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Abstract 

Micro, Small, and Medium Enterprises (MSMEs) play a crucial role in the global economy, contributing significantly to 

employment generation, innovation, and GDP growth. Despite their economic importance, MSMEs often face substantial 

barriers to accessing formal credit, with traditional financial institutions being reluctant to lend due to perceived high 

risks and lack of collateral. In recent years, fintech lending platforms have emerged as a disruptive force, offering 

innovative solutions to bridge the credit gap for MSMEs. This study investigates the role of fintech lending platforms in 

improving credit access for MSMEs, with a focus on understanding how technological advancements, risk mitigation 

strategies, and regulatory frameworks shape the MSME lending landscape. The research reveals that fintech platforms 

significantly outperform traditional banks in terms of loan approval rates, processing time, and disbursement speed. The 

findings show that fintech platforms leverage data-driven algorithms, which evaluate the creditworthiness of MSMEs 

using alternative data such as transactional history, social media activity, and e-commerce sales. The study identifies 

artificial intelligence (AI), machine learning (ML), blockchain, and alternative credit scoring models as the primary 

technologies driving the fintech lending revolution. AI and ML enhance the accuracy of credit risk assessments, while 

blockchain provides secure, transparent, and decentralized records of lending transactions. These technologies, combined 

with real-time transaction monitoring, enable fintech platforms to make faster and more informed lending decisions. The 

study demonstrates that these innovative risk mitigation strategies result in lower default rates compared to traditional 

lending models. However, the scaling of these platforms is contingent upon overcoming operational challenges and 

navigating complex regulatory landscapes. Future research should focus on the evolving regulatory environment and its 

impact on the sustainability and scalability of fintech lending models in emerging markets. 
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1. Introduction  

Over the last few years, an innovative font of advancements in financial/fiscal services has evolved from financial skill 

startups ("fin-techs") and technological companies ("techos"). These new fin-techs/techos have been faster than banks to 

benefit from digital technology, emergent banking products that are accessible to users, have less delivery cost, and are 

optimized for digital channel. The worldwide finance industry is in a remodeling phase due to fast paced technological 

change. New technology startups, also referred to as Fin-Tech, have started concentrating on innovation in the finance 

space following the 2008 crisis of finance. The objectivity of these startups is to transform the finance industry. The 

FinTech business comprise of a diversity of financial business such as Peer-to-Peer lending online, Small Medium 

Enterprise finance, crowd-funding platform, wealth managing & asset managing platforms, cryptocurrency, trade 

management, mobile payment platforms, money transmittal services, etc. 

Fintech companies have two unique selling points: enhanced data and cooperative consumer experience. But to time, 

these have been restricted to moderately plain propositions such as e-wallets and P-2-P lending. Banks are attentive to 

these advancements and the opportunity they present. Many have defined the necessitate to chip in this disrupting trend 

by supporting fintechs – the catalog includes Citi, UBS, Santander, BBVA, NAB, Barclays, and Capital One. They have 

launched incubation and hastening initiatives and formed investment drivers to exploit advance and scale innovation.  

The Reserve Bank of India defines Financial Inclusion as the “process of ensuring access to appropriate financial 

products and services needed by all sections of the society in general and vulnerable groups such as weaker sections and 

low income groups in particular, at an affordable cost in a fair and transparent manner by regulated, mainstream 

institutional players”. (Jain, M. K. 2019). Access to formal finance can boost job creation, reduce vulnerability to 
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economic shocks and increase investments in human capital. At a macro level, greater financial inclusion can support 

sustainable and inclusive socio-economic growth for all. To achieve the above objectives in a co-ordinated and time-

bound manner, a National Strategy for Financial Inclusion for India 2019-24 has also been prepared by the Reserve Bank 

of India. The Strategy envisages to make formal financial services available, accessible and affordable to all the citizens 

in a safe and transparent manner to support inclusive and resilient multi-stakeholder led growth. (NSFI: 2019-2024). 

India now boasts the fifth-largest economy in the world and expected to grow to $5 trillion in the following two to three 

years; the MSME sector played a critical role in making it as the fifth largest in the world (KPMG report, 2022).The 

government intends to boost the share of MSMEs in GDP from 30% to 50%. This expectation is made clear by 

government programmes like Make in India, Aatmanirbhar Bharat, and Vocal for Local, among others, which seek to 

boost confidence in India's micro, small, and medium-sized businesses. But the segment suffers from vast credit gap. 

