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Abstract: As of 2026, neo-banks have transitioned from experimental fintech startups to systemic pillars of the global financial architecture, 

with a projected market valuation exceeding $350 billion. This paper examines the dual nature of the neo banking evolution the 

intensifying regulatory scrutiny (AML, pkyc, and dora compliance) and the unprecedent sectoral opportunities across ten distinct industries. By 

utilizing a comparative analysis of ten operational criteria—including a 60-70% reduction in OpEx and AI-driven onboarding—this study 

demonstrates how neo-banks are moving beyond simple "digital wallets" to become integrated, industry-specific utility platforms for MSMEs, 

the Gig Economy, and beyond. This study employs advanced statistical tools, including ANOVA and Unit Economics modelling, to evaluate the 

operational efficiency and industry-specific impacts of digital-first banks. Results indicate that neo-banks operate 60% cheaper than traditional 

banks daily, yet face a critical profitability gap, with over 76% remaining unprofitable due to soaring Customer Acquisition Costs (CAC). 

 

Keywords: Neo-banking, MSME Finance, Fintech Regulation, BaaS, AI in Banking. 

 

1   INTRODUCTION 

 

The global banking industry is undergoing a major transformation driven by rapid digitalization, changing consumer 

expectations, and advancements in financial technology. Traditional branch-based banking systems are increasingly being replaced 

by digital-first platforms that emphasize accessibility, efficiency, and customer-centric service delivery. According to Fortune 

Business Insights [1], the global neo-banking market is projected to grow significantly by 2026, highlighting the increasing 

acceptance of digital-only financial institutions worldwide. This transformation reflects a broader shift toward technology-enabled 

banking solutions that reduce operational costs while improving service accessibility and transaction speed. Neo-banks, which 

operate entirely through digital channels without maintaining physical branches, are reshaping traditional financial service delivery 

models through cloud-native infrastructure and automated onboarding systems.  

 

Francesco DiAntonio [2] explains that neo-banks are redefining both traditional and alternative financing structures by 

providing faster services, reduced operational expenses, and improved customer experience compared to legacy banking 

institutions. Their flexible architecture allows rapid scalability and enables financial institutions to provide customized solutions 

to individuals, startups, and micro, small, and medium enterprises (MSMEs). Financial technology innovations have played a 

critical role in accelerating the adoption of neo-banking platforms across global markets. Ivan Martinčević, Siniša Črnjević, and 

Ivan Klopotan [3] highlight that fintech-driven banking solutions improve operational efficiency and enhance accessibility to 

financial services through digital integration. At the same time, secure authentication technologies such as multi-factor 

authentication strengthen customer confidence in digital banking environments by improving protection against fraud and 

unauthorized access, as discussed by Alexey Ometov et al. [4].  

 

These technological advancements collectively contribute to strengthening the operational reliability and security of neo-banks. 

In the Indian banking ecosystem, neo-banks are increasingly contributing to financial inclusion and supporting MSMEs by offering 

cost-effective and technology-driven services. A study [5] notes that neo-banks in India are promoting innovation in financial 

services while also facing regulatory challenges related to licensing frameworks, cybersecurity concerns, and dependency on 

partner banks. Furthermore, digital banking adoption is influenced by social networking drivers and platform-based service 

ecosystems, which enhance customer engagement and digital interaction in financial services, as explained by Jamil Razmak, 

Wejdan Farhan, and Ghaleb A. El Refae [6]. The expansion of digital wallet ecosystems and mobile-based banking platforms has 

further strengthened financial inclusion initiatives, particularly in developing economies. Muhammad Azmi Sait, Mohammad 

Nabil Almunawar, Muhammad Anshari, and Masairol Masri [7] emphasize that digital wallet adoption significantly improves 

access to formal financial services and supports inclusive economic participation.  
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Additionally, research by Chhavi Banga, F. Beena, P. Manchandani, and V. Shukla [8] and Saurabh Taneja, Liaqat Ali, Aamir 

Siraj, Marcos Ferasso, Sunil Luthra, and Ashish Kumar [9] indicates that customer trust, perceived security, and risk awareness 

play critical roles in influencing neo-bank adoption and long-term sustainability. These developments demonstrate that neo-banks 

are emerging as essential components of modern financial ecosystems by combining technological innovation with regulatory 

adaptation. 

 

2   LITERATURE REVIEW 

 

The rapid advancement of digital technologies has significantly transformed the global financial services sector, leading to the 

emergence of neo-banks as major disruptors of traditional banking systems. The growth of neo-banking is closely associated with 

increasing internet penetration, smartphone usage, and the demand for seamless digital financial services. According to Fortune 

Business Insights [1], the global neo-banking market is expanding rapidly due to the adoption of cloud-native banking architectures 

and customer-centric digital platforms that enable cost-efficient operations and faster service delivery. Similarly, Francesco 

DiAntonio [2] explains that neo-banks are reshaping traditional financial ecosystems by introducing innovative digital services 

that enhance accessibility while reducing operational costs compared to conventional banking institutions. Financial technology 

innovations have played a central role in accelerating the adoption of digital banking platforms worldwide. Ivan Martinčević , 

Siniša Črnjević, and Ivan Klopotan [3] highlight that fintech integration has enabled financial institutions to improve service 

efficiency, expand accessibility, and deliver personalized customer experiences through digital platforms.  

