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Illustrative P2P lending process

How P2P lending platforms could 
transform the consumer lending industry
Imagine applying for a loan by entering a few pieces 
of information into an online application portal, and 
within hours having your loan approved for funding. 
Globally, a number of online marketplace lenders have 
made this a reality and are offering online platforms 
that match borrowers directly with investors. This 
so-called peer-to-peer (P2P) or marketplace lending 
model is growing in popularity with borrowers 

application process and quick lending decisions. This 
model is rapidly expanding to new product categories, 
including mortgages and other secured loans.

In particular, P2P platforms seem to have found a 
niche by offering borrowers an improved lending 
experience—and they are quickly gaining momentum.

Although P2P lending is still in its infancy as a market, 

in demand.1

 

over 10 years).2

India currently has around 30 online P2P lending 

million.3

the biggest disrupter in democratising the availability 

The estimated P2P lending to be generated in 

to China, where the P2P lending book currently is 
 indicating the potential for 

exponential growth in India.

The lower cost structure associated with online 
originations enables P2P platforms to offer borrowers 
attractive rates.

1. PwC analysis on P2P lending Peer pressure: How P2P is transforming consumer lending industry
2. Ibid.
3.  RBI’s CP on P2P lending
4.  NASDAQ September 2016: Rise of P2P lending
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Day 1

Day 1

Day 1

Day 1

Rate check

Preliminary loan 
information collected

Customised loan quote and 
alternatives provided 

Closing loan  
information collected

Loan posted for investors

Bank account and  
 

Account and email validated 
for direct deposit

Loan funded

Funds deposited

personal data required for rate quote.

Real time updates regarding percentage funded; loan will be funded 

bank account. No separate process required

Days
2-5

RBI has proposed to bring P2P lending platforms under the purview of the Reserve Bank’s 
regulation  under section 

The role of the platform will be limited to bringing the borrower and lender together 
. The platforms will be 

will be allowed to opine on the suitability of a lender and creditworthiness of a borrower. 
Adequate regulations on advertisements will also be put in place. It will also be mandated 
that funds will have to necessarily move directly from the lender’s bank account to the 
borrower’s bank account to obviate the threat of money laundering. The guidelines will also 

relating to transactions between residents and non-residents.

Permitted activity:

Proposed draft of Reserve Bank of India 
(RBI) regulations on P2P lending in India

Section 2:
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The platforms need to put in place adequate risk management systems for smooth operations. A BCP and data 
backup need to be set up since the platform also acts as a custodian of the agreements/cheques, etc. 

or alternative arrangement in the form of 
an agreement for continuation of its operations.

 could be suggested. The guidelines may also 
require the P2P lender to have a brick and mortar place of business in India. The management and operational 
personnel of the platform would need to be stationed within the country.

recovery practice. The operators will also be mandated to have a proper grievance redressal mechanism to deal 
with complaints from both lenders and borrowers and require reporting of the status to the Board.

 
loans arranged each quarter, complaints, etc., to the Reserve Bank. The bank may come out with a detailed 
reporting requirement.

Business continuity plan (BCP): 

Governance requirements: 

Customer interface:

Reporting requirements:

The prudential requirements will include a . With a view to ensure that there is 
enough skin in the game at a later date, a leverage ratio may be prescribed so that the platforms do not expand 
with indiscriminate leverage. Given that the lenders may include uninformed individuals, prudential limits on 

Prudential requirements: 

• 

• However, if the P2P platforms are run by individuals, proprietorship, partnership or limited 
liability partnerships, they will not fall under the purview of RBI.

therefore specify that no entity other than a company can undertake this activity. This will render 
such services provided under any other organisational structure illegal.

As you evaluate the changes ahead and the options that are right for your organisation, you 
should consider developing a response to P2P lending that aligns with your organisation’s goals 
and capabilities. In addition to regulatory compliance expertise, the key considerations that 
inform your decision can generally be grouped into the three categories explained below.

Scope of Reserve Bank’s regulation

Key drivers
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Risks involved in the P2P lending sectorSection 3:

Key considerations to determine the 
right strategy for P2P lending

• What are the core consumer segments of your organisation?
•  

segment’s channel preferences?
• Will P2P lending supplement or cannibalise the existing customer base?
• Will P2P lending expand geographical reach?
• What is your strategy to manage customer retention in your other distribution channels?

• What are your current capabilities within operations, technology and credit risk management?
• What level of ability exists to acquire or build new capabilities as needed?
• What is the level of competency in underwriting loans through credit risk management and associated analytics?
• 
• What level of product innovation competency exists in your organisation?

• What is the level of capital available to invest in building new platforms?
• Is the cost of capital lower than that of most competitors, thereby creating a pricing advantage?
• 
• What other alternatives are available to achieve the return on equity target?
• What is the expected timeline to generate return on investments?

growing following. It’s this recent growth and future growth potential that has banks taking notice. P2P lending has already begun 
its expansion beyond simple loans largely used by consumers to consolidate credit card debt. Auto loans and mortgages—once the 

considering is whether their organisations will collaborate or compete with P2P lending platforms.

Consumer savvy

Capital and risk appetite

• 
model. As a result, loans are granted to scrupulous borrowers with a poor credit history.

• 
borrower’s bank account directly (as currently contemplated by RBI in its draft consultation paper) could 

amounts repaid.

• 

•  
their website.

• 
and routing illegal sources of funding.

• 
lenders’ money at stake and may cause operational and legal challenges for borrowers as well.

• The absence of a robust front-to-back IT system could result in various errors and breaches of RBI 

• 
its lenders to attacks by hackers who can penetrate and access all the required details from the platform to 
siphon the money and use their details to gain competitive advantages.
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• Platform-based lending will invariably gain huge momentum over the next three to 

• P2P lending is a unique model as it is predominantly an online business in which 
individual and institutional investors provide funding to people seeking loans.

• 
a risk-averse investor’s standpoint due to the fact that this business has progressed 

governing this type of lending.

• RBI may potentially exercise greater regulatory scrutiny of unsecured P2P lending 
due to the systemic nature of risks involved for end customers, wherein they may 
lose all their money if the loan underwriting process is not robustly managed.

• 

• Over a period of time, if unsecured P2P lending is well established, as in developed 

potentially look to buy blocks of P2P loans to add to their portfolios.

• With the increasing focus on automation and innovation in offering loan products 

the design and operating effectiveness of their processes and internal controls 
from both a business and IT perspective. This will ensure that data integrity of 
the platform is not compromised at any given point in time, both externally and 
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