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Abstract: The digital lending market of India has
undergone a fundamental change during the last few years,
given that its growth pace is driven by catapulting strides
in digital technologies and changing socio-economic
dynamics. Advanced technologies have primarily fuelled
this change of the credit delivery process, including
artificial intelligence and machine learning, blockchain,
and big data analytics that enabled wider accessibility
while improving the operational efficiency of credit. It
defines and redefines what a creditworthy entity is by using
unorthodox data sources-transaction histories, utility
payments, social media activity-and, therefore, expands
financial services toward the underserved and excluded
populations and pushes the world toward financial
inclusion. Technologies like UPI, along with Aadhaar's
adoption for biometric authentication, demystified
financial transactions, reducing complexity in onboarding.
Lending became faster, more transparent, and user-centric,
which brought explosive growth to this sector. In terms of
views, both startups and traditional institutions are aligned
on customization, efficiency, and access to lending through
these technologies. Still, the sector is still beset on several
sides-from refusal to adapt to regulations to the danger of
hacking. Data privacy issues, phishing, and the fraudulent
literature remain a scourge for lenders and borrowers alike.
Over-indebtedness and predatory practices also call for
tighter controls on issues that might affect consumer
interests. This paper analyzes the effect of digital lending
on Indian banks and fintech companies' financial
performance outcomes in terms of profitability, risk
management, and operations. In addition, strategic
importance of the collaboration between banks and fintech
is stressed with an emphasis on a request for technology
innovation and Omni channel strategy in ensuring
competitiveness  within  more digitalized financial
ecosystems.
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The impact of technology on financial services has thus
been so broad that it has led to some significant and
innovative changes in the industry. Indeed, ‘fintech' is the
combination of both ‘finance' and 'technology’, which may
indeed eventually change the entire manner of managing
finance. Technology, thus, has changed both the financial
markets and society entirely over the past 10 years. It is not
a very recent phenomenon, but, indeed, the integration of
technology in the financial sector has significantly changed
over the last decade. The second element is the tremendous
amount of diversity within the financial technology
industry and, most notably, the size in terms of companies
[1]. The COVID-19 pandemic saw tremendous momentum
in credit cards in the India market. Card payments have
increased from INR 6,30,414 crore in FY 2020-21 to INR
10,49,065 crore as of September FY23. Although there is
significant credit demand, only around 6% of Indians, or 86
million, have credit cards as of April 2023. Low credit card
adoption may be attributed to the reluctance of traditional
banks to provide this service to customers with low or non-
existent credit score. This presented an opportunity for
Fintech companies, NBFCs, and others in such category to
leverage their skills and infrastructure to provide credit
services to this customer group. That is, borrowers who had
no credit history could avail such services without much
paper work. Moreover, through mobile app-based
ubiquitous technology, Fintech companies could also
access and on-board large numbers of potential credit
customers [2].

In this regard, a wide range of DLAs, like consumer
durables loan, scan and pay, Buy Now Pay Later (BNPL),
etc. are being marketed through mobile and web-based
applications today. Balance sheet lenders (BSL), just like
banks and NBFCs, can use their in-house DLAs to
directly offer their own credit products and services to
potential customers. Alternatively, banks may outsource
some of the credit functions such as customer
acquisition, underwriting and pricing support, monitoring
and recoveries of loan, etc. to one or more third-party
Lending Service Providers (LSPs), who may do so using
their own digital platforms and capabilities. Therefore,
acting as an agent for one or more banks, the LSP becomes
an intermediary between the credit customer and the bank
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[3]. Financial performance is a basic issue of the economic
entities and all businesses have to make efforts to achieve
the highest financial performance. There are various factors
that influence the financial performance of a business.
These factors may be either internal factors or external
ones. There are many studies proving the capital structure
impact on financial performance for businesses currently,
though their results ultimately prove to be dissimilar to one
another. Moreover, any certain business sector is
characterized by its specific properties and types of capital
management, and therefore the level of influence is highly
diversified as well [4].

