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Credit Where It Is Due: On Retail Lending and
Financial Inclusion

=  Business Standard 7 June 2026 GS3

Source: ujiyari.com — Free UPSC & State PCS Current Affairs

" INTERVIEW ANGLE
‘ "If lenders rely on credit history, the first-time borrower is locked out. Can alternative-data
lending through platforms like the Unified Lending Interface genuinely widen access without

raising new risks?"

Source: Original editorial »  Business Standard

(® Every fact web-verified against primary sources

WHY THIS MATTERS NOW

India’s retail credit is booming, yet a Business Standard analysis warns it is tilting toward borrowers who
already have established credit histories, leaving rural households, women and micro-enterprises behind.
For an aspirant, this is a sharp GS3 case on financial inclusion, the limits of credit-score-based lending, and
how India’s digital public infrastructure (the Unified Lending Interface, account aggregators) can widen

access, the inclusion-versus-prudence balance the examiner likes.

THE CRUX IN 60 WORDS

India’s retail credit favours those with credit histories, structurally excluding thin-file first-time borrowers,
especially rural households, women and micro-enterprises. The remedy is alternative-data lending through
the RBI's Unified Lending Interface and the Account Aggregator framework, which assess cash flows

and digital footprints rather than scores alone. The caution: guard against over-indebtedness. Widen the

base without lowering quality.
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THE ISSUE, DECODED

CONCEPT WHATIT IS WHY IT MATTERS

Thin-file borrower Someone with little or no credit history Locked out by score-based lending

Unified Lending Interface RBI platform for data-driven, frictionless Can widen access using alternative

(ULD lending data

Account Aggregator Consent-based financial-data sharing Surfaces alternative data for
framework lenders

Over-indebtedness Borrowing beyond repayment capacity The risk of careless expansion

THE ANALYSIS: WHY CREDIT CAN EXCLUDE EVEN AS IT EXPANDS

o Score-based lending self-selects. Reliance on credit scores rewards the already-banked and

penalises first-time borrowers.

e The excluded are predictable. Rural households, women and micro-enterprises are most likely to

be thin-file and left out.

® Alternative data can fix it. Cash flows, GST, utility and digital footprints, via ULI and account

aggregators, broaden creditworthiness assessment.

® But risk must be managed. Lending to new borrowers raises default and over-indebtedness risks

if done without safeguards.

DATA AND INSTITUTIONS VAULT

the RBI's Unified Lending Interface (ULI) enables frictionless, data-based lending; the Account

Aggregator (AA) framework allows consent-based financial-data sharing. Inclusion backbone: PM Jan
Dhan Yojana (bank accounts), Aadhaar and UPI form the JAM trinity; PSL (Priority Sector Lending)
norms direct credit to underserved sectors. Credit data: credit bureaus such as CIBIL maintain credit
scores; thin-file borrowers lack them. Risk reference: past microfinance distress episodes show the
danger of over-lending to vulnerable borrowers. Goal: financial inclusion is a means to growth, equity and

resilience, linked to SDG 8 and SDG 10.
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THE DEBATE

Argument for caution: Lending to thin-file borrowers on alternative data raises default and over-

indebtedness risks; prudence should temper expansion.

Argument for expansion: Score-based lending entrenches exclusion; alternative-data lending through ULI

is the way to bring the underserved into formal credit.

The balanced verdict: Expansion and prudence are not opposed. Use ULI and account aggregators to widen
access, paired with consumer protection, transparent pricing and financial literacy to keep it

sustainable. The aim is a broader credit base of comparable quality.

HOW TO THINK ABOUT THIS (TRANSFERABLE SKILL)

A rising aggregate (more credit, more enrolment, more access) can hide a distributional failure (the same
groups benefiting). The strong answer asks: expansion for whom? Here, more credit is not the same as more
inclusion. Applying this “growth for whom?” lens, and then naming the mechanism that reaches the excluded,

is a high-value move across economy and social-sector questions.

DIAGRAM-IN-WORDS

Credit boom + score-based lending -> credit flows to the already-banked ->
rural/women/MSME thin-file borrowers excluded. The fix: alternative data via ULI + Account

Aggregator + safeguards -> first-time borrowers included sustainably.

