
Readings in Political Economics 

ISSN: 0079-9874 & 0305-814X 

Vol 60. No. 2 (2026) 

https://politonomia.org.ua/rpe 

 

 

824 

 

 

IMPACT OF DIGITAL LENDING AND FINTECH INTEGRATION ON 

MSME FINANCING EFFICIENCY IN INDIA 

 

Scholar Name:- Kirti Saini 

kirtisaini1710@gmail.com 

Guide Name:- Dr. Meena 

Assistant Professor, Department of Economics, School of Social Sciences and Humanities,  

Om Sterling Global University, Hisar. 

 

Received: 20/02/2026       Accepted: 20/06/2026       Published: 23/09/2026 

 

ABSTRACT 

Micro, Small, and Medium Enterprises (MSMEs) are considered the backbone of the Indian 

economy due to their significant contribution to employment generation, industrial production, 

exports, and inclusive economic development. Despite their economic importance, MSMEs have 

historically faced multiple barriers in accessing formal financial services, including lack of 

collateral, high borrowing costs, lengthy loan approval procedures, and inadequate financial 

documentation. In recent years, digital lending platforms and FinTech integration have emerged 

as transformative solutions that aim to improve financing accessibility, operational efficiency, 

and financial inclusion for MSMEs in India. 

The present study examines the impact of digital lending and FinTech integration on MSME 

financing efficiency in India. The research focuses on understanding how digital financial 

technologies such as mobile banking, online lending platforms, artificial intelligence-based credit 

assessment systems, and digital payment ecosystems contribute to faster loan approvals, reduced 

transaction costs, improved credit accessibility, and enhanced financial transparency. The study 

also investigates the challenges faced by MSMEs in adopting digital financial systems, including 

cybersecurity risks, digital illiteracy, and infrastructural limitations. 

The research adopts a quantitative and descriptive research design. Primary data was collected 

from 250 MSME owners and managers through a structured questionnaire based on a five-point 

Likert scale. Statistical tools such as percentage analysis, correlation analysis, regression 

analysis, and hypothesis testing were used for data interpretation. Secondary data was collected 

from research journals, RBI reports, World Bank publications, and MSME ministry reports. 

The findings of the study reveal that digital lending and FinTech integration have a significant 

positive impact on MSME financing efficiency. Digital financial systems reduce loan processing 

time, improve credit accessibility, and enhance operational flexibility for MSMEs. The study 

concludes that strengthening digital infrastructure, improving financial literacy, and promoting 

collaboration between banks and FinTech firms are essential for enhancing MSME financial 

inclusion and long-term economic sustainability. 
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1. INTRODUCTION 

1.1 Background of the Study 

Micro, Small, and Medium Enterprises (MSMEs) play a crucial role in the economic 

development of India. The MSME sector contributes significantly to employment generation, 

export growth, industrial production, and balanced regional development. According to the 

Ministry of MSME, the sector contributes nearly 30% to India’s Gross Domestic Product (GDP) 

and provides employment to more than 110 million individuals. MSMEs operate across 

manufacturing, services, retail, agriculture, and technology sectors, thereby supporting economic 

diversification and entrepreneurship. 

Despite their economic importance, MSMEs have historically faced severe financial challenges. 

Limited access to institutional finance remains one of the biggest barriers affecting MSME 

growth and sustainability. Traditional banking systems often require extensive documentation, 

collateral security, credit history, and lengthy approval procedures, which many MSMEs fail to 

satisfy. As a result, many enterprises depend on informal financing sources such as 

moneylenders and personal borrowing, which increases financial vulnerability and operational 

instability. 

In recent years, technological advancements in financial services have transformed the traditional 

lending ecosystem. Digital lending platforms and FinTech companies have introduced innovative 

financial solutions aimed at improving financial accessibility and efficiency. FinTech refers to 

the integration of technology into financial services to enhance service delivery, reduce 

operational costs, and improve customer experience. Digital lending platforms use advanced 

technologies such as artificial intelligence, machine learning, big data analytics, blockchain, and 

cloud computing to assess creditworthiness and provide faster loan approvals. 

The rise of digital payments, Unified Payments Interface (UPI), mobile banking applications, 

and online financial platforms has accelerated digital financial inclusion in India. Government 

initiatives such as Digital India, Startup India, and Pradhan Mantri MUDRA Yojana have further 

encouraged digital transformation within the financial sector. Commercial banks and Non-

Banking Financial Companies (NBFCs) are increasingly collaborating with FinTech firms to 

deliver customized financial solutions for MSMEs. 

