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1. INTRODUCTION 

Digital lending loans originated or distributed through apps, platforms or APIs has filled credit gaps for consumers and 

MSMEs by enabling instant underwriting, algorithmic scoring, and fast disbursement. Rapid growth, however, has 

outpaced enforcement: opaque pricing, aggressive recovery practices, and misuse of personal data prompted regulatory 

action in India from 2021 onward. This paper asks whether the existing regulatory measures (caps, DLG limits, 

mandated disclosures, Ombudsman coverage) are effective in (1) protecting consumers and (2) limiting credit risks such 

as the emergence of NPAs that are difficult to classify and recover. We base our analysis on official directives and data, 

alongside peer-reviewed and working-paper literature.  

 

2. Methodology  

• Document analysis (primary) RBI Working Group report (Nov 2021), RBI Digital-Lending Guidelines (Sept 

2022 / FAQs), RBI Integrated Ombudsman Scheme (2021), RBI Digital Lending Directions (2025), Ministry 

draft bills and official FAQs. Data pulled from RBI publications/notifications and Government open data portals 

where available.  

• Literature synthesis 10 national and international studies (listed below) selected for thematic relevance: 

consumer protection, pricing/caps, grievance redressal, and loan performance/NPA formation. 

• Analytical approach qualitative policy analysis plus descriptive tables (regulatory timeline; measures vs 

intended outcomes). Where digital-loan–specific NPA stats were not separately reported by official datasets, we 

use RBI system-level NPA data and note the disclosure gap. 
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Regulatory timeline 

Date Instrument / Actor Key measure(s) Why important 

Jan–Nov 

2021 

RBI Working Group on Digital 

Lending (WG) 

Comprehensive recommendations: classification 

of actors (REs, LSPs, Lenders), disclosures, 

grievance redressal, cap suggestions 

Foundation for later 

rules.  

02 Sep 

2022 

RBI Guidelines on Digital Lending 

(circular) 

Mandatory disclosures, audit trails, data 

governance, ban on lending by unauthorised 

entities via apps 

Increased 

transparency 

requirements.  

2021 

(ongoing) 

RBI Integrated Ombudsman 

Scheme (RB-IOS) 

Centralized portal (cms.rbi.org.in) and faster 

grievance handling, REs must have internal 

grievance processes 

Strengthens 

redressal channels.  

2024–2025 

Draft national measures (Banning 

of Unregulated Lending Activities) 

/ Industry Codes (DLAI Code) 

Proposals to ban unregulated lenders; voluntary 

codes for responsible lending 

Industry and 

legislative 

responses.  

May 2025 
RBI (Digital Lending) Directions, 

2025 

Detailed Directions: DLG exposure caps (e.g., 

5% for Default-Loss-Guarantees), disclosure, 

dispute timelines, NPA recognition guidance 

Stronger prudential 

and conduct norms.  

(Sources: RBI WG report 2021; RBI Digital Lending circulars/FAQs; RB-IOS; RBI Directions 2025; DLAI code.)  

3. Literature review 

• Majid Bazarbash & Kimberly Beaton (IMF WP), 2020 - Filling the Gap: Digital Credit and Financial 

Inclusion. Cross-country analysis of whether fintech credit fills credit gaps; examines marketplace lending 

and implications for inclusion and risk. Useful for benchmarking India against international patterns.  

• World Bank (Kate McKee), 2017- Consumer Protection in Digital Credit (Focus Note). Identifies consumer-

protection risks in digital credit (high rates, poor disclosure), recommends standardised disclosures and 

complaint mechanisms. Foundational for comparison with India’s measures. 

• RBI Working Group on Digital Lending, 2021-Report of the WG on Digital Lending. Maps the digital-

lending ecosystem, classifies actors (REs, LSPs), and proposes regulatory and legal fixes for consumer 

protection and system integrity. Directly influenced subsequent RBI policy.  

• Reserve Bank of India — Digital Lending Guidelines / FAQs, 2022–2023. 

Operational directives for disclosure, app audits, outsourcing, and responsibilities of regulated entities—aims 

to reduce opacity and harassment. Serves as the first binding conduct framework.  

