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Introduc�on

The Code on Social Security Bill, 2019 [“the Bill”], introduced in Parliament in December 2019, is the most 
recent a�empt to ra�onalise patchwork of social security legisla�on into a comprehensive Code. One of the 
key differences between the 2019 Bill and the versions in 2018 and 2017 is the chapter on unorganised sector 
workers. Earlier versions of the Bill provided for equal social security benefits for all categories of workers. 
However, the 2019 Bill treats informal sector workers as a separate category and provides that the 
government will frame schemes for their welfare.

As we have noted in our comments to the Ministry of Labour in 2019,2 there is a lack of clarity on who 
informal sector workers are, meaning that there is a further lack of clarity on whom the interven�ons target. 
Further, it is unclear why informal sector workers are treated as a separate class from organised sector 
workers, or why informal sector workers receive far less protec�on under the Statute. Under the Bill, welfare 
for unorganised sector workers is to be provided by schemes designed by the Central or State governments, 
while formal sector workers have clear en�tlements to provident fund, gratuity, employees’ state insurance 
and maternity benefits. This is deeply problema�c, as informal sector workers comprise more than 75% of 
the workforce.3There is an urgent need to evaluate the structure of social security available to unorganised 
workers.

In this policy brief, we discuss:

                 i. The many defini�ons of informal sector workers, and whether social security should be universal
                 ii. Unorganised workers in the Code on Social Security Bill, 2019
                 iii. Design principles for social security interven�ons by the state and the private sector. 

1. Who is an Informal Sector Worker?

The following defini�ons in the Bill are of interest.

• S. 2(35): "gig worker" means a person who performs work or participates in a work arrangement and earns 
from such activities outside of traditional employer-employee relationship;

• S. 2(77): "unorganised sector" means an enterprise owned by individuals or self-employed workers and 
engaged in the production or sale of goods or providing service of any kind whatsoever, and where the 
enterprise employs workers, the number of such workers is less than ten;

• S. 2 (82) "wage worker" means a person employed for remuneration in the unorganised sector, directly by 
an employer or through any contractor, irrespective of place of work, whether exclusively for one employer 
or for one or more employers, whether in cash or in kind, whether as a home-based worker, or as a 
temporary or casual worker, or as a migrant worker, or workers employed by households including 
domestic workers, with a monthly wage of an amount as may be notified by the Central Government and 
State Government, as the case may be.

S. 113 allows persons to self-iden�fy as unorganised sector workers.

• The Na�onal Commission for Enterprises in the Unorganised Sector (2007)4proposed two defini�ons for 
unorganised sector workers. These are as follows:

o "The unorganised sector consists of all unincorporated private enterprises owned by individuals or 
households engaged in the sale and production of goods and services operated on a proprietary or 
partnership basis and with less than ten total workers".

o “Unorganised workers consist of those working in the unorganised enterprises or households, 
excluding regular workers with social security benefits, and the workers in the formal sector without any 
employment/ social security benefits provided by the employers".

Based on these defini�ons, the NCEUS found that about 86% of India’s workforce in 2004-05 would fall within 
the unorganised sector. 

• The Periodic Labour Force Survey 2017-18 (PLFS) relies on the defini�ons by the 17th Interna�onal 
Conference of Labour Sta�s�cians for workers in the informal sector. The report lists some categories of 
informal workers, including:

             o      own-account workers and employers who have their own informal sector enterprises;
             o contributing family workers, irrespective of whether they work in formal or informal sector 

enterprises;
o employees who have informal jobs … whether employed by formal sector enterprises, informal 

sector enterprises, or as paid domestic workers by households;
o      members of informal producers‟ cooperatives; and
o persons engaged in the own-account production of goods exclusively for own final use by their 

household, such as subsistence farming or do-it-yourself construction of own dwellings.5

The PLFS also considered only proprietorships and partnerships as informal sector enterprises. 

• The ILO Recommenda�on No. 202 defines the informal economy as covering “all economic activities by 
workers and economic units that are – in law or in practice – not covered or insufficiently covered by formal 
arrangement.” The Recommendation also clarifies that “informal work may be found across all sectors of 
the economy, in both public and private spaces.”

We note that the Bill classifies informal sector enterprises by size of the establishment, rather than in terms 
of access to social security. This defini�on may leave out many workers from statutory social protec�on 
measures. According to the PLFS 2017-18, only 22.8% of Indian workers are in regular wage or salaried 
employment. 52.2% are self-employed, while 24.9% are in casual labour. The PLFS notes that 68.4% of 
workers employed outside of agriculture are employed in these informal sector enterprises. Further, 71% of 
regular wage employees have no wri�en job contract, while 49.6% of regular wage employees were not 
eligible for any form of social security. Restric�ng social protec�on measures only to those in informal sector 
enterprises, as defined in the Bill, would leave many workers out of coverage. Moreover, it is unclear why the 
Bill carves out gig workers and pla�orm workers as a separate category from informal sector workers.     

We further note that terms “informal sector worker” does not encompass all those in need of social protec�on. 
The PLFS found that about 9% of workers were unemployed. Further, India has an old age dependency ra�o of 
around 9.3%, which is likely to increase to 12.4% by 2026.6 Many others may not be in the workforce for 
reasons of age, disability, or the need to provide unpaid care work at home. There is a need to include all these 
classes of individuals within the protec�on of a formal social security net. We therefore propose that any social 
security floor be made universally applicable to all persons.7

2. Informal Sector Workers Under the Code For Social Security Bill, 2019

S. 109 of the Bill reads:
(1) The Central Government shall formulate and notify, from time to time, suitable welfare schemes 

for unorganised workers (including audio visual workers, beedi workers, non-coal workers) on matters relating 
to—
          (i) life and disability cover;
          (ii) health and maternity benefits;
          (iii) old age protection;
          (iv) education;
          (v) housing; and
          (vi) any other benefit as may be determined by the Central Government.

(2) The State Government shall formulate and notify, from time to time, suitable welfare schemes for 
unorganised workers, including schemes relating to—
          (i) provident fund;
          (ii) employment injury benefit;
          (iii) housing;
          (iv) educational schemes for children;
          (v) skill upgradation of workers;
          (vi) funeral assistance; and
          (vii) old age homes.

Unlike the 2018 Dra�, the present Bill does not treat unorganised and organised sector workers in exactly the 
same way. Instead, while organised sector workers are covered under the chapters on provident fund, 
employees’ state insurance, gratuity, old age and maternity benefits, unorganised workers are only provided 
for under Chapter VII. 

Chapter VII is based on the Unorganised Workers Social Security Act, 2008 (“UWSSA”). As with the UWSSA, the 
Bill does not provide for content of the rights referred to in S. 109. Rather, these are le� to the discre�on of the 
execu�ve, which is to frame schemes. 

This is problema�c – schemes do not provide for jus�ciable rights which ci�zens can enforce in court. Further, 
they may be modified at any �me, at the discre�on of the government, and even to the detriment of the end 

beneficiary.8 Moreover, since schemes cannot be enforced in Court, their implementa�on depends on the 
availability of funds from the government. As reports have shown, the budget alloca�ons for schemes vary 
wildly from year to year,9meaning that the implementa�on of many important schemes is haphazard at best. 
Further, while the Bill provides for self-iden�fica�on as an unorganised sector worker in s. 113, it does not clarify 
what the implica�ons of such registra�on – or the failure to do so – might be. 

