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P2P Crowdfunding: An Alternative Source of Credit for Enhancing the Financial
Inclusion of Small Holder Farmers

ABSTRACT

Indian agriculture is considered as a major source of livelihood generation for more than 58
percent of rural households. Credit is a pivotal element both in agricultural production and
marketing system. Presently, most of the marginal and small farmers solely depend on
localized lending models viz., village money-lenders who lend money to farmers for short
term. The ministry of agriculture estimates that to double farmers® .income, private
investment in agriculture must increase to two-fold. P2P crowdfunding is gaining grip at a
very fast pace and gradually becoming an attractive investment option for investors. This
paper attempts to explore different aspects of P2P crowdfunding and its scope as an alternate
source of credit for the small and marginal farmers. Based on secondary data analysis from a
number of research papers, RBI notifications, blogs and newspaper articles, it is evident that
the global peer to peer (P2P) lending market size wasvalued at $67.93 billion in 2019, and is
projected to reach $558.91 billion by 2027, growingat a CAGR of 29.7% from 2020 to 2027.
This type of funding option has tremendous potential to magnify agriculture capital markets
by allowing agricultural firms to build value more efficiently and involve more people
directly in food production.. Additionally, companies as well as investors need to analyse
crowdfunding options carefully.as per its economic feasibility and structure so that it will lead
to mutually beneficial investment relationships.
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INTRODUCTION

The world population has reached 7.7 billion and is expected to increase by another
2.2 billion by 2050. This means that the World should be prepared to feed 10 billion people
by 2050 (Ranganthan et al., 2018). This could be achieved only by boosting the yield per acre
drastically. India, which ranks second worldwide in farm outputs has major challenges to face
in the food production system, especially with respect to climate volatility, massive
urbanization and poor capital infrastructure in agriculture (FAO, 2017). The expansion in
improvised agricultural inputs is highly important for improving the agricultural productivity

in India (Venkatesh and Nithyashree, 2014). One of the major challenges in Indian agriculture



is lack of investment (Chand, 2019). The major reason behind this is land fragmentation and
leased-in agriculture that drive away farmers from capital investments (Moahid and Maharjan,
2020). Agriculture is considered as a major source of livelihood for more than 58 percent of
rural households who absolutely have no profitable ideas (Sharma, 2021). There is an
immerging need for appropriate agricultural credit as majority of the Indian farmers are small
and marginal (Bisht et al., 2020). The ministry of agriculture estimates that to double farmer
income, private investment in agriculture must increase to two-fold (Chand, 2017). Private
investments here refer to investments made by farmers themselves, inclusive of their own
savings and borrowings from institutional and non-institutional sources. This opens up
another challenge as most bank and other institutional credits consider agriculture sector
under high credit risk (September, 2010). The climate change, seasonal production pattern,
perishable products, fluctuation of market prices add to the financial risks (Henning et al.,
2019). Thus, majority of the small farmers are pushed outside the formal agricultural credit
system. Credit is a critical element both in agricultural production.and marketing (Katchova
and Barry, 2005). To meet this, most of the marginal and small holding farmers, depend on
localized lending models that are predominant in Indian villages such as village money-
lenders who lend money to farmers for short term (Kumara et al., 2010). Often, these village
money lenders are expensive with interest rate ranging between 3 to 5 percent per month
which accounts for 36 to 60 percent annually. ‘Such high rates reflect high level of inherent
risk for the farmers (Verma, 2019).-However, the reality is that village-level lending has a
number of advantages over formal lending i.e., the easy access to lenders; lender’s insight of
farmer’s credit worthiness; no KYC requirements and less or no paperwork.