• World Bank / Digital Finance (Responsible Digital Credit), 2024 — Responsible Digital Credit. Reviews 

approaches for responsible digital credit design, emphasizing affordability, transparency, and oversight; 

provides best-practice recommendations. Useful for policy prescriptions.  

• Asamani 2024 - An Empirical Study of Digital Lending in India (journal). Empirical survey of adoption, user 

perceptions, and platform characteristics in India; highlights trade-offs between speed and borrower welfare.  

• Harassment & Recovery practices study (Dasari), 2025 - Digital Lending in India: Harassment, 

Settlements, and the Law. (SSRN) Documents borrower harassment, third-party pressure tactics, and legal 

disputes; argues for stricter enforcement and clearer liability for intermediaries.  

• Chen (HBS), 2024 - Digital Lending and Financial Well-Being. Uses administrative datasets to show that 

digital loans sometimes improve subjective wellbeing but have limited effects on long-term financial resilience; 

points to potential repayment and NPA risks.  
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• Burlando, 2025 - Delivery Speed and Repayment (Mexico context). Faster delivery increases take-up but can 

worsen repayment metrics; cross-contextual lessons valuable for India’s speed-oriented products.  

• Industry/Policy analyses (DLAI Code; legal reviews), 2023–2025 - assorted white papers and legal notes 

(e.g., DLAI Code 2024; legal commentaries on RBI Directions 2025). Provide industry self-regulation 

perspective and critiques of regulatory clarity/enforcement. Useful for implementation analysis.  

4. Key empirical/regulatory facts  

• RBI’s Working Group (Nov 18, 2021) recommended clear classification of players, and strict audit/disclosure 

requirements.  

• RBI’s Digital Lending circulars (2022–23) require that loans be underwritten by regulated entities (REs); apps 

acting as mere channels must not obfuscate lender identity. 

• RB-IOS (Integrated Ombudsman Scheme, 2021) centralizes grievance intake and requires REs to maintain 

effective grievance mechanisms.  

• RBI Directions 2025 introduced explicit prudential limits, including DLG exposure caps (example: DLG 

exposures capped at 5% of a fixed loan portfolio in certain cases), detailed timelines for invocation and NPA 

recognition rules for DLG-backed portfolios.  

5. Analysis — effectiveness of current measures 

1) Effectiveness of caps (pricing/financial exposure controls) 

• What’s in place: RBI has not set a uniform statutory interest-rate cap across retail digital personal loans but 

has sought to control indirect exposures (e.g., default-loss guarantees, DLGs) via caps (5% in specific DLG 

contexts as per guidance), and mandated transparency about all charges.  

• Effectiveness: Caps on DLGs and constraints on certain intermediation structures lower systemic exposure and 

moral hazard from third-party guarantees, but they do not directly prevent high headline APRs on unsecured, 

short-tenor digital loans offered by regulated NBFCs or banks. Several surveys and studies indicate continued 

borrower concerns about pricing and affordability. Enforcement gaps and the presence of unauthorised entities 

still allow excessive pricing to persist in pockets.  

2) Grievance redressal 

• What’s in place: RB-IOS provides a centralized portal and the Directions require internal grievance 

mechanisms and nodal officers for REs. Timeframes for escalation are being standardized.  

• Effectiveness: Centralization improves accessibility, but practical problems remain: low borrower awareness, 

multiple intermediaries (LSPs, settlement agents) complicate liability, and delays/under-reporting continue. 

Empirical work shows many borrowers resort to informal settlements or give up. Strengthening outreach and 

mandatory reporting on grievances resolved/ pending would help measure effectiveness.  

3) NPA formation & recognition in digital loans 

• Issues: Digital loans are often short-tenor and high-frequency (revolving). When backed by complex 

arrangements (DLAs, DLGs), recognizing when a loan becomes NPA and which party carries the loss becomes 

complex. RBI Directions 2025 clarify asset-classification treatment for DLGs and restrict some DLG structures 

to reduce opacity.  

• Effectiveness: Clarifications help reduce regulatory arbitrage and ensure NPAs are timely recognized, but data 

disclosure by regulated entities on digital-loan NPAs is limited RBI statistics do not currently disaggregate NPAs 

originated via digital channels distinctly in public releases. This disclosure gap undermines monitoring and 

targeted policy responses.  
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Tables  

Table A — Regulatory instruments and primary consumer-protection provisions (short version) 

Instrument Year Primary consumer measures 

RBI WG Report 2021 Classify actors; recommended disclosure & audit trails.  