Finally, the Bill does not envisage any role for the employer (except in the case of pla�orm workers in s. 114). 
This is problema�c, as it may mean that employers do not take responsibility for social security of their workers 
by keeping them in casual work arrangements. We note that the Contract Labour (Regula�on and Aboli�on) Act, 
1970 only applies to establishments with more than 20 workers and does not apply where work is of an 
“intermi�ent” or “casual nature.” Where work is contracted out to contractors and sub-contractors, it could 
become impossible to ascertain where the liability for workers’ welfare may lie. 

In sum, we iden�fy three key concerns with the Bill in its present form:

1. The Bill does not elaborate on the content of social security rights for the informal sector. Instead, it leaves 
this to the discre�on of the government. This in turn means that there is li�le certainty on what ci�zens may be 
en�tled to. Moreover, the government schemes referred to do not confer any jus�ciable rights on ci�zens.

2. This means that there is a stark difference in the types of rights formal sector workers receive and those 
available to informal sector workers. In this respect, the Bill is not an improvement over the Unorganised 
Workers Social Security Act, 2008.

3. There is a need to envisage a framework that assigns responsibility to different en��es – such as employers 
and contractors – in providing and delivering social security to workers. This is par�cularly relevant for those in 
the formal sector.

3. Designing Social Security Floors For India
A. Social Security Provided by the Government

As noted above, there is a need for social protec�ons to be made available universally, and not only to informal 
sector workers. A number of rights, including the right to health,10 shelter,11  and old-age pensions12  have been 
read into the right to life under Ar�cle 21 of the Cons�tu�on. Further, the Direc�ve Principles require the State 
to provide for the right to work,13 just and humane condi�ons of work14 and a living wage15.  

Many interna�onal instruments also relate to the need to provide for social security and basic economic rights 
to ci�zens. The Interna�onal Labour Organisa�on’s Recommenda�on No. 202 on Basic Social Security Floors and 
Recommenda�on No. 204 on the Transi�on from the Informal to the Formal Economy both refer to the need to 
put systems in place to protect the needs of informal sector workers. Further, the UN Sustainable Goal No. 8 

refers expressly to “full and produc�ve employment and decent work for all.”16

To give effect to these obliga�ons, it is necessary for the state to put social security mechanisms in place. We 
refrain from making any specific recommenda�ons with respect to the content of the social security floor to 
be provided by the government. Further research is required to evaluate the needs of those outside formal 
social security nets and how this should be delivered. However, we suggest the following design principles for 
a state-provided social security floor:

1. Floor level social protec�ons should be made available to all persons and not only those in the workforce. 

2. The social security tools available to those in the formal sector may not be appropriate for all persons. 
Instruments such as PF or Employees’ State Insurance require regular payment of contribu�ons from wages 
and a lack of liquidity. These may not be appropriate for those workers with seasonal occupa�ons or those 
who earn much less than minimum wage. 

3. Par�cular a�en�on must be paid to providing basic income security. The Code on Wages, 2019 provides 
that minimum wages are to be determined by skill and geographical region,17 not by consump�on 
requirements of individuals. As the PLFS highlights, many workers earn far less than the na�onal floor level 
minimum wage of Rs. 176.18There is, therefore, an urgent need to ensure that the social security floor 
provides enough income security for persons to meet their consump�on requirements. 

4. There is a need for both clarity and certainty in en�tlements due to persons. As set out above, this can be 
provided by ensuring that social security floors are enshrined in statutes that set out basic en�tlements. 
Some ma�ers, such as the rupee amount of a transfer or the delivery architecture for a payment, may be 
determined by subordinate legisla�on. However, the content of social security rights must be set out in 
statute. 

5. Any social security policy must account for migra�on within India and the need for workers to be able to 
access benefits in different states. We note that the Bill does not make any express reference to migrant 
workers, nor any reference to the Inter-State Migrant Workers Act, 1979. This must be remedied and clear 
guidelines framed for migrant workers’ access to benefits.

6. There must be a simple and accessible grievance redressal mechanism available to persons. 

7. There may be a need to s�pulate mandatory contribu�ons by the employer and employee for social 
security. These contribu�ons must take the vola�le and seasonal nature of informal sector work into account 
and allow for flexibility in payments.
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1. Introduction

A Convening on ‘Emerging Customer Risks in Digital Lending’ was conducted on April 22nd and 23rd, 2021, by 
Dvara Research Foundation in collaboration with the Consultative Group to Assist the Poor (CGAP). This 
virtual roundtable aimed to have a conversation with the ecosystem players about the nature and extent of 
customer risks in the digital lending space. The workshop saw participation from five unregulated1 fintechs 
that partner with lending institutions, four non-banking financial companies (NBFCs) that either specialise in 
digital loans or partner with fintechs for providing digital loans, one small finance bank (SFBs), one scheduled 
commercial bank, academics, researchers, and consumer protection advocates. This document summarises 
the discussion that occurred during the workshop. As the discussion was bound by Chatham House Rules, the 
document does not make any attributions to individual participants.  

2. Digital Lending in India: Context

In recent years, there has been a considerable change in the landscape of retail financial services. 
Technological developments have led to the diversification of activities of financial service providers, with 
several non-traditional technology service providers now intermediating in the delivery of financial services. 
While digitisation has created a convergence of processes, platforms, and financial infrastructure, it has also 
created a divergence in the form of modularisation, i.e., an unbundling of the financial value chain into 
different modules. This kind of modularisation can enable better access to convenient, customised, efficient, 
and affordable services. 

In the digital lending value chain, we see two dominant models emerging, i.e., one where NBFCs and banks 
lend on their own books, and the other where fintech entities partner with NBFCs and banks to originate, 
assess borrowers’ creditworthiness and recover loans. Currently, in the Indian regulatory landscape, only 
regulated entities such as banks, NBFCs and registered money lenders can engage in lending activities. It is 
only these entities that can hold credit risk on their books, thus, referred to as ‘holders of risk.’ While third-
party providers can be engaged by credit risk holders in the consumer lending process, they fall partially 
outside this regulatory scope as they do not strictly hold credit risk on their own books. Therefore, such third-
party providers are referred to as ‘non-holders of risk2. Both these categories - risk holders and non-holders 
of risk - generate or are faced with distinct kinds of issues that concern customers. 

The customer protection concerns raised by these entities may be entirely new or existing concerns 
resurfacing in a digital format. Typically, customer protection concerns of unfair conduct arise at points 
where either the credit risk holders, their agents, or their partner non risk holders’ interface with customers, 
either directly or indirectly. These can include privacy violations and misuse of borrowers’ personal data, 
unfair discrimination, unfair exclusion, and borrower harassment. Concerns may also arise due to data quality 
issues or inadequate provision of digital services such as due to infrastructure failure or due to inappropriate 
behaviour, especially that of unregulated and/or weakly regulated non-holders of risk., These risks are made 
more complex in the digital ecosystem as it becomes difficult for a borrower to ascertain whether they are 
interacting with a regulated or unregulated entity. Moreover, additional consumer risks get generated due to 
the modularisation of financial services or the inadequate monitoring of third-party providers to which 
certain lending activities are outsourced. 

