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Abstract

Peer-to-Peer (P2P) lending has emerged as an important component of the global FinTech ecosystem,
connecting borrowers and lenders through technology-enabled platforms. In India, P2P lending
provides opportunities for alternative credit access and investment while creating concerns related to
credit risk, information asymmetry, consumer protection, data privacy, cybersecurity, and regulatory
compliance. The Reserve Bank of India (RBI) established a dedicated regulatory framework by
classifying P2P platforms as Non-Banking Financial Companies—Peer to Peer Lending Platforms
(NBFC-P2P). This study critically examines India's regulatory framework, focusing on registration,
permissible and prohibited activities, fund management, escrow arrangements, exposure limits,
disclosure, risk management, and stakeholder protection. The study adopts a descriptive and analytical
approach based on secondary data from RBI regulatory documents, official publications, academic
literature, and institutional reports. The findings indicate that India's regulatory framework provides a
structured foundation for responsible P2P lending, although challenges remain in regulatory
compliance, investor awareness, risk communication, data governance, cybersecurity, and consumer
protection. The study concludes that a proportionate, risk-based, and technology-sensitive regulatory
approach is essential for sustainable P2P lending and stakeholder confidence.

Keywords: Peer-to-Peer Lending, FinTech, NBFC-P2P, RBI Regulation, Digital Lending, Financial
Inclusion, Investor Protection, Financial Regulation

1. Introduction

The rapid growth of financial technology
(FinTech) has
intermediation by enabling individuals and

transformed  financial
businesses to access financial services beyond
conventional banking channels. Peer-to-Peer
(P2P) lending is one such innovation,
connecting borrowers and lenders through
technology-enabled platforms. Unlike
traditional banks, which mobilise deposits and
provide loans from their balance sheets, P2P
platforms primarily facilitate interactions
between persons seeking credit and those
willing to lend.

The growth of P2P lending reflects advances in
digital identity, data analytics, electronic
payments, artificial intelligence, and online
credit assessment. These developments have

the potential to improve access to credit,
diversify investment opportunities, and support
financial inclusion. However, P2P lending also
exposes stakeholders to credit default,
information asymmetry, cybersecurity, data
privacy, operational, and platform-related risks.
International experience has demonstrated that
P2P lending cannot be considered a risk-free
alternative  to conventional  banking,
highlighting the need for effective regulatory
oversight (Claessens et al., 2018; Milne &
Parboteeah, 2016).

In India, the expansion of digital financial
infrastructure has created a favourable
environment for FinTech-based lending. P2P
platforms have emerged as alternative channels
for credit access and investment. However, the
interests of lenders, borrowers, and platforms
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may differ, creating potential conflicts of
interest and information asymmetry. Effective
regulation is therefore essential to promote
transparency, responsible lending, and
stakeholder protection.

The Reserve Bank of India (RBI) introduced a
dedicated regulatory framework through the
Master Directions — Non-Banking Financial
Company Peer to Peer Lending Platform
(Reserve  Bank) Directions, 2017. The
framework established P2P platforms as a
regulated category of NBFCs and prescribed
requirements  relating to  registration,
governance, permissible and prohibited
activities, exposure limits, fund transfers,
disclosures, and risk management. The RBI's
regulatory approach seeks to balance financial
innovation with financial stability and
protection.  The  regulatory
framework has also evolved in response to
emerging practices. In August 2024, the RBI

consumer

issued clarifications concerning certain
operational practices of NBFC-P2P platforms,
including the deployment of lender funds,
replacement of lenders, fee structures, escrow
arrangements, and  portfolio-performance
disclosures (RBI, 2024).

Against this background, the present study aims
to examine the concept and evolution of P2P
lending in India, analyse its regulatory
framework, identify the major risks and
challenges associated with P2P lending,
evaluate the effectiveness of existing
regulations in protecting lenders and borrowers,
and suggest measures for strengthening the
regulatory framework for the sustainable
development of P2P lending in India.