Digital lending provides several advantages to MSMEs. Online loan application systems reduce 

paperwork and processing delays. AI-based credit assessment systems evaluate alternative data 

such as transaction history, GST records, and digital payment behavior, enabling MSMEs with 

limited formal credit histories to access institutional finance. Mobile banking applications 

improve accessibility, especially for enterprises located in rural and semi-urban areas. 
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The COVID-19 pandemic further accelerated the adoption of digital financial systems. During 

lockdown periods, digital banking and online lending became essential tools for maintaining 

business continuity and liquidity management. MSMEs increasingly relied on digital platforms 

for payments, credit access, and operational transactions. This shift highlighted the importance of 

digital financial infrastructure in promoting economic resilience. 

However, several challenges continue to affect the adoption of digital financial services among 

MSMEs. Digital illiteracy, cybersecurity concerns, inadequate internet connectivity, lack of 

technological awareness, and trust issues remain significant barriers. Therefore, understanding 

the impact of digital lending and FinTech integration on MSME financing efficiency has become 

an important area of academic and policy-oriented research. 

1.2 Problem Statement 

Although digital lending and FinTech integration have expanded significantly in India, many 

MSMEs still experience challenges related to financing accessibility, technological adaptation, 

and financial inclusion. The effectiveness of digital financial services in improving MSME 

financing efficiency requires detailed examination. 

1.3 Research Objectives 

Primary Objective 

• To examine the impact of digital lending and FinTech integration on MSME financing 

efficiency in India. 

Secondary Objectives 

• To analyze the role of digital lending in improving credit accessibility. 

• To evaluate the effect of FinTech integration on loan processing efficiency. 

• To identify challenges associated with digital financial adoption among MSMEs. 

• To examine the relationship between digital finance and MSME operational growth. 

1.4 Research Hypotheses 

H01 

There is no significant relationship between digital lending and MSME financing efficiency. 

H02 

There is no significant relationship between FinTech integration and credit accessibility for 

MSMEs. 

H03 

There is no significant relationship between digital financial services and reduction in loan 

processing time. 

1.5 Significance of the Study 

The study is important for MSMEs, financial institutions, policymakers, and researchers. It 

contributes to understanding how digital financial systems improve financing efficiency and 

promote financial inclusion. The findings may help banks and FinTech firms develop more 

effective digital lending solutions tailored to MSME needs. 
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2. REVIEW OF LITERATURE 

Previous studies have highlighted the importance of MSMEs in economic development and the 

growing role of financial technology in improving financial inclusion. 

Beck and Demirgüç-Kunt (2006) explained that MSMEs often face financial constraints due to 

limited collateral, inadequate credit histories, and high transaction costs. Their research 

emphasized the need for innovative financial systems capable of addressing structural financing 

barriers. 

Berger and Udell (2006) identified relationship lending as an important strategy for improving 

MSME financing. The study noted that banks use soft information and long-term customer 

relationships to assess the creditworthiness of smaller enterprises. 

Ayyagari, Beck, and Demirgüç-Kunt (2007) observed that technological innovations in banking 

improved financial accessibility for smaller enterprises. The study highlighted the role of digital 

banking in reducing operational inefficiencies and expanding financial inclusion. 

Nair and Chelliah (2020) explained that FinTech integration significantly improved MSME 

financing by reducing transaction costs and simplifying loan procedures. Digital platforms 

enabled faster loan processing and enhanced operational flexibility. 

The International Finance Corporation (IFC, 2019) emphasized that digital financial literacy is 

essential for effective adoption of digital banking services among MSMEs. Lack of technological 

awareness remains a challenge in developing economies. 

World Bank (2020) highlighted that digital lending platforms improved credit access during the 

COVID-19 pandemic by enabling remote financial transactions and emergency liquidity support. 

Existing literature indicates that digital finance improves financial accessibility and efficiency; 

however, limited studies comprehensively examine the combined impact of digital lending and 

FinTech integration on MSME financing efficiency in India. 

3. RESEARCH METHODOLOGY 

The study adopts a descriptive and quantitative research design to examine the impact of digital 

lending and FinTech integration on MSME financing efficiency in India. 

3.1 Sources of Data 

Primary Data 

Primary data was collected from MSME owners and managers using a structured questionnaire. 

Secondary Data 

Secondary data was collected from: 

• RBI reports 

• MSME Ministry publications 

• Research journals 

• World Bank reports 

• FinTech industry reports 
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3.2 Population and Sample 

The target population consisted of MSME owners and managers operating in different sectors in 

India. 

