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Technology is changing the ways we book flights, book taxis, or search for a hotel room. And amongst 
these amazing stories, fintech continues to make massive transformation in the way flow of money and 
settlements of transactions happen. One of the ways fintech continues to make a significant impact in 
the world of finance is to enable fintech-based lending. Known by various names as fintech credit, 
marketplace lending, crowdfunding of loans, P2P lending, etc., there is no doubt that these forms of 
lending transactions are one of the most remarkable developments in the financial space over the last 
decade. 

P2P Lending/Funding, is a form of crowd-funding used to raise loans FOR people who need to borrow, 
FROM people who want to invest, thereby cutting out the financial institution as the middleman. It is an 
innovative borrowing and lending opportunities in recent times. 

While P2P lending is still at its nascent stage, it is gaining popularity among the general public (investors 
and borrowers) and regulatory bodies like the RBI. P2P Lending brings diverse groups of borrowers and 
lenders together on a single platform and then analyses the needs and restrictions of both stakeholders 
to initiate a transaction best suited to both. The Government’s focus on developing P2P was further 
underlined by its recent announcement wherein the apex bank increased P2P loan disbursal limit to 
Rs. 50 lakh from Rs. 10 lakh. This is a rare joyful development for a segment, which has been heavily 
monitored and restricted till now. Considering that many start-ups (30 as of now) are emerging in this 
domain, the 5X lending-cap extension would give them relief and attract the attention of venture 
capitalists.

Overview
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How Peer-to-Peer Lending 
Works

P2P lending is a debt financing model which 
allows individuals and businesses to borrow 
money online, without relying on an official 
financial institution as an intermediary. P2P 
lending platforms are largely tech companies 
registered under the Companies Act and acting as 
aggregators for lenders and borrowers, thereby, 
helping create a match between them. Once the 
borrowers and lenders register themselves on a 
platform, due diligence is carried out by the 
platform and those found to be meeting the 
criteria can participate in lending/borrowing 
activity. 

The companies often follow a reverse auction 
model in which the lenders bid for a borrower’s 
loan proposal and the borrower has the freedom 
to either accept or reject the offer. Some platforms 
provide several additional services like credit 
assessment, recovery, etc. In most cases, the 
platform moderates the interaction between the 
borrower and the lender. 

The documentation for the lending and borrowing 
arrangement is facilitated by the P2P platform. 
The lender transfers money from his/her bank 
account to the borrower's bank account. The 
platform facilitates collection of post-dated 
cheques from the borrower in the name of the 
lender as a proxy for repayment of the loan. The 
P2P forum, in general, also helps in the recovery 
process and as part of this, follows up for 
repayments and if need be, employs recovery 
agents too. 

In order to avail the service, borrowers are 
required to pay a fixed origination fee, while 
lenders often have to pay an administration fee, 
depending on the terms of the P2P lending 
platform. The interest rates are usually determined 
by the platform, sometimes the rates are set as per 
mutual agreement between the lender and the 
borrower. By eliminating the need for 
intermediaries, social lending platforms manage 
to offer high returns on investments as well as low 
- interest rates for borrowers, irrespective of 
market conditions.

Benefits to Borrowers
P2P borrowers are not restricted only to individuals 
and partnerships. Now, even enterprises from 
SMEs to large corporates are all borrowing from 
these platforms. Some key benefits which 
borrowers derive from these platforms:

Online applications for a P2P loan and 
digitization of loan origination and lending 
helps fast, convenient and accurate 
disbursements

Borrowers are able to access lower rates as 
compared to traditional lenders like banks
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Loans for all ticket sizes and for all kinds of 
purposes: Borrowers with varied purposes 
can get funding, from repaying debts and 
planning a wedding to funding your next 
vacation and refinancing. Borrowers can 
choose the interest rate, loan amount (from 
INR 5,000 to INR 10,00,000) and tenure that 
best suits them 

Lessor or no prepayment charges to the 
Borrower

Paperless process - Agreement generation, 
signature and even negotiation is done online

First time borrowers and startups get good 
access to seed capital/funds, who do not 
consider seeking funding from banks as a 
feasible idea. Banks usually demand a higher 
rate of interest and a collateral, which is 
difficult for entrepreneurs to furnish. In such 
cases, alternative financing avenues like P2P 
lending is a huge relief