1Under the current regulatory system, the lending activities of only banks, non-banking financial companies and money lenders are 
regulated, with the former two under the purview of the Reserve Bank of India. Therefore, any other third-party, whether 
operating through an app or a platform or through any other means, and/or by  partnering with these regulated lending 
institutions is characterised as ‘unregulated.’ 
2For the purposes of this document, they would be referred to as fintechs. 

https://economictimes.indiatimes.com/markets/stocks/news/indias-savings-rate-plunges-to-15-year-low/articleshow/74200784.cms
https://economictimes.indiatimes.com/markets/stocks/news/indias-savings-rate-plunges-to-15-year-low/articleshow/74200784.cms
https://www.rbi.org.in/scripts/bs_viewcontent.aspx?Id=2486#:~:text=Domestic%20saving%20(Investment)%20of%20India,and%20
https://economictimes.indiatimes.com/markets/stocks/news/indias-savings-rate-plunges-to-15-year-low/articleshow/74200784.cms
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• S. 2(77): "unorganised sector" means an enterprise owned by individuals or self-employed workers and 
engaged in the production or sale of goods or providing service of any kind whatsoever, and where the 
enterprise employs workers, the number of such workers is less than ten;

• S. 2 (82) "wage worker" means a person employed for remuneration in the unorganised sector, directly by 
an employer or through any contractor, irrespective of place of work, whether exclusively for one employer 
or for one or more employers, whether in cash or in kind, whether as a home-based worker, or as a 
temporary or casual worker, or as a migrant worker, or workers employed by households including 
domestic workers, with a monthly wage of an amount as may be notified by the Central Government and 
State Government, as the case may be.

S. 113 allows persons to self-iden�fy as unorganised sector workers.

• The Na�onal Commission for Enterprises in the Unorganised Sector (2007)4proposed two defini�ons for 
unorganised sector workers. These are as follows:

o "The unorganised sector consists of all unincorporated private enterprises owned by individuals or 
households engaged in the sale and production of goods and services operated on a proprietary or 
partnership basis and with less than ten total workers".

o “Unorganised workers consist of those working in the unorganised enterprises or households, 
excluding regular workers with social security benefits, and the workers in the formal sector without any 
employment/ social security benefits provided by the employers".

Based on these defini�ons, the NCEUS found that about 86% of India’s workforce in 2004-05 would fall within 
the unorganised sector. 

• The Periodic Labour Force Survey 2017-18 (PLFS) relies on the defini�ons by the 17th Interna�onal 
Conference of Labour Sta�s�cians for workers in the informal sector. The report lists some categories of 
informal workers, including:

             o      own-account workers and employers who have their own informal sector enterprises;
             o contributing family workers, irrespective of whether they work in formal or informal sector 

enterprises;
o employees who have informal jobs … whether employed by formal sector enterprises, informal 

sector enterprises, or as paid domestic workers by households;
o      members of informal producers‟ cooperatives; and
o persons engaged in the own-account production of goods exclusively for own final use by their 

household, such as subsistence farming or do-it-yourself construction of own dwellings.5

The PLFS also considered only proprietorships and partnerships as informal sector enterprises. 

• The ILO Recommenda�on No. 202 defines the informal economy as covering “all economic activities by 
workers and economic units that are – in law or in practice – not covered or insufficiently covered by formal 
arrangement.” The Recommendation also clarifies that “informal work may be found across all sectors of 
the economy, in both public and private spaces.”

We note that the Bill classifies informal sector enterprises by size of the establishment, rather than in terms 
of access to social security. This defini�on may leave out many workers from statutory social protec�on 
measures. According to the PLFS 2017-18, only 22.8% of Indian workers are in regular wage or salaried 
employment. 52.2% are self-employed, while 24.9% are in casual labour. The PLFS notes that 68.4% of 
workers employed outside of agriculture are employed in these informal sector enterprises. Further, 71% of 
regular wage employees have no wri�en job contract, while 49.6% of regular wage employees were not 
eligible for any form of social security. Restric�ng social protec�on measures only to those in informal sector 
enterprises, as defined in the Bill, would leave many workers out of coverage. Moreover, it is unclear why the 
Bill carves out gig workers and pla�orm workers as a separate category from informal sector workers.     

We further note that terms “informal sector worker” does not encompass all those in need of social protec�on. 
The PLFS found that about 9% of workers were unemployed. Further, India has an old age dependency ra�o of 
around 9.3%, which is likely to increase to 12.4% by 2026.6 Many others may not be in the workforce for 
reasons of age, disability, or the need to provide unpaid care work at home. There is a need to include all these 
classes of individuals within the protec�on of a formal social security net. We therefore propose that any social 
security floor be made universally applicable to all persons.7

2. Informal Sector Workers Under the Code For Social Security Bill, 2019

S. 109 of the Bill reads:
(1) The Central Government shall formulate and notify, from time to time, suitable welfare schemes 

for unorganised workers (including audio visual workers, beedi workers, non-coal workers) on matters relating 
to—
          (i) life and disability cover;
          (ii) health and maternity benefits;
          (iii) old age protection;
          (iv) education;
          (v) housing; and
          (vi) any other benefit as may be determined by the Central Government.

(2) The State Government shall formulate and notify, from time to time, suitable welfare schemes for 
unorganised workers, including schemes relating to—
          (i) provident fund;
          (ii) employment injury benefit;
          (iii) housing;
          (iv) educational schemes for children;
          (v) skill upgradation of workers;
          (vi) funeral assistance; and
          (vii) old age homes.

Unlike the 2018 Dra�, the present Bill does not treat unorganised and organised sector workers in exactly the 
same way. Instead, while organised sector workers are covered under the chapters on provident fund, 
employees’ state insurance, gratuity, old age and maternity benefits, unorganised workers are only provided 
for under Chapter VII. 

Chapter VII is based on the Unorganised Workers Social Security Act, 2008 (“UWSSA”). As with the UWSSA, the 
Bill does not provide for content of the rights referred to in S. 109. Rather, these are le� to the discre�on of the 
execu�ve, which is to frame schemes. 

This is problema�c – schemes do not provide for jus�ciable rights which ci�zens can enforce in court. Further, 
they may be modified at any �me, at the discre�on of the government, and even to the detriment of the end 

refers expressly to “full and produc�ve employment and decent work for all.”16

To give effect to these obliga�ons, it is necessary for the state to put social security mechanisms in place. We 
refrain from making any specific recommenda�ons with respect to the content of the social security floor to 
be provided by the government. Further research is required to evaluate the needs of those outside formal 
social security nets and how this should be delivered. However, we suggest the following design principles for 
a state-provided social security floor:

1. Floor level social protec�ons should be made available to all persons and not only those in the workforce. 

2. The social security tools available to those in the formal sector may not be appropriate for all persons. 
Instruments such as PF or Employees’ State Insurance require regular payment of contribu�ons from wages 
and a lack of liquidity. These may not be appropriate for those workers with seasonal occupa�ons or those 
who earn much less than minimum wage. 

3. Par�cular a�en�on must be paid to providing basic income security. The Code on Wages, 2019 provides 
that minimum wages are to be determined by skill and geographical region,17 not by consump�on 
requirements of individuals. As the PLFS highlights, many workers earn far less than the na�onal floor level 
minimum wage of Rs. 176.18There is, therefore, an urgent need to ensure that the social security floor 
provides enough income security for persons to meet their consump�on requirements. 

4. There is a need for both clarity and certainty in en�tlements due to persons. As set out above, this can be 
provided by ensuring that social security floors are enshrined in statutes that set out basic en�tlements. 
Some ma�ers, such as the rupee amount of a transfer or the delivery architecture for a payment, may be 
determined by subordinate legisla�on. However, the content of social security rights must be set out in 
statute. 

5. Any social security policy must account for migra�on within India and the need for workers to be able to 
access benefits in different states. We note that the Bill does not make any express reference to migrant 
workers, nor any reference to the Inter-State Migrant Workers Act, 1979. This must be remedied and clear 
guidelines framed for migrant workers’ access to benefits.

