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ABSTRACT

Peer to Peer lending has seen a large number of new entrants over the last year. Today, P2P
lending companies like LenDen Club and Faircent estimate that the number of new members
will be in lakh. Faircent, India's first NBFC-P2P company, has disbursed Rs. 1145 crore in
loans in FY21 alone representing a nearly 24% increase in disbursals. The boom is due to the
attractive returns of 14 to 16 percent per annum when compared to other asset classes. This
article discusses the nature and the functions of peer to peer lending. It also tries to highlight
the reasons, the investors find P2P platforms in India attractive amidst the global economic

crisis.
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l. INTRODUCTION
Money flows from those who do not understand financial management to those who do.
Many people were previously unaware of how to effectively manage their wealth. Changing
technological dynamics and increasing internet penetration have resulted in a shift in

financial transaction behavior. Several Indians who were previously unfamiliar with the
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concept of online wealth management platforms are now frequently investing in online

wealth-tech platforms.

According to the CIC report, there are approximately 200 million credit-active individuals
out of a total working population of 400 million in the country. The number of digital lenders
has grown significantly in recent years and is expected to grow even more in order to fill this
massive credit gap.

Some platforms host lending while others host investing, and then there are Peer-to-Peer
lending platforms that cater to both borrowers and investors. Peer-to-peer lending, also
known as crowd lending, is a type of debt financing in which borrowers request a loan from
another person without the need for a financial institution to act as an intermediary. P2P
lending has the potential to expand financial inclusion globally as a source of financing.
When compared to other investment options, groups with low credit scores or income find

P2P lending to be extremely accessible.

Furthermore, the under banked/unbanked population and small/micro businesses frequently
face difficulties in obtaining organized credit. This makes peer-to-peer lending an appealing
option for many people. Financial inclusion is a critical issue in India, where nearly 70% of
the population lives in rural areas. However, widespread Smartphone adoption, combined
with the implementation of infrastructures such as Aadhar, UPI, Digilocker, eKYC, eSign,
BHIM, and India stack, has enabled many P2P lenders.
Although P2P loans are primarily personal loans, borrowers may apply for P2P loans for a
variety of reasons, including:

e Education

e Purchasing real estate

e Debt consolidation

e Obtaining a secured business loan

e Finance for machinery

1. OBJECTIVES OF THE STUDY

1. To understand the nature and the functions of peer to peer lending.
2. To investigate the reasons the investors, find P2P platforms in India attractive amidst

the global economic crisis



3. To bring out te risks associated with P2P lending and suggest the best P2P platforms

1. RESEARCH METHODOLOGY

The research is based on secondary information. Secondary data is gathered from numerous
journals, publications, and websites to investigate the risk associated with Peer to Peer
lending, bringing out the best P2P platforms for investments in India.

IV. PEER TO PEER LENDING PLATFORMS - FUNCTIONS

In the simplest terms, P2P platforms are a marketplace for borrowers and lenders to connect.
The platforms use advanced lending CRMs such as Lead Squared during the on boarding
process to accelerate the customer acquisition rates and reduce the turnaround times
exponentially. Once a potential opportunity is on boarded, P2P platforms use their tech-based

processes powered by analytics and data-driven algorithms to segment these opportunities.

These platforms can accurately classify all types of borrowers. It is an important component

that assists P2P platforms in improving access for people with higher risk profiles.

Figure 1. Functions available on P2P platforms
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P2P lending platforms charge a one-time registration fee as well as a processing fee for each
transaction. Processing fees can range from 1% to 10% (Source: Bankbazaar). It is typically

determined by the platform and loan amount.

As an investor, one must understand the distinct features of each platform. P2P lending
platforms accept no deposits from either party and assist lenders throughout the transaction

period.



When compared to other investment instruments, P2P loans have provided a wide range of

average returns on investments (ranging from 12 to 23% in some cases).

V. POSITIVE AND NEGATIVE ASPECTS OF P2P LENDING

POSITIVE ASPECTS OF P2P LENDING

NEGATIVE
LENDING

ASPECTS OF P2P

P2P lending has a better risk-reward ratio

than other asset classes.

Because the majority of P2P loans are

unsecured, recovery risks exist.

P2P platforms use discrete and Al-based

algorithms to improve analytics and

accurately target their audience. They assign

Borrowers in high-risk categories can also

get loans, which is not the case with

organized lending

risk categories to various borrowers based on
their (weak to non-existent) credit history. As
a result, investors can gain access to a
broader market that is tailored to their risk

tolerance.

Due to increased competition among | In the event of a payment default, P2P

investors, P2P Lending Platforms provide | investors have no insurance or protection.

borrowers with attractive interest rates.