P2P (Peer-to-Peer) crowd-funding is a financial innovation that connects borrowers
with the lenders. It is used to raise loans that can be paid back with interest (RBI, 2017). For
its imbibed nature,.it’s also called social investing and/or direct consumer lending or even
crowd ‘lending (Investopedia, 2021). P2P crowdfunding is already a successful model for
alternate financing across the globe. In India, P2P crowdfunding is gaining traction at a very
fast pace and slowly becoming a very attractive investment option for investors. Since last
few years the world economy has plummeted due to the pandemic COVID-19 which has
opened up tremendous scope and opportunities in terms of market growth and the return on
investment through P2P lending as it provides a 12-14 percent return on average (Synlabs,
2022). RBI has already taken a cognizance of this innovation and come up with regulations
for the sector. The P2P platforms are seen in huge number in USA, UK and China. Zopa, a

British financial company is the world's first peer-to-peer lending company started in the year



2005 (Khatri, 2019). UK is a leading nation in crowdfunding. In India, P2P lending platforms
are regarded as NBFCs (Non-Banking Financial Companies) and are governed by RBI
regulations to protect the interests of both borrowers and lenders. The top listed P2P platforms
in India are Lendbox, Faircent, Lendingkart, Finzy, i2iFunding, i-Lend, LenDenClub,
PaisaDukan etc (Synlabs, 2022). Faircent is India's First RBI registered Peer to Peer Lending
platform (Faircent, 2021). This paper attempts to explore different aspects of P2P
crowdfunding and as to whether it could emerge as an alternate source of credit for enhancing

the financial inclusion of small holder farmers.

METHODOLOGY
The paper describes in detail the agricultural credit system in India through a
systematic review process and attempts to highlight the importance of P2P crowdfunding in
Agriculture. The challenges of P2P crowdfunding and its possible application in agriculture
has also been presented. It is based on secondary data analysis with information from a

number of research papers, RBI notifications, blogs and newspaper articles.

RESULTS AND DISCUSSION

The Agricultural Credit Reach: The sources of agricultural credit in India is broadly
classified into institutional and non-institutional sources (Kulshreshta, n.d.). Institutional
sources include rural co-operatives, Scheduled Commercial Banks (SCBs), Regional Rural
Banks (RRBs), NABARD, Non-Banking Financial Institutions (NBFIs), Microfinance
Institutions (MFIs) and Small Finance Banks (SFBs) (Fig 1). Non-Institutional sources
include moneylenders; traders and commission agents; relatives and landlords (Reddy and
Thandava, 2021). NABARD’s All India Rural Financial Inclusion Survey (NAFIS) 2017
reveals that only 43.5 percent of agricultural households accessed agricultural loan during the
year 2015-16 (NABARD, 2018). Interestingly, of these 43.5 percent, 60.5 percent of the loan
was sourced from institutional sources and 30.3 percent sourced from non-institutional
sources (Gulati and Juneja, 2019). The data from the National Sample Survey Office (NSSO,
2013) reveals that marginal farmers (with a holding size of less than 1 ha) that constitute
about 68.5 percent of operational holdings received roughly 49 percent of their total loans
outstanding from institutional sources and 51 percent from Non-institutional sources, whereas
large- scale farmers (above the holding size of 10 ha) who account for only 0.6 percent of
operational landholding had 79 percent of their loans coming from institutional sources. This

data clearly indicates that institutional credits are more large farmer friendly while marginal



farmers share major portions of agricultural credit from non-institutional sources.
Incidentally, post 2009-10, the non-performing assets (NPAs) in agriculture affiliated to
scheduled commercial banks has rose sharply from Rs. 71.5 billion to Rs. 832 billion between
2009 and 2018 in absolute terms (Gulati and Juneja, 2019). This massive rise in NPAs is often
attributed to ‘moral hazard’ in the repayment behaviour of farmers, which has undermined the
whole institutional credit system for agriculture making the agricultural loans credit risky.

