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ABSTRACT:

The swift digitalization of India's financial system, fueled by extensive use of the Unified Payments Interface (UPI), has profoundly reshaped lending and
payment infrastructure. This research examines the effect of Digital Credit Risk Assessment (DCRA) techniques applied to contemporary UPI-based lending
platforms versus conventional lending and payment infrastructure. Primary data was gathered through a structured Google Forms questionnaire among 90
respondents from urban and semi-urban regions.

The results indicate that although UPI-based digital credit systems are more convenient, faster, and more accessible, issues like hidden fees, lack of transparency,
data privacy issues, and moderate levels of trust continue to exist. While digital platforms are gaining popularity among the younger population, security and
reliability of the kind provided by traditional financial institutions are still valued by users.

The research emphasizes developing a hybrid model for finance, integrating digital innovation with conventional risk management systems. The suggestions are
increasing financial literacy, implementing explainable Al models for credit decisions, achieving transparency in digital lending operations, and increasing the
regulatory vigilance of the Reserve Bank of India (RBI) to develop sustainable and responsible financial growth.

Keywords: Digital Credit Risk Assessment, UPI, Digital Lending, Traditional Lending, Financial Technology (FinTech), Credit Risk, Data Privacy,
Financial Inclusion, Consumer Trust, RBI Regulation.

1. INTRODUCTION

The advent of digital payment systems has ushered in a revolutionary change in India's financial services industry. With the increasing usage of
platforms such as the Unified Payments Interface (UPI), the conventional lending and payment systems are being redefined. The use of Digital Credit
Risk Assessment (DCRA) techniques has enabled banks and fintech firms to assess creditworthiness based on non-traditional data sources, facilitating
lending to become faster and more accessible. This shift, however, comes with significant questions about trust, transparency, risk management, and
regulatory requirements, which this study aims to investigate

1.1 Background of the Study

In the last decade, India has seen a financial revolution driven by digital innovation. Digital India, Aadhaar-based authentication, and the introduction
of UPI have brought digital transactions into the mainstream. Concurrently, lending institutions have begun to look beyond conventional credit scoring
techniques, embracing digital credit risk models based on real-time transaction data, behavioral analytics, and alternative data points.

Whereas UPI-based platforms grant access to credit at the click of a button with negligible paperwork, traditional financial institutions are heavily
reliant on extensive documentation, credit history, and rigorous verification processes. The contrast between these two channels has triggered drastic
shifts in consumer behavior, risk management techniques, and regulatory landscapes.

This research examines how borrower behavior and trust are being influenced by digital credit scoring models versus traditional assessment methods,
with a view to emphasizing both the challenges and opportunities presented by this digital transition.

1.2 Statement of the Problem
In spite of the explosive rise of digital lending platforms, there are still many problems:

. Individuals tend not to have full awareness of digital credit assessments.
. *Concerns about hidden fees, data protection, and the accuracy of algorithm-based decisions continue.
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. *Most consumers do not know their credit commitments, which results in irresponsible borrowing practices.

. *Conventional lending practices, although time-consuming, are still viewed as more reliable by a large portion of the population.
The central issue that this study addresses is the mismatch between the high rate of adoption of digital lending technologies and the consumers'
preparedness, trust, and financial literacy to handle these systems responsibly.

1.3 Objectives of the Study

The key research goal of this study is to examine the influence of Digital Credit Risk Assessment (DCRA) techniques on new UP|-based lending
systems against classical lending and payment systems in India.
Specific Aims:

e  Toevaluate the use and usage behavior of digital lending platforms among Indian consumers.

e  Tocompare digital credit risk assessment techniques with conventional credit appraisal practices.

e  Toanalyze consumer trust and repayment behavior related to digital and conventional lending.

e  Tolist down the challenges, risks, and concerns encountered by the users in digital lending environments.

e  Toprovide suggestions for improving transparency, user trust, and regulatory structures in digital credit systems.