6. There must be a simple and accessible grievance redressal mechanism available to persons. 

7. There may be a need to s�pulate mandatory contribu�ons by the employer and employee for social 
security. These contribu�ons must take the vola�le and seasonal nature of informal sector work into account 
and allow for flexibility in payments.

These concerns have long been an area of priority for consumer advocates, such as Dvara Research and 
CGAP. However, the recent spate of unfortunate events surrounding the experiences of Indian borrowers 
with digital lending has shined a light on the gravity of the problem and the urgency with which it needs to be 
solved.

3. Scope of the Discussion

The workshops were moderated to elicit a discussion and a sharing of viewpoints on the following broad 
questions: 

i. What are the emerging customer protection risks in digital consumer lending in India?

ii. What measures are providers taking to address these risks?

The workshop brought to the fore diverse views about these questions based on the nature of the entity. As 
set out in the preceding section, this document recognises that the digital lending value chain consists of two 
different kinds of entities, i.e., holders and non-holders of credit risk. Based on their nature, the entity’s 
interpretation of risks, as well as their approach to measures for tackling customer concerns, varied. The 
nuances in their approaches have been fleshed out throughout the document.

4. Emerging Customer Risks Identified by Practitioners and Researchers

Below we summarise the emerging customer risks highlighted by the participants in the digital lending 
ecosystem in India: 

4.1 Risks from Modularisation

The risk holders observed that the Reserve Bank of India (RBI) has taken a light-touch approach towards the 
regulation of digital financial services in India, and that there has been a proliferation of various lending 
models in the digital lending space. Modularisation is quite prevalent in this space, with every part of the 
lending spectrum being outsourced to different entities. A transaction is now multi-layered, as opposed to 
earlier, where a customer could go to a bank and conduct only a bilateral transaction. In such a multi-layered 
transaction, with regulated and/or unregulated entities, customers find it challenging to identify the 
appropriate avenues or processes for grievance redressal. 

Embedded finance is a model which is becoming increasingly common. For instance, in embedded finance, an 
e-commerce platform is supported by a tech platform that provides the fintech module(s) behind the
operations. The fintech modules help collect customer information and employ analytical capabilities to
provide lending services. These fintech modules are further backed by the capital provider or the lender,
which is the regulated entity. While conducting a transaction in such a scenario, the customer may be aware
of only the e-commerce brand and the embedded finance brand but not the multiple other players involved
in the chain. Another prevalent model is the platform model, where algorithms match borrowers to lenders.
In these instances, potential harms to the customer can arise due to the ‘black box’ logic of the algorithm.
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Introduc�on

The Code on Social Security Bill, 2019 [“the Bill”], introduced in Parliament in December 2019, is the most 
recent a�empt to ra�onalise patchwork of social security legisla�on into a comprehensive Code. One of the 
key differences between the 2019 Bill and the versions in 2018 and 2017 is the chapter on unorganised sector 
workers. Earlier versions of the Bill provided for equal social security benefits for all categories of workers. 
However, the 2019 Bill treats informal sector workers as a separate category and provides that the 
government will frame schemes for their welfare.

As we have noted in our comments to the Ministry of Labour in 2019,2 there is a lack of clarity on who 
informal sector workers are, meaning that there is a further lack of clarity on whom the interven�ons target. 
Further, it is unclear why informal sector workers are treated as a separate class from organised sector 
workers, or why informal sector workers receive far less protec�on under the Statute. Under the Bill, welfare 
for unorganised sector workers is to be provided by schemes designed by the Central or State governments, 
while formal sector workers have clear en�tlements to provident fund, gratuity, employees’ state insurance 
and maternity benefits. This is deeply problema�c, as informal sector workers comprise more than 75% of 
the workforce.3There is an urgent need to evaluate the structure of social security available to unorganised 
workers.

In this policy brief, we discuss:

                 i. The many defini�ons of informal sector workers, and whether social security should be universal
                 ii. Unorganised workers in the Code on Social Security Bill, 2019
                 iii. Design principles for social security interven�ons by the state and the private sector. 

1. Who is an Informal Sector Worker?

The following defini�ons in the Bill are of interest.

• S. 2(35): "gig worker" means a person who performs work or participates in a work arrangement and earns 
from such activities outside of traditional employer-employee relationship;

• S. 2(77): "unorganised sector" means an enterprise owned by individuals or self-employed workers and 
engaged in the production or sale of goods or providing service of any kind whatsoever, and where the 
enterprise employs workers, the number of such workers is less than ten;

• S. 2 (82) "wage worker" means a person employed for remuneration in the unorganised sector, directly by 
an employer or through any contractor, irrespective of place of work, whether exclusively for one employer 
or for one or more employers, whether in cash or in kind, whether as a home-based worker, or as a 
temporary or casual worker, or as a migrant worker, or workers employed by households including 
domestic workers, with a monthly wage of an amount as may be notified by the Central Government and 
State Government, as the case may be.

S. 113 allows persons to self-iden�fy as unorganised sector workers.

• The Na�onal Commission for Enterprises in the Unorganised Sector (2007)4proposed two defini�ons for 
unorganised sector workers. These are as follows:

o "The unorganised sector consists of all unincorporated private enterprises owned by individuals or 
households engaged in the sale and production of goods and services operated on a proprietary or 
partnership basis and with less than ten total workers".

o “Unorganised workers consist of those working in the unorganised enterprises or households, 
excluding regular workers with social security benefits, and the workers in the formal sector without any 
employment/ social security benefits provided by the employers".

Based on these defini�ons, the NCEUS found that about 86% of India’s workforce in 2004-05 would fall within 
the unorganised sector. 

• The Periodic Labour Force Survey 2017-18 (PLFS) relies on the defini�ons by the 17th Interna�onal 
Conference of Labour Sta�s�cians for workers in the informal sector. The report lists some categories of 
informal workers, including:

             o      own-account workers and employers who have their own informal sector enterprises;
             o contributing family workers, irrespective of whether they work in formal or informal sector 

enterprises;
o employees who have informal jobs … whether employed by formal sector enterprises, informal 

sector enterprises, or as paid domestic workers by households;
o      members of informal producers‟ cooperatives; and
o persons engaged in the own-account production of goods exclusively for own final use by their 

household, such as subsistence farming or do-it-yourself construction of own dwellings.5

The PLFS also considered only proprietorships and partnerships as informal sector enterprises. 

• The ILO Recommenda�on No. 202 defines the informal economy as covering “all economic activities by 
workers and economic units that are – in law or in practice – not covered or insufficiently covered by formal 
arrangement.” The Recommendation also clarifies that “informal work may be found across all sectors of 
the economy, in both public and private spaces.”

We note that the Bill classifies informal sector enterprises by size of the establishment, rather than in terms 
of access to social security. This defini�on may leave out many workers from statutory social protec�on 
measures. According to the PLFS 2017-18, only 22.8% of Indian workers are in regular wage or salaried 
employment. 52.2% are self-employed, while 24.9% are in casual labour. The PLFS notes that 68.4% of 
workers employed outside of agriculture are employed in these informal sector enterprises. Further, 71% of 
regular wage employees have no wri�en job contract, while 49.6% of regular wage employees were not 
eligible for any form of social security. Restric�ng social protec�on measures only to those in informal sector 
enterprises, as defined in the Bill, would leave many workers out of coverage. Moreover, it is unclear why the 
Bill carves out gig workers and pla�orm workers as a separate category from informal sector workers.     

