertently codify historical socio-economic exclusion.

. Substantive Data Stewardship: Moving from the "Consent

Fallacy" to Data Minimization by Design. This strengthens
purpose limitation, ensuring that the harvest of non-traditional
data (behavioral metadata) is proportional to the credit utility
provided.

II. Empirical findings suggest that procedural safeguards under the
DPDP regime are insufficient without substantive ESG integration.
The framework proposes a shift toward Design-Led Regulation:

a. Ex-Ante Algorithmic Impact Assessments (AIA): Mandatory

pre-deployment audits for high-risk lending models to identify
potential biases before they scale.

Human-in-the-Loop (HITL) Mandates: Establishing a "Right to
Human Review" for credit denials that impact vulnerable or
"thin-file" borrowers, mitigating the "Black Box" effect.

Continuous Surveillance Sandboxing: A real-time monitoring
mechanism within regulatory sandboxes to track "Model Drift,"
ensuring that Al agents do not evolve discriminatory patterns
post-deployment.

III. To protect digitally marginalized populations from "surveillance-for-
access" models, the framework introduces specific Equity-First
protocols:

a. Proxy Neutralization: Prohibition of non-financial variables (e.g.,

app installation patterns or granular geolocation) that serve as
high-fidelity proxies for caste, religion, or protected socio-
economic statusl®.

Multilingual Procedural Justice: Standardizing simplified,
vernacular-first consent architectures and disclosure summaries
to ensure that the "Social" pillar of ESG reaches the "last mile"
borrower.

16 Empirical analysis highlights that "Digital Redlining" often occurs when algorithms
use proxies like smartphone battery charging patterns' or 'network latency' to infer the
financial stability of marginalized users, leading to predatory interest rates or systemic
exclusion without explicit demographic data.
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c. Standardized Fair-Lending Benchmarks: Developing a public-
sector benchmark for "Fair Scoring," against which private fintech
algorithms must be periodically audited for systemic bias.

IV. A fragmented regulatory landscape where the RBI and the Data
Protection Board operate in silos is a primary structural deficiency.
This framework advocates for Institutional Convergence:

a. The Joint Fintech Oversight Taskforce: A cross-functional body
comprising financial regulators, data protection authorities, and
ESG auditors to provide unified oversight of the fintech stack.

b. Centralized ESG Compliance Registry: A portal where fintech
entities must publicly disclose their "Governance Scores,"
including the results of their algorithmic audits and inclusion
metrics.

c. Inter-Agency Audit Protocols: Establishing standardized
technical criteria for auditing "agentic" Al, ensuring that legal
liability is traceable even in autonomous systems?”.

CONCLUSION

This research demonstrates that while India’s fintech ecosystem has
achieved unprecedented scale, its regulatory architecture remains a
reactive and siloed framework that prioritizes procedural compliance
over substantive ethical outcomes. The findings validate the hypothesis
that the current regime governed by a patchwork of the Information
Technology Act, the Digital Personal Data Protection (DPDP) Act, and
sectoral RBI guidelines fails to adequately internalize Environmental,
Social and Governance (ESG) principles.

Doctrinal analysis reveals that while the DPDP Act and the subsequent
2025 Rules have strengthened fiduciary obligations, they treat data
largely as a tradable commodity rather than an inherent right. This
perspective leaves critical gaps in algorithmic accountability and socio-
economic equity. Furthermore, the empirical evidence gathered from law
experts, industry professionals and consumers highlights a distinct
disconnect between regulatory intent and market reality. Stakeholders
continue to navigate a landscape defined by coerced consent, opaque

17 Under the 2025-2026 evolving legal standards in India, "Strict Liability" frameworks
are being considered for autonomous financial agents, ensuring that the fintech entity
remains liable for algorithmic errors, thereby bridging the accountability gap in "Black
Box" lending.

Vol. 5 Iss. 4 [2026] 747 |Page



A. Bagri & S. Sharma Bridging ESG and Digital Governance in India’s Fintech Ecosystem:
Advancing Responsible and Inclusive Innovation

automated  decision-making and 'digital redlining,’ which
disproportionately impacts marginalized populations.

Ultimately, this study substantiates that the existing 'compliance-first'
model is insufficient to curb algorithmic bias or ensure equitable lending.
To transition toward a globally competitive standard, Indian regulators
must pivot from a fragmented, entity-based supervision model to an
'activity-based' and 'outcome-oriented' approach. By embedding
transparency, inclusivity and accountability directly into the technical
architecture of fintech systems, India can ensure that digital innovation
aligns with the constitutional mandates of socio-economic justice and
digital equity
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