1.4 Significance of the Study

This research is important to various stakeholders:
. Consumers: It offers insights into the advantages and dangers of digital lending, enabling the borrowers to make well-informed choices.
. Financial Institutions: Banks and fintech firms can use the findings to improve their credit risk models and customer engagement strategies.
. *Regulators: Regulatory agencies such as the RBI can use the insights from this study to develop more effective policies that will promote
transparency, fairness, and consumer protection in the area of digital lending.
. *Academics and Researchers: The research adds to the existing literature on fintech and digital credit risk analysis in emerging economies
such as India.

1.5 Study Scope

The study scope is restricted to:
. Investigating the effect of digital credit risk assessment on UPI-based lending platform users and comparing it with conventional lending
mechanisms in India.
. Majorly concentrating on users from urban and semi-urban areas who are regular users of digital payment apps.
. Gathering data from 90 respondents to make inferences about user behavior, trust, and preferences.
. The research is undertaken during a limited time period (early 2025) and represents the prevailing trends and sentiments pertaining to digital
credit in India.

2. LITERATURE REVIEW

The chapter draws on existing national and global literature to explore the development and implications of digital credit risk assessment systems,
particularly in UPI-based digital lending versus conventional lending practices. It draws attention to significant themes such as digital transformation of
finance, credit assessment models, trust and transparency, and the regulator's role.

2.1 Digital Transformation in Financial Services

The Indian financial sector has seen a tremendous change with accelerated digitalization. With initiatives such as Digital India by the government and
the launch of the Unified Payments Interface (UPI) in 2016, digital payments have gone mainstream. NPCI (2023) reports that UPI transactions have
reached over 10 billion per month, reflecting mass adoption.

This change has provided a favorable environment for fintech platforms to provide digital financial services, such as credit. Fintechs now provide
quick, seamless borrowing experiences that circumvent the lengthy processes involved in traditional banking. Deloitte (2022) adds that digital
platforms have improved financial inclusion by making credit available to underprivileged groups.

2.2 Consumer Trust, Transparency, and Financial Literacy

Although digital lending has grown rapidly, multiple studies indicate a lack of consumer trust in fully automated systems. RBI’s Working Group (2021)
emphasized the need for transparency, especially in terms of interest rates, repayment terms, and data handling practices.

Kapadia (2021) posits that Al-driven lending platforms must be "explainable” to borrowers in order to promote trust. World Bank (2020) and FICCI
(2022) have also pointed out a significant lack of financial literacy among digital lenders, which can result in poor borrowing and default.
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2.3 Traditional vs Digital Lending: Comparative Perspective

Conventional lenders, including banks and NBFCs, still employ documentation-intensive but well-governed processes. Although such systems are
slower, they are deemed to be more secure and transparent.

Conversely, online lending platforms provide ready access to credit but occasionally at the expense of transparent communication of terms and
appropriate regulatory frameworks. Aggarwal (2022) posits that a hybrid model — one that integrates the efficiency of online lending with the structure
of traditional banking — will likely be the most sustainable option.

2.4 Regulatory Developments

In anticipation of digital lending growth, the Reserve Bank of India (RBI) has been taking active measures. In 2022, RBI has released guidelines that
require digital lenders to charge fees upfront, make loan contracts available digitally, and have mechanisms for data protection and grievance redressal.
Internationally, guidelines such as the Digital Operational Resilience Act (DORA) in the EU are being designed to counter digital finance risks.

2.5 Summary of Literature Review

The reviewed literature unequivocally identifies that digital credit risk assessment and UPI-based lending are revolutionizing India's financial
ecosystem. Both these innovations increase accessibility, velocity, and ease but bring forth issues concerning trust, transparency, financial literacy, and
regulation.

While digital models offer significant benefits, they must be implemented responsibly, with adequate safeguards, to ensure long-term sustainability and
consumer protection. This literature review forms the theoretical foundation for the present study and supports the analysis and recommendations to
follow.

3. METHODOLOGY

This chapter presents the methodical approach adopted in carrying out the study. It illustrates the research design, sampling technique, data collection
process, analysis techniques, and moral issues considered to ascertain the validity and reliability of the research results.

3.1 Research Design

The research utilizes a descriptive and exploratory research methodology. The descriptive enables the deep knowledge of the user behavior, likings, and
levels of trust toward digital as well as traditional lending frameworks. The exploratory assists in knowing emerging patterns, challenges, and
opportunities around digital credit risk, especially within the UPI landscape.

