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ABSTRACT 

Non-Banking Financial Companies (NBFCs) have become a pivotal component of India’s financial architecture, complementing the 
banking system by providing credit access to underserved and unbanked segments of the population. The period 2025–2026 marks 
a transformative phase for the NBFC sector, driven by digital lending innovations, fintech collaborations, telecom-based financial 
ecosystems, and strengthened regulatory oversight by the Reserve Bank of India (Reserve Bank of India, 2025; 2026). This study 
examines the structural evolution, economic role, regulatory framework, recent policy developments, and emerging risks within the 
NBFC sector. Using a descriptive and analytical research design based on secondary data from RBI reports, government 
publications, financial news sources, and academic literature, the study finds that NBFCs are transitioning into digitally integrated 
credit intermediaries that play a crucial role in financial inclusion, MSME financing, and infrastructure development (Mishra & 
Kumar, 2021; World Bank, 2022). However, the sector continues to face challenges related to liquidity risk, asset quality, 
governance, regulatory compliance, and cybersecurity threats (Kaur & Singh, 2022; CRISIL, 2025). The paper concludes that 
NBFCs will remain central to India’s financial deepening and inclusive growth, provided that regulatory discipline, technological 
resilience, and governance frameworks are strengthened. 

KEYWORDS: NBFC, Financial Inclusion, Digital Lending, RBI Regulation, Fintech, India, Credit Intermediation, MSME 
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I. INTRODUCTION 
India’s financial sector has undergone a profound 

transformation over the past three decades, moving from a 

bank-dominated credit system to a more diversified financial 

architecture in which Non-Banking Financial Companies 

(NBFCs) play a central role (Reserve Bank of India, 2025). 

NBFCs are registered under the Companies Act and regulated 

by the Reserve Bank of India, but they do not possess a banking 

license. Despite this distinction, NBFCs perform several bank-

like functions such as providing loans, asset financing, leasing, 

hire purchase, and investment services (Allen & Santomero, 

1998). 

 

NBFCs have gained prominence because of their ability to 

serve segments that are often excluded from formal banking 

channels. These include small and medium enterprises, rural 

households, informal workers, and first-time borrowers who 

lack formal credit histories or collateral (Sinha, 2020; Mishra 

& Kumar, 2021). By offering flexible lending models, faster 

credit approval, and customised financial products, NBFCs 

have effectively bridged the gap between formal financial 

institutions and underserved populations (World Bank, 2022). 

 

The period 2025–2026 represents a critical turning point for the 

NBFC sector. Several developments have reshaped the 

industry, including: 

• Rapid expansion of digital lending platforms (Sharma 

& Mehta, 2023) 

• Entry of telecom and fintech companies into NBFC 

operations (Reuters, 2026) 

• Strengthened regulatory frameworks introduced by 

RBI (Reserve Bank of India, 2026) 

• Increased demand for MSME, infrastructure, and 

consumer credit (Ministry of Finance, 2025) 

• Greater emphasis on governance, compliance, and 

risk management (Kaur & Singh, 2022) 

These developments indicate that NBFCs are transitioning from 

traditional credit providers to technology-driven financial 

intermediaries. 

 

II. REVIEW OF LITERATURE 

The literature on NBFCs in India highlights their dual nature as 

both engines of financial inclusion and sources of systemic risk. 

RBI’s Financial Stability Reports (2023–2025) indicate that 

NBFCs account for a significant share of total credit in India, 

particularly in sectors such as retail lending, MSME financing, 

vehicle loans, and infrastructure funding (Reserve Bank of 

India, 2025). Mishra and Kumar (2021) emphasise that NBFCs 

play a vital role in bridging the MSME credit gap by providing 

collateral-free loans and faster approvals. Sinha (2020) 

highlights the contribution of NBFCs to financial inclusion, 

particularly in rural and semi-urban regions. 

 

Kaur and Singh (2022) analyse the regulatory and risk 

challenges faced by NBFCs, including liquidity mismatches, 

regulatory arbitrage, and governance issues. World Bank 
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(2022) reports note that NBFCs have significantly contributed 

to consumer credit expansion and asset financing. 