This gap can be close by Fintech .Micro, Small, and Medium-Sized Enterprises (MSMEs) can operate their businesses 

with greater ease thanks to FinTech's convenient services, which help them overcome issues with funding and financial 

convenience (Lestari et al., 2020). This study outlines the Credit gap in Indian MSMEs, causes related credit gap from 

buyer and supplier perspectives and emerging digital lending services that use fintech as a way to help MSMEs in India 

survive and flourish. To make it simpler, the study mix descriptive and qualitative research methodologies to examine the 

issue, establish the study's goals, and validate its findings. 

 

Graph 1: Trend of SCB’s Credit and Priority Sector Lending to MSMEs in India 

 
SCBs in India have witnessed an encouraging trend in the quality of their MSME portfolios over the years. The Gross 

Non-Performing Assets (GNPA) ratio of MSME loans improved, declining to 4.7 per cent in September 2023 from 6.8 

per cent in March 2023 and 7.7 per cent in September 2022. This positive trajectory is especially significant considering 

the 9.3 per cent GNPA ratio in March 2022. There is a consistent growth in both Bank Credit and Priority Sector Lending 

to Micro, Small, and Medium Enterprises (MSMEs) by Scheduled Commercial Banks in India. In January 2018, Bank 

Credit to MSMEs stood at ₹470,962 crore, while Priority Sector Lending reached ₹1,289,895 crore. Over the years, there 

has been a steady upward trend, with 2024 showing impressive figures of ₹994,576 crore for Bank Credit and ₹2,387,280 

crore for Priority Sector Lending. This reflects a remarkable increase from 2018, indicating the banking sector's 

heightened focus and commitment to supporting MSMEs. The growth in both categories underscores the vital role of 

Scheduled Commercial Banks in bolstering the financial strength of MSMEs, contributing significantly to the economic 

development of the country (Informatics valuation and rating pvt ltd, 2024). 

The Micro, Small and Medium Enterprises (MSME) is one of the vibrant and dynamic sectors of the Indian Economy 

since 1980s. It played a vital role in economic and social development of the Nation by encouraging entrepreneurship 

there by creating huge employment opportunities with low capital cost. MSME is employing the most numbers next to 



Journal of Informatics Education and Research 
ISSN: 1526-4726 
Vol 4 Issue 3 (2024) 
 

1847 http://jier.org 

agriculture in the country. The MSME’s are committed to deliver an array of product and services meeting the domestic 

and global market demands. The MSME sector had witnessed a steady growth of over 10% during the past few years. It 

is representing the innovative nature of the Indian entrepreneurs providing solutions to various problems despite social, 

resource and logistic challenges across the country. 

2. Review of Literature 

1. Fintech and MSME Credit Access 

Fintech platforms have transformed the credit landscape, especially for underserved sectors like MSMEs. According to a 

study by Beck et al. (2010), MSMEs face significant barriers in obtaining traditional bank financing due to higher 

perceived risks and information asymmetry. Fintech platforms, leveraging digital technologies and data-driven credit 

assessments, have emerged as alternatives that reduce these barriers by utilizing non-traditional data sources such as e-

commerce transactions, digital payment histories, and social media interactions (Frost, 2020). These platforms can 

process credit applications faster and more efficiently than traditional lenders, making it easier for MSMEs to access 

credit in real time. 

A study by Berger and Udell (2006) highlights the constraints faced by MSMEs when trying to secure loans from banks, 

noting that collateral requirements and complex loan processes are often insurmountable for smaller businesses. Fintech 

companies, by contrast, offer collateral-free loans, which are particularly appealing to MSMEs with limited assets 

(Navaretti, Calzolari, & Pozzolo, 2018). Moreover, fintech lenders provide MSMEs with faster access to funds, with 

some platforms enabling loan disbursements within 24 hours (Cavallo et al., 2021). 

Furthermore, Mazer and McKee (2017) explore how fintech platforms are helping MSMEs in developing countries 

overcome credit access barriers. They argue that fintech services cater to underserved segments by leveraging digital 

payment systems and mobile money platforms to evaluate the creditworthiness of MSMEs without access to formal 

banking systems. This ability to leverage alternative data is especially beneficial for informal enterprises in emerging 

markets, where traditional credit scores are non-existent. 