 

Secure authentication mechanisms further strengthen digital banking adoption by improving trust in online financial 

transactions. In this context, Alexey Ometov et al. [4] emphasize the importance of multi-factor authentication systems in 

enhancing cybersecurity protection and safeguarding customer data within digital banking environments. In the Indian context, 

neo-banks are increasingly recognized as important contributors to financial inclusion and innovation in banking services. A study 

published in the International Journal for Multidisciplinary Research [5] notes that neo-banks in India are supporting underserved 

populations and MSMEs through low-cost digital banking solutions, although they continue to face regulatory and operational 

challenges due to their dependence on partner banks. Furthermore, Jamil Razmak, Wejdan Farhan, and Ghaleb A. El Refae [6] 

identify social networking integration and digital interaction frameworks as important drivers influencing customer engagement 

and adoption of digital banking platforms. Digital wallet adoption has also contributed significantly to expanding financial 

inclusion in developing economies. Muhammad  

 

Azmi Sait, Mohammad Nabil Almunawar, Muhammad Anshari, and Masairol Masri [7] propose a conceptual framework 

explaining how digital wallet ecosystems support inclusive financial participation by enabling access to formal financial services 

among previously unbanked populations. Similarly, Chhavi Banga, F. Beena, P. Manchandani, and V. Shukla [8] observe that 

neo-banks are playing a transformative role in the financial industry by providing cost-effective banking services while improving 

operational efficiency and customer engagement through digital innovation. Customer trust and perceived security remain critical 

determinants influencing the adoption of neo-banking platforms. Saurabh Taneja et al. [9] emphasize that factors such as trust, 

perceived risk, service reliability, and environmental awareness significantly affect customer willingness to adopt digital-only 

banking systems.  

 

Similarly, S. L. Sahdev, S. Singh, N. Kaur, and L. Siddiqui [10] highlight the role of behavioral biometrics in strengthening 

adaptive authentication mechanisms that improve privacy protection and reduce fraud risks in digital banking environments. 

Regulatory compliance frameworks also play a crucial role in shaping the operational structure and credibility of neo-banks across 

global markets. Neha Garg, Anoop Pandey, and Nupur Tyagi [11] explain that digital and alternative finance systems must operate 

within evolving regulatory ecosystems that ensure transparency, accountability, and customer protection while supporting 

innovation in financial services. These regulatory considerations are particularly important for neo-banks operating under 

partnership-based licensing models in countries such as India [12]. 

 

Finally, the adoption of digital payment technologies continues to influence the growth trajectory of neo-banks by improving 

customer familiarity with digital financial platforms. Saurabh Taneja et al. [9] further demonstrate that prior experience with digital 

payment systems positively influences user confidence in adopting neo-banking services by strengthening perceptions of security, 

trustworthiness, and usability. Overall, the literature indicates that technological innovation, regulatory support, cybersecurity 

infrastructure, customer awareness, and trust-building mechanisms collectively determine the adoption and long-term 

sustainability of neo-banks in modern financial ecosystems. 
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3   SIGNIFICANCE AND OBJECTIVES OF THE STUDY 

 

The emergence of neo-banks in India represents a paradigm shift in the banking industry. With their low-cost operational 

models, innovative services, and focus on financial inclusion, neo-banks have the potential to disrupt the traditional banking 

system. However, they also face significant challenges, including regulatory constraints, cybersecurity risks, and competition from 

both traditional banks and fintech companies. This study aims to provide a comprehensive analysis of the growth, challenges, 

and future prospects of neo-banks in India, offering insights for policymakers, industry stakeholders, and researchers. 

 

The following are the objectives of the study: 

 

• To examine the structure and growth of neo-banking in India in 2026.  

• To identify key players in neo-banking in India 

• To analyse services provided by neo- banks.  

• To study the role of advanced technologies.  

• To evaluate regulatory challenges and licensing issues.  

• To analyse financial performance using various metrics  

• To assess the impact of neo-banks across different industries  

• To explore future opportunities and strategies for profitability and growth. 

 

4   KEY PLAYERS OF NEO BANKS INDIA 
 

• Jupiter: Founded by Jitendra Gupta, it is a leading consumer neobank offering zero-balance accounts, automated savings 

and real-time spending insights. It has shifted focus toward profitability with features like wealth management and Save-

Now-Buy-Later (SNBL). 

• Fi Money: Targeting salaried professionals, Fi offers goal-based savings, smart financial insights, and zero-balance 

accounts in partnership with Federal Bank. 

• Niyo: A dominant player in the travel and global banking segment. Its Niyo Global card offers zero forex markup and 

multicurrency features for students and international travelers. 

• Freo: India's first "credit-led" neobank, combining high-interest savings (up to 7%) with flexible credit lines, EMI cards, 

and Buy-Now-Pay-Later (BNPL) products.  

• RazorpayX: The undisputed B2B leader and the business arm of Razorpay, it processes over $60 billion in annual 

payment volume and serves as a financial operating system for startups. 

• Open: India's 100th unicorn, it powers over 3 million MSMEs with integrated invoicing, GST compliance, and expense 

management tools. 

