
1 
 

THE DIGITAL PERSONAL DATA PROTECTION ACT, 2023: STRATEGIC 

CHALLENGES FOR INDIAN STARTUPS AND TECH FIRMS 

Dr. Varsha Tiwari 

Assistant Professor, JECRC University, Jaipur 

 

Dr Prachi Pathani 

Assistant Professor, JECRC University 

 

Dr Sumit Chaturvedi 

Assistant Professor, JECRC University, Jaipur 

ABSTRACT 

The Digital Personal Data Protection Act, 2023 (DPDPA) represents a monumental shift in 

India’s regulatory approach to data privacy. Modelled closely on the EU's General Data 

Protection Regulation (GDPR), the DPDPA imposes strict obligations on how companies 

collect, store, and process personal data. For Indian startups and tech firms, this new data 

regime brings not only compliance challenges but also strategic inflection points that could 

define their growth trajectories. The Act underscores accountability, user consent, cross-border 

data flows, and penalties for breaches. While it strengthens user rights, it also necessitates a re-

evaluation of data strategies, infrastructure, and business models—especially for agile, 

resource-constrained startups. This article analyses the DPDPA’s core provisions and explores 

how they reshape the operational and strategic outlook for India's booming digital ecosystem. 
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INTRODUCTION 

The digital economy in India has witnessed exponential growth, particularly with the surge of 

startups and technology-driven enterprises that rely heavily on data as a core asset. With over 

80,000 registered startups and a vibrant digital ecosystem, India has emerged as one of the 

world's largest digital markets. However, this growth comes with an urgent need to protect the 

personal data of users in an era where data misuse, breaches, and surveillance are growing 

concerns. To address this, India enacted the Digital Personal Data Protection Act (DPDPA), 

2023, marking a significant stride towards building a rights-based data protection framework. 

The DPDPA aligns itself with global data protection standards, especially the EU’s GDPR, but 

tailors its provisions to India’s socio-economic and digital context. The law governs the 

collection, storage, processing, and transfer of digital personal data and applies to entities 

(termed "Data Fiduciaries") operating in India or processing data of Indian citizens. 

Importantly, it brings startups and tech firms regardless of their size under its purview. 
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For India’s innovation-driven startups, the Act is both a challenge and an opportunity. It 

demands greater transparency, stronger security practices, and clearly articulated user consent 

mechanisms. Non-compliance can result in heavy penalties, potentially crippling emerging 

businesses. Moreover, the law’s ambiguity in parts such as the discretion granted to the central 

government raises uncertainties for long-term planning. 

The Digital Personal Data Protection Act, 2023 (DPDPA) is a watershed moment in India’s 

journey toward safeguarding digital rights and strengthening the privacy of its citizens. As 

India continues to emerge as one of the largest digital markets in the world, the need for a 

robust and modern legal framework to regulate the use of personal data has become 

increasingly pressing. The DPDPA, modelled partially on the European Union’s General Data 

Protection Regulation (GDPR), addresses this gap by introducing a comprehensive regime 

governing the processing of personal data. While it is a major step forward in data protection 

and individual empowerment, it poses significant strategic challenges for Indian startups and 

tech firms, many of which rely heavily on the collection and utilization of personal data to build 

and scale their operations. 

Startups and technology firms in India have become vital engines of economic growth and 

innovation. With over 90,000 startups registered in India, the country is recognized as the third-

largest startup ecosystem globally. These companies operate across sectors such as fintech, 

edtech, healthtech, e-commerce, and artificial intelligence—all of which depend extensively 

on personal data to deliver customized user experiences, train algorithms, and enhance service 

efficiency. The DPDPA introduces a new legal framework that directly impacts these data-

driven strategies. It mandates that personal data processing must be based on free, informed, 

and explicit consent from individuals (termed as Data Principals), and places the onus of 

compliance on entities known as Data Fiduciaries. 