RBI Digital Lending 

guidelines/circulars 

2022–

23 

Mandatory disclosures; prohibition on hidden charges; audit & app-

level controls.  

RB-IOS 2021 Centralized grievance portal; broadened jurisdiction.  

RBI Directions 2025 
Prudential limits (e.g., DLG cap), NPA recognition rules, explicit 

conduct norms.  

(Include full citations and URLs in final references.) 

6. Four research objectives (as requested) 

• Assess the effectiveness of regulatory caps and prudential limits (e.g., DLG exposure limits) in containing 

systemic risk and preventing predatory product design in India’s digital-lending market.  

• Evaluate grievance-redressal mechanisms (internal RE mechanisms, RB-IOS) for accessibility, timeliness, 

and practical effectiveness from the borrower’s perspective.  

• Examine how NPAs arising from digital loans are recognized and reported under current RBI norms, and 

whether digital lending structures create classification or recovery gaps.  

• Propose regulatory and market solutions to strengthen consumer protection while preserving beneficial 

financial-inclusion outcomes of digital credit (benchmarked against international best practice).  

7. Suggestions / Policy recommendations (practical & evidence-based) 

• Mandate disaggregation of “digital-originated” loan statistics in RBI releases. 

Rationale: policymakers need visibility on NPA rates and loss severity by origination channel to calibrate 

interventions. (Current RBI publications lack a digital-loan NPA breakdown.)  

• Statutory prohibition or licensing for Lending Service Providers (LSPs)/third-party intermediaries; 

explicit liability assignment. 

Rationale: WG 2021 highlighted the risk of unauthorised lending and LSPs acting beyond permitted roles; 

licensing clarifies duties and makes enforcement feasible.  

• Prescribe a standardised APR disclosure (uniform methodology) and limit abusive short-tenor APRs for 

emergency microloans, while allowing market pricing for longer credit lines. 

Rationale: Transparency helps borrower choice and comparability; targeted caps for extremely short-tenor, 

high-frequency microcredit reduce predatory pricing. (World Bank & IMF recommend standardised 

disclosures.)  

• Strengthen grievance redressal: mandatory public reporting by REs on grievance volumes, resolution 

times, root-causes; faster pass-through to RB-IOS with SLA monitoring. 

Rationale: Measurement drives improvement and accountability; current under-reporting hides systemic 

problems.  

• Data-sharing protocols between regulators (RBI, Data Protection Authority when constituted, Ministry 

of Finance) to tackle data misuse and enable enforcement. 

Rationale: Several complaints involve misuse of contact lists and social media; cross-agency access allows 

prompt action.  
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• Consumer education & easy-to-use dispute templates: push campaigns, in-app plain-language disclosures, 

and single-click escalation options to Ombudsman. 

Rationale: Low awareness reduces the uptake of formal remedies; simpler UX reduces friction.  

• Regulate default-loss-guarantee (DLG) arrangements tightly (monitor concentration and linkage to 

collection agents); restrict securitisation that obscures borrower liability. 

Rationale: RBI DLG caps (2025) are a good start; ongoing supervision is needed to prevent circumvention.  

8. Conclusion 

India’s regulatory response to the digital-lending surge has been rapid and multi-pronged: the RBI’s Working Group 

(2021) set the agenda; the 2022–23 digital-lending guidance improved disclosure and app-level controls; the Integrated 

Ombudsman Scheme centralized grievance access; and the Digital Lending Directions (2025) added important 

prudential limits (e.g., on DLG exposures). These steps materially improve consumer protection and reduce certain 

systemic risks. Persistent challenges remain: data and reporting gaps (no public, disaggregated digital-loan NPA figures), 

uneven enforcement against intermediaries, and limited borrower awareness. Addressing these gaps requires legal clarity 

on third-party intermediaries, mandated public metrics from regulated entities, standard APR disclosures, and stronger 

cross-agency data sharing. If adopted, these measures can preserve the inclusion benefits of digital credit while 

protecting vulnerable borrowers and reducing hidden system risks.  
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