2. Research Gap

Although existing research has extensively
examined FinTech innovation, digital financial
services, financial inclusion, and P2P lending,
relatively limited attention has been given to an
integrated and critical examination of India's
P2P lending regulatory framework. Previous
studies have largely focused on technological
development, alternative credit, platform
economics, and credit risk, with less emphasis
on the interrelationship between RBI

regulation,  platform  operations, risk
management, investor and borrower protection,
and financial inclusion. Further, the evolving
regulatory environment, including the RBI's
August 2024 clarification on NBFC-P2P
practices, highlights the need for continuous
assessment of regulatory effectiveness.
Therefore, the present study addresses this gap
by critically analysing P2P lending regulation
in India as an integrated ecosystem of financial
innovation, risk management, consumer
protection, and regulatory supervision, with a
focus on its implications for the sustainable
development of the sector.

3. Research Methodology

The study adopts a descriptive and analytical
research design to critically examine the
regulatory framework governing Peer-to-Peer
(P2P) lending platforms in India. The research
is primarily qualitative and based on secondary
data collected from authentic sources, including
Reserve Bank of India (RBI) regulatory
directions, notifications, circulars, Annual
Reports,  Financial  Stability = Reports,
Government of India publications, peer-
reviewed journals, research papers, books,
scholarly publications, institutional reports, and
official disclosures of relevant P2P platforms.
The analysis focuses on NBFC-P2P regulation,
stakeholder protection, risk management, and
emerging regulatory challenges in India's P2P
lending ecosystem.

The study employs regulatory, content,
comparative, thematic, and descriptive analysis
to examine the existing framework and its
implications for lenders, borrowers, and P2P
platforms. The study is subject to certain
limitations, as it relies primarily on publicly
available secondary information, while detailed
platform-level and borrower-level data may not
be readily accessible. Further, the rapidly
evolving nature of FinTech and financial
regulation may result in changes to the
regulatory framework in response to emerging
technological and financial risks.

4. Review of Literature
4.1 P2P Lending and FinTech
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P2P lending is widely regarded as one of the
most prominent innovations within the FinTech
ecosystem. The model uses technology to
facilitate direct or near-direct interactions
between lenders and borrowers. The literature
suggests that P2P lending can potentially
reduce transaction costs and improve access to
credit, although the extent of these benefits
depends on platform governance and regulatory
design.

Claessens et al. (2018) examined the
implications of FinTech for financial
intermediation and highlighted the potential of
technology to reshape conventional financial
services. The authors also emphasised the
importance of regulatory responses to emerging
risks.

Milne and Parboteeah (2016) examined the
regulatory  challenges  associated  with
alternative finance and argued that regulation
must address consumer protection without
unnecessarily restricting innovation.

4.2 P2P Lending and Information
Asymmetry

Information asymmetry is a major issue in P2P
lending because lenders may not possess the
same information about borrowers as the
platform. Credit scoring and information
disclosure mechanisms therefore play an
important role.

The literature indicates that technology-based
credit assessment may improve information
processing but can also introduce new risks if
algorithms are opaque or based on incomplete
data.

4.3 P2P Lending and Credit Risk

Credit risk remains one of the most significant
risks in P2P lending. Unlike traditional bank
depositors, P2P lenders generally bear the risk
of borrower default. Consequently, regulatory
frameworks need to ensure that lenders
understand the possibility of loss and that
platforms do not create unrealistic expectations.
4.4 P2P Lending and Financial Inclusion
FinTech-based lending has the potential to
extend credit to individuals and small
businesses that may face difficulties accessing
conventional banking services. However,
financial inclusion should not be interpreted

simply as increased access to credit.
Responsible lending, affordability assessment,
and protection from over-indebtedness are
equally important.

4.5 Regulatory Studies

The RBI's regulatory framework represents an
important institutional response to the
emergence of P2P lending in India. The creation
of the NBFC-P2P category established a formal
regulatory foundation for the sector.