The first and most immediate challenge for startups is the financial and operational cost of 

compliance. Unlike established tech giants, startups operate with limited resources, minimal 

legal infrastructure, and a high tolerance for operational risk. The DPDPA requires them to 

implement secure data storage mechanisms, robust consent management systems, processes 

for responding to user rights such as data access, correction, and deletion, and ensure breach 

notification mechanisms are in place. These tasks necessitate the hiring of legal experts, data 

protection officers, and IT security personnel, in addition to investing in technological 

infrastructure. For early-stage companies, the diversion of resources toward regulatory 

compliance can slow down innovation and delay time-to-market for products and services. 

Moreover, the ambiguity and discretionary powers within the Act add a layer of 

regulatory uncertainty that is particularly burdensome for startups. The Act empowers the 

central government to determine which countries are permitted to receive cross-border data 

transfers, define “Significant Data Fiduciaries” (SDFs), and issue rules concerning data 

processing obligations. This leaves businesses in a constant state of anticipation, unsure of 

when or how future rules might impact their operations. For instance, a startup using cloud 

services hosted abroad may suddenly find its data hosting partner on the restricted list, 
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compelling a costly and disruptive migration to an Indian data centre. This unpredictability 

undermines long-term planning and investment decisions, which are crucial for startups 

operating in competitive and fast-evolving markets. 

Another pressing concern is the complexity of consent management and user data 

governance. Many Indian startups offer free services supported by advertising and personalized 

recommendations, which are made possible through extensive data collection and behavioural 

profiling. The DPDPA mandates that consent must be freely given, specific, informed, and 

capable of being withdrawn at any time. This essentially requires startups to completely 

overhaul how they obtain, record, and manage user consent. Moreover, every request for data 

must be accompanied by clear communication of the purpose, usage, and duration of retention. 

For firms built around agile models and dynamic user interfaces, ensuring legal compliance 

while maintaining a seamless user experience is a daunting task. Non-compliance, even if 

inadvertent, could attract steep penalties, which are as high as ₹250 crore for certain violations. 

The law also introduces new responsibilities concerning user rights, such as the right to 

access information, correct inaccuracies, and demand deletion of their data. Responding to such 

requests in a timely and verifiable manner is resource-intensive, especially for companies that 

do not yet have a fully built-out data infrastructure. A startup must not only design processes 

to handle such queries but must also document each interaction to demonstrate accountability 

to regulators. In addition, the risk of reputational damage from non-compliance or a data breach 

can be devastating, particularly in an environment where user trust and brand perception play 

a vital role in user acquisition and retention. 

For startups with global ambitions, the implications of DPDPA on cross-border data flows 

present another critical strategic challenge. Many Indian startups rely on international cloud 

storage services and engage with partners, developers, and customers overseas. Although the 

Act does not outright ban data transfers to foreign jurisdictions, it gives the central government 

the power to restrict transfers to countries it deems unsuitable. In the absence of a transparent 

framework or list of approved jurisdictions, startups may face considerable uncertainty in 

architecting their IT systems and vendor relationships. Data localization requirements, even if 

indirectly enforced, could significantly increase operational costs and limit access to best-in-

class international tools and technologies. 

Moreover, startups operating in regulated sectors like healthcare and finance face a 

double layer of compliance, where DPDPA obligations must be fulfilled in addition to 

existing sectoral data regulations. In such scenarios, the lack of harmonization between 

different laws can lead to conflicting requirements and operational bottlenecks. For instance, 

fintech startups already governed by the Reserve Bank of India’s guidelines on data storage 

and security may now have to navigate overlapping obligations under the DPDPA, increasing 

legal complexity and compliance fatigue. 

The Act also introduces the concept of Significant Data Fiduciaries, which applies to entities 

that handle large volumes of personal data, process sensitive personal data, or pose risks to 
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users’ rights. Once designated as an SDF, a firm must fulfill additional obligations such as 

conducting Data Protection Impact Assessments, appointing independent data auditors, and 

periodic compliance reporting. While the intent behind this provision is to hold larger entities 

accountable, it may inadvertently capture fast-growing startups that suddenly scale up due to 

viral product adoption or funding rounds. The lack of clarity on thresholds for SDF 

classification can leave startups exposed to unforeseen regulatory burdens during critical 

growth phases. 