 

Recent literature indicates a shift towards digital NBFCs, where 

fintech platforms, artificial intelligence, and alternative credit 

scoring models are transforming lending practices (Sharma & 

Mehta, 2023; Gupta & Bansal, 2024). However, there remains 

limited research on the post-2025 regulatory and technological 

developments, particularly telecom-based NBFC models and 

digital fraud risks. 

 

III. STATEMENT OF THE PROBLEM 
Despite their rapid expansion and increasing economic 

significance, NBFCs face multiple structural and operational 

challenges. These include liquidity constraints, asset quality 

deterioration, governance issues, regulatory compliance 

burdens, and emerging cybersecurity threats due to digital 

lending expansion (Kaur & Singh, 2022; CRISIL, 2025). 

 

The increasing integration of NBFCs with fintech platforms and 

telecom networks has further introduced new risks such as data 

privacy concerns, algorithmic bias in credit scoring, and digital 

fraud (Gupta & Bansal, 2024; Economic Times, 2026). 

 

IV. OBJECTIVES OF THE STUDY 
1. To analyse recent structural and regulatory 

developments in the NBFC sector 

2. To evaluate the role of NBFCs in economic 

development and financial inclusion 

3. To assess the impact of digital lending and fintech 

integration 

4. To identify emerging risks and operational challenges 

5. To suggest policy measures for strengthening the 

NBFC ecosystem 

 

V. RESEARCH METHODOLOGY  
The present study adopts a descriptive and analytical research 

design to examine the evolving role of NBFCs in India within 

the context of recent technological, regulatory, and institutional 

developments during the period 2025–2026. Since the research 

focuses on macro-level structural changes and policy 

transformations rather than individual behavioural responses, 

the study is entirely based on secondary data sources. 

 

Data has been collected from a range of authoritative and 

credible sources, including publications and circulars issued by 

the Reserve Bank of India, reports of the Ministry of Finance, 

sectoral outlook reports from agencies such as CRISIL and 

NABARD, and global institutional reports such as those 

published by the World Bank. In addition, financial news 

reports from platforms such as Reuters and Economic Times 

have been used to capture the most recent developments in 

digital lending, fintech entry, and telecom-based NBFC 

expansion (Reserve Bank of India, 2025; Ministry of Finance, 

2025; Reuters, 2026). 

 

The analytical framework of the study is structured around 

three complementary techniques. First, descriptive analysis is 

used to explain the institutional structure, classification, and 

operational functions of NBFCs within India’s financial 

system. Second, trend analysis is applied to interpret sectoral 

changes such as digital lending expansion, fintech 

collaboration, and telecom integration into NBFC operations. 

Third, policy analysis is used to examine regulatory reforms 

such as the Scale-Based Regulation (SBR) framework, Default 

Loss Guarantee (DLG) guidelines, liquidity norms, and 

governance standards introduced by the RBI (Reserve Bank of 

India, 2026). 

 

The study does not employ primary surveys or econometric 

hypothesis testing; instead, it provides a policy-oriented 

institutional analysis that is highly relevant to current financial 

sector developments. This methodological approach ensures 

that the findings are grounded in real-time policy and market 

evidence, thereby enhancing the academic and practical value 

of the research. 

 

VI. RECENT DEVELOPMENTS IN THE NBFC 

SECTOR (2025–2026)  
The NBFC sector in India has entered a phase of structural 

transformation, driven by digital innovation, regulatory 

strengthening, and new market entrants. One of the most 

significant developments has been the rapid expansion of 

digital lending ecosystems, where NBFCs collaborate with 

fintech companies to provide seamless, app-based credit 

services. These digital lending models utilise artificial 

intelligence, machine learning, and big data analytics to assess 

borrower creditworthiness using alternative data such as 

telecom usage, transaction patterns, and digital payment 

behaviour (Sharma & Mehta, 2023; Gupta & Bansal, 2024). 

 

Another notable development is the entry of telecom companies 

into NBFC operations, marking a convergence between 

telecommunications and financial services. Telecom-based 

NBFCs leverage their vast subscriber base and data capabilities 

to offer micro-credit and consumer loans, particularly targeting 

semi-urban and rural populations. This development has 

significantly improved the penetration of formal credit in 

previously underserved markets (Reuters, 2026). 