We further note that terms “informal sector worker” does not encompass all those in need of social protec�on. 
The PLFS found that about 9% of workers were unemployed. Further, India has an old age dependency ra�o of 
around 9.3%, which is likely to increase to 12.4% by 2026.6 Many others may not be in the workforce for 
reasons of age, disability, or the need to provide unpaid care work at home. There is a need to include all these 
classes of individuals within the protec�on of a formal social security net. We therefore propose that any social 
security floor be made universally applicable to all persons.7

2. Informal Sector Workers Under the Code For Social Security Bill, 2019

S. 109 of the Bill reads:
(1) The Central Government shall formulate and notify, from time to time, suitable welfare schemes 

for unorganised workers (including audio visual workers, beedi workers, non-coal workers) on matters relating 
to—
          (i) life and disability cover;
          (ii) health and maternity benefits;
          (iii) old age protection;
          (iv) education;
          (v) housing; and
          (vi) any other benefit as may be determined by the Central Government.

(2) The State Government shall formulate and notify, from time to time, suitable welfare schemes for 
unorganised workers, including schemes relating to—
          (i) provident fund;
          (ii) employment injury benefit;
          (iii) housing;
          (iv) educational schemes for children;
          (v) skill upgradation of workers;
          (vi) funeral assistance; and
          (vii) old age homes.

Unlike the 2018 Dra�, the present Bill does not treat unorganised and organised sector workers in exactly the 
same way. Instead, while organised sector workers are covered under the chapters on provident fund, 
employees’ state insurance, gratuity, old age and maternity benefits, unorganised workers are only provided 
for under Chapter VII. 

Chapter VII is based on the Unorganised Workers Social Security Act, 2008 (“UWSSA”). As with the UWSSA, the 
Bill does not provide for content of the rights referred to in S. 109. Rather, these are le� to the discre�on of the 
execu�ve, which is to frame schemes. 

This is problema�c – schemes do not provide for jus�ciable rights which ci�zens can enforce in court. Further, 
they may be modified at any �me, at the discre�on of the government, and even to the detriment of the end 

beneficiary.8 Moreover, since schemes cannot be enforced in Court, their implementa�on depends on the 
availability of funds from the government. As reports have shown, the budget alloca�ons for schemes vary 
wildly from year to year,9meaning that the implementa�on of many important schemes is haphazard at best. 
Further, while the Bill provides for self-iden�fica�on as an unorganised sector worker in s. 113, it does not clarify 
what the implica�ons of such registra�on – or the failure to do so – might be. 

Finally, the Bill does not envisage any role for the employer (except in the case of pla�orm workers in s. 114). 
This is problema�c, as it may mean that employers do not take responsibility for social security of their workers 
by keeping them in casual work arrangements. We note that the Contract Labour (Regula�on and Aboli�on) Act, 
1970 only applies to establishments with more than 20 workers and does not apply where work is of an 
“intermi�ent” or “casual nature.” Where work is contracted out to contractors and sub-contractors, it could 
become impossible to ascertain where the liability for workers’ welfare may lie. 

In sum, we iden�fy three key concerns with the Bill in its present form:

1. The Bill does not elaborate on the content of social security rights for the informal sector. Instead, it leaves 
this to the discre�on of the government. This in turn means that there is li�le certainty on what ci�zens may be 
en�tled to. Moreover, the government schemes referred to do not confer any jus�ciable rights on ci�zens.

2. This means that there is a stark difference in the types of rights formal sector workers receive and those 
available to informal sector workers. In this respect, the Bill is not an improvement over the Unorganised 
Workers Social Security Act, 2008.

3. There is a need to envisage a framework that assigns responsibility to different en��es – such as employers 
and contractors – in providing and delivering social security to workers. This is par�cularly relevant for those in 
the formal sector.

3. Designing Social Security Floors For India
A. Social Security Provided by the Government

As noted above, there is a need for social protec�ons to be made available universally, and not only to informal 
sector workers. A number of rights, including the right to health,10 shelter,11  and old-age pensions12  have been 
read into the right to life under Ar�cle 21 of the Cons�tu�on. Further, the Direc�ve Principles require the State 
to provide for the right to work,13 just and humane condi�ons of work14 and a living wage15.  

Many interna�onal instruments also relate to the need to provide for social security and basic economic rights 
to ci�zens. The Interna�onal Labour Organisa�on’s Recommenda�on No. 202 on Basic Social Security Floors and 
Recommenda�on No. 204 on the Transi�on from the Informal to the Formal Economy both refer to the need to 
put systems in place to protect the needs of informal sector workers. Further, the UN Sustainable Goal No. 8 

The ease of modularisation has allowed lenders to outsource several activities in the lending spectrum, thus 
creating efficiencies in the process. However, this has also created a grey area allowing significant 
components of the value chain of financial services to go under the regulatory radar. For instance, in the 
outsourced digital lending model, sometimes, there are tripartite agreements where there is a first loss 
default guarantee (FLDG)3 arrangement between a fintech and the regulated lender. The defaults that occur 
within the FLDG limit are taken care of by the fintech (this is sometimes as high as 50%), which provides relief 
to the primary lender. However, this results in adverse behaviour towards the customer at the time of 
collection. 

Modularisation also allows for the capture of customers by unregulated lenders, which follow rogue practices 
such as falsely advertising partnerships with scheduled commercial banks on their websites. This is a cause 
for concern as several digital lenders source customers digitally, which, unlike mainstream advertising, is 
unregulated. It is also unlikely that the customer is aware of the regulatory status of the lender that is 
sourcing them. In addition to this, the customer might also be unaware of the answers to several questions of 
material importance, such as where their data resides, which entity to contact or hold liable in case of a 
grievance, or which forums to approach to seek redress.

Research conducted on daily high-frequency meta-data about app downloads in India and elsewhere 
indicated the presence of a high proportion of predatory apps. The researchers found that a large number of 
predatory apps were seen to displace the market for legitimate lenders, especially during the period when 
the lockdown was imposed.4 While legitimate lenders had around 50,000 downloads of their apps in a day in 
pre-COVID times, predatory lenders accumulated hundreds of thousands of downloads per day, especially 
during the peak lockdown period. Analysis of the data indicated that even after complaints were received 
about apps, they remained on Google Play Store for some time before being completely removed. It was also 
common for new apps with different names to re-emerge in the place of the apps that were removed.

Some holders of risk were of the view that the regulatory grey areas may continue to grow in tandem with 
the consequent risk posed by them. However, since the digital lending space is relatively new, the players 
should be given a free hand to continue their operations, at least in the initial phases, to promote innovation. 
The modularisation scenario present in the digital lending space is similar to the format of the credit card 
space where there are multiple players involved, such as the issuer bank, the merchant, the network provider 
and an acquirer bank. However, in the case of credit cards, the rules and regulations – such as the 
interchange fees framework of regulation - were standardised and well defined globally. Therefore, the 
fintech space too could be allowed to innovate for a while, after which a basic set of standardising regulations 
can come into force.  

Risk holders also acknowledged that the principal, i.e., the entity which is taking the credit risk, remains 
accountable for the activities of the vendors. However, they also noted that smaller financial entities cannot 
afford to conduct due diligence and monitoring of third-party vendors compared to their larger counterparts.

3First loss default guarantee is a risk-sharing mechanism whereby the provider of the guarantee compensates lenders, up to the 
extent of an agreed upon guarantee limit, if the borrower defaults (IFMR Lead, 2004).
4https://www.centerforfinancialinclusion.org/combating-the-rise-in-fraudulent-fintech-apps 

http://www.ifmrlead.org/wp-content/uploads/2015/OWC/1_ananth_et_al-blueprint.pdf
https://www.centerforfinancialinclusion.org/combating-the-rise-in-fraudulent-fintech-apps
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However, the 2019 Bill treats informal sector workers as a separate category and provides that the 
government will frame schemes for their welfare.