The RBI's subsequent supervisory clarification
in 2024 demonstrates that regulatory
effectiveness depends not only on the existence
of rules but also on their interpretation and
implementation.

Critical Synthesis

The literature collectively indicates that P2P
lending offers opportunities for financial
innovation and alternative credit but introduces
substantial risks. The research gap lies in
understanding  how  India's  regulatory
framework  balances these  competing
objectives. The present study therefore
examines regulation from the perspectives of
innovation, risk, financial inclusion, investor
protection, and borrower protection.

5. Conceptual Framework of P2P Lending
in India
The P2P lending ecosystem involves multiple
stakeholders. = The  platform  provides
technological and operational infrastructure but
does not function as a conventional deposit-
taking bank.

Figure 1: Conceptual Framework of Peer-

to-Peer Lending in India
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The framework illustrates that the P2P platform
functions within a regulated ecosystem. The
platform facilitates interaction between lenders
and borrowers while regulatory requirements
seek to ensure transparency, proper fund
handling, risk disclosure, and stakeholder
protection.

6. Regulatory Framework of P2P Lending
in India

The Reserve Bank of India (RBI) introduced a
dedicated regulatory framework for Peer-to-
Peer (P2P) lending by classifying P2P
platforms as Non-Banking Financial Company
Peer to Peer Lending Platforms (NBFC-P2P).
An entity intending to operate as an NBFC-P2P
is required to obtain registration from the RBI
and comply with applicable regulatory and
supervisory requirements. The framework
establishes the platform primarily as an
intermediary ~ that  facilitates lending
transactions between lenders and borrowers
through technology-enabled infrastructure. It
also prescribes governance and compliance

Fund management and escrow arrangements
constitute important components of the
regulatory framework. The use of designated
escrow mechanisms helps facilitate the
controlled transfer of funds and provides
safeguards against the inappropriate handling
of customer funds. The regulatory framework
also prescribes requirements relating to fund
deployment, disclosures, and operational
practices. In August 2024, the RBI issued
clarifications concerning certain practices
followed by NBFC-P2P platforms, including
the deployment of lender funds, replacement of
lenders, fee structures, escrow arrangements,
and portfolio-performance disclosures (RBI,
2024). These regulatory measures demonstrate
the RBI's continuing efforts to balance FinTech
financial stability,
transparency, risk management, and protection
of lenders and borrowers.

Table 1: Key Features of the P2P Lending
Regulatory Framework in India
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Exposure limits, transparency, and disclosure
requirements are important components of the
RBI's regulatory framework for P2P lending.
Exposure limits are intended to reduce
excessive concentration of lending or
borrowing and encourage diversification,
thereby containing individual and systemic
risks without eliminating the inherent credit risk
associated with P2P transactions. As P2P
lending involves significant information
asymmetry, lenders require adequate and
reliable information regarding borrowers,
potential returns, default risks, fees, and
platform performance to make informed
decisions. The RBI's regulatory framework
therefore ~ emphasises transparency and
appropriate disclosures by P2P platforms.
Further, the RBI's August 2024 clarification on
portfolio performance disclosure strengthens
information-based investor protection by
enabling lenders to assess historical portfolio
risk and performance rather than relying solely
on projected or headline returns. Collectively,
these measures aim to promote informed
decision-making, responsible participation, and
greater confidence in India's P2P lending
ecosystem (RBI, 2017, 2024).

7. P2P Lending Compared with Traditional
Bank Lending
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P2P lending differs fundamentally from
traditional bank lending.
Table 2: Comparison of Traditional Bank

Lending and P2P Lending
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Source: Authors' analytical comparison based
on the Indian regulatory framework.

The comparison highlights why P2P lending
requires specialised regulation. The risks faced
by lenders differ significantly from those faced
by bank depositors.