Four aspects are usually considered while categorizing
financial performance indicators: profitability, operating
capacity, solvency, and development capacity.
Theoretically, two major perspectives explain how a firm's
financial performance impacts its market value. One is
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absolute valuation theory, where the intrinsic value of a
firm will be derived based on financial data. Although it is
very accurate, it remains impractical due to issues like
discount rate estimation and more. The second theory states
that in a perfectly rational and efficient capital market,
where all available information is embodied in share prices,
no superior returns are possible to analyze the shares. Both
theories state that firm's market value is positively and
significantly correlated with the financial performance of
the firm, particularly its profitability, in both developed and
emerging markets [5]. Figure 1 Comparison of Traditional
Lending Process with Digital Lending Process. Traditional
method involves manual applications, underwriting,
physical documentation, and manual repayments, meaning
the processing is longer. Digital process prefers automated
processes such as online application, data-driven
underwriting, instant approvals, and digital servicing for
quicker and faster loan management.

Digital Lending Process ‘

and Digital Servicing

Figure 1: Traditional Lending Vs. Digital Lending [6]

Il. EVOLUTION OF DIGITAL LENDING IN INDIA

The turning point has come in the form of the
demonetization policy that was introduced in 2016. It
hastened, rather helped speed up, the use of digital finance
because consumers were looking towards paperless and
cashless alternatives. This then led to the digital lending
platforms, taking advantage of this growing trend of
convenience and speed, while regulatory support was also
issued through the Reserve Bank of India’s introduction of
frameworks to encourage innovation while also
safeguarding consumers. Initiatives such as the Account
Aggregator framework and regulatory sandboxes have been
the bed of support under which digital lending has grown
exponentially [7]. Several factors have underpinned the
expansion of digital lending. Technological progress,
especially in Al and ML, has transformed credit scoring and
risk assessment. In addition to these technologies,

widespread digital payment systems have also simplified
loan disbursement and repayments. Also, changing
consumer preferences, specifically for millennials and Gen
Z, have fueled adoption because both demographics are
increasingly prioritizing convenience and speed when it
comes to financial transactions. The COVID-19 pandemic
further accelerated the sector, as lockdowns and increased
restriction on physical interactions further boosted demand
for digital solutions [8].

The Indian digital ecosystem has placed a strong base for
growth in digital lending. Seamless integration between
lenders and borrowers is made possible through platforms
such as UPI and broader infrastructure of India Stack.
Startups like Paytm, Lendingkart, and KreditBee have
emerged as key players in offering innovatively tailored
products to diverse customer needs. At the same time, the
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sector has also attracted significant investments, and venture
capital and private equity financing were crossing more than
$2 billion for the period between 2016 and 2022 [9]. Digital
lending has had considerable socio-economic implications.
It has democratized credit access to underserved segments
like micro, small, and medium enterprises (MSMESs) and
rural consumers. The alternative data sources empower the
digital lenders to bridge the gap left by traditional financial
institutions and, thus promote financial inclusion, job
creation, and entrepreneurial growth. Despite its success, the
sector experiences various challenges such as regulatory
compliance, cybersecurity threats, and the risk of over-
indebtedness among borrowers. However, blockchain and
decentralized finance (DeFi) innovations are bound to shape
the next phase of growth [10]. Figure 2 charts the growth
trajectory of digital lending in India since the 2016
demonetization event, which picked up on the uptake of
digital financial services. This is underpinned by central
regulatory support, technological advancements, and the
development of digital ecosystems and new startups. It also
features innovations like Al, UPI, and blockchain, while
discussing the challenges that include regulatory compliance
as well as cybersecurity risks.
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Figure 2: Growth and Evolution of Digital Lending in India
[10]