A quantitative approach was employed using structured questionnaires to gather measurable and objective data. The research was cross-sectional in
nature, capturing responses at a single point in time to reflect current user perceptions and experiences.

3.2 Sampling and Participants

The research used the non-probability convenience sampling, as the participants were chosen based on accessibility and applicability to the research
subject. The sample had 90 subjects from urban and semi-urban regions who are frequent users of digital payment systems, particularly UPI.
Participant Profile:

. Age Group: Most aged 18-22 years

. Occupation: Mostly students, followed by working professionals and self-employed

. Geographical Focus: Urban and semi-urban areas in India

. Frequency of UPI transactions and adoption of digital lending services

3.3 Procedure for Data Collection

The primary data was collected using a formally designed online survey created with the help of Google Forms. The form was transmitted
electronically through WhatsApp, email, and social networking sites. There were close-ended questions (quantitative analysis) and a handful of open-
ended questions (in order to draw subjective conclusions) in the survey.
The questionnaire addressed:

. Personal details

. Online payment habits

. Experience with BNPL and UPI-based lending services

. Credit score awareness

. Perceptions about transparency, trust, and regulation of digital credit platforms
The data was collected using a two-week survey conducted early in 2025.
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3.4 Techniques Used in Data Analysis

Information gathered through Google Forms was downloaded to Microsoft Excel for cleaning, tabulation, and analysis. The techniques utilized
included:

. Descriptive Statistics: Percentages, frequencies, and mean scores

. Graphical Representation: Pie charts and bar plots to show trends

. Cross-tabulation: To analyze relationships between variables (e.g., trust levels and age)
These instruments facilitated the determination of trends, behavior patterns, and correlations applicable to the research aims.

3.5 Ethical Considerations

Ethical integrity was strictly adhered to during the study. The major considerations were:
. Voluntary Participation: Respondents participated voluntarily and were not pressured in any form.
. Informed Consent: An introduction was made at the start of the form, which explained the reason for the study and guaranteed
confidentiality.
. Anonymity and Privacy: No personal identifiers were gathered. Data was utilized only for academic purposes.
. Transparency: Respondents were made aware that their answers would be used for a research project and would not be disclosed to third
parties.

4. RESULTS AND DISCUSSION
4.1 Introduction to Findings

This chapter discusses the results of the main data analysis using a structured questionnaire to identify users' experience and perception of digital
lending in India. The discussion combines survey evidence with literature and policy frameworks to arrive at major insights.

4.2 Issues Involved in Applying Digital Lending Services
The bar graph illustrates the answers of 101 respondents about the problem that they encountered while using digital lending services. The majority
reported problem was "Unexpected hidden charges"”, chosen by 50 respondents (49.5%), then "High-interest rates", mentioned by 37 respondents

(36.6%). At the same time, 25 respondents (24.8%) encountered "Difficulty tracking repayment dates". Remarkably, 26 respondents (25.7%) reported
that they hada smooth experience without encountering any severe problems.

What challenges have you faced while using digital lending services?

101 responses

High-interest rates

Unexpected hidden charges 50 (49.5%)

Difficulty tracking repayment 25 (24.8%)

dates
None, I've had a smooth 26 (25.7%)
experience

0 10 20 30 40 50

Discussion:

This information shows that close to half of digital lending service users are troubled by surprise charges, implying there is a transparency deficit in fee
and terms disclosures. High-interest rates were another top issue, reinforcing the feeling that digital loans are expensive as opposed to other financial
products.
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The fact that a quarter of the users found it difficult to maintain repayment dates is an indication of a usability flaw—these platforms may not have
good reminder systems or user-friendly interfaces. In a positive direction, roughly a quarter of the respondents did not face any problem, which implies
that if they are well designed, digital lending platforms can be a hassle-free experience.

4.2 Preferences of Consumers for Digital Credit Services

The pie chart summarises the digital credit services users find most attractive, according to 101 feedback. The strongest preference, selected by 54.5%
of users, is "Quick approval and minimal paperwork". This is followed by "No need for a high credit score" with 17.8%, and "Easy repayment options"
with 16.8%. A smaller percentage appreciated "Cashback and discounts”, while the rest selected "Other" features not specified.