As we have noted in our comments to the Ministry of Labour in 2019,2 there is a lack of clarity on who 
informal sector workers are, meaning that there is a further lack of clarity on whom the interven�ons target. 
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• S. 2(35): "gig worker" means a person who performs work or participates in a work arrangement and earns 
from such activities outside of traditional employer-employee relationship;
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enterprise employs workers, the number of such workers is less than ten;
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of access to social security. This defini�on may leave out many workers from statutory social protec�on 
measures. According to the PLFS 2017-18, only 22.8% of Indian workers are in regular wage or salaried 
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We further note that terms “informal sector worker” does not encompass all those in need of social protec�on. 
The PLFS found that about 9% of workers were unemployed. Further, India has an old age dependency ra�o of 
around 9.3%, which is likely to increase to 12.4% by 2026.6 Many others may not be in the workforce for 
reasons of age, disability, or the need to provide unpaid care work at home. There is a need to include all these 
classes of individuals within the protec�on of a formal social security net. We therefore propose that any social 
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2. Informal Sector Workers Under the Code For Social Security Bill, 2019

S. 109 of the Bill reads:
(1) The Central Government shall formulate and notify, from time to time, suitable welfare schemes 

for unorganised workers (including audio visual workers, beedi workers, non-coal workers) on matters relating 
to—
          (i) life and disability cover;
          (ii) health and maternity benefits;
          (iii) old age protection;
          (iv) education;
          (v) housing; and
          (vi) any other benefit as may be determined by the Central Government.

(2) The State Government shall formulate and notify, from time to time, suitable welfare schemes for 
unorganised workers, including schemes relating to—
          (i) provident fund;
          (ii) employment injury benefit;
          (iii) housing;
          (iv) educational schemes for children;
          (v) skill upgradation of workers;
          (vi) funeral assistance; and
          (vii) old age homes.

Unlike the 2018 Dra�, the present Bill does not treat unorganised and organised sector workers in exactly the 
same way. Instead, while organised sector workers are covered under the chapters on provident fund, 
employees’ state insurance, gratuity, old age and maternity benefits, unorganised workers are only provided 
for under Chapter VII. 

Chapter VII is based on the Unorganised Workers Social Security Act, 2008 (“UWSSA”). As with the UWSSA, the 
Bill does not provide for content of the rights referred to in S. 109. Rather, these are le� to the discre�on of the 
execu�ve, which is to frame schemes. 

This is problema�c – schemes do not provide for jus�ciable rights which ci�zens can enforce in court. Further, 
they may be modified at any �me, at the discre�on of the government, and even to the detriment of the end 

beneficiary.8 Moreover, since schemes cannot be enforced in Court, their implementa�on depends on the 
availability of funds from the government. As reports have shown, the budget alloca�ons for schemes vary 
wildly from year to year,9meaning that the implementa�on of many important schemes is haphazard at best. 
Further, while the Bill provides for self-iden�fica�on as an unorganised sector worker in s. 113, it does not clarify 
what the implica�ons of such registra�on – or the failure to do so – might be. 

Finally, the Bill does not envisage any role for the employer (except in the case of pla�orm workers in s. 114). 
This is problema�c, as it may mean that employers do not take responsibility for social security of their workers 
by keeping them in casual work arrangements. We note that the Contract Labour (Regula�on and Aboli�on) Act, 
1970 only applies to establishments with more than 20 workers and does not apply where work is of an 
“intermi�ent” or “casual nature.” Where work is contracted out to contractors and sub-contractors, it could 
become impossible to ascertain where the liability for workers’ welfare may lie. 

In sum, we iden�fy three key concerns with the Bill in its present form:

1. The Bill does not elaborate on the content of social security rights for the informal sector. Instead, it leaves 
this to the discre�on of the government. This in turn means that there is li�le certainty on what ci�zens may be 
en�tled to. Moreover, the government schemes referred to do not confer any jus�ciable rights on ci�zens.

2. This means that there is a stark difference in the types of rights formal sector workers receive and those 
available to informal sector workers. In this respect, the Bill is not an improvement over the Unorganised 
Workers Social Security Act, 2008.

3. There is a need to envisage a framework that assigns responsibility to different en��es – such as employers 
and contractors – in providing and delivering social security to workers. This is par�cularly relevant for those in 
the formal sector.

3. Designing Social Security Floors For India
A. Social Security Provided by the Government

As noted above, there is a need for social protec�ons to be made available universally, and not only to informal 
sector workers. A number of rights, including the right to health,10 shelter,11  and old-age pensions12  have been 
read into the right to life under Ar�cle 21 of the Cons�tu�on. Further, the Direc�ve Principles require the State 
to provide for the right to work,13 just and humane condi�ons of work14 and a living wage15.  

Many interna�onal instruments also relate to the need to provide for social security and basic economic rights 
to ci�zens. The Interna�onal Labour Organisa�on’s Recommenda�on No. 202 on Basic Social Security Floors and 
Recommenda�on No. 204 on the Transi�on from the Informal to the Formal Economy both refer to the need to 
put systems in place to protect the needs of informal sector workers. Further, the UN Sustainable Goal No. 8 

refers expressly to “full and produc�ve employment and decent work for all.”16

To give effect to these obliga�ons, it is necessary for the state to put social security mechanisms in place. We 
refrain from making any specific recommenda�ons with respect to the content of the social security floor to 
be provided by the government. Further research is required to evaluate the needs of those outside formal 
social security nets and how this should be delivered. However, we suggest the following design principles for 
a state-provided social security floor:

1. Floor level social protec�ons should be made available to all persons and not only those in the workforce. 

2. The social security tools available to those in the formal sector may not be appropriate for all persons. 
Instruments such as PF or Employees’ State Insurance require regular payment of contribu�ons from wages 
and a lack of liquidity. These may not be appropriate for those workers with seasonal occupa�ons or those 
who earn much less than minimum wage. 

3. Par�cular a�en�on must be paid to providing basic income security. The Code on Wages, 2019 provides 
that minimum wages are to be determined by skill and geographical region,17 not by consump�on 
requirements of individuals. As the PLFS highlights, many workers earn far less than the na�onal floor level 
minimum wage of Rs. 176.18There is, therefore, an urgent need to ensure that the social security floor 
provides enough income security for persons to meet their consump�on requirements. 

4. There is a need for both clarity and certainty in en�tlements due to persons. As set out above, this can be 
provided by ensuring that social security floors are enshrined in statutes that set out basic en�tlements. 
Some ma�ers, such as the rupee amount of a transfer or the delivery architecture for a payment, may be 
determined by subordinate legisla�on. However, the content of social security rights must be set out in 
statute. 

5. Any social security policy must account for migra�on within India and the need for workers to be able to 
access benefits in different states. We note that the Bill does not make any express reference to migrant 
workers, nor any reference to the Inter-State Migrant Workers Act, 1979. This must be remedied and clear 
guidelines framed for migrant workers’ access to benefits.