In India, the rapid emergence of digital lending has far been
catalysed by serious technological changes at the base level,
fundamentally reshaping the kinds of credit accessed,
assessed, and issued. Innovations in this direction have made
it possible for financial institutions to deliver efficient,
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unjarring, and highly personalized financial services,
catering to the varied socio-economic challenges of the
entire country. An increasing body of literature reveals that
Al and ML at their core redefine the digital lending
processes. Credit risk assessment and underwriting are
founded on these technologies and rely on huge amounts of
data, comprising structured as well as unstructured data, for
forming strong credit profiles. Specifically, they can serve
customers who have little or no formal credit history,
thereby inclusive financial services to formerly excluded
communities [11]. Big Data Analytics extends this even
more by leveraging non-traditional sources of data like
transactional records, social network activities, and even
utility payment records as means of evaluating
creditworthiness especially for the underbanked in rural and
semi-urban geographies [12]. Blockchain technology is
something that has revolutionized the face of digital lending,
bringing with it greater transparency, security, and
efficiency within the ecosystem. Its ability to guarantee
unalterable, permanent records of transactions has reduced
fraud occurrence significantly while increasing the comfort
levels of all the stakeholders involved. Smart contracts
utilized it to facilitate easier compliance and automate
primary processes, such as loan agreements, thereby
increasing operational efficiency [13]. Similarly, cloud
computing has transformed scalability in the digital lending
world by providing the infrastructure to handle massive
volumes of data, the rapid roll out of applications, and
maintenance of interruption-free service delivery [14].
Biometric authentication, in conjunction with India's
Aadhaar system, further streamlined the customer
onboarding process by quickly and correctly verifying
identity, minimizing fraud risks, and hastening Know Your
Customer (KYC) compliance [15].

API integration and the open banking framework have
transformed data-sharing practices between financial
institutions, giving birth to open banking frameworks-an
initiative that is promoting more transparency and even
allowing for personalized loan products. One such impactful
product is the Account Aggregator framework, which
guarantees secure data-sharing based on consent for better
credit decisions [16]. Growth in the digital payment
infrastructures, especially through the Unified Payments
Interface (UPI), complemented all these developments by
enabling real-time loan disbursement and repayment
processes, thereby enhancing the convenience of borrowers
while also increasing the efficiency of lenders' operations
[17]. RPA also has emerged as an important player by taking
up the task of automating repetitive and resource-intensive
tasks such as document verifications, thereby drastically
reducing processing times and improving the overall
customer experience [18]. Mobile technology, led by large
smartphone penetration and affordable internet, has
expanded the online reach of digital lending to millions of
users in both urban and rural India. Mobile applications offer
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user-friendly interfaces for loan requests, tracking, and
support that make digital lending very accessible to different
demographic segments [19]. Lastly, as digital lending
platforms expand their reach and scope and grow in
complexity, cybersecurity has emerged as an essential focus
area. Improvements in encryption technologies, multi-factor
authentication, and Al-driven threat detection systems
ensure the protection of sensitive financial and personal
data, fostering trust among users [20]. Table 1 table provides
a comprehensive comparison of key technological
advancements, their primary functions, and their specific
impacts on the digital lending ecosystem.
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Table 1: Comparative Table of Technological
Advancements in Digital Lending

Technology Function Impact on
Digital Lending
Al and ML [11] Credit risk Precise
assessment, underwriting,
fraud detection, robust credit
loan profiling,
optimization improved fraud
prevention
Big Data Analysis of Enhanced

Analytics [12]

unconventional
data sources

creditworthiness
assessment for

(e.g., social underserved
media, populations
transaction
history)
Blockchain Immutable Increased
Technology transaction transparency,
[13] records, smart fraud reduction,
contracts streamlined
compliance
Cloud Data Scalability, cost
Computing [14] management, efficiency,
application uninterrupted
deployment, service delivery
real-time
processing
Biometric Identity Faster
Authentication | verification via onboarding,
[15] fingerprints or reduced fraud,

facial
recognition

streamlined KYC

API Integration

Secure data

Improved

[16] sharing between | decision-making,
financial personalized loan

institutions products

Digital Real-time Enhanced

Payments (UPI)
[17]

disbursement

convenience and

and repayment speed for
of loans borrowers
RPA [18] Automation of Operational
repetitive tasks efficiency,
like document reduced
verification processing time
Mobile User-friendly Accessibility for
Technology mobile apps for rural and urban
[19] loan application populations,
and tracking improved
customer
experience
Cybersecurity Encryption, Secured borrower
Enhancements multi-factor data, increased
[20] authentication, user trust
threat detection