Despite these challenges, the DPDPA also offers a strategic opportunity for Indian startups 

to embed privacy as a competitive advantage. As global consumers become increasingly 

privacy-conscious, businesses that proactively align themselves with international privacy 

standards can enhance trust, differentiate themselves in crowded markets, and attract foreign 

investment. Privacy-focused innovation such as building consent-based business models, 

developing privacy-enhancing technologies (PETs), and embracing data minimization 

principles—can unlock new markets and customer segments. In sectors like edtech and 

healthtech, where user data is particularly sensitive, establishing strong privacy practices can 

lead to partnerships with institutions that prioritize regulatory compliance. 

In addition, the DPDPA lays the foundation for a privacy-respecting digital economy, 

which is likely to gain momentum as awareness and enforcement grow. Startups that lead the 

way in compliance and responsible data use may find themselves in a favourable position when 

the government rolls out public data-sharing initiatives, certifications, or incentives for 

compliant entities. Furthermore, investor interest is increasingly aligned with environmental, 

social, and governance (ESG) goals—of which data privacy and protection are critical 

components. Demonstrating robust privacy practices can make startups more attractive to 

institutional investors and impact funds. 

To ease the transition, there is a pressing need for regulatory support mechanisms, such as 

government-sponsored compliance toolkits, standardized guidelines for small enterprises, 

sandbox environments, and phased implementation timelines. Industry bodies, incubators, and 

accelerators can play a crucial role in educating startups about the law, helping them perform 

privacy audits, and facilitating knowledge exchange. The government must also ensure that 

rule-making under the Act is transparent, consultative, and considerate of the challenges faced 

by the startup community. 

In conclusion, the Digital Personal Data Protection Act, 2023, marks a critical step toward 

establishing India as a digital democracy rooted in privacy and trust. However, for Indian 

startups and tech firms, especially those in their formative years, the law presents strategic 

challenges that extend far beyond legal compliance. These include increased financial burdens, 

operational uncertainty, technological constraints, and heightened reputational risks. Yet, 

within these challenges lie opportunities to redefine business models, build customer trust, and 

position Indian innovation on the global stage. Navigating this complex regulatory landscape 

will require not only legal acumen but also strategic foresight, collaboration, and adaptability. 

Dizhen Dizhi Journal ( ISSN:0253-4967)

Volume 16, Issue 12 ,December/2024                  152



5 
 

In a future where data is both an asset and a liability, the ability to handle it responsibly will 

distinguish sustainable businesses from the rest. 

 

This article delves into the strategic challenges that Indian startups and tech firms face under 

the DPDPA, examining its key provisions, compliance implications, and relevance in shaping 

the future of India's digital landscape. 

AN OVERVIEW OF THE DIGITAL PERSONAL DATA PROTECTION ACT, 2023 

The DPDPA applies to both digital and digitized personal data and defines "personal data" as 

any data about an individual who is identifiable. The Act introduces key concepts such as: 

 Data Principal (the individual to whom the personal data relates) 

 Data Fiduciary (entities that determine the purpose and means of processing) 

 Significant Data Fiduciaries (SDFs) who meet government-specified criteria like 

volume of data, sensitivity, risk to rights, etc. 

Core obligations include: 

 Consent-based processing: Explicit, informed, and revocable consent is mandatory. 

 Notice requirements: Fiduciaries must inform individuals about data usage. 

 Data minimization and purpose limitation. 

 User rights: Including access, correction, erasure, and grievance redressal. 

 Breach notification: Mandatory reporting of data breaches to the Data Protection 

Board. 

 Cross-border data transfer: Allowed except to countries restricted by the 

government. 

 Penalties: Up to ₹250 crore for breaches of key provisions. 