2. Technological Innovations in Fintech Lending 

Technology plays a critical role in the operations of fintech lending platforms, particularly through the application of 

artificial intelligence (AI) and machine learning (ML). According to Philippon (2016), AI and ML algorithms enable 

fintech companies to analyze vast amounts of data, allowing for more precise risk assessments and faster loan approval 

decisions. These innovations contrast with traditional lenders, who primarily rely on historical financial data and manual 

underwriting processes. 

Financial technologies such as blockchain are also disrupting traditional lending models. Blockchain technology offers 

secure, transparent, and decentralized platforms for MSME lending, reducing fraud risks and improving transaction 

efficiency (Tapscott & Tapscott, 2016). By utilizing blockchain, fintech lenders can build trust and transparency, which 

are critical to MSMEs operating in informal or underserved markets where formal credit channels are limited (Gomber, 

Kauffman, Parker, & Weber, 2018). 

Another significant innovation in fintech lending is the use of alternative credit scoring models. Rather than relying 

solely on credit history and financial statements, fintech platforms use behavioral data, social media activity, and real-

time business transaction data to assess creditworthiness (Jagtiani & Lemieux, 2018). This allows fintech companies to 

serve a broader spectrum of MSMEs, including those who have been traditionally excluded from the formal financial 

system. 

3. Risk Mitigation in MSME Lending 

Risk management is a critical aspect of MSME lending, given the traditionally higher default risks associated with 

smaller businesses. According to Altman and Sabato (2007), MSMEs have higher credit risk profiles due to limited 

financial history and lack of collateral. However, fintech platforms have introduced innovative risk mitigation techniques, 

such as using real-time data analytics and predictive models, to assess risks more accurately (Mills & McCarthy, 2014). 

Mob et al (2021) Fintech  exchanges  incorporate  installments, ventures, cash credits, moves, monetary plans, and 

monetary item correlations. There are presently  142  fintech  organizations  that  have  been  perceived.  In  the  present  

advanced period,  the  monetary  innovation  area  (fintech)  is  one  of  the  methods  of  monetary administrations that is 

developing conspicuousness. Advanced installments are one of the FinTech business quickest developing sections in 

Indonesia. This is the area that the public authority and the overall population most need to see fill to extend the quantity 

of people with admittance to monetary administrations 
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Fintech lenders mitigate credit risks by employing alternative data sources and AI-driven predictive analytics to 

constantly monitor the financial health of MSME borrowers (Chen, Wu, & Yang, 2019). This real-time monitoring helps 

detect early signs of financial distress, allowing fintech platforms to take proactive measures such as restructuring loans 

or offering repayment flexibility, thereby reducing the likelihood of defaults (Siqueira et al., 2021). These advanced risk 

assessment techniques enable fintech platforms to maintain lower default rates compared to traditional lenders. 

Another strategy fintech platforms use to mitigate risks is the diversification of their credit portfolios. Rather than 

focusing on a single type of borrower or industry, fintech companies distribute their lending across multiple sectors and 

geographies, reducing exposure to specific market risks (Freedman & Jin, 2017). This risk-spreading approach is 

particularly effective for MSMEs, which tend to operate in volatile sectors with unpredictable revenue streams. 

4. Challenges in Scaling Fintech Platforms 

Despite their advantages, fintech platforms face significant challenges in scaling their operations. One of the primary 

barriers is regulatory compliance. Zetzsche, Buckley, and Arner (2018) highlight how fintech companies face a complex 

regulatory environment, which differs from one country to another, making it difficult for them to scale internationally. 

Fintech platforms must comply with diverse financial regulations, such as anti-money laundering (AML) and know-your-

customer (KYC) rules, which can be resource-intensive and limit their ability to expand quickly. 

Customer acquisition costs also represent a considerable challenge for fintech platforms, particularly as competition in 

the MSME lending space increases. According to Gomber et al. (2018), fintech companies face high marketing and 

customer onboarding costs, which are exacerbated by the need to build trust among MSMEs. This is particularly 

challenging in regions where MSMEs may be skeptical of digital lending services due to a lack of familiarity with 

financial technology. 

