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Abstract.  This paper review concerns how FinTech changes lending markets. This paper
review tracks its growth from consumer credit to business loans and mortgages. They are
supported by new technologies, such as AI, big data analytics and blockchain. They enable
alternative credit scoring using rental histories for financial inclusion. They also enable real-
time risk adjustments and fully automated loan processes. First, FinTech lenders often
replace traditional banks in certain areas because they operate under different rules but can
also partner with traditional banks. There are some important challenges related to
algorithmic governance. For example, concept drift problem means that models become
outdated during economic changes. Another problem is bias, which means that models will
make unfair lending decisions. Data poverty problem excludes people with few digital
footprints. Nonbank lending can cause credit escalations due to easy access to a range of
credit products.​​
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1. Introduction

Financial Technology (FinTech) in lending is a change in traditional credit process. It is a complete
change in the way loans are originated, evaluated for risk, approved, disbursed and managed. It is
more than simply digitization. It includes new models such as peer-to-peer (P2P) lending,
marketplace lending, and embedded finance. Embedded finance means that the credit is included in
non-financial platforms, such as e-commerce platforms. It is expected that the global Fintech sector
will reach $1.5 trillion in revenue by 2030. It changes financial intermediation through the use of
artificial intelligence, big data analytics and blockchain technology. They are more efficient,
accessible and customer experience friendly. The lending market is an important area of this change.
It includes innovations such as P2P lending platforms, digital-only banks, alternative credit scoring
using non-traditional data, and Buy-Now-Pay-Later (BNPL) services. They are included in finance
as a new model of credit card. It integrates credit into e-commerce platforms. It changes traditional
banking. It expands credit to under-served consumers. This technological change needs to be studied
carefully in the lending area. Existing literature has noticed some important but disconnected
impacts in particular sectors. There is still a big gap in understanding these innovations in the credit
value chain. It includes the changes from consumer lending to banking functions to mortgage
markets.
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Although there has been much scholarly attention. There is still a lack of a clear framework that
connects theoretical insights from different areas and connects empirical findings with regulatory
issues across different lending areas. It includes consumer lending, banking functions, and
mortgages. This review aims to fill that gap.

2. The impact of FinTech on consumer lending

FinTech's impact starts in consumer lending. It changes how creditworthiness is evaluated and
accessed. This change is based on innovative data sourcing, real-time risk reassessment, and cross-
market signaling.

2.1. Shattering information barriers with alternative data

Fintech lenders have large digital footprints and use non-traditional data to improve traditional credit
scores or replace them. Some digital variables are easy to access. They include device type, email
characteristics, and transaction timing. They are good predictors of income stability and financial
behavior [1]. They have predictive power similar to scores from credit bureau. They improve default
prediction accuracy by 5.3 percentage points [1]. It is important for lenders to give credit to people
who do not have formal credit histories. It helps improve financial inclusion.

However, this data democratization brings new ethical issues. When device type (iOS/Android)
relates to socioeconomic status, using such proxies can create digital redlining. This is a situation
where tools meant for inclusion end up reinforcing bias if they are not carefully checked.

2.2. Dynamic risk management & precision pricing

FinTech uses continuous data streams for real-time risk reassessment. Platforms use detailed mobile
behavior data, like app usage and location patterns, to update borrower risk profiles [2]. This
constant algorithmic screening reduces reliance on static credit scores. It allows lenders to adjust
credit terms based on changing risk. The economic benefits are significant. E-commerce firms that
use these digital footprint models see a 42% to 53% drop in defaults after implementation [1]. This
directly boosts lender profits. Borrowers also benefit from improved risk-based pricing. High-
quality borrowers can access lower rates through better refinancing options [3].

Emerging economies show great potential for inclusion. For example, Kenya’s M-Pesa uses
continuous transaction data to score borrowers with little credit history. It achieves default rates that
are 28% to 35% lower than international microfinance standards. This shows how technology can
speed up financial inclusion where traditional systems are lacking.

2.3. Market signaling & ecosystem synergy

FinTech assessments create valuable signals that affect the wider credit market. Loan approvals from
FinTech platforms signal borrower creditworthiness to traditional banks. As a result, banks increase
those borrowers’ credit limits by an average of $1,770 [3]. This effect happens because banks see
FinTech approvals as credible validation. FinTechs discover and validate creditworthy borrowers
that traditional models often miss. Banks use this new information to reduce risk in their portfolios
and strengthen customer relationships.