THE WAY FORWARD

O Scale alternative-data lending through ULI and the Account Aggregator framework.
2 Strengthen consumer protection and transparent pricing for new borrowers.
® Build financial literacy to reduce over-indebtedness risk.

o Target the excluded, rural households, women and micro-enterprises, explicitly.
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THE TAKEAWAY BOX

“India’s retail credit boom risks deepening financial exclusion even as it expands lending.” Examine the role of

alternative-data lending. (250 words)

“More credit is not the same as more inclusion; a boom that flows only to those who already have credit

histories expands lending while entrenching exclusion.”

Unified Lending Interface (ULI) - Account Aggregator framework - JAM trinity (Jan Dhan, Aadhaar, UPI) -
Priority Sector Lending - CIBIL - thin-file borrowers.

Does alternative-data lending widen opportunity, or does it risk pushing vulnerable borrowers into debt?

Connects to GS3 PYQs on financial inclusion, the JAM trinity and digital finance; probable forward question

is the expansion-versus-inclusion framing above.

static GS3 on financial inclusion, banking and digital public infrastructure.

Sources: Business Standard, RBI, PIB

Source: Credit Where It Is Due: On Retail Lending and Financial Inclusion — Ujiyari.com | Free UPSC & State
PCS Editorial Analysis

® KEY ARGUMENTS AT A GLANCE

India’s retail credit market is tilting toward borrowers with
established credit histories, risking slower financial inclusion for
rural households, women and micro-enterprises, unless alternative
data, channelled through infrastructure like the RBI's Unified
Lending Interface, broadens access.

v SUPPORTING

* Lenders increasingly favour customers with strong credit scores, which structurally

disadvantages first-time and thin-file borrowers who lack a formal credit history.

* Rural households, women and micro-enterprises are the groups most likely to be

excluded, undermining the inclusion gains of the past decade.
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* Alternative data (cash flows, utility and digital footprints), surfaced through the Unified
Lending Interface and account aggregators, can expand creditworthiness assessment
beyond traditional scores.

A COUNTER

Some warn that lending to thin-file borrowers on alternative data raises default and over-

indebtedness risks, and that prudence requires caution rather than rapid expansion.

\
(
— WAY FORWARD
Scale alternative-data lending through the Unified Lending Interface and account
aggregators, strengthen consumer protection and financial literacy, and guard against
over-indebtedness while widening access.
\

PRACTICE TODAY'S QUIZ

- Take the 7 June 2026 Quiz —

"@ MAINS ANSWER FRAMEWORK

QUESTION
“India’s retail credit boom risks deepening financial exclusion even as it expands lending." Examine

the role of alternative-data lending in widening credit access. (250 words)

INTRODUCTION

A credit boom can coexist with exclusion. As India’s retail lending expands, it is tilting toward those who

already have credit histories, leaving the first-time borrower behind.

BODY

The structural problem is that lenders rely heavily on credit scores, which reward those with an
established borrowing record and penalise thin-file borrowers, people who have never formally
borrowed. The result is that credit flows fastest to those who least need help accessing it, while rural
households, women and micro-enterprises, the very groups financial inclusion was meant to reach, risk
being left out.

India’s answer lies in its digital public infrastructure. The Reserve Bank of India’s Unified Lending
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Interface (ULI), alongside the Account Aggregator framework, allows lenders to assess creditworthiness
using alternative data such as cash flows, GST and utility records, and digital footprints, rather than
credit history alone.

This can bring first-time borrowers into the formal system at lower cost. The caution is real: lending to
thin-file borrowers can raise default and over-indebtedness risks, as episodes in microfinance have
shown, so expansion must be paired with consumer protection, transparent pricing and financial
literacy.

Done well, alternative-data lending turns India’s data infrastructure into an engine of inclusion; done
carelessly, it risks a new cycle of distress. The goal is to widen the credit base without lowering its

quality.

CONCLUSION

Financial inclusion is not achieved by lending more to the same people. India should use its lending

infrastructure to bring the excluded into formal credit, with safeguards that keep expansion sustainable.
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