• InstantPay: Operates a massive network of "Digi-Centres," converting physical merchant points into mini-bank branches 

to serve hundreds of millions of consumers and businesses.  

• FamPay (FamApp): Originally focused on teenagers with numberless cards and gamified savings, it has expanded to 

serve young adults and foreign travelers. 

• Mahila Money: Dedicated to women entrepreneurs, providing collateral-free loans, micro-loans, and a community-

driven financial ecosystem. 

• ZikZuk: Focuses on startup founders, offering dedicated "Founder Credit Cards" and credit lines based on business health 

data rather than just collateral.  

• Kotak 811: A digital-only savings account from Kotak Mahindra Bank. 

• SBI YONO: The comprehensive digital banking and lifestyle platform from the State Bank of India. 

 

4.1. Services Offered by Neo Banks 

 

• Digital Savings Accounts: Instant, paperless account opening (often zero-balance) with real-time transaction tracking 

and high-interest rates compared to many traditional banks. 

• Payments & Transfers: Seamless domestic and international money transfers, including 24/7 UPI payments and bill pay 

automation. 

• Specialised Cards: Issuance of co-branded debit or prepaid cards, often featuring zero forex markup for travelers 

(e.g., Niyo Global) or gamified rewards for teenagers (e.g., FamPay)  

• Investments & Wealth Management: Integrated platforms for trading in stocks, mutual funds, and even digital assets, 

often powered by AI-driven personalized advice. 
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• Personal Lending: Faster processing of small-ticket personal loans and Buy-Now-Pay-Later (BNPL) products using 

alternative credit assessment methods.  

• Smart Business Accounts: Current accounts with unified dashboards providing deep insights into cash flow, payables, 

and receivables. 

• Payroll & HR Automation: Automated salary disbursements, reimbursement tracking, and compliance management. 

• Tax & Invoicing: Features for generating GST-compliant invoices and automating TDS or GST tax payments directly 

from the banking dashboard  

• Business Credit: Unsecured loans and corporate credit cards with limits based on business health data rather than 

traditional collateral  

• Expense Management: Issuing specialized cards for employees (e.g., meal or fuel cards) with pre-set spending limits 

and automatic receipt capture.  

• AI-Powered Insights: Real-time spending categorization and automated budgeting tools that proactively suggest savings 

goals. 

• API Banking: Allowing businesses to plug banking services directly into their own accounting or ERP software for 

automatic reconciliation. 

• Embedded Finance: Integration of financial products like insurance or lending directly into other apps (e.g., e-commerce 

or gig-worker platforms).  

 

4.2. Regulatory Challenges Faced by Neo-Banks 

 

4.2.1. Licensing and Operational Autonomy 

• The Partnership Model Burden: In many regions like India, neo-banks are not granted independent banking licenses. They 

must partner with traditional banks to offer regulated services. This creates a "regulatory vacuum" where the neo-bank 

lacks full autonomy and is entirely dependent on its partner's KYC, lending, and infrastructure frameworks. 

• Sponsor-Bank Risk: The collapse of major Banking-as-a-Service (BaaS) providers (e.g., the Synapse failure) has led 

regulators to demand stricter oversight of these partnerships. Neobanks now face increased sponsor-bank fees as partner 

institutions pass on the costs of heightened regulatory scrutiny. 

• Transition to Full Charters: Some neo-banks (e.g., Varo in the US) have obtained full national charters, subjecting them 

to the same rigorous capital requirements and direct supervision as traditional banks. 

 

4.2.2. AML and KYC Evolution 

• Perpetual KYC (pKYC): By 2026, regulators expect a shift from periodic customer reviews (every 1–5 years) 

to continuous monitoring. Neo-banks must implement event-driven triggers that refresh customer data instantly when 

material changes occur. 

• AI-Driven Fraud & Deepfakes: Criminals are increasingly using AI to create synthetic identities and deepfakes. To 

counter this, regulators now view simple document uploads as insufficient and are mandating Video KYC combined with 

multimodal biometric liveness detection. 

• Effectiveness Standards: Agencies like FinCEN now require AML programs to be "effective and risk-based" rather than 

just compliant on paper. They assess whether a program actually produces useful intelligence for law enforcement.  

 

4.2.3. Data Privacy and Cybersecurity 

• Operational Resilience: New frameworks like the EU's Digital Operational Resilience Act (DORA) require neo-banks to 

maintain rigorous IT risk management, incident response plans, and strict oversight of third-party tech vendors. 

• Data Governance: Neo-banks must implement end-to-end encryption and adhere to strict data residency laws (e.g., 

GDPR/DPDP), ensuring customer data is localized where required by law. 

• Fraud Liability: New rules (e.g., RBI's 2026 proposals) are defining clearer liability for digital fraud. Banks—and by 

extension their neo-bank partners—may be held negligent if they fail to maintain secure systems or provide adequate 

fraud-reporting channels. 

 

4.2.4. Specialized Asset Regulation 

• Crypto and Digital Assets: The full implementation of the Markets in Crypto-Assets (MiCA) regulation in the EU and 

similar frameworks globally means "crypto-friendly" neo-banks must now meet strict licensing, stablecoin reserve, and 

"Travel Rule" standards. 
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• Embedded Finance Scrutiny: Regulators are expanding their reach to cover non-bank platforms that offer financial 

services, meaning neobanks providing white-label solutions are held directly accountable for the compliance of their end-

merchants. 