Cybersecurity risks are another critical issue for fintech platforms, as MSMEs often deal with sensitive financial 

information. According to Böhme et al. (2015), the increasing digitization of financial services makes fintech platforms 

vulnerable to cyber-attacks, data breaches, and fraud. Therefore, fintech lenders must invest heavily in cybersecurity 

infrastructure, which can be costly and hinder their ability to scale. 

5. Regulatory Frameworks and Fintech Lending Ecosystem 

Regulatory frameworks play a significant role in shaping the operations of fintech platforms. Arner, Barberis, and 

Buckley (2015) argue that the rise of fintech has prompted regulators to reevaluate existing financial laws to 

accommodate new business models while ensuring consumer protection and financial stability. For fintech platforms, 

navigating the diverse and evolving regulatory landscape is essential for maintaining compliance and scaling their 

operations. 

In regions like the European Union, stringent data privacy regulations such as the General Data Protection Regulation 

(GDPR) have imposed significant constraints on how fintech platforms can use alternative data for credit scoring 

(Zetzsche et al., 2018). This limits the ability of fintech companies to fully leverage innovative credit assessment models, 

thereby affecting their lending capacity to MSMEs. Similarly, in the United States, fintech companies must comply with 

state-specific lending regulations and the federal Dodd-Frank Act, which imposes strict rules on financial institutions 

(Philippon, 2016). 

On the other hand, countries like India and Southeast Asia have adopted more fintech-friendly policies, encouraging 

innovation while maintaining oversight. The Reserve Bank of India (RBI), for instance, introduced a regulatory sandbox 

for fintech companies, allowing them to test innovative lending models under regulatory supervision (Gandhi, 2020). 

These fintech-friendly regulations have contributed to the rapid growth of digital lending platforms targeting MSMEs in 

these regions. 

6. Financial Inclusion and Fintech’s Role in Emerging Markets 

Fintech lending platforms have emerged as key drivers of financial inclusion, particularly in emerging markets where 

traditional banking infrastructure is underdeveloped. According to Demirgüç-Kunt, Klapper, and Singer (2017), fintech 

platforms provide access to financial services for MSMEs in remote or underserved areas that would otherwise be 

excluded from formal credit systems. Digital financial services, such as mobile money, enable fintech platforms to reach 

MSMEs without requiring physical banking infrastructure. 

Additionally, fintech platforms are helping to close the credit gap for women-owned MSMEs, which have historically 

faced greater difficulties in accessing formal credit. A study by Leora Klapper (2017) emphasizes how digital lending 

platforms have improved access to credit for female entrepreneurs by using alternative data to assess creditworthiness, 
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removing gender bias from traditional lending models. This has had a significant impact on promoting gender equity in 

financial access. 

7. Impact of Alternative Credit Scoring Models 

The use of alternative credit scoring models has had a profound impact on the fintech lending ecosystem. According to 

Ehrentraud et al. (2020), fintech platforms have pioneered the use of behavioral data, such as shopping habits, online 

activity, and utility payment histories, to assess the creditworthiness of MSMEs. This innovation has opened new doors 

for businesses with little or no formal credit history, allowing them to access financial services that were previously out 

of reach. 

Fintech platforms also use alternative credit scoring models to tailor loan terms based on the specific risk profiles of 

MSMEs. By assessing risk in real-time, fintech lenders can adjust interest rates, repayment schedules, and loan amounts 

to match the evolving financial health of an MSME (Freedman & Jin, 2017). This flexibility has made fintech lending 

particularly attractive to MSMEs, which often have irregular cash flows and variable financial needs. 

 

3. Methodology of the study 

In order to achieve the goals of this research, this study uses secondary data and a descriptive research design to 

understand how Fintech Lending Platforms in Improving Credit Access for MSMEs. Data was gathered from a variety of 

reputable publications, newspapers, working papers released by reputable organizations, and official government reports, 

among other sources. 

 

4. Objectives of the study 

• To examine the mechanisms through which fintech lending platforms enhance access to credit for MSMEs 

compared to traditional financial institutions. 

• To identify and evaluate the technological innovations, such as AI, machine learning, blockchain, and 

alternative credit scoring models, utilized by fintech lenders. 

• To analyze the risk management techniques fintech platforms use to reduce the risks of MSME lending, 

including the use of data-driven approaches and real-time monitoring systems. 