Fig. 1 The 2 tier structure of the institutional agricultural credit system in India
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P2P Crowdfunding: P2P crowdfunding is relatively a recent phenomenon. P2P (Peer-to-
Peer) crowdfunding are the lending platforms which operate as Non-Banking Financial
Company.-(NBFC) under the RBI guidelines that facilitate loans to willing lenders and
borrowers through online platforms. As per agriculture credit classification, it can be
classified under the institutional credit sources. The banks, institutional credit investors,
private firms and individuals are allowed to participate and invest on these lending platform
(Lenz, 2016). These lending platforms are speedy and cut most operational costs. In P2P
platforms, lenders make offers to fund borrower’s requirement. Lenders can fund a portion of

the total loan requirement of multiple borrowers and borrowers can seek to raise money from



multiple lenders. Once an agreement is reached between the borrower and the lender, a formal
contract is signed by them. The loan amount is then transferred to the borrower’s account and
the borrower makes periodic repayments via EMI over the stipulated time period.

Fig. 2 The P2P Crowdfunding Process

N
1: Loan agreement
4
. 1 3: Principal
2: Principal (loan) 1 (loan minus any platform fees) * A 4
i
1
1 Borrowers
\ o
| 0:Pick out loans IIII < Loan application: 0 | po. g
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, S i RN | Private individual (natural person)
L .|
m P2P Lending Platform I
1
Institutional Investors { Business (legal entity)

4: Repayments and interest
(including any platform fees)

5: Repayments and interest §

Source: P2P Lending Model (Schmidt, 2020)

Social Impacts of P2P Crowdfunding: The. way Indian-Government is shifting towards
cashless economy, the recent policies are encouraging innovation in financial products
through adoption of technology. LenDenClub, one of the leading P2P platform in India
reports that over 50% of women aged between 21 to 30 had borrowed loans through their
platform, indicating that women from Gen-Z and millennial cohort, who are also more
acquainted with technology, are comfortable taking digital loans. Also women were more
particular about repayment of their loans, resulting in LenDenClub experiencing only 3.37%
delayed loans by women (Livemint, 2019). With rising education and awareness levels of
financial products, an increasing number of women have appeared to take their own financial
decisions (Livemint;-2019). This is one of the major impact of P2P crowdfunding. Similarly,
most of the-studies on women SHGs in India have reported prompt and timely repayment of
loan.instalments (Parida and Sinha, 2010; Nair, 2005; Dollard and Biswas, 2006) . At the
same time there are several gender-specific obstacles in agriculture which limits women’s
access to the institutional credits (Kristjanson et al., 2017). Therefore, P2P crowdfunding may
encourage larger participation of farm women in accessing the farm loans. Faircent, a P2P
platform has designed several women oriented loan baskets targeting the credit-worthy
women borrowers through their Social Impact Loans and Women Empowerment Loans
(Faircent, 2021).



The Key Prescriptions and Arguments for P2P crowdfunding in Agriculture: Acquiring
lenders for different loan sectors is a challenging factor in P2P lending platform, which in
turn, is influenced by trust in borrowers of that sector (Chen et al., 2014). As trust is a critical
determinant in P2P crowdfunding, lenders may not easily turn-up to finance agricultural
projects, unless the farmers are able to convince the lenders about the viability of their
project. With majority Indian youth aspiring to take up farming as a business, only having a
clear objective, innovation and sustainability ideas will attract lenders. Historical data on
previous loans is a key to predicting the performance of any sector loans (Guo et al.; 2016).
As farm loans default is rising, it may take time to build a trust ecosystem between agriculture
borrowers and lenders on P2P platforms. However, online P2P lending provides greater
convenience and access to financial services, potentially under better terms (Bachmann et al.
2011). This factor may swap the local village lending system into-a formalized lending system
in future. Also, P2P lending platforms may provide access:to loans for borrowers who are
otherwise unlikely to obtain them from traditional finaneial institutions (Bruton et al., 2015).
Compared to banks, P2P lending has an upper-edge when: it comes to the pace and ease of the
process. As economic survey 2022 suggests investment as critical in agriculture (TOI, 2022),
P2Ps may play a vital role in faster processing and quick loan approval.