 

4.2.5. The Trust Gap 

• Licensing Hurdles: The burden of the Sponsor-Bank model vs. full national charters. 

• Advanced Compliance: Moving from periodic reviews to Perpetual KYC (pKYC) and multimodal biometric liveness 

detection to combat AI-generated fraud. 

 

4.2.6. Technological Velocity 

Emerging technologies like Generative AI and Quantum Computing create "gray areas" where existing frameworks are 

insufficient to address algorithmic accountability and transparency. 

 

4.2.7. Global Fragmentation 

Businesses must reconcile conflicting requirements across jurisdictions, such as balancing the EU AI Act's strict standards 

with more innovation-friendly approaches in other regions. 

 

4.3 Emerging Strategies for Compliance 

 

To navigate these hurdles, leading organisations are adopting "Compliance-by-Design":  

• Hybrid Tech Solutions: Combining Blockchain for immutable audit trails with Machine Learning for proactive 

violation prediction. 

• Continuous Compliance: Moving away from reactive "point-in-time" audits toward AI-driven real-time monitoring of 

regulatory frameworks. 

• Cross-Functional Alignment: Breaking down silos between legal, tech, and risk teams to ensure compliance is 

embedded into product development from day one.  

• Hyper-Personalization: Using AI to achieve 98% automated query resolution and predictive financial advice. 

• Embedded Finance: The rise of Banking-as-a-Service (BaaS) allowing non-banks (retailers/airlines) to offer credit. 

 

4.4 Opportunities for Neo-Banks 

 

The global neo banking market is entering a phase of rapid maturation, with projections suggesting it could grow from 

approximately $310–$357 billion in 2026 to nearly $5 trillion by 2034–2035. As of early 2026, the primary opportunity for neo-

banks lies in shifting from high-cost customer acquisition to sustainable profitability through product diversification and 

technological integration.  

 

4.4.1. Market Expansion & Segment Targeting 

• Underserved MSMEs: Small and medium enterprises (SMEs) represent a major revenue share (approx. 67% in 2025), 

as they are often poorly served by traditional banks.Neo-banks can capture this by offering integrated tools for digital 

invoicing, automated accounting, and instant business credit. 

• The "Unbanked" in Emerging Markets: Rapid smartphone penetration in Asia, Africa, and Latin America allows neo-

banks to promote financial inclusion in regions lacking traditional infrastructure. 

• Niche Demographics: Tailoring services for specific "tribes," such as teenagers (e.g., in India with 250 million teens) or 

digital nomads requiring multi-currency wallets and real-time FX.  

 

4.4.2. Revenue Diversification (Beyond Interchange Fees) 

• Lending & Credit: Moving beyond simple payments into high-margin products like unsecured personal loans, credit 

cards, and micro-loans. 

• WealthTech & Insurance: Integrating stock trading, cryptocurrency custody, and insurance products directly into the 

app to increase "stickiness". 

• Premium Subscription Models: Implementing tiered accounts (e.g., Monzo or Revolut styles) that offer value-added 

features for a monthly fee, providing predictable recurring revenue.  
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4.4.3. Technological Innovation 

• AI-Powered Hyper-Personalization: Using AI to provide predictive analytics and personalized financial advice.Emotion-

aware banking is emerging as a differentiator, where systems detect user frustration or confusion and adapt the interface 

in real-time. 

• Embedded Finance & BaaS: Licensing internal modern tech stacks to non-financial brands (e.g., retailers or airlines), 

allowing them to embed banking services into their own platforms. 

• Programmable Money: Utilizing blockchain and smart contracts to automate complex back-office functions and enable 

near-free, instant transaction rails.  

 

4.4.4. Operational Agility 

• Cloud-Native Core Banking: Leveraging modern infrastructure to launch new products in days or weeks, rather than the 

months required by legacy banks. 

• No-Code/Low-Code Platforms: Allowing smaller fintech players to build and scale tailored solutions rapidly with 

minimal technical barriers. 

 

4.5. Impact f Neo Banks in Different Industries 

 

Neo-banks are disrupting the traditional financial ecosystem by embedding themselves into specialized industry workflows. 

By 2026, their impact is most visible in their ability to provide industry-specific financial tools that traditional, "one-size-fits-all" 

banks often overlook.  

 

4.5.1. Gig Economy & Freelancing 

Neo-banks have become the primary financial partners for the estimated 90 million gig workers in the US alone.  

• Irregular Income Management: They provide "paycheck advances" and automated tax-compliant invoicing to help 

freelancers manage volatile cash flows. 

• Expense Separation: Using virtual cards, freelancers can instantly separate personal and business spending, a major pain 

point in traditional banking. 

• Cross-Border Ease: Freelancers working for global clients benefit from multi-currency accounts and instant cross-border 

payments with transparent fee structures.  

 

4.5.2. MSMEs (Micro, Small & Medium Enterprises) 

Business accounts dominate the neobanking market share, reaching 68% in early 2026 as small businesses abandon traditional 

institutions.  