IMPACT OF DIGITAL LENDING ON FINANCIAL
PERFORMANCE

The entry of digital lending has significantly impacted
financial performances by commercial banks, non-banking
financial companies (NBFCs), and fintech institutions in the
advanced

country. Digital lending platforms, via

technologies such as artificial intelligence, machine
learning, and big data analytics, have renovated existing
mechanisms of traditional credit delivery for profitable
returns, efficiency, and risk management. Some of the key
key performance indicators that can be used to evaluate
financial performance in the context of digital lending are
profitability, operational efficiency, and NPA management
[21]. Profitability metrics like ROA and ROE speak to the
financial payback from digital lending innovations, because
these platforms have helped banks increase their customer
base, reduce the cost of transactions, and enhance loan
recovery rates. Efficiency metrics like cost-income ratio and
loan processing times have highlighted the operational
improvements from automating processes such as credit risk
assessment, document verification, and loan disbursal.
Digital lending has also helped in better NPA management
through data-driven credit scoring with mechanisms for
fraud detection that can act as early detectors for risk

mitigation and monitoring [22, 23].

Various case studies of selected commercial banks in India

indicate that digital lending has positively impacted their
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financial performances. For example, State Bank of India
and ICICI Bank have developed strong digital lending
strategies that continue to incorporate Al-powered platforms
and mobile applications aiming at streamlining loan
origination and servicing. SBI’s YONO platform and
ICICI’s InstaLoan service have reported significant growth
in customer acquisition, particularly among millennials and
first-time borrowers. These platforms have also contributed
to a marked reduction in operational costs, as digital
channels require fewer physical resources and manual
interventions [24,25]. In a similar vein, the implementation
of digital lending solutions at HDFC Bank has seen
improved turnaround times, customer satisfaction, and a
decline in delinquency, thus directly contributing to
improvement in profitability. These case studies clarify how
digital lending can solve age-old problems related to
traditional models, such as processing costs and delays, and
restricted reach [26]. Figure 3 demonstrates how digital
lending could utilize advanced technologies to improve
financial performance. By reducing the costs and optimizing
operations leading to increased profitability, lenders manage
their NPAs much better and become more efficient. These
changes lead to a spurt in expansion of the customer base for
institutions, thereby completing the innovation-expansion

cycle in the financial industry.

Leverage
Advanced
Technologies
S
Expand Improve
Customer Base Profitability
Better NPA ‘/Enhance
Management Operational
Efficiency

Figure 3: Digital lending Impact Cycle [26]

IV. STRATEGIC IMPLICATIONS FOR INDIAN
COMMERCIAL BANKS
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Digital lending has brought transformative implications for
Indian commercial banks, challenging old paradigms and
making institutions introduce innovative strategies to remain
relevant and competitive. In order to leverage the full
potential of digital lending, banks need to embrace extensive
best practices to integrate technology with optimal customer
engagement and address the challenges of risk management.
By leveraging cutting-edge technologies like Al and ML, a
bank could get sophisticated credit scoring, fraud detection,
and customer segmentation [27]. These technologies allow
banks to go beyond traditional considerations, such as credit
scores and documentation of income, and assess the
creditworthiness of the customer using alternative data
sources such as payment histories and utility bills, and even
behavioral patterns on digital platforms. Automation of loan
origination processes can cut the processing time hugely,
allowing for near-instant credit approvals-an important
driver of retaining customers in an increasingly competitive
landscape. Banks also need to improve the user experience
through intuitive digital platforms, personalized offerings,
and end-to-end paperless processes to cater to the rising

share of tech-savvy customers [28, 29].

In this competitive digital lending space, banks are seeing
mounting challenges from fintech startups and non-banking
financial companies, which have utilized agility and
innovation in disruption of the old models of lending.
Challengers  have  capitalized

on  technological

advancements to offer faster, more accessible, and
customized forms of lending solutions mostly targeting
underserved and niche markets that conventional banks have
found difficult to penetrate [30]. Fintech companies shine in
small-ticket loans, buy-now-pay-later products, and
microfinance services, all areas where commercial banks lag
behind. To overcome this, the banks need to rethink how to
present their age-old strengths: strong regulatory
compliance and a well-established trust factor, by fusing
with the type of agility and innovation offered by digital
lending models. Building an omnichannel presence, wherein
digital and physical banking services complement each

other, is critical to the sustenance of the broad customer


https://ijellh.com/index.php/OJS/index
https://ijellh.com/index.php/OJS/index
https://ijoscience.com/index.php/ojsscience/issue/view/109

ISSN: 2582-4600

base. Furthermore, using scale to offer favorable interest
rates and terms-something fintech companies may not be
able to maintain because they have a relatively higher cost
of capital [31].