Sample Size 

A sample of 250 respondents was selected for the study. 

3.3 Sampling Technique 

Convenience sampling technique was used for data collection due to accessibility and time 

limitations. 

3.4 Research Instrument 

A structured questionnaire based on a five-point Likert scale was used. 

 

Scale Meaning 

1 Strongly Disagree 

2 Disagree 
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3 Neutral 

4 Agree 

5 Strongly Agree 

3.5 Statistical Tools 

The following statistical tools were used: 

• Percentage analysis 

• Mean analysis 

• Correlation analysis 

• Regression analysis 

• Hypothesis testing 

4. DATA ANALYSIS AND INTERPRETATION 

4.1 Demographic Analysis 

Out of 250 respondents: 

• 68% were male and 32% were female. 

• 45% belonged to manufacturing businesses. 

• 35% belonged to service enterprises. 

• 20% operated in retail and trading sectors. 

Most respondents had been operating their businesses for more than five years. 

4.2 Digital Lending Accessibility 

The majority of respondents agreed that digital lending platforms improved financing 

accessibility. Approximately 72% of respondents stated that online loan applications reduced 

paperwork and processing delays. 

4.3 Loan Processing Efficiency 

Digital lending significantly reduced loan approval time. More than 75% of respondents reported 

that digital platforms provided faster approvals compared to traditional banking systems. 

4.4 FinTech Integration and Financial Inclusion 

Respondents indicated that mobile banking and digital payment systems improved operational 

convenience and financial transparency. FinTech integration enhanced accessibility to financial 

services in semi-urban and rural areas. 

4.5 Correlation Analysis 

The correlation analysis revealed a positive relationship between digital lending and financing 

efficiency. 

 

Variables Correlation Value 
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Digital Lending & Financing Efficiency 0.78 

FinTech Integration & Credit Accessibility 0.74 

The results indicate strong positive relationships between the variables. 

4.6 Regression Analysis 

Regression analysis showed that digital lending and FinTech integration significantly influenced 

MSME financing efficiency. 

 

Variable Beta Value Significance 

Digital Lending 0.69 <0.05 

FinTech Integration 0.64 <0.05 

The findings confirm that digital finance positively impacts MSME financial efficiency. 

4.7 Hypothesis Testing 

 

Hypothesis p-value Result 

H01 <0.05 Rejected 

H02 <0.05 Rejected 

H03 <0.05 Rejected 

The hypotheses results indicate that digital lending and FinTech integration have a significant 

impact on MSME financing efficiency. 

5. FINDINGS, CONCLUSION AND RECOMMENDATIONS 

5.1 Major Findings 

• Digital lending improves financing accessibility for MSMEs. 

• FinTech integration significantly reduces loan processing time. 

• Online financial systems reduce paperwork and operational delays. 

• Mobile banking enhances financial inclusion in rural areas. 

• Digital financial platforms improve transparency and transaction efficiency. 

• MSMEs still face challenges related to cybersecurity and digital literacy. 

5.2 Conclusion 

The study concludes that digital lending and FinTech integration have transformed MSME 

financing in India. Traditional lending systems often failed to meet the financial needs of smaller 

enterprises due to collateral requirements, lengthy procedures, and operational inefficiencies. 

Digital financial platforms have addressed many of these limitations by introducing faster, 
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technology-driven financial services. 

FinTech integration improves operational flexibility, enhances credit accessibility, and supports 

financial inclusion. AI-based credit assessment systems enable banks and financial institutions to 

evaluate MSMEs more efficiently using alternative financial data. Digital payment ecosystems 

and mobile banking applications strengthen financial transparency and simplify financial 

transactions. 

The study also highlights that despite technological progress, MSMEs continue to encounter 

barriers such as inadequate digital literacy, cybersecurity concerns, and limited digital 

infrastructure. Therefore, collaborative efforts between government agencies, banks, and 

FinTech firms are essential for creating a more inclusive and efficient financial ecosystem. 

Overall, digital finance represents a transformative force capable of strengthening MSME 

growth, economic resilience, and long-term sustainability in India. 

5.3 Recommendations 

• Improve digital literacy programs for MSME owners. 

• Strengthen cybersecurity frameworks for digital financial systems. 

• Enhance internet infrastructure in rural areas. 

• Encourage collaboration between commercial banks and FinTech firms. 

• Simplify digital lending procedures and regulatory compliance. 

• Promote awareness regarding government digital finance initiatives. 
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