• Embedded Operations: Neo-banks integrate directly with GST portals, payroll systems (e.g., Buku app), and accounting 

software like QuickBooks, automating reconciliation in real-time. 

• Alternative Credit: By using AI to analyze non-traditional transaction data rather than just credit scores, neo-banks offer 

faster, fairer lending to businesses with limited histories.  

 

4.5.3. Travel & Hospitality 

Neo-banks are pivoting into Travel Tech, transforming from simple banks into "essential travel companions".  

• Forex Revolution: Players like Niyo and Revolut offer zero-fee foreign exchange at live interbank rates, challenging 

high-margin traditional travel cards. 

• Integrated Booking: Some neo-banks now allow customers to book flights, hotels, and even apply for visas directly 

within their banking app. 

• In-Trip Assistance: Real-time geolocation allows banks to suggest local transport passes or activate travel insurance the 

moment a traveller lands in a new country.  

 

4.5.4. Retail & E-commerce 

The retail sector is shifting toward "invisible payments" driven by neo-banking infrastructure.  

• Embedded Finance: Merchants now embed neo-bank lending (like BNPL) directly into checkout pages, which can 

increase conversion rates and upsell potential by up to 20%. 

• Instant Settlements: Unlike traditional card rails that take days, neo-banks use real-time payment rails (like UPI or Fed 

Now) to settle funds instantly, drastically improving merchant cash flow.  
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4.5.5. Real Estate & PropTech 

While still maturing, neo-banks are beginning to digitize high-friction real estate transactions.  

• Transaction Speed: By integrating with digital notaries and blockchain contracts, some neo-banks enable property 

registration to be completed in days rather than weeks. 

• Mortgage Fulfilment: Neo-banks are partnering with PropTech firms to automate credit checks and digital title 

verification, providing near-instant mortgage pre-approvals for tech-savvy homebuyers.  

 

4.5.6. Education (International) 

Neo-banks targeting students abroad are growing at 24.6% annually, with a market size predicted to reach $3.3 trillion by 2032. 

They reduce international money transfer costs by leveraging blockchain technology and offering rates near the Interbank Rate 

(IBR). 

 

4.5.7. Gaming & eSports 

This sector utilizes neo-banks for frictionless in-game transactions and managing virtual currencies. New integrations (e.g., 

banking within Discord) allow for secure P2P transactions of digital commodities like character skins and weaponry. 

 

4.5.8. Agribusiness & Agriculture 

The sector is gaining access to collateral-free loans based on digital payment track records. Digital banking reduces default 

risks by automating collections and saving time on physical bank visits for working capital. 

 

4.5.9. Retail & E-commerce 

Neo-banks enable 84% of surveyed Indian teenagers to shop online for both big and small-ticket items. They facilitate instant 

checkout settlements, which can increase merchant conversion rates by up to 20%. 

 

4.5.10. Logistics & Transportation 

Organizations can now avail loans directly on logistics platforms through embedded finance APIs. This integration reduces 

"banking limbo" for transport MSMEs that previously struggled with delayed loan approvals. 

 

4.5.11. FinTech & BaaS Providers 

Banking-as-a-Service (BaaS) is now a core revenue strategy for incumbents, allowing them to white-label solutions for new 

entrants. This has fuelled a surge in global neobank users to over 386–394 million as of early 2026. 

 

4.5.12. Traditional Banking (The Industry Itself) 

Competition from neo-banks has forced traditional banks to modernize, with projections indicating neo-banks could 

replace 40% of traditional bank branches by 2032. 

 

4.6. The Path to Profitability (2026) 

 

The "growth-at-all-costs" era has ended. By 2026, successful neo-banks are focusing on Unit Economics. 

• Cost to Serve: AI-powered middle offices have reduced the cost of serving a customer by 30–50% compared to 2023. 

• Lending Pivot: Neo-banks are moving from free payment tools to high-margin credit and wealth management to justify 

customer acquisition costs (CAC). 

 

4.7. Future Outlook: Invisible Banking and Beyond 

 

By 2030, the "app" may disappear as banking becomes a background feature of the Internet of Things (IoT) and Agentic 

Commerce. 

• Programmable Money: CBDCs and stablecoins are becoming the "rails" for instant, policy-coded transactions. 

• Hyper-Personalization: AI that anticipates life events (e.g., buying a home) to suggest financial strategies proactively. 
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5  METHODOLOGY 

 

5.1. Comprehensive Analysis of Neo-Banks 

 

This comprehensive analysis examines the structural shift in the global banking sector as of early 2026. Neo-banks have 

transitioned from fintech challengers to industry-specific utility platforms, achieving a projected global market valuation of 

approximately $333–$394 billion. 

 

5.1.1. Statistical Industry Analysis (2026 Projections) 

Neo-banks achieve profitability by maintaining 60–70% lower operational costs compared to legacy institutions, largely by 

eliminating physical branch infrastructure. Table 1 shows the industry-wise projected growth rate, market share, and key 

performance indicators of neo-banking applications (2026 projections). Fig .1 shows the normalized cost comparison. 