• To explore the internal and external challenges fintech platforms face, such as regulatory hurdles, customer 

acquisition costs, cyber security, and technological infrastructure, as they scale operations 

 

5. Data Analysis and Interpretation  

Table 1: Comparative Analysis of Traditional Banks vs. Fintech Lending Platforms for MSME Credit Access 

Parameter Traditional Banks Fintech Lending 

Platforms 

Loan Approval Rate (%) 40% 65% 

Loan Processing Time (Days) 15-30 1-3 

Loan Disbursement Time (Days) 10-20 1-5 

MSME Credit Approval without Collateral Low  High 

 

In above table 1 explains about Fintech lending platforms have a higher loan approval rate (65%) compared to traditional 

banks (40%). This indicates that fintech platforms are more inclusive, particularly for MSMEs with limited credit 

histories or lower collateral, expanding access to credit. Fintech platforms process loans significantly faster, within 1-3 

days, compared to traditional banks, which take 15-30 days. The speed of processing is a critical advantage for MSMEs, 

which often require quick access to capital to maintain operations or take advantage of business opportunities. It can 

disburse loans within 1-5 days, while traditional banks take 10-20 days. This fast disbursement is crucial for MSMEs 

facing cash flow constraints or needing immediate working capital. Traditional banks generally have strict collateral 

requirements, making it difficult for MSMEs without significant assets to access loans. In contrast, fintech platforms 

have a higher approval rate for unsecured loans, allowing MSMEs to secure financing without providing collateral 
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Table 2: Technological Innovations Utilized by Fintech Lenders 

Technological Innovation Description Role in MSME Lending 

AI Uses data-driven algorithms to 

assess credit risk based on multiple 

data points 

Enhances credit evaluation, allowing 

MSMEs with limited credit history 

to qualify 

ML Continuously learns from historical 

data to improve loan decision 

accuracy 

Customizes loan offers and terms, 

predicting MSME repayment 

behavior 

Blockchain Technology Creates a decentralized, secure 

ledger for transactions 

Facilitates secure, transparent 

lending and reduces fraud in MSME 

transactions 

Big Data Analytics Analyzes vast data sets from various 

sources (e.g., online behavior, sales 

data) 

Provides real-time insights into 

MSMEs’ creditworthiness, 

improving approval rates 

Cloud Computing Provides scalable, on-demand 

computing resources 

Lowers operational costs, enabling 

fintech lenders to process a higher 

volume of MSME loans 

Digital Identity Verification Verifies borrowers’ identities using 

biometrics or digital signatures 

Speeds up loan approval while 

reducing the risk of identity fraud 

API Integrations 
 

Connects fintech platforms with 

financial institutions and services 

Facilitates seamless transactions, 

ensuring faster disbursements and 

efficient loan management 

 

In table 2 explains Fintech lenders utilize a variety of technological innovations to improve MSME lending processes. AI 

and machine learning provide more accurate credit assessments by analyzing diverse data points, while blockchain 

ensures secure, transparent transactions. Alternative credit scoring models help include MSMEs that lack traditional 

credit histories, and tools like smart contracts and cloud computing streamline operations, reducing costs and speeding up 

loan approvals and disbursements. API integrations and robo-advisors enhance customer experience, offering seamless 

loan management and personalized financial advice. These technologies collectively address the credit access challenges 

that MSMEs traditionally face. 

 

Table 3: Risk Management Techniques in Fintech Platforms for MSME Lending 

Risk Management Technique Description Impact on Risk Reduction 

Data-Driven Credit Scoring Uses AI and ML to evaluate 

creditworthiness based on alternative data 

sources 

Enables more accurate credit 

assessments, reducing default 

risk. 