How P2P funding could benefit farmers: As in 2018, 7.7 per cent of the total national
suicides were classified as farmer suicides. In which, the debt was rated significantly higher
than crop failures (TOI, 2020). Major portion of these borrowings was from private money
lenders with insane rates of interest. And, more than 70 per cent of all indebted farmers were
those who possess less than two hectares of land (TOI, 2020). Even if the farmer received a
good price for his produce, the amount left after spending on his necessities like food,
children’s education, healthcare etc. was not enough to meet the debt obligations of private
money lenders. These moneylenders were also known to pressurize farmers to sell their
produce at a price lower than the market price in the volatile market situations (TOI, 2020).
Though there is lending legislation enacted, which call for registration of money lenders and
charging interest rate upto a certain level, most money lenders are not registered. Thus P2P
platforms may emerge as an alternative source of credit to farmers especially in contrast to the
unorganised private money lending system.

Key Differences between traditional loans, P2P loans and Private money lending: The
key differences between the traditional bank loans, P2P crowdfunding and Private village
money lending is presented in detail in Table 1.

Table 1: Difference between traditional bank loan, P2P lending and Private money lenders



Traditional bank loan/ crop

Category loan P2P crowdfunding Private money lenders
Are comparatively cheaper Provides a better interest rate
when offered a subsidized loan. | which may be a little higher
L -2 Are known to charge
Cost of loan Non-subsidized loans attract than traditional crop loan but . .
- - exorbitant interest rates.
higher interest rates although are very cheaper compared to
cheaper. private lenders.
Process Very rigid, cumbersome and Online process is quick and Very quick and easily
time consuming accessible accessible
Many-to-many. Each
One-to-many. The Pooled borrower is funded from
Type of model depositor’s money is sanctioned | several lenders and Each One-to-one.
to many borrowers lender can lend several
borrowers
. Lenders and Borrowers are
Depositors and Borrowers are completely aware of each Controlled by mone
Control no way connected. Bank rules pietely Y Y

are final.

other and arrive at a mutual
agreement

lenders

Credit-worthiness
assessment

Uses traditional and explicit
financial tools

Uses Big Data Analytics to
assess the economic, personal
and social factors

Is aware of family and
farm status or uses a
middleman as guarantee

Benefit for an
Investor/ Depositor

Low returns with no risk

High returns based.on risk
class opted

High returns and high risk

Benefits for a

Affordable lower rates

Lower to moderate rates

Very high rates

borrower

More flexible as payments
- can be made for pre-closure .

28;;?:122; of Less flexible and even a_vai I.short-term mgsr/gzgaggrelzi(eogzgﬁén ts
loans rangingrin days to )
months.

Loan decision Made by bank Made by lender Made by lender

Monitoring of

borrowers after Made by bank Made by P2P platforms Made by lender

sanction

Centralization of
risk

Centralized on bank

Decentralized on different
lenders

Centralized to a lender

Collateral
requirement

Is a must

Flexible. Lack of collateral
will not hinder the loan
process

Informal collateral
agreement may be done

Source: Developed by gathering information from web sources and research papers.

Conclusion

The global peer to peer (P2P) lending market size was valued at $67.93 billion in
2019, and is projected to reach $558.91 billion by 2027, growing at a CAGR of 29.7% from
2020 to 2027. P2P Crowdfunding is set to become an increasingly important element of

agriculture sector finance. This type of funding option has the potential to expand agriculture

capital markets, allow agricultural firms to build value more efficiently and involve people

more directly in food production. At the same time, companies as well as investors need to

analyse crowdfunding options carefully to make sure they make economic feasibility, are

carefully structured and ideally lead to mutually beneficial investment relationships. P2P

lending platform functions via internet-based services and may save a lot of time of the

farmers who at present spend much time in commuting to various offices and banks.




Digitization has been one of the most widely adopted strategies in financial services and may
offer enhanced consumer services with clear insights. P2P lending platform has an innovative
edge over traditional banking systems, owing to the fact that it offers higher transparency in
businesses. Thus, such transparency would minimize the dependency of farmers on local
money lenders who charge exorbitant interest rates.
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