Collaborations and partnerships with fintech companies
have now become one of the utmost strategies undertaken
by banks as ways to leverage their ability to do digital
lending while conserving on the hefty cost and time
associated with their in-house development. Fintech
partnerships, in essence, help banks integrate cutting-edge
technology solutions like real-time credit underwriting,
blockchain for secure transactions, and digital wallets for
easy repayments. Such collaboration with the fintechs may
help banks incorporate the new age customer acquisition
models-most notably social media-driven campaigns or
gamification-based loan education tools among others. Co-
lending models are a whole other strategic segment where,
based on the structure, banks and the fintechs would share
the risks and rewards of loan disbursement. This approach
not only pushes the banks to expand their portfolios into new
customer segments but also helps fintechs use the low cost
of capital and compliance abilities of the banks. These
partnerships are also most effective in rural and semiurban
areas, where fintech's digital-first models aligned with those
of banks' existing networks can drive financial inclusion [32,

33].

Strategic partnerships are empowering banks to tap into the
real benefits of open banking, which provides good access
and security for sharing data via APIs. The Account
Aggregator framework by RBI is a great illustration of how
banks can avail of consent-driven data sharing for delivering
personalized loan products. Further, the partnership with
technology houses will allow banks to use Al-driven
chatbots and robo advisors for enhanced customer support
and improved operational efficiency [35]. Another avenue
to differentiation and to engaging customers in co-creating
digital ecosystems is through super apps with a holistic
servicing approach that integrates banking services with e-

commerce, insurance, and investment platforms. This line of
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expansion, however, presents banks with challenges
including increased regulatory oversight and cybersecurity
concerns [36]. Digital lending poses risks of data privacy
violation, phishing attacks, and system vulnerabilities on
institutions; thus, a solid cybersecurity infrastructure is an
important investment. Moreover, regulators, including the
Reserve Bank of India (RBI), are closely monitoring the
digital lending space to ensure transparency, prevent
predatory lending practices, and safeguard consumer
interests. Banks must therefore balance innovation with
compliance, ensuring that their digital lending models

adhere to regulatory frameworks and ethical standards [37].

V. CONCLUSION

Digital lending has emerged as a transformative force in
India's financial landscape, redefining access to and delivery
of credit by shifting paradigm attitudes. Its path forward
spells out a growth trajectory on account of technological
innovation, regulatory support, and changing consumer
behaviors-meaning the long-standing challenges facing the
financial sector may get addressed. These technologies of Al
and ML enable accuracy in credit risk assessment while
blockchain and biometric authentication usher in
unprecedented levels of transparency and security. All these
technology interventions have really worked to enhance
financial performance metrics of lenders related to
profitability, operational efficiency, and management of
nonperforming assets. Case studies of leading Indian banks,
such as SBI and ICICI, help bring on-ground realizations of
the benefits of putting in place digital lending platforms.
These measures will directly lead to improved customer
acquisition, reduced transaction costs, and increased
recovery of loans. However, there are challenges in this
sector as well. Regulatory scrutiny, cybersecurity threats,
and the risk of over-indebtedness require robust frameworks

to ensure sustainable growth.

Strategically, commercial banks have to align their
operations' models to operate with the speed and innovation

that fintech players offer to stay ahead. This includes
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embracing state-of-the-art  technologies, developing

alliances, and omnichannel banking. Probably through
partnerships with fintechs, banks will be able to use
innovative tools for access into new markets, especially in
rural and semi-urban. The Account Aggregator model is an
exemplary regulatory framework that emphasizes data-
driven decision-making and personalized financial products.
Conclusion The emergence of digital lending marks a
paradigm shift within India's banking sector, tackling crucial
socio-economic challenges that drive further financial
inclusion and economic growth. Navigating the regulatory
landscape as well as harnessing the very latest technological
advancements, it can continue shaping the future of financial

services.
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