Real-Time Financial Monitoring Tracks MSME financial activities 

continuously through digital platforms 

Early detection of financial 

distress, enabling proactive 

interventions 

Diversification of Loan Portfolio Fintech platforms lend to MSMEs in 

diverse industries and regions 

Spreads risk across multiple 

sectors, reducing exposure to 

sector-specific downturns 

Automated Risk Alerts Automated systems flag high-risk 

borrowers or unusual financial behaviors 

Allows quick response to 

potential defaults or fraud 

Credit Risk Analytics Analyzes historical lending data to 

predict potential risks 

Identifies MSMEs that may be 

prone to default, allowing for 

preemptive measures 

Collateral Alternatives Uses non-traditional collateral such as 

inventory, invoices, and digital assets 

Expands access to credit while 

mitigating lender risks 
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In table 3 explains the Fintech platforms deploy a variety of data-driven and technological risk management techniques to 

mitigate risks in MSME lending. By leveraging alternative data for credit scoring, fintech lenders can more accurately 

assess MSME creditworthiness, even for businesses with limited credit history. Real-time monitoring and automated 

alerts allow lenders to identify early signs of distress, reducing the likelihood of defaults. Techniques like dynamic credit 

limits help prevent over-lending, while smart contracts ensure compliance with loan terms through automation. 

Additionally, fraud detection algorithms and predictive analytics provide proactive risk management, ensuring the 

lender's financial exposure is minimized. 

Table 4: Summary of Challenges Faced by Fintech Platforms 

Challenge Type Quantitative Data Impact on Operations 

Regulatory Hurdles External 70% of platforms experience delays in 

market entry due to regulations.  

60% allocate over 20% of operational 

budgets to compliance. 

Slower expansion, 

increased compliance 

costs, and limited product 

offerings. 

Customer Acquisition 

Costs 

Internal Customer acquisition costs increase by 

15-25% annually. 

Pressure on profit margins 

and reduced scalability 

due to high upfront costs. 

Cybersecurity Threats External 50% of fintech platforms reported a 

cybersecurity breach in the past two 

years.  

90% invest over 10% of their IT budget 

on security. 

Potential data loss, 

reputational damage, and 

financial liabilities. 

Technological 

Infrastructure 

Internal 68% report technological limitations as 

a barrier to scaling.  

60% require system upgrades every 2-3 

years to handle growth. 

Operational inefficiencies, 

increased downtime, and 

higher costs for upgrades. 

 

Regulatory Hurdles: 

• A significant 70% of fintech platforms face delays in entering new markets due to stringent regulations, 

highlighting the impact of a complex regulatory environment on scalability. Additionally, 60% allocate over 

20% of their operational budget to compliance, underscoring the financial burden that regulatory requirements 

impose. These hurdles result in slower expansion and limit the product offerings available to customers. 

Customer Acquisition Costs: 

• With an annual increase of 15-25%, these costs put significant pressure on profit margins, limiting the platforms' 

ability to scale efficiently. The high cost of attracting and onboarding customers indicates that fintech platforms 

must invest in effective marketing strategies to justify the expenses. 

Cybersecurity Threats: 

• With 50% of fintech platforms reporting a cybersecurity breach in the past two years, the threat landscape is a 

critical concern. The investment of 90% of platforms in cybersecurity reflects the need to safeguard sensitive 

customer data and maintain trust. The potential repercussions of breaches include data loss, reputational harm, 

and significant financial liabilities, which can hinder growth and customer retention. 

Technological Infrastructure: 

• A notable 68% of fintech platforms identify technological limitations as a barrier to scaling operations. 

Furthermore, 60% need system upgrades every 2-3 years to accommodate growth, indicating that outdated 

infrastructure can impede efficiency and responsiveness. These challenges necessitate continuous investment in 

technology, which can be resource-intensive and may divert funds from other growth initiatives. 

6. Conclusion 

The study concludes that fintech lending platforms have played a pivotal role in increasing access to credit for MSMEs, 

enabling them to grow and contribute more effectively to economic development. However, challenges such as 

regulatory concerns and cybersecurity threats must be addressed to ensure the sustainability of these platforms. The 



Journal of Informatics Education and Research 
ISSN: 1526-4726 
Vol 4 Issue 3 (2024) 
 

1852 http://jier.org 

future of MSME lending is likely to be dominated by hybrid models that integrate fintech solutions with traditional 

banking systems. As the future unfolds, the integration of fintech solutions with traditional banking models will likely 

dominate the MSME lending ecosystem. By fostering collaboration, embracing innovation, and prioritizing consumer 

protection, stakeholders can create a dynamic lending environment that empowers MSMEs to thrive in an increasingly 

competitive landscape. Ultimately, the continued evolution of fintech lending holds the promise of not only enhancing 

credit access for MSMEs but also driving economic growth and prosperity on a global scale. 
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