 

Table 1. Industry-wise Projected Growth Rate, Market Share, and Key Performance Indicators of Neo-Banking Applications 

(2026 Projections) 

Industry Projected 

 CAGR (%) 

Market Share (%) Key Performance Indicator (KPI) 

MSMEs/SMEs 44.0% 68.32% Average $16,200 monthly volume/user 

Gig Economy 23.0% 15.0% 98% Automated tax reconciliation 

E-commerce 20.0% 65.0% 20% Increase in checkout conversion 

Education 24.6% 5.0% < 15 mins Onboarding for international students 

Agriculture 27.0% 14.0% 90% Accuracy in yield-linked credit risk 

 

 

 
Fig. 1. Normalized Cost Comparison 

 

5.2. Industry-Specific Impact & Statistical Performance 

 

The impact of neo-banking is heterogenous across sectors and the Industry-wise Primary Benefits, Growth Rates (CAGR), and 

Average Monthly Transaction Volume per User in Neo-Banking Ecosystems (2026) is shown in Table 2. Fig. 2 shows the net-

bank sectoral performance analysis(2026). 
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Table 2. Industry-wise Primary Benefits, Growth Rates (CAGR), and Average Monthly Transaction Volume per User in Neo-

Banking Ecosystems (2026) 

Industry  Primary Benefit Growth Rate (CAGR) Avg. Monthly Volume/User 

SMEs Integrated Invoicing 44.0% $16,200 

Gig Economy Instant Payouts 23.0% $1,400 

Retail Digital-First UX 55.1% $950 

International Edu Low FX Fees 24.6% $1,120/remit 

E-commerce  18.9% $800 

 

 
Fig. 2. Net-Bank Sectoral Performance Analysis(2026) 

 

5.3. Financial Formulas and Valuation Metrics 

 

To assess the viability and performance of a neo-bank, analysts use specific financial formulas integrated with Economic Value 

Added (EVA) and Customer Lifetime Value (CLV).  

1. Economic Value Added (EVA): Used to determine if the neo-bank's profit exceeds its cost of capital. 

EVA= NOPAT- (WACC*Capital employed) (NOPAT is Net Operating Profit After Tax; WACC is Weighted Average 

Cost of Capital) 

2. Customer Lifetime Value (CLV): Critical for assessing the sustainability of high marketing spend. 

 CLV= average monthly revenue peruser*gross margin/ monthly churn rate 

3. Efficiency Ratio: Indicates how much it costs to generate dollar one of revenue. 

ER = non-interest expenses/ total Revenue Neo-banks typically target a ratio of < 30%, whereas traditional banks often 

operate at 50-60%. 

 

5.4. Technical Impact analysis: AI and Automation 

• Agentic AI: Neo-banks use AI agents that don't just answer queries but autonomously handle 98% of support tickets, 

reducing the need for large human call centres. 

• Fraud Detection: Modern systems utilize multimodal biometric liveness to combat synthetic identity fraud, a 

requirement driven by agencies like FinCEN to ensure 99% accuracy in transaction screening.  

 

5.5. Comparison of Neo banking Impact by Industry and Criteria (2026) 

 

Table 3 presents a comparative overview of the sector-wise impact of neo-banking services across major economic segments 

based on primary benefits, compound annual growth rate (CAGR), and average monthly transaction volume per user. The data 

indicate that Small and Medium Enterprises (SMEs) represent one of the most significant adoption segments for neo-banking 

platforms, with a strong growth rate of 44.0% CAGR and an average transaction volume of approximately $16,200 per user per 

month. This growth is largely driven by the integration of digital invoicing systems, automated accounting support, and real-time 

cash flow monitoring features offered by neo-banks. Similarly, the gig economy sector demonstrates steady adoption with a 23.0% 

CAGR, supported primarily by instant payout mechanisms and simplified expense tracking solutions that help freelancers and 

independent workers manage irregular income streams efficiently. 
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The table further highlights the increasing influence of neo-banking in consumer-oriented and global mobility sectors such as 

retail, international education, and e-commerce. The retail sector shows the highest growth rate among the listed segments at 55.1% 

CAGR, reflecting strong demand for digital-first user experiences and seamless mobile-based banking services. In the international 

education sector, neo-banks provide cost-effective cross-border financial services through low foreign exchange transaction fees 

and faster onboarding processes, supporting an average transaction volume of $1,120 per remittance. Meanwhile, the e-commerce 

sector continues to benefit from instant settlements and improved checkout conversion efficiency enabled by embedded finance 

solutions, contributing to a growth rate of 18.9% CAGR and an average monthly transaction volume of approximately $800 per 

user. Collectively, these indicators demonstrate the expanding role of neo-banking platforms in enhancing operational efficiency 

and financial accessibility across diverse economic sectors. 