6. There must be a simple and accessible grievance redressal mechanism available to persons. 

7. There may be a need to s�pulate mandatory contribu�ons by the employer and employee for social 
security. These contribu�ons must take the vola�le and seasonal nature of informal sector work into account 
and allow for flexibility in payments.
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Households where the head of household is involved in blue collar employment, which includes wage laborers 
and industrial workers, have the lowest mean household income across all occupations. The pattern obtained, 
when we analyze participation in assets for blue collar employees, reveals that they have the lowest level of 
participation in almost all financial assets. This pattern appears again, when we analyze participation across 
income quintiles and find that households in the lowest income quintile exhibit very low levels of participation 
in nearly all financial assets. An exactly converse relation emerges when we consider white collar employees 
(which include managers, technical employees, and other white-collar employees directly mentioned in the 
data set) whose households have high mean income, exhibit a high level of participation across all assets 
(Figure 4).  

5Annual Percentage Rate (APR) is a broader measure representing the borrower’s total cost of credit as it includes additional items such 
as fees and charges. (Reserve Bank of India, 2015)
6While not all digital lending is captured by credit bureaus, some fintechs report loan performance data to credit bureaus through the 
regulated entity they partner with.

4.2 Information asymmetry at the time of loan origination

Non-holders of risk, such as digital originators, credit risk scorers and loan recovery providers, were of the 
view that, increasingly, terms and conditions of loans are becoming complex. This increases the risk of the 
customer signing up for a loan without completely understanding the terms of repayment. It appears that 
customers do not always comprehend the cost of the loan, which often comprises of, among others, the 
interest rate being charged, the processing fees, and the annual percentage rate5. They also lack an 
understanding of the repercussions of non-repayment, such as the adverse implications on their credit 
bureau scores. Often the payment recovery practices that the entities can adopt are also unclear to the 
borrowers at the time of taking the loan. These information asymmetries obstruct borrowers from making a 
well-informed choice and disproportionately affect those who are new to credit.

The holders of risk too concurred on the nature of information asymmetry present in the digital lending 
space. It was highlighted that the speedy disbursal of loans often precludes the customer from gaining a full 
comprehension of the charges involved, as well as the implications of non-repayment.

4.3 Adverse implications for credit history

Several non-holders of risk noted that the customers are often unaware of how non-repayment of even their 
small-ticket loans could affect their credit records6. Non-repayment adversely affects prospects of future 
borrowing and requires drastic corrective measures on the part of borrowers to become eligible for future 
loans. This appears especially relevant for rural areas, where borrowers’ ability to get formal loans has been 
severely impaired after defaulting on loans where the contracts were technically inappropriate for them. 
Consequently, further inclusion becomes a challenge when bad loans lower credit records.

4.4 Lack of adequate communication and opacity about creditworthiness assessments

Non-holders of risk indicated that while traditional lending utilises the relationship between the lender and 
the prospective borrower to assess creditworthiness, digital loans do not. There appears to be little 
investment in thoughtful communication. Typically, digital lenders inundate customers with advertisements 
through digital channels, such as text messages or social media, offering them pre-qualified loans. In this 
process, borrowers remain unaware of how the lenders arrived at the decision to lend to them, or the data 
used to offer them the loan. In the absence of this information, borrowers may find it hard to determine if 
they are being provided with a loan through some kind of mass targeting, or if they have qualified for a loan 
based on their favourable repayment history.

Risk holders remarked that, akin to traditional lending, credit appraisals in digital lending also seek to 
measure two aspects: the ability to pay and intention to pay. Any appraisal process that circumvents the use 
of traditional credit bureaus would need to find surrogates for these aspects. As highlighted throughout the 
discussion, one of the key differentiators of digital lenders is their use of alternate data models for credit 
appraisals. Data points such as the number of friends/contacts (say on social media) are used to assess if the 
borrower is genuine. Other data points such as the length of the diagonal of the customer’s mobile phone 
screen is used as a proxy for ‘ability to repay’. However, most of these models are ‘discontinuous’ in nature, 

https://rbi.org.in/scripts/NotificationUser.aspx?Mode=0&Id=9862
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i.e., they use historical data, often operating on a lag of two-three months, which reduces their reliability.
The pandemic has further revealed the unreliability of some of these models. During the pandemic, several
pre-existing factors, such as the employment status/cashflows of the customer, were found to be non-
representative of the customer's altered circumstance. Notwithstanding the shortcomings of such
discontinuous models, any new model - such as one using alternate data for credit appraisal - needs time and
data points to get trained. The model and its performance need to keep being monitored and tweaked to
improve results.

4.5 Issues of over-indebtedness, debt traps and the absence of suitability assessments

Non-holders of risk opined that a lack of information about the loan process, and the repercussions of non-
repayment can encourage customers to take loans simply because they are readily available. In several 
instances, loans are taken without any specific purpose, forcing borrowers to take fresh loans to repay 
previous ones, making them vulnerable to falling into a debt trap. Another cause for concern is the high rates 
of interest charged on very short tenure loans. The tenures range between 7 and 180 days, with the interest 
rate largely ranging from 25% to 400%. The annualised interest rate for some of the shorter tenure loans 
between 7-14 days tenure goes up to around 3600%. Such high interest rates cause over-indebtedness, 
forcing borrowers to take on further loans to meet their repayment obligations. These causes of over-
indebtedness point to the need for loan-suitability7 assessments. Instances of borrowing to service existing 
loans underscore the need for providers to be more careful in assessing the borrowers’ creditworthiness.

4.6 Unethical collection practices

Non-holders of risk brought out that there is a growing recognition of unfair provider-side practices with 
respect to collections. Incidents have been widely reported in media articles, and was also highlighted in the 
discussion, about entities contacting people from the borrower’s contact list to pressure them into getting 
the borrower to repay. These practices harass the borrowers and violate their privacy. Though these 
practices are considered criminal offences under the existing regulatory framework, such as the Information 
Technology Act, 2000 (IT Act)8, they continue to be used. Practitioners are concerned about the adverse 
implications of these practices on the customers and are also worried that it will affect the trust that 
customers place on digital lenders. 

The risk holders observed that several digital lenders do most of their collection digitally, save for the last leg, 
which might need some manual support. The need for this manual support has increased, especially during 
the pandemic. However, it was highlighted during the discussion that several of the fintech entities advertise 
that they lend across various locations in the country, to segments that are typically not serviced by banks 
due to the lack of a local collection infrastructure. But many of these fintech lenders are small players, who 
are bootstrapped9 or have only raised an initial seed fund and are therefore looking for alternative ways to 
recover their loans. 

7Suitability is defined as the degree to which the product or service offered by the intermediary matches the retail client’s financial 
situation, investment objectives, level of risk tolerance, financial need, knowledge and experience (Dvara Research, 2012). 
8As per Section 43 and Section 66 of the IT Act, downloading data from a ‘computer system’ without the permission of the owner is 
considered a punishable offence. The IT Act also specifies a compensation for failure to protect data under Section 43A, 
punishment for violation of privacy under  Section 66E.
9Bootstrapping is the process of building a business from scratch without attracting investment or with minimal external capital 
(Corporate Finance Institute, n.a.).  

https://www.dvara.com/blog/2012/10/19/an-emphasis-on-product-suitability/
https://www.indiacode.nic.in/show-data?actid=AC_CEN_45_76_00001_200021_1517807324077&sectionId=13057&sectionno=43&orderno=48
https://www.indiacode.nic.in/show-data?actid=AC_CEN_45_76_00001_200021_1517807324077&sectionId=13085&sectionno=66&orderno=76
https://www.indiacode.nic.in/show-data?actid=AC_CEN_45_76_00001_200021_1517807324077&orderno=49
https://www.indiacode.nic.in/show-data?actid=AC_CEN_45_76_00001_200021_1517807324077&orderno=81
https://corporatefinanceinstitute.com/resources/knowledge/strategy/bootstrapping/
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Further, the risk holders also noted instances of borrower harassment by making use of their personal data. 
They emphasised that lending is the business of collecting and knowing how to collect. Therefore, building 
ethical collection practices into the operating models is key. It was also indicated that the impact of coercive 
collection practices on customer outcomes is greater due to the incomplete nature of financial market 
regulation in the country owing to the current lack of a consumer bankruptcy framework.

