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Source df Number of obs ¥ e
F(1, 524) = 103.36 =o + X
Model 1179.73205 ’;% 1 1179.73205 Prob > F = 0.0000
Residual 5980.68226 524 11.4135158 R-squared = -‘)0 1648 +¢
Adj R-squared'/= net 0'90 + 0 (‘!X" /
Total 7160.41431\\{ 525 13.6388844 Root MSE = 3 3784 l
0
a9 + ¥
——
ﬂwage Coefficient Std. err. t P>|t| [95% conf. intervall .}—/ ( %)
A owx
@ .5413593 .053248 10.17 , .4367534 .6459651  + g‘,
_cons m .6849678 -1.32
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Credit checks and risk modelling
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Initial credit checks

Ongoing credit monitoring

Sources of data

Risk and EL modelling
» PD, LGD, EAD

» Others

Impact on balance sheet]
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Lending in personal space - issues
» The issues with KYC SE)
» Cost of acquisition \

» Sources of data for credit analysis
» Reliability on CIBIL
» No credit history
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Tech enablers

Aadhaar
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Digital Lending

B

REs shall ensure that all loan servicing, repayment, etc., shall be executed by the borrower directly
in the RE’s bank account without any pass-through account/ pool account of any third party. The
disbursements shall always be made into the bank account of the borrower except for disbursals
covered exclusively under statutory or regulatory mandate (of RBI or of any other regulator), flow
of money between REs for co-lending transactions” and disbursals for specific end use, provided the
loan is disbursed directly into the bank account of the end-beneficiary.

REs shall capture the economic profile of the borrowers covering (age, occupation, income, etc.),
before extending any loan over their own DLAs and/or through LSPs engaged by them, with a view
to assessing the borrower’s creditworthiness in an auditable way.

REs shall prominently publish the list of their DLAs, LSPs engaged by them and DLAs of such LSPs
with the details of the activities for which they have been engaged, on their website.

» https://personalfinance.adityabirlacapital.com/pages/individual/platform-partners.aspx

Reporting to Credit Information Companies (CICs)
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3 “ = (ﬂ
Digital Lending HLG &
e
» Who regulates lending partners (banks / NBFCs)? FL 9

» Who regulates LSPs / DLAs?




Authorized for use only in Atul Kedia's sessions at the FRMBFS programme (IIM Visakhapatnam) - 2024

BNPL

BNPL Gross Merchandise Value, 2022-2028E ) . ) )
Leading BNPL providers in India

US$25.4 i
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2022 2028

Source: EY
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MSME lending - issues @-—-ﬂ l

g
»| Majority MSMEs still do not have access to formal credit

» No credit history T~ > N
et o
» Cost of analysis | <& b el 2\ Q otiol W
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» Cost of collection | v 7\’ / ﬁ’fﬁe
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%» Cashflow lending to MSME - the missing piece A 2 =
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Account Aggregator Integration

Customer
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TSPs

LIVE Flus
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Account Aggregator Ecosystem

LIVE FIPs

AAS
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Information asymmetry

» Suppose a buyer walks into a dealership to buy a used car. Cars can either be high quality or low
quality with equal probabilities. The value of a high-quality car is $20,000, and the value of a low-
quality car is $10,000.

» How much are you/tallmg to pay for the car? (X ) = NI K

» If thean perfectly observe the type of car, but th buyer can not.

fHow mu::R 1; the buyer w1ll1ng to pay for the car7” fB e
R

Who knows more about the creditworthiness of a borrower: the borrower or the lender?i%

____—-ﬂ'-
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‘Newer’ sources of information!

Indian banks are testing out mining customers' cell phones for clues about their

DO NO

creditworthiness in a fast-growing personal-loan market.
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Ecommerce activity
Companies can share data on users’
purchase and payment history.

SMS
Banks can look at SMS inboxes to
analyze messages they get about

transactions.
Location

A phone's location can reveal an
applicant's address.

@
=

M

Social media
A profile could reveal if an applicant
has told the truth about a job or

@gﬂl}'o% rscumstances.

The information shows how many
missed calls an applicant has and

how often they respond to them.
Phone type

Lenders can see what type of phone
or connection an applicant is using.

https: //www.wsj.com/articles/are-you-a-credit-risk-indian-banks-dig-deep-in-your-phone-to-find-out-1511433007
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Use of Alternative Data

» Alternative data sources for credit analysis
» How and why does alternative data help to mitigate information frictions?

» |Is the use of alternative data “fair”?
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Is the use of alternative data “fair”?

» Borrowers get expanded access to credit, lenders get better risk assessment. What’s the catch?

» Alternative variables used by underwriters may be correlated with ethnicity, race, gender, age, or
other protected characteristics that lenders, by law, cannot consider. /v -

f » A borrower’s “online footprint” (e.q., dg_‘ége, operating system, tim g'&-‘ purchase was mag) was
correlated with the likelihood of default. Do you think that the use of such data promotes

fairness? o °))
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