These mechanisms improve efficiency in consumer credit markets. FinTechs lower barriers for
marginalized groups by cutting screening costs and enabling detailed risk segmentation. While
challenges remain in data ethics, potential consumer manipulation of digital footprints, and the
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application of technology, the overall effect points to a more inclusive and efficient ecosystem. The
technologies and data-driven methods tested in consumer lending are quickly spreading and
changing the entire banking sector.

3. The impact of FinTech on bank lending

The technologies proven in consumer lending are now changing traditional bank lending. They do
this mainly through technological disintermediation, regulatory arbitrage, and changing
complementarity. This mix has important effects on credit allocation and financial stability in the
banking system.

3.1. Technological disintermediation & efficiency pressure

FinTech platforms challenge traditional banking by using big data analytics. They reduce
information gaps for underserved groups, like thin-file small and medium-sized enterprises (SMEs)
and gig economy workers. They extend the idea of alternative data beyond consumer-focused digital
footprints. They include business-specific signals, such as real-time transaction flows and
operational metrics. Studies show that FinTech financing improves firm performance. For example,
firms in industries that depend on external finance see a 1.8% increase in return on assets (ROA) and
an 8.4% rise in return on equity (ROE) in countries with high FinTech penetration [4]. This
improvement in financial metrics shows how FinTech expands capital access for entities often left
out by traditional underwriting. It also lowers borrowing costs by using non-traditional data sources
[1,5].

3.2. Regulatory arbitrage and market reallocation

FinTech lenders grow mainly due to regulatory arbitrage. They operate with more flexibility than
traditional banks, which face strict capital ratios and stress-testing rules [6,7]. This advantage lets
FinTech firms increase credit supply where banks pull back due to regulatory limits [5,8]. Data
shows a significant market shift. Nonbank lenders, including FinTech, raised their share of small
business lending from 41% in 2006 to 59% in 2016. They effectively filled the gap left by banks
during post-crisis times [7,8]. While this helps reduce credit shortages in downturns, it also creates
systemic risks. Nonbanks operate with lower capital buffers and less oversight.

3.3. Complementarity and bank strategic adaptation​​

This situation shows how credit markets can change. FinTech’s advantages push banks to innovate
or lose ground. Banks’ net interest margins dropped by 0.8% in areas with high FinTech penetration.
This drop links to efficiency gains in customer lending. FinTech reduces defaults by 42% to 53%
through real-time risk assessment [7,8]. In response, banks use their strengths, like established trust
and regulatory knowledge. They form strategic partnerships and innovate internally. This
cooperation improves operational efficiency and strengthens resilience in fragmented markets [9].

The resulting ecosystem mixes innovation with stability. Banks adopt AI-driven scoring and
automated platforms to improve lending relationships. FinTech uses this institutional knowledge to
grow securely. This combination works well, especially in emerging economies with many
unbanked people. This interaction will also affect mortgage markets, where targeted disruption
meets complex regulations.
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4. The impact of FinTech on mortgage lending

Mortgage lending has unique challenges. It involves large transactions, long durations, complex
collateral, and sensitivity to interest rates and regulations. FinTech is changing this market by
applying its key technologies from consumer lending to address inefficiencies. It does this through
better credit elasticity, competitive reconfiguration, and operational excellence.

4.1. Demand shock resilience and elastic credit supply

Mortgage markets often react strongly to economic changes. FinTech lenders respond better during
demand surges, like post-disaster rebuilding or refinancing waves. They use scalable cloud systems
and algorithmic underwriting to boost mortgage approvals by 6.9% during these times. This increase
is much higher than what traditional banks achieve. Traditional banks see only a 4.7% increase due
to manual processes [10]. FinTech manages this growth by adjusting standards based on real-time
data. They show a 7.8% higher elasticity in loan-to-income (LTI) ratios. This allows them to relax
standards for low-risk borrowers during surges, unlike static traditional models. By quickly
providing capital to areas limited by bank regulations, FinTech helps prevent damaging credit
shortages.

4.2. Precision targeting and market gap domination

FinTech excels at serving market segments that traditional models miss. This is especially true for
FHA loans, which target first-time buyers and have low down payments. By 2015, FinTech captured
75% of this market. They use alternative data, like consistent rent payments and verified gig income,
in their AI-driven models. This helps them find creditworthy borrowers that others overlook. Their
methods lead to a 25% reduction in delinquency rates for these loans. This shows that the segment is
not riskier; it just needs a different assessment [6]. This strategic shift improves access for younger
households, minorities, and self-employed individuals.