8. Major Risks Associated with P2P Lending
P2P lending provides opportunities but is
exposed to multiple risks.

Table 3: Major Risks Associated with P2P
Lending
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Figure 2: Risk-Protection Framework in P2P Lending
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The figure demonstrates that P2P lending

regulation must address both traditional

financial risks and technology-related risks.

9. Investor and Borrower Protection
Investor and borrower protection is essential for
the sustainable development of P2P lending in
India. Investors should clearly understand that
P2P lending involves credit risk and that returns
are not guaranteed. The regulatory framework
can strengthen investor protection through
adequate risk disclosure, transparent fee
structures, portfolio performance information,
exposure limits, appropriate fund segregation,
and effective grievance-redressal mechanisms.
Similarly, borrowers should receive clear and
transparent information regarding interest rates,
fees, repayment obligations, and the
consequences of default. Therefore, an effective
regulatory framework should maintain a
balance between protecting lenders and
that
borrowers continue to have access to alternative
sources of credit.

10. Findings and Results

The study finds that India has established a
formal regulatory foundation for P2P lending
by bringing platforms under the NBFC-P2P
framework, thereby distinguishing them from

borrowers and ensuring responsible
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conventional  banking institutions. The
regulatory framework attempts to balance
financial  innovation  with  stakeholder
establishing  operational
boundaries while allowing technology-enabled
lending to develop. However, credit risk
remains a fundamental concern, as regulation

protection by

cannot eliminate the possibility of borrower
default. The study further finds that
transparency, portfolio-performance disclosure,
and effective fund management are essential for
informed  decision-making and require
continuous regulatory supervision. Technology
provides opportunities for improved credit
assessment and financial inclusion but also
creates risks relating to cybersecurity, data
privacy, and algorithmic decision-making. The
findings also highlight that financial inclusion
must be accompanied by responsible lending
and appropriate affordability assessment to
reduce the risk of over-indebtedness. Finally,
the effectiveness of regulation depends on
proper implementation, continuous
supervision, investor education, and the ability
of the regulatory framework to evolve in
response to emerging technologies such as
artificial intelligence, alternative data, and
automated credit assessment.

11. Discussion

The findings indicate that India's regulatory
framework has established an important
institutional foundation for the development of
Peer-to-Peer (P2P) lending while seeking to
maintain financial stability and stakeholder
protection. By recognising P2P platforms as a
distinct category of Non-Banking Financial
Companies (NBFC-P2P), the Reserve Bank of
India (RBI) has acknowledged that technology-
enabled lending models differ fundamentally
from conventional banking and therefore
require a specialised regulatory approach. This
approach is consistent with the wider global
FinTech landscape, where technological
innovation is transforming traditional financial
intermediation while simultaneously creating
new regulatory and supervisory challenges
(Claessens et al., 2018; Gomber et al., 2017).
The study further highlights that transparency
and information availability are central to the

£ ScEnce Ao W

effectiveness of P2P lending regulation. Since
lenders may have limited information about
borrowers and their repayment capacity,
information asymmetry can significantly
influence lending decisions. In this context,
appropriate risk disclosures, transparent fee
structures, and portfolio-performance
information can support more informed
decision-making and strengthen investor
confidence. The importance of disclosure is
particularly relevant because P2P lending
involves credit risk, and lenders should not
perceive expected returns as equivalent to
guaranteed returns or bank deposit protection
(Milne & Parboteeah, 2016; RBI, 2017).

The RBI's regulatory clarification issued in
August 2024 further demonstrates the dynamic
nature of financial regulation. The clarification
concerning the deployment of lender funds,
replacement of lenders, fee structures, escrow
arrangements, and  portfolio-performance
regulatory
effectiveness requires continuous supervisory
attention as platform practices evolve (RBI,
2024). Thus, regulation should be viewed as an
ongoing process of monitoring emerging

disclosures indicates that

business models, identifying potential risks,
and adapting regulatory responses rather than as
a one-time exercise. This is consistent with the
broader international recognition that FinTech
developments require regulators to
continuously assess their implications for
financial stability, market integrity, and
consumer protection (Financial Stability Board
[FSB], 2019).