STRATEGIC CHALLENGES FOR STARTUPS AND TECH FIRMS 

A. Compliance Burden and Cost Implications 

For startups, especially early-stage firms with limited capital and personnel, complying with 

DPDPA entails high costs. They must now invest in: 

 Data protection officers 

 Consent management platforms 

 Secure data infrastructure 

 Legal and audit services 

These costs could divert resources from innovation and product development. 
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B. Operational Uncertainty Due to Vague Provisions 

The Act provides wide discretionary powers to the government, including defining SDFs and 

approving cross-border data flows. This creates regulatory uncertainty, particularly for startups 

offering global services or operating in multiple jurisdictions. The lack of sector-specific 

guidelines further compounds confusion. 

C. Consent and Data Governance Complexity 

Startups often use personal data to personalize services, improve AI/ML algorithms, or target 

advertisements. The DPDPA’s strict consent requirements challenge these practices. Startups 

must now obtain and manage granular consent, explain complex data processing clearly, and 

give users the option to withdraw it—potentially impacting the efficacy of their algorithms. 

D. Penalties and Reputational Risks 

While large firms can absorb penalties, even small fines under DPDPA could prove fatal for 

startups. Moreover, reputational damage from a data breach or non-compliance can erode user 

trust—a critical factor for new businesses. 

E. Impact on Cross-border Operations 

Many Indian startups rely on foreign cloud services, SaaS tools, and international collaboration. 

With the government empowered to restrict data flows to certain countries, startups may face 

barriers in using global infrastructure or accessing international markets. Localization of data 

adds to cost and complexity. 

Why It’s Relevant: India’s Own GDPR Moment 

India’s DPDPA signifies a paradigm shift in how businesses handle user data. Just as the GDPR 

transformed European digital practices, the DPDPA sets a precedent for digital governance in 

the Global South. For Indian startups, this law is relevant because: 

1. Data is central to their value proposition: From personalization to analytics, every 

tech-enabled service relies on user data. 

2. Investor confidence hinges on compliance: Venture capitalists and global partners 

increasingly seek data-compliant operations. 

3. Global expansion requires alignment with international norms: GDPR-like 

compliance makes Indian firms globally competitive. 

4. User trust is a currency in the digital economy: Compliance builds credibility and 

loyalty. 

Thus, while the DPDPA introduces short-term compliance stress, it enhances long-term 

business sustainability and credibility. 
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CONCLUSION 

The Digital Personal Data Protection Act, 2023, is a landmark development in India’s data 

governance regime. It strengthens privacy protections and aligns Indian policy with global 

standards. However, for startups and tech firms, especially those still establishing their footing, 

the Act brings complex strategic challenges. From financial burdens to operational disruptions 

and cross-border uncertainties, the path to compliance is steep. Yet, those that adapt quickly 

and integrate privacy-by-design into their business models will gain a competitive edge in the 

trust economy. 

The Act compels a cultural and architectural shift in how businesses treat data—not as a 

commodity, but as a responsibility. For India's startup ecosystem to thrive under this new 

regime, support from regulatory bodies in the form of clear guidelines, phased enforcement, 

and capacity-building initiatives will be crucial. 

FUTURE SCOPE 

Looking forward, several developments are expected in the wake of the DPDPA’s 

implementation: 

 Sector-specific data protection codes may emerge, offering tailored guidance for 

fintech, healthtech, edtech, etc. 

 Privacy tech startups may see a boom as demand for consent management, 

encryption, and compliance tools rises. 

 Public-private collaboration can foster sandboxing environments for innovation 

within regulatory bounds. 

 Regulatory clarity through timely rule-making, definitions of SDFs, and cross-border 

frameworks will stabilize the ecosystem. 

 Global harmonization efforts could make Indian startups data-resilient and more 

competitive internationally. 

These possibilities, if realized, will ensure that India's digital economy remains innovation-

friendly while respecting the dignity and autonomy of its users. 
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