Benefits to Investors 
P2P provides investors with an alternate 
investment avenue to diversify their portfolio 
which is usually either linked to the stock 
market or the debt market 

P2P platforms give superior returns when 
compared with debt instruments while at the 
same time keeping the risk levels to low or 
moderate levels

With RBI coming strongly on P2P licencing 
and regulations, investors interests are highly 
protected giving them very transparent 
transactions and ease of financing and exit

P2P has the potential of giving regular 
income to the investors

Investors are helped greatly by technology. 
With the help of Artificial Intelligence and 
Cloud-based CRM tools like Salesforce, 
Investors get robust analysis of the investment 
under considerations. Some platforms 
provide more than 100 metrics to check 
before suggesting investments.

Industry Shaping Up
The P2P industry is still in its infancy. In India, the 
first Fintech to offer these services was Faircent in 
2013 and since then the market has grown 
exponentially with 20-25% growth every month* 
and more than 20 RBI registered players**. The 
risks are high as business is largely unsecured; the 
borrower segment consists of new-age borrowers 
and growth numbers are indicative of many of the 
prospects of the P2P business in India and the 
target customer segment.
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Key Challenges in the Industry 
and Technology at the Helm
While the industry is going through a very exciting 
period, there are a few challenges faced by the 
players in this industry, as illustrated below:

A closer look at the operational challenges reveals 
the criticality of the selection, design and 
construction of an appropriate technology stack 
for an alternative lending firm. While robust and 
scalable technology infrastructure ensures smooth 
day-to-day operations, it also provides an 
opportunity to differentiate. A credit assessment 
framework aided by the requisite analytical 
capability enables a firm to select the right 
borrower in the crowd. This is the single most 
important factor determining the long-term 
success of a firm and has to be diligently 
developed. Since digital channels are 
predominantly used to interact with customers, the 
challenges of customer acquisition and 
experience can be tackled through the 
implementation of up-to-the-minute user interface 
design solutions. Following are the critical 
considerations to be kept in mind while 
developing robust and scalable technology 
infrastructure for alternative lending:

Delivery Channels

Back-end System

Third Party Solutions

One of the biggest enablers of this phenomenal 
growth in P2P is the rapid scale of high-end 
technology. With tech-enabled processes, P2P 
players have been able to cut down on 
intermediary costs, thus enabling borrowers to 
enjoy lower interest rates and lenders to make 
higher returns. Therefore, involving an 
implementation partner with the requisite skills, 
functional know-how (process and domain 
expertise), technical competence, and 
implementation experience is imperative.

The Road Ahead
P2P lending or fintech credit is the fastest growing 
part of non-banking financial intermediation, 
sometimes known as shadow banking. A lot of 
regulatory framework is designed keeping a 
tightly-regulated bank in mind. However, P2P is 
itself a case of moving out of banking regulation. 
As long as P2P lending platforms continue to 
innovate and maintain their lending standards, 
and regularly upgrade technology, the 
democratisation and uberisation of lending shall 
continue. While the alternative lending industry 
presents huge potential, the long-term success of 
firms would depend on their ability to keep 
innovating, developing dynamic credit models 
and reducing transactional costs, thereby 
enabling operations in a lean fashion. While this is 
certainly a controlled growth phase in the market, 
all eyes will be on this market to see if it can evolve 
to become the next big disruption in the financial 
services industry.

Resources and references used

http://bit.ly/2XSV985
https://bit.ly/2XSCBos
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Sector is unregulated in 
most markets (India, China, 
the US-most states)

Uncertainty in regulations 
thwarts growth and fund 
availability

Lack of technology players 
devising solutions for this 
niche industry

Regulatory concerns 
regarding cloud services 
and outsourcing of 
infrastructure and 
maintenance

Lack of funding 
opportunities to scale 
operations

Investors interest would 
depend on regulator’s 
support and innovative 
business models

Lack of historical 
data(especially for 
undeserved)

Time and cost of employing 
advanced data mining and 
analytical tools

Identifying the target 
customer is difficult

High acquisition cost due 
to lack of segmentation

Reliance on traditional 
direct marketing methods

Inability to come up 
with differentiated 
offerings

Process gaps and 
inefficiencies lead to 
high turnaround 
time
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