 

At the regulatory level, the Reserve Bank of India has 

implemented a series of reforms aimed at enhancing systemic 

stability and governance within the NBFC sector. The 

introduction of the Scale-Based Regulation (SBR) framework 

categorises NBFCs into different layers based on size and 

systemic importance, ensuring proportionate supervision. The 

Default Loss Guarantee (DLG) framework provides clarity on 

risk-sharing arrangements between NBFCs and fintech lending 

partners, thereby reducing regulatory ambiguity. In addition, 

enhanced corporate governance norms, stricter provisioning 

standards, and liquidity requirements have been introduced to 

strengthen financial discipline (Reserve Bank of India, 2026). 

 

The recognition of the Finance Industry Development Council 

(FIDC) as a Self-Regulatory Organisation (SRO) marks a shift 

toward industry-led compliance and early risk detection. 

Furthermore, reforms in infrastructure financing norms and 

external commercial borrowing policies have enabled NBFCs 

to expand long-term project financing in sectors such as 
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logistics, energy, and urban infrastructure (Ministry of Finance, 

2025). 

 

However, the expansion of digital lending has also raised 

concerns about consumer protection, data privacy, and 

cybersecurity risks, necessitating stronger digital governance 

frameworks and regulatory oversight (Economic Times, 2026). 

 

VII. ROLE OF NBFCS IN ECONOMIC 

DEVELOPMENT  
NBFCs play a multifaceted role in India’s economic 

development, particularly by promoting financial inclusion and 

supporting productive sectors. One of their most important 

contributions is extending credit to individuals and enterprises 

that are excluded from formal banking channels. By adopting 

flexible lending practices, simplified documentation, and 

innovative credit assessment techniques, NBFCs enable first-

time borrowers and informal sector participants to access 

formal finance (World Bank, 2022). 

 

In the context of MSMEs, NBFCs serve as a critical financing 

channel. Small and medium enterprises often face difficulties 

in accessing bank credit due to lack of collateral, inadequate 

financial documentation, or limited credit history. NBFCs 

bridge this gap by offering customised loan products, faster 

processing, and flexible repayment structures. This support 

promotes entrepreneurship, employment generation, and 

regional economic development (Mishra & Kumar, 2021). 

 

NBFCs also play a key role in infrastructure development, 

particularly through specialised institutions such as 

Infrastructure Finance Companies. By financing long-term 

projects in transportation, energy, and urban development, 

NBFCs contribute to India’s economic growth and 

competitiveness (Reserve Bank of India, 2025). 

 

Another important contribution of NBFCs is the stimulation of 

consumption demand. By financing vehicles, housing, 

consumer durables, and education, NBFCs increase purchasing 

power and support aggregate demand in the economy. This 

drives industrial production, service sector expansion, and 

overall economic growth (Ministry of Finance, 2025). 

 

In rural and agricultural sectors, NBFCs provide credit for farm 

equipment, irrigation, dairy, and rural enterprises. This 

enhances agricultural productivity, improves rural livelihoods, 

and reduces dependence on informal moneylenders 

(NABARD, 2024). 

 

Overall, NBFCs act as a bridge between formal financial 

systems and the informal economy, thereby promoting 

inclusive and balanced economic development. 

 

VIII. CHALLENGES FACED BY NBFCs  
Despite their expanding role, NBFCs face several structural and 

operational challenges that may affect their sustainability. One 

of the most critical challenges is liquidity risk, as NBFCs 

depend heavily on bank borrowings and capital market funding 

rather than stable deposit bases. During financial stress periods, 

disruptions in funding channels can create systemic 

vulnerabilities (Kaur & Singh, 2022). 

 

Another significant issue is asset quality deterioration, 

particularly in segments such as unsecured consumer loans and 

MSME lending. Rising non-performing assets can adversely 

affect profitability, capital adequacy, and investor confidence 

(CRISIL, 2025). 

The increasing regulatory compliance burden is another 

challenge. While stricter regulations enhance transparency and 

stability, they also increase operational costs, especially for 

smaller NBFCs with limited compliance infrastructure. 

