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Digital lenders face the heat as 

funding conditions tighten
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Highlights

* ICRA’s sample set of 13 new-age entities (ICRA rated and others), which have significant reliance on digital processes during the lifecycle of their loans; for cases where data is 
not available, best estimates are used; Dec 2023 numbers, wherever displayed, are on an annualised basis; ^ CAGR – Compound annual growth rate

AUM growth of digital lenders 

expected to slow down significantly to 

20-25% in FY2025 vis-à-vis CAGR of 

60% seen in the past five years

▪ Asset quality performance has been a key challenge for digital lenders, given the modest credit risk 

profiles of the target consumer segment and the evolving underwriting models. Loan losses remain 

higher than other asset segments and would stay elevated in the near term (~ 5-8% on a cohort 

basis).

▪ Digital lending* has emerged as the most talked about newly emerging asset class in the non-

banking financial companies (NBFC) space in recent years. This segment has seen exponential 

growth; the assets under management (AUM) of ICRA’s sample set of entities stood at ~Rs. 650 

billion as of December 2023, increasing at a CAGR^ of 60% in the last five years. ICRA expects the 

AUM growth to moderate to 42-44% in FY2024 and further to 20-25% in FY2025.

▪ The predominant focus is on unsecured, small-ticket and small-tenor loans in the consumer 

(includes personal loans) and small business loan segments. The share of consumer loans has been 

increasing steadily over the years.

▪ Leveraging the strong balance sheets of partners (larger NBFCs and banks) has been a key driver of 

expansion, thus far. These partnerships accounted for ~30% of the AUM, as of December 2023, and 

are expected to become more crucial, going forward, as other funding avenues could be 

constrained due to the tightening funding environment.

Click to see full report

https://www.icra.in/Home/ViewFullReport?ReportType=Research&AuthKey=7a8aeecc-18a3-482e-ab85-11c6e696abf2
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Streamlining of the business model is 

key for improving the operating 

efficiency; loan losses remain elevated 

and are expected at ~5-8% on a cohort 

basis

▪ Access to commensurate funding would be key, going forward; the impact of regulatory tightening 

on incremental funding remains to be seen in the near term. Further, any adverse regulatory 

development, impacting partnership arrangements, can affect the fund flow and growth of these 

entities. 

▪ Notwithstanding the high business yields, it is crucial to improve the operating efficiency in order to 

strengthen the earnings performance, as credit costs are expected to remain elevated. Currently, 

employee, technology and marketing/loan origination costs remain the key cost drivers.

▪ Entities in this segment are largely rated in the ‘BBB’ category, with a few entities rated ‘A’ and 

above. Rating upgrades have outweighed downgrades over the past four years. Upgrades were 

predominantly based on the strengthened capitalisation profiles, which provided the necessary 

runway for the growth plans of these entities. Weak profitability and asset quality metrics have 

been key constraints.
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Analytical Contact Details

Name Designation Email Contact Number

Karthik Srinivasan Senior Vice President, Group Head karthiks@icraindia.com +91-22-61143444

A M Karthik Senior Vice President, Co-Group Head a.karthik@icraindia.com +91-44-45964308

Manushree Saggar Senior Vice President, Sector Head manushrees@icraindia.com +91-124-4545316

R Srinivasan Vice President, Sector Head r.srinivasan@icraindia.com +91-44-45964315

Prateek Mittal Assistant Vice President, Sector Head prateek.mittal@icraindia.com +91-33-71501100

Richardson Xavier Analyst richardson.xavier@icraindia.com +91-44-45964310

mailto:prateek.mittal@icraindia.com
mailto:richardson.xavier@icraindia.com
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Business Development/Media Contact Details

Name Designation Email Contact Number

L Shivakumar Chief Business Officer shivakumar@icraindia.com 022-61693304

Neha Agarwal Head – Research Sales neha.agarwal@icraindia.com 022-61693338

Rohit Gupta Head Business Development - Infrastructure Sector rohitg@icraindia.com 0124-4545340

Vivek Bhalla Head Business Development  - Financial Sector vivek.bhalla@icraindia.com 022-61693372

Vipin Saboo Head Business Development – Corporate Sector - West & East vipin.saboo@icraindia.com 022-61693348

Shivam Bhatia Head Business Development – Corporate Sector - North & South shivam.bhatia@icraindia.com 0124-4545803

Naznin Prodhani Head – Media & Communications communications@icraindia.com 0124-4545860

mailto:shivakumar@icraindia.com
mailto:neha.agarwal@icraindia.com
mailto:rohitg@icraindia.com
mailto:vivek.bhalla@icraindia.com
mailto:vipin.saboo@icraindia.com
mailto:shivam.bhatia@icraindia.com
mailto:communications@icraindia.com
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All information contained herein has been obtained by ICRA from sources believed by it to be accurate and reliable. Although reasonable care has

been taken to ensure that the information herein is true, such information is provided 'as is' without any warranty of any kind, and ICRA in particular,

makes no representation or warranty, express or implied, as to the accuracy, timeliness or completeness of any such information. Also, ICRA or any of

its group companies, while publishing or otherwise disseminating other reports may have presented data, analyses and/or opinions that may be

inconsistent with the data, analyses and/or opinions in this publication. All information contained herein must be construed solely as statements of

opinion, and ICRA shall not be liable for any losses incurred by users from any use of this publication or its contents.
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Thank You!
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