What do you find most attractive about digital credit services?
101 responses

@ Quick approval and minimal paperwork
@ No need for a high credit score
17.8% Easy repayment options

@ Cashback and discounts
‘ @ Other

Discussion:

The findings evidently show convenience and speed are the most essential for digital credit service users. Most value quick processing and light
bureaucratic load versus conventional loans that demand a mountain of documentation.

These reports indicate that online lending platforms are serving an essential purpose of rapid and convenient credit. But with the focus on speed and
convenience, there must be a balancing act with responsible lending to prevent abuse or over-borrowing.

4.3 Preferred modes of Payment for High-value Purchases

The pie chart shows the results from 101 respondents for their preferred method of payment for expensive purchases (over 310,000). The Debit/Credit
Card is the most popular with 49.5% of the respondents. It is closely followed by UPI with 42.6%. A smaller percentage chose Cash, and very few
wanted to use Traditional Bank Loans.

For large purchases (above ¥10,000), which payment method do you prefer?
101 responses

® UPI
@ Debit/Credit Card
Traditional Bank Loan

@ Cash

Discussion:

This split emphasizes a significant move towards electronic means of payment for large transactions. Debit/credit cards are probably popular due to
convenience, credit being available, and linked perks such as reward points or EMI facilities. While UPI has largely been employed for small
transactions, it has earned remarkable trust from the users based on its real-time and hassle-free nature even for bigger payments.

This information can benefit fintech firms and policymakers as they understand customers' preferences and match their services with the need for
convenience, adaptability, and online accessibility.

4.4 Practice and Awareness of Credit Score Checking

The npie chart shows 101 respondents' answers on whether thev check their  credit score (CIBIL. Experian. etc.) before seeking a loan or
credit facilities. More than half of the 42.6% respondents indicated they always check their credit score, and 30.7% confirmed that they never check it.
The rest of 26.7% check their score sometimes.
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Do you check your credit score (CIBIL, Experian, etc.) before applying for any loan or credit service?

101 responses

@ VYes, always
@ Sometimes
No, | don’t check it

Discussion:

This information presents a moderate amount of financial understanding among credit services users. It is reassuring to see that over half of those
surveyed check credit scores on a regular basis, but a surprisingly high 57.4% never or very rarely do. This failure of regular credit score awareness
may have the result of making poor monetary choices, i.e., obtaining loans with unsuitable terms, or not recognizing eligibility requirements.

The findings highlight the importance of enhanced financial literacy in understanding the significance of credit scores. Institutions and online lending
platforms may take a proactive approach in making users aware of how credit scores affect loan eligibility, interest rates, and financial reputation.
Providing free credit score checks within online platforms may help instill better user behavior.

5. FINDINGS, CONCLUSION, AND RECOMMENDATIONS

This chapter summarizes the key findings derived from the analysis of primary data, presents the final conclusions of the study, discusses the
limitations encountered, and provides recommendations for stakeholders such as consumers, digital lenders, and regulators.

5.1 Key Findings

Based on the data analysis in Chapter 4, the following major findings were identified:

1. Widespread Use of UPI and Digital Platforms

Most respondents (86.8%) preferred UPI for everyday transactions, reflecting high digital adoption.Adoption of digital lending products such as BNPL
was moderate, with 68.1% of respondents never having used them.

2.Low Awareness of Credit Risk and Credit Scores

Just 40% of respondents checked their credit scores regularly.Most users did not know how creditworthiness is evaluated digitally, reflecting gaps in
financial literacy.

3.Trust and Transparency Issues in Digital Lending

44% believed in digital credit evaluations, while an equal percentage was unsure.Concerns were over hidden fees (reported by 50.5%) and high interest
rates (31.9%).

4. Preference for Speed and Simplicity in Digital Lending

The speed and simplicity of digital platforms were enjoyed by respondents, with 61% preferring them over traditional lenders.Still, 39% preferred
traditional banks because of regulatory protection and trust.