The findings also suggest that investor
protection must be complemented by financial
literacy and effective risk communication.
Regulatory safeguards alone cannot eliminate
the possibility of financial loss arising from
borrower default. Investors therefore need to
understand the credit-risk characteristics of P2P
lending and make decisions based on realistic
assessments of risk and return. This is
particularly important as the growth of digital
financial services may attract retail participants
who have limited experience with alternative
investment products. Strengthening financial
awareness and ensuring clear communication
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of risks can therefore complement formal
regulatory measures and promote more
responsible participation in the P2P ecosystem.
The study further indicates that P2P lending has
the potential to contribute to financial inclusion
by providing alternative channels of credit to
individuals and small businesses that may face
limitations in accessing conventional financial
institutions. However, financial inclusion
should be understood as access to responsible
and affordable credit, rather than merely an
increase in the volume or number of loans
facilitated through digital platforms. Inadequate
assessment of repayment capacity may expose
borrowers to excessive debt and over-
indebtedness. Therefore, the development of
P2P lending should be accompanied by
responsible lending practices and appropriate
borrower-protection measures (World Bank,
2022).

The technology dimension presents another
important area of regulatory concern. Artificial
intelligence, machine learning, and alternative
data can potentially improve credit assessment
and reduce information asymmetry; however,
their use may also create risks relating to
algorithmic bias, data privacy, cybersecurity,
and the explainability of automated decisions.
As FinTech increasingly relies on data-driven
processes, regulatory oversight should evolve
to address these emerging risks while avoiding
unnecessary restrictions on innovation (Arner
et al., 2016; FSB, 2019).

Overall, the findings suggest that the future of
P2P lending regulation in India depends on
maintaining a careful balance among four
interconnected dimensions: innovation and
regulation; credit access and consumer
protection; investor opportunity and investor
risk; and technological advancement and data
governance. A proportionate, risk-based, and
technology-sensitive regulatory approach can
enable P2P lending to contribute meaningfully
to India's digital financial ecosystem while
safeguarding stakeholder interests. The long-
term sustainability of the sector will ultimately
depend not only on regulatory compliance but
also on transparency, responsible lending,
financial literacy, effective supervision, and the
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ability of the regulatory framework to adapt to
emerging technological and market
developments.

12. Conclusion

Peer-to-Peer (P2P) lending is an emerging
FinTech innovation with the potential to expand
alternative credit access, diversify investment
opportunities, and support financial inclusion in
India. However, its growth also involves risks
related to credit defaults, information
asymmetry, cybersecurity, data privacy,
operational vulnerabilities, and consumer
protection. The Reserve Bank of India's (RBI)
dedicated regulatory framework for NBFC-P2P
platforms provides an important foundation for
managing these risks through requirements
relating to registration, fund management,
disclosures, exposure limits, and risk
management.

The study concludes that regulation is essential
for building trust and ensuring responsible
growth, but it cannot eliminate the inherent
credit risk associated with P2P lending. The
RBI's 2024 regulatory clarification further
highlights the need for continuous supervision
and adaptation as platform practices and
technologies evolve. Going forward, India's
P2P  lending
proportionate, risk-based, and technology-

ecosystem  requires a
sensitive regulatory approach supported by
transparent disclosures, investor education,
responsible  lending, data

cybersecurity, and effective

governance,

grievance
redressal. The long-term sustainability of P2P
lending will ultimately depend on balancing
financial  innovation  with  stakeholder
protection, accountability, and financial
stability.

13. Limitations of the Study

The study is primarily based on secondary data
and publicly available regulatory and academic
sources. Detailed borrower-level and lender-
level information is not generally available in
the public domain. Further, P2P lending is a
rapidly evolving sector, and regulatory
provisions may change in response to emerging
technological and financial risks. Therefore, the
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findings should be interpreted within the scope
of the regulatory and academic evidence
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