VI. RISKINVOLVED WITH P2P LENDING

A P2P platform may offer a higher rate of return to an investor than a fixed deposit with a
bank, though this is not guaranteed. The platform also finds and verifies the borrower. For the
borrower, the platform offers an alternative source of funds with potentially fewer hassles
than the lengthy process of obtaining funds from a bank. At least 3-3.5 million investors have
opened investment accounts on P2P lending platforms to date. While this may appear
insignificant in comparison to mutual funds, it is significant. In India, P2P lending platforms
have invested approximately Rs 20,000 crore in loans, with a total outstanding AUM (assets
under management) of approximately Rs 4,000 crore. P2P lending is risky, just like any other

asset class. The two major risks before investing in P2P, investors should be aware of are:




e Payment defaults pose risk and collections can be difficult.

Many P2P platforms assist the investors in recovering their invested amount from the
borrower in accordance with the RBI guidelines for NBFC-P2P. However, in some cases,

recovering the amount may necessitate a lot more effort.
e The risk of lower returns

If the borrower repays the loans ahead of schedule, one may end up with less profit than

expected.
VIl. TOP FIVE BEST PEER-TO-PEER LENDING PLATFORMS IN INDIA

Currently, around 26 companies, including LenDenClub, Faircent, and LiquiLoans India,
P2P, are registered with the RBI as NBFC-P2Ps. Then there are fintechs, such as BharatPe's
12% Club and MobiKwik Xtra, which have partnered with NBFC-P2Ps to provide lending

services to their customers.

Fintech companies such as BharatPe provide both borrowing and lending services with
interest rates of up to 12%. It also allows investors to lend to the company's merchants,
whose creditworthiness can be determined using business cash flows, and to facilitate
repayment by deducting a small portion of their daily payouts. The funds borrowed through
the "12% Club" initiative are facilitated by a traditional NBFC, such as Hindon Mercantile,

which makes consumer loans.

e LenDenClub
LenDenClub, founded in 2014 by Bhavin Patel, is one of India's fastest-growing peer-to-peer
lending platforms. It serves over a million customers across 19,000 zip codes. The platform's
digital lending application, InstaMoney, aims to expand its reach across India and increase

financial inclusion.

e Faircent
Faircent was India's first P2P lending platform to receive an NBFC-P2P license from the
RBI, with over 2 lakh lenders at the end of FY-21. Faircent was founded in 2013 by Rajat

Gandhi, Vinay Mathews, and Nitin Gupta. Faircent's innovative loan portfolio, which



includes anti-lockdown loans, aims to alleviate liquidity-related stress on borrowers affected
by the pandemic.

e Lendbox
Lendbox, another popular P2P lending platform, has over 50000 investors and 5.4 lakh
registered borrowers. Lendbox was founded in 2015 by Ekmmeet Singh, Bhuvan Rustagi,
and Jatin Malwal. Lendbox investors have earned up to 16% annual returns by lending to a
variety of borrowers. Through technology, it aims to reduce lending middlemen and increase

financial inclusion for many borrowers.

e Lendingkart
Ex-banker Harshvardhan Lunia founded Lendingkart in 2014 to support India's SME sector.
It has assisted over 90,000 small businesses in 1300 cities since its inception. The company
categorizes its borrowers using cutting-edge credit assessment algorithms, allowing you to

meet the best candidates.

e Finzy
In 2016, Amit More,Abhinandan Sangam ,Dixit and Apoorv Gawde set out to build a
platform that would allow for risk-adjusted investing. They began Finzy with this mission. It
provides various opportunities for investors to earn returns ranging from 7.99% to 27.99%
depending on their risk tolerance. To reduce risk while maximizing returns, investors use
advanced investment solutions such as finzyPRO+, finzyBolt, and Reinvest-Pro available on

the platform.

VIIl. CONCLUSION
By entering the sector, many well-known fintech companies hope to gain a slice of the
growing P2P market share. As India strives to become a $5 trillion economy, credit options
such as peer-to-peer lending help to provide credit to the country's credit-deprived
population. P2P lending platforms can meet the high demands of consumers by deploying
technological advancements in activities such as onboarding, underwriting, and disbursement.
Following recognition, the sector has evolved tremendously, and with more innovations and
new players entering the market, the industry is poised to reach new heights in the coming
years. According to a market research firm, Industry ARC, the Indian P2P lending market is
expected to reach $10.5 billion by 2026, growing at a rate of 21.6 percent between 2021 and



2026.. The increase can be attributed to factors such as increased internet penetration, an
increase in digital payments, and increased credit demand among first-time borrowers and
businesses. The RBI regulatory framework has aided in the development of the industry by
increasing investor trust. There are currently about 26 companies registered with the RBI as
NBFC - P2P. Faircent, LenDen Club, Liquiloans, Finzy, and i2ifunding are some of the
leading platform
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