The text is about how FinTech is transforming mortgage lending. The loans are different, the data
and the algorithms then change too. Consumer lenders look at mobile app use. Ong-term rental
payment histories are used by Mortgage FinTechs to complement credit scoring. Because their
underwriting algorithms include property value input algorithms and neighborhood price trends they
can make more granular assessments of risk than unsecured lending can.

This makes mortgage lending value chains more robust to demand shocks. One example are
waves of interest rate driven refinancing. They also allow for better customer segmentation. During
market surges Fintech lenders approve more mortgages than conventional banks. They do this with
the help of scalable platforms and more flexible risk frameworks. These adjust loan-to-income ratios
rapidly and this gives them the flexibility to reach a wider range of underserved borrowers including
those who need to apply for FHA loans. By incorporating alternative inputs such as rent payments
and income from the gig economy into their AI underwriting decisions they also reduce delinquency
rates.

5. Conclusion

Innovation by FinTech in mortgage lending systems illustrates how companies are changing the way
they approach risk evaluation. They focus on ong-term rental payment histories instead of more
superficial digital footprints such as mobile app use. This helps to build more relevant borrower
profiles. This leads to improved credit access and more efficient allocation of capital. This is
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particularly useful for borrowers who are normally excluded because they have incomplete credit
histories.

The overall FinTech revolution is also transforming consumer credit. Digitized processes make
institutions more resilient to changes in the economy. Automated underwriting and the use of up-to-
the-minute data to reduce delays in operation also mean that loans can be approved faster even in
periods of market enthusiasm. All of this works in a framework where changes in regulation
technology and markets are themselves changing.

New models such as decentralized finance DeFi lending and asset tokenization also change how
credit is integrated. But they also pose challenges. Easy borrowing interfaces may encourage
impulsive loan decisions. Algorithms may continue existing biases unless safeguards are put in
place. Resolving these will need adaptive regulatory strategies. This should include an focus on
activity based oversight and automated monitoring tools RegTech and dynamic capital requirements
that reflect the real-time portfolio risks. The FinTech revolution will intensify the balance between
two goals driving efficiency and stability and fair access.

References

[1] Berg, T., Burg, V., Gombović, A., & Puri, M. (2019). On the Rise of FinTechs - Credit Scoring Using Digital
Footprints. Michael J. Brennan Irish Finance Working PaperNo. 18-12. SSRN: https: //ssrn.com/abstract=3163781

[2] Agarwal, S., Alok, S., Ghosh, P., & Gupta, S. (2019). Financial Inclusion and Alternate Credit Scoring: Role of Big
Data and Machine Learning in Fintech. Indian School of Business Working Paper. SSRN: https:
//ssrn.com/abstract=3507827

[3] Balyuk, T. (2023). FinTech Lending and Bank Credit Access for Consumers. Management Science, 69(1), 555–575.
doi: 10.1287/mnsc.2022.4319

[4] Gaibulloev, K., Mirzaei, A., Saad, M., & Moore, T. (2023). The Effect of Fintech Financing on Firm Performance:
Evidence from Emerging Economies. SSRN Working Paper. doi: 10.2139/ssrn.5033979

[5] Fuster, A., Plosser, M., Schnabl, P., & Vickery, J. (2019). The Role of Technology in Mortgage Lending. The
Review of Financial Studies, 32(5), 1854-1899. doi: 10.1093/rfs/hhz018

[6] Buchak, G., Matvos, G., Piskorski, T., & Seru, A. (2018). Fintech, regulatory arbitrage, and the rise of shadow
banks. Journal of Financial Economics, 130(3), 453-483. doi: 10.1016/j.jfineco.2018.03.011

[7] Gopal, M., & Schnabl, P. (2022). The Rise of Finance Companies and FinTech Lenders in Small Business Lending.
The Review of Financial Studies, 35(10), 4859-4901. doi: 10.1093/rfs/hhac034

[8] Berg, T., Fuster, A., & Puri, M. (2021). Fintech Lending. NBER Working PaperNo. w29421. SSRN: https:
//ssrn.com/abstract=3953948

[9] Chen, M.A., Wu, Q., & Yang, B. (2018). How Valuable Is FinTech Innovation? Review of Financial Studies
Working Paper. SSRN: https: //ssrn.com/abstract=3106892

[10] Allen, L., Shan, Y., & Shen, Y. (2023). Do FinTech Mortgage Lenders Fill the Credit Gap? Evidence from Natural
Disasters. Journal of Financial and Quantitative Analysis, 58(8), 3342–3383. doi: 10.1017/S002210902200120X


