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INDIA’S DIGITAL LENDING REVOLUTION

Context

e [ndia’s rapid expansion of digital credit has improved financial inclusion, but concerns over high effective
borrowing costs and multiple concurrent unsecured loans highlight gaps in consumer protection.

About India’s Digital Lending Revolution
¢ Digital lending has transformed credit delivery in India.

e Smartphone-based platforms, e-KYC, Aadhaar-enabled services, Account Aggregator infrastructure and
digital payments have reduced transaction costs and enabled loans to be sanctioned within minutes.

e Thetransformation is significant for first-time, young and thin-file borrowers, who previously faced difficulties
accessing formal credit.

¢ Digital lending has consequently emerged as an important component of India’s broader financial-inclusion
and Digital Public Infrastructure (DPI) ecosystem.

e The RBI'sregulatory framework covers disclosure requirements, Key Facts Statements (KFS), loan disbursal
and repayment, data protection, grievance redressal and recovery practices.

Current Status

e Personal loans have become a major component of bank credit. The rapid growth of unsecured retail
lending has prompted the RBI to adopt macro-prudential measures, including higher risk weights on certain
consumer-credit exposures.

e Digital lenders increasingly serve borrowers seeking small-ticket, short-tenure loans.

e The structure of such loans can result in a high repayment burden because processing fees, insurance or
other mandatory charges and short repayment periods may substantially raise the effective cost of credit
while this improves accessibility.

¢ Thus, financial inclusion must be accompanied by financial protection.

Factors Behind the Digital Lending Revolution
e Digital Public Infrastructure: Aadhaar, UPI, e-KYC and Account Aggregator enable quick authentication,
payments and consent-based data sharing.

e Fintech innovation: Algorithmic credit assessment allows lenders to evaluate borrowers with limited
conventional credit histories.

e Lower transaction costs: Paperless onboarding and automated underwriting reduce the cost and time of
lending.

e Expanding smartphone and internet penetration: Digital connectivity has widened the potential borrower
base.

¢ Regulatory evolution: RBI's Digital Lending Guidelines and subsequent directions have sought to bring
digital lending within a responsible-lending framework.

Related Issues & Concerns
e Effective Cost vs. Stated Interest Rate: Disclosure alone may not ensure informed decisions.
¢ Borrowers facing medical emergencies, income shocks or liquidity constraints often prioritise immediate
access to money over cost comparison.

¢ Behavioural factors such as present bias can therefore weaken the effectiveness of disclosure-based
protection.

e Multiple Borrowing and Over-Indebtedness: There is no simple market-wide cap on the number of concurrent
unsecured digital loans a borrower can hold.

+ Different lenders may independently assess repayment capacity, while aggregate indebtedness can
become difficult to monitor across platforms.
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+ Short-tenure digital loans may therefore generate disproportionately high monthly repayment obligations,
encouraging loan cycling—borrowing afresh to repay existing debt.

e Consumerand DataProtection: Digital lending also raises concerns relating to aggressive recovery practices,
misuse of personal data, opaque algorithms, cyber risks and misleading digital interfaces.

Related Efforts & Initiatives

e The RBI has strengthened the ecosystem through the Digital Lending Guidelines, Key Facts Statement
requirements, regulation of Lending Service Providers (LSPs), direct disbursal into borrowers’ bank accounts,
grievance-redressal mechanisms and restrictions on inappropriate data collection.

e The Digital Personal Data Protection framework, Account Aggregator ecosystem and RBI’'s supervisory
interventions further strengthen responsible digital finance.

e RBI's action against entities found to have excessive lending rates/spreads demonstrates that pricing itself
can be a legitimate supervisory concern.

Way Forward: Strengthening Measures

e Borrower-level exposure limits: Use credit-bureau and other regulated data infrastructure to establish
prudential limits on concurrent unsecured digital loans.

e Effective-cost regulation: Standardise an all-inclusive measure of borrowing cost, covering interest and
mandatory fees.

¢ Repayment-capacity assessment: Shift from lender-wise assessment towards a more comprehensive view of
a borrower’s aggregate obligations.

e Behavioral safeguards: Use simple, prominent disclosures, cooling-off periods and repayment simulations
rather than relying solely on lengthy disclosures.

e Financial literacy: Strengthen awareness regarding APR/effective cost, loan stacking and consequences of
repeated borrowing.

e Responsible innovation: Encourage fintech innovation while ensuring algorithmic accountability, data
minimisation and transparent grievance mechanisms.

Daily Mains Practice Question

[Q] Discuss the regulatory challenges involved and suggest measures to ensure responsible and
sustainable digital lending in India.
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