 

The expansion of digital lending has introduced cybersecurity 

risks, data privacy concerns, and fraud incidents. Cases of 

unauthorised lending, misuse of customer data, and predatory 

lending practices highlight the need for stronger digital 

governance and consumer protection mechanisms (Economic 

Times, 2026). 

 

Additionally, NBFCs face intense competition from traditional 

banks and fintech companies. Banks are expanding their retail 

and MSME lending portfolios, while fintech firms offer low-

cost, technology-driven lending solutions. This competitive 

pressure affects NBFC profitability and market share. 

 

These challenges underline the importance of strengthening 

risk management systems, governance frameworks, and 

technological capabilities within NBFCs. 

 

IX. FINDINGS OF THE STUDY  
The study reveals that NBFCs in India are undergoing a 

structural transition from traditional lenders to digitally 

integrated financial intermediaries. The adoption of fintech 

partnerships, AI-based credit scoring, and digital distribution 

channels has significantly enhanced credit delivery efficiency 

and outreach (Gupta & Bansal, 2024). 

 

Regulatory reforms introduced by the Reserve Bank of India 

have improved transparency, governance, and systemic 

stability. The scale-based regulatory framework ensures 

proportionate supervision, while governance and liquidity 

norms strengthen risk management (Reserve Bank of India, 

2025). 

 

NBFCs continue to be the primary source of credit for MSMEs, 

rural borrowers, and first-time consumers, reinforcing their 

central role in financial inclusion. 

 

However, the integration of NBFCs with fintech and telecom 

ecosystems has also introduced new forms of risk, particularly 

related to cybersecurity, data governance, and algorithmic bias. 

 

Overall, the findings indicate that while NBFCs have strong 

growth potential, their long-term sustainability depends on 

robust governance, adequate capital buffers, and effective risk 

management systems. 

 

 

 

https://doi.org/10.36713/epra2013


                                                                                                                                                                        ISSN (Online): 2455-3662 
 EPRA International Journal of Multidisciplinary Research (IJMR) - Peer Reviewed Journal 
  Volume: 12| Issue: 2| February2026|| Journal DOI: 10.36713/epra2013 || SJIF Impact Factor 2026: 8.753 || ISI Value: 1.188 

 
 

2026 EPRA IJMR    |    http://eprajournals.com/   |    Journal DOI URL: https://doi.org/10.36713/epra2013-------------------------------447 

X. SUGGESTIONS AND POLICY IMPLICATIONS  
Based on the findings, several policy measures are 

recommended to strengthen the NBFC ecosystem. 

✓ There is a need to strengthen digital lending regulations, 

particularly with respect to data privacy, borrower 

consent, and algorithmic transparency. This will enhance 

consumer protection and build trust in digital finance. 

✓ The RBI may consider introducing dedicated liquidity 

support mechanisms for NBFCs during periods of 

financial stress, ensuring continuity of credit flow to the 

economy. 

✓ Policymakers should promote co-lending partnerships 

between banks and NBFCs, combining the low-cost 

funding of banks with the last-mile reach of NBFCs. 

✓ There is a need to strengthen corporate governance 

frameworks, including independent boards, internal audit 

systems, and risk management committees. 

✓ The government and regulators should encourage 

technological innovation and fintech collaboration, 

including AI-based credit assessment, Account 

Aggregator frameworks, and digital public infrastructure 

such as UPI and Aadhaar (Reserve Bank of India, 2026). 

✓ Enhancing financial literacy and consumer awareness is 

essential to reduce fraud and improve borrower 

protection. 

 

XI. CONCLUSION  
The NBFC sector in India is currently at a transformational 

juncture, characterised by rapid digital innovation, regulatory 

strengthening, and expanding economic significance. NBFCs 

have moved beyond their traditional role as shadow banks to 

become key pillars of India’s credit delivery system. 

 

Their contribution to financial inclusion, MSME financing, 

infrastructure development, and consumption growth makes 

them indispensable to India’s economic progress. However, 

their sustainability depends on maintaining a balance between 

innovation and regulation, growth and stability, and 

profitability and risk management. 

 

With continued regulatory support from the Reserve Bank of 

India, technological advancement, and improved governance 

practices, NBFCs have the potential to play a decisive role in 

India’s journey toward inclusive, resilient, and sustainable 

economic growth. 
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