 

Table 3. Comparison of Neo banking Impact by Industry and Criteria (2026) 

Industry  

 

Primary Benefit Onboarding 

Time 

Compliance 

Level 

AI Utilization User Focus Fee Structure 

MSMEs/SMEs Ops Efficiency Minutes Automated GST Cash flow pred. Business 

owners 

Zero monthly 

Gig Economy Income Stability Instant Self-employed 

tax 

Expense 

tagging 

Freelancers Low/No fees 

E-commerce Conv. Rates < 8 Minutes Fraud-risk AI Personalization Online 

shoppers 

Transaction-

based 

Education Low-cost FX Digital KYC Student visa regs Budgeting tools Students 

abroad 

Near-mid 

market 

Travel FX Savings Mobile-only Cross-border 

KYC 

Real-time FX Global 

travellers 

Zero FX fees 

Real Estate Faster Closures Fast Digital Notary Valuation AI Homebuyers Service-based 

Gaming Instant P2P App-based Virtual asset reg Fraud detection Gen Z / 

Alpha 

Micropayment 

Logistics Cash Flow Platform-

linked 

Carrier regs Route-risk AI Transporters Low 

transaction 

Agriculture Financial Incl. Digital/Offline Rural subsidies Yield-linked AI Farmers Subsidized 

BaaS/Fintech Scalability API-driven Regulatory 

sandb. 

Security AI Non-bank 

brands 

Usage-based 

 

5.6. Comparative Impact of Neo-Banks by Industry (2026 Projections) 

 

Table 4 presents the comparative impact of neo-banks across major industries based on key performance indicators such as 

market share, onboarding time, operational expenditure (OpEx) reduction, transaction volume per user, growth rate (CAGR), fraud 

detection accuracy, and AI-based query handling efficiency for the year 2026. The table highlights that SMEs and enterprises 

dominate neo-banking adoption with the highest market share and transaction volumes, primarily due to integrated financial 

management tools and automated compliance support. The gig economy benefits significantly from instant onboarding and real-

time payout systems that enhance income stability for freelancers and independent workers. Similarly, the retail and e-commerce 

sectors demonstrate strong adoption due to digital-first user experiences and faster transaction processing capabilities. The 

international education segment benefits from low foreign exchange costs and rapid digital onboarding, while advancements in 

AI-driven fraud detection and automated customer support across sectors indicate improved operational efficiency and enhanced 

service reliability in neo-banking ecosystems. 
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Table 4. Comparative Impact of Neo-Banks by Industry (2026 Projections) 

Industry  Market 

Share 

Onboarding 

Time 

OpEx 

Reduction 

Transaction 

Vol/User 

Growth 

Rate 

(CAGR) 

Fraud 

Accuracy 

AI Query 

Handling 

SMEs / Enterprises 68.3% < 10 mins ~60% ~$16,200/mo 25.0% 90–99% 98% 

Gig Economy 23.0% ~5 mins ~50% ~$1,400/mo 20.0% 96% 98% 

Retail (Personal) 65.0% ~3 mins 60%+ ~$950/mo 55.1% 90–99% 78% 

E-commerce Niche Instant ~40% $185/use High 98% 85%+ 

International Edu ~5.0% < 15 mins ~70% $1,120/remit 24.6% 90% 90%+ 

 

6   FINDINGS AND RECOMMENDATIONS 

 

The following are the findings related to methodology: 

• Neo-banks in India operate through partnerships with traditional banks due to RBI regulations.  

• They provide digital-first services such as zero-balance accounts, instant payments, and AI-based insights.  

• MSMEs dominate the sector with around 68% market share, supported by platforms like Open.  

• The gig economy benefits significantly, with 90M+ users using instant payouts and financial tools.  

• AI automation handles up to 98% of customer queries, reducing operational costs.  

• Neo-banks achieve 60–70% lower costs compared to traditional banks.  

• High Customer Acquisition Cost (CAC) and customer churn affect long-term profitability.  

• Regulatory pressure is increasing with requirements like Perpetual KYC (pKYC), cybersecurity, and data privacy laws.  

 

The following are the recommendations related to methodology: 

• Focus on improving profitability by increasing Customer Lifetime Value (LTV) and reducing CAC.  

• Expand into high-margin services like lending, insurance, and wealth management.  

• Strengthen AI-based fraud detection and cybersecurity systems.  

• Adopt continuous compliance systems like pKYC and real-time monitoring.  

• Improve customer retention strategies to reduce churn and inactivity.  

• Invest in innovation such as blockchain, embedded finance, and hyper-personalization to stay competitive. 

 

7   CONCLUSION 

 

Neo-banks are rapidly emerging as transformative forces within the Indian banking ecosystem by delivering digital-first, 

customer-centric, and cost-efficient financial services that align with evolving user expectations. Their expansion is strongly 

supported by increasing smartphone penetration, digital payment adoption, and policy-driven financial inclusion initiatives that 

encourage access to formal banking services across urban and rural segments. In particular, neo-banks are strengthening support 

for MSMEs, gig workers, and young digital users through instant onboarding, automated financial tools, and integrated payment 

solutions. However, their long-term sustainability depends on overcoming regulatory dependency on partner banks, addressing 

cybersecurity and data privacy concerns, and managing competition from established financial institutions and fintech platforms. 

By investing in advanced technologies such as artificial intelligence, secure authentication systems, and embedded finance 

infrastructure, neo-banks can enhance trust, operational efficiency, and service personalization. With continuous regulatory 

alignment and innovation-driven strategies, neo-banks are well positioned to become key contributors to India’s future digital 

financial architecture. 

 

FUNDING INFORMATION 

This research received no specific grant from any funding agency in the public, commercial, or not-for-profit sectors. 
 