5. Demand for Regulatory Oversight and Consumer Protection
71.4% of respondents concurred that there is a need for tighter regulations for digital lenders to promote fair and ethical p ractices.
5.2 Conclusion

The study finds that digital credit risk assessment techniques employed in UPI-based lending frameworks have improved access substantially,
particularly for young, tech-literate lenders. The platforms are well-liked due to their ease, quicker approvals, and reduced documentation. Yet, the
study also identifies a number of critical issues such as low financial literacy, ambiguous terms of lending, and trust deficits regarding algorithmic-
based credit scoring.

Although digital lending is a highly potent tool to extend financial inclusion, it requires effective regulatory processes and consumer awareness. The
conclusion draws from the observation that the hybrid model—combing digital ingenuity with the stability and structure of the traditional banking
model—would work best in facilitating a safe and inclusive financial space.
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5.3 Limitations of the Study

*Sample Size: The survey was conducted on 90 respondents only, which cannot be representative of the whole of India.

*Sampling Method: Convenience sampling can result in selection bias and restrict generalizability.

*Demographic Bias: The sample was mostly of students and young professionals, hence there is overrepresentation of users who are familiar with
technology.

*Time Constraint: The study was done within a short time frame and did not observe long-term behavior patterns or changing trends in online lending.
5.4 Directions of Future Research

5.4 Future research could:

. Examine the long-term repayment habits of online borrowers.

. Compare digital default rates with offline traditional lending systems.

. Look into the effects of financial education programs that are part of online platforms.

. Evaluate rural populace experience with online credit to identify regional disparities in adoption and confidence.

5.5 Recommendations
. Grounded on the evidence and observations of this research, the following are recommended to mitigate the major issues with respect to

digital credit risk assessment, consumer knowledge, and safe utilization of UPI-based lending applications:
. For Digital Lending Applications and FinTech Businesses

. Increase Transparency: Provide clear indication of interest rates, payment conditions, processing charges, and penalties while making loan
offers to not mislead users.
. Integrate Financial Education: Incorporate easy, engaging tools within mobile apps to teach consumers credit scores, repayment terms, and

prudent borrowing practices.

. Use Explainable Al (XAl): Decisions regarding credit must be made using explainable models. Sites must provide easy-to-understand
reasons for why a loan was granted or denied.

. Apply User-Friendly Interfaces: Present loan conditions and terms in clear, readable forms, particularly for first-time borrowers.

. Enhance Customer Support: Implement accessible and responsive support infrastructure to address queries and complaints at the earliest.

. For Regulatory Authorities (e.g., Reserve Bank of India)

. Enhance Oversight and Compliance: Implement stringent guidelines for digital lenders for protection of user data, ethical conduct, and fair
disclosure policies.

. Mandate Uniform Loan Disclosure Formats: Mandate all lenders to adhere to a standardized format for presenting charges, terms, and
obligations in a manner that facilitates ease of comparison by users.

. \tGauge Al-Based Lending Practices: Set up mechanisms to audit and evaluate Al-powered lending algorithms to avoid discriminatory or
obscure decision-making.

. Implement Financial Literacy Campaigns: Collaborate with schools and online portals to introduce nationwide awareness campaigns on
online borrowing.

. Set Up a Digital Lender Registry: Keep an open register of accredited and licensed digital lending websites to enable consumers to stay safe
from scams.

. For Consumers and Borrowers

. Be Informed Before Borrowing: Read all conditions, including interest rates and charges, before taking any online loan.

. Keep Track of Your Credit Score Often: Utilize free or paid credit monitoring software to keep abreast of your credit status.

. Don't Over-Borrow: Borrow only what is required and make sure repayment ability is determined to prevent falling into debt traps.

. Use Trusted Platforms Only: Make sure digital lending apps utilized are RBI-registered or vetted to minimize the risk of fraud or abuse.

. For Future FinTech Development

. Encourage Hybrid Lending Models: Foster partnerships between banks and fintech firms to leverage the ease of digital lending with the
safety of conventional banks.

. Target Rural and Low-Income Groups: Develop tailor-made products and awareness programs targeting underbanked communities for
inclusive financial progress.
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