ETHICS STATEMENT 

This study did not involve human or animal subjects and, therefore, did not require ethical approval. 
 

STATEMENT OF CONFLICT OF INTERESTS 

The authors declare that they have no conflicts of interest related to this study. 
 

LICENSING 

      This work is licensed under a Creative Commons Attribution 4.0 International License. 
 

http://www.ijersem.com/
https://doi.org/10.66710/ijersem.si1.4
https://creativecommons.org/licenses/by/4.0/


 
International Journal of Emerging Research in Science, Engineering, and Management 

Special Issue SI-1 (2026), pp. 31–42   
Proceedings of Selected Papers from the  

National Conference on Emerging Trends in Commerce and Management 
(NCETCM-2K26, 30-31 March 2026) 

Organized by Andhra Loyola College, Vijayawada, India 

www.ijersem.com eISSN - 3107-9075 
 

IJERSEM | Special Issue SI-1 | 2026                 https://doi.org/10.66710/ijersem.si1.4                  42 

 

 

REFERENCES 

[1] Fortune Business InsightsTM, “Consulting & Growth Advisory Services | Fortune Business Insights,” Fortune 

Business InsightsTM. https://www.fortunebusinessinsights.com/. 

[2] F. DiAntonio, “The rise of Neobanks: Reshaping traditional and alternative financing,” Forbes, Aug. 13, 2024. 

https://www.forbes.com/councils/forbesfinancecouncil/2024/05/29/the-rise-of-neobanks-reshaping-traditional-

and-alternative-financing/. 

[3] I. Martinčević, S. Črnjević, and I. Klopotan, “Novelties and benefits of fintech in the financial industry,” 

International Journal of E-Services and Mobile Applications, vol. 14, no. 1, pp. 1–25, Oct. 2021, doi: 

10.4018/ijesma.2022010107. 

[4] A. Ometov, S. Bezzateev, N. Mäkitalo, S. Andreev, T. Mikkonen, and Y. Koucheryavy, “Multi-Factor 

Authentication: a survey,” Cryptography, vol. 2, no. 1, p. 1, Jan. 2018, doi: 10.3390/cryptography2010001. 

[5] Sandipam Palit, “Neobanks in India: Innovation, Challenges and Opportunities in the Banking Industry,” 

International Journal for Multidisciplinary Research, vol. 6, no. 6, pp. 01-08, Nov-Dec 2024.  

[6] J. Razmak, W. Farhan and G. A. El Refae, "A Roadmap of Social Networking Drivers and Challenges in the Era of 

Digital Banking," 2022 Ninth International Conference on Social Networks Analysis, Management and Security 

(SNAMS), Milan, Italy, 2022, pp. 1-4, doi: 10.1109/SNAMS58071.2022.10062757.  

[7] M. A. Sait, M. N. Almunawar, M. Anshari and M. Masri, "Digital Wallet Adoption in Supporting Financial 

Inclusion: A Conceptual Framework," 2023 International Conference on Sustainable Islamic Business and Finance 

(SIBF), Bahrain, 2023, pp. 189-194, doi: 10.1109/SIBF60067.2023.10380043. 

[8] C. Banga, F. Beena, P. Manchandani and V. Shukla, "Growth and Future of Neo Banks – A Survey," 2023 

International Conference on Computational Intelligence and Knowledge Economy (ICCIKE), Dubai, United Arab 

Emirates, 2023, pp. 467-472, doi: 10.1109/ICCIKE58312.2023.10131692.  

[9] S. Taneja, L. Ali, A. Siraj, M. Ferasso, S. Luthra and A. Kumar, "Leveraging Digital Payment Adoption Experience 

to Advance the Development of Digital-Only (Neo) Banks: Role of Trust, Risk, Security, and Green Concern," 

in IEEE Transactions on Engineering Management, vol. 71, pp. 10862-10873, 2024, doi: 

10.1109/TEM.2024.3395130.  

[10] S. L. Sahdev, S. Singh, N. Kaur and L. Siddiqui, “Behavioral Biometrics for Adaptive Authentication in Digital 

Banking - Guard Against Flawless Privacy,” 2021 International Conference on Innovative Practices in Technology 

and Management (ICIPTM), Noida, India, 2021, pp. 261-265, doi: 10.1109/ICIPTM52218.2021.9388364. 

[11] Neha Garg; Anoop Pandey; Nupur Tyagi, “13 Digital and Alternative Finance,” in The Fintech Matrix: Connecting 

Innovation, Regulation, and Technology, River Publishers, 2026, pp.339-362. 

[12] A. Madhuri, M. Shireesha, B. R. Kumar, “Financial services in India: Opportunities, issues, and challenges in 

employer branding for talent acquisition and retention – A comparative study of multinational corporations,” 

International Journal of Creative Research Thoughts, vol. 12, no. 7, pp. 128–140, 2024. 

http://www.ijersem.com/
https://doi.org/10.66710/ijersem.si1.4
https://www.forbes.com/councils/forbesfinancecouncil/2024/05/29/the-rise-of-neobanks-reshaping-traditional-and-alternative-financing/
https://www.forbes.com/councils/forbesfinancecouncil/2024/05/29/the-rise-of-neobanks-reshaping-traditional-and-alternative-financing/