4.7 Lack of proper grievance redress mechanism

Non-holders of risk were of the view that the existing grievance redress framework is inadequate. There is 
concern that grievance redressal is not as quick as the process of disbursing loans. There is also a lack of 
visibility or transparency for the users, which curbs their trust in the system. These concerns are further 
amplified in the digital lending ecosystem due to the multitude of players within the chain, having different 
customer care systems interacting with each other, which finally leads to failed redress. The Ombudsman 
Scheme in place for digital lenders is also fairly new, and its effectiveness cannot be assessed yet.  It was 
highlighted that the existence of a grievance redressal officer within a financial institution, and that of an 
Ombudsman within the RBI is just a step towards the right direction and not the solution. 

The risk holders opined that for most fintech lending, the only available redressal option is either through a 
chatbot or a WhatsApp window. Most often, there is neither a contact number visible on the website or app 
of the customer-facing entity, nor is there a physical location that borrowers can approach to seek redressal. 
Another factor that further reduces the approachability of the redressal options is that any available 
information is in English and not provided in any vernacular languages.

4.8 Personal data risks

Risk holders felt that one of the unique selling points of many of the digital lenders is their use of alternate 
data in the onboarding and credit appraisal processes. For instance, several loan apps capture a facial selfie 
instead of doing a formal KYC process. This circumvention of the credit bureaus may even work in favour of a 
customer who wishes to keep away from having a credit record, a key feature of the traditional lending 
process.

The alternative data collection models adopted by some entities entail accessing borrowers’ contact list, call 
registry, text messages and phone gallery, and a whole host of permissions to modify storage or record 
screens. In several instances, these data points are also sourced from external data brokers that are 
seemingly innocuous ones, such as gaming apps and children education apps. So, in the case of digital 
lending happening through a third-party service provider, the borrower enters into two user agreements. 
The first is a user agreement between the app provider and the borrower. This app provider may be an 
entity different from the lender. The second agreement is between the borrower and the lender, which is a 
regulated financial entity. Under this structure, the unregulated third-party service provider may be 
collecting several points of information, many of which may not even reach the lender. The lending entity 
collects only a minimum set of information mandated by regulation.  At the time of signing up for the loan, 
customers do not fully appreciate the potential for misuse of these data points.
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5. Measures taken by individual players and the industry as a whole to 
address challenges

5.1 Focusing on risk assessment 

Some non-holders of risk stressed the importance of the risk assessment process. They highlighted their 
efforts to make use of the information they have about borrowers to improve their underwriting practices. 
These assessments were stated to rely not only on the borrowers’ existing ability to pay but also the effect 
of the loan on their ability to pay. Fintechs are attempting to use different sources of information to help 
with this process. These different data points include soft information on borrowers, transaction 
information such as invoices and GST data, transportation data such as E-Way bills . All of these data points 
help improve the quality of underwriting and thereby reduce dependence on collections.

5.2 Improving trust in the ecosystem

Non-holders of risk noted that entities were trying to secure the trust of the customer by making processes 
more transparent. The focus was on inverting information asymmetries by explaining to customers the need 
for certain types of information and how it contributes to improving underwriting, and the quality of the 
product or service. Customers are also being provided with greater control over their data. Product designs 
are aiming to allow borrowers to delete their data at the end of a lending relationship. Providers hope these 
practices will engender borrower trust.

Some non-holders of risk are also building better tools to help borrowers understand the factors that 
lenders use to assess their creditworthiness. The tools can, in turn, be used to help borrowers understand 
the payment cycles of their own customers, and their likelihood of recovery and thereby ease frictions in 
cash flows.

5.3 Using and sharing real-time information on borrowers

Developing real-time information sharing systems can help borrowers and lenders gain more information, 
reduce information asymmetries, and better assess suitability. Having real-time information can help 
lenders assess the repayment capabilities of borrowers efficiently. This will help in better risk management 
for the lenders and reduce the risk of lending to borrowers who may already have multiple live loans. This 
can also help borrowers provide their information to more lenders at the same time and enable them to 
show a positive repayment history to receive better products and better interest rates on loans.

5.4 Assessing suitability and offering greater choice and flexibility in products

Non-holders of risk are attempting to better understand the needs of the customer in order to direct them 
to products or services that are suited to them.   They are also attempting to take the customers through 
journeys that are designed specifically for them. This is possible in a digital context as opposed to a 
traditional environment. Digital lenders can try to leverage the digital ecosystem to give customers access to 

10An E-Way bill is an electronic document generated on the GST portal evidencing the movement of goods which acts as a permit for 
inter- and intra-state transportation of goods worth more than a certain value. (Central Board of Indirect Taxes & Customs, n.a).

https://www.cbic.gov.in/resources/htdocs-cbec/gst/E%20Way%20Bill%20Provisions%20in%20GST_Web.pdf;jsessionid=913CA610BC11ECC59AAC5B945F9E2ECB
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various choices and guide them in making decisions. For instance, based on the needs of the customer, the 
lender can help design the appropriate tenure for repayment, the EMI amount, any amount of flexibility 
required, and even price, to a certain extent.

5.5 Improving communication 

The non-holders of risk deliberated on two pathways to improving communication with the borrowers.

The first was using an assisted lending model in place of a completely digitised model.  Frictions come up in a 
digital ecosystem because new-age lenders directly approach borrowers who have either not interacted 
with a formal financial institution or have not taken a loan. Therefore, some form of non-digital engagement 
can help those who are new to credit or those who are new to the digital ecosystem. The entities should also 
look at alternatives to a completely digital process, such as having an agents’ network.

The second was improving the existing terms and conditions. Borrowers should be provided with a context 
and particulars about why they qualify for a loan, what the methods for repayment are, what are the 
repercussions of delaying payment or non-payment etc. This approach would help create an ecosystem 
where lenders compete on providing a safe and customer-centric digital lending experience to the 
customers and not just compete on shorter turnaround times.

A key point highlighted throughout the discussion by the risk holders was the importance of the intelligibility 
of the terms and conditions, and features of the product. One of the ways in which this can be done is by 
ensuring the standardisation of the charges and features across different lenders and products. This 
uniformity of scale would help the customers better comprehend the charges of the loan and its 
implications. Another method adopted by one of the participating lenders to improve comprehension was to 
convert the loan applications and loan agreements into vernacular languages. Another form of 
standardisation suggested for adoption was to have a short, highlighted consent that can be presented 
to the customer during the onboarding process.

5.6 Improving grievance redress mechanisms 

There is a renewed focus on improving the quality of grievance redress, and lenders’ associations appear to 
champion better redress mechanisms. Lenders’ associations emphasised that members have a grievance 
redress cell, the details of which are required to be clearly published on the website or app through which 
they operate. With respect to grievance redress, it was suggested that the lenders should build some self-
regulation standards that set out accessibility, response time, and escalation or third-party adjudication. 
These are steps that can be undertaken before the regulator enforces more robust standards. 

5.7 Improving outsourcing mechanisms

One of the risk holders underlined the need to thoroughly check whether the agencies/platforms to whom 
they outsource follow responsible lending practices. Suggested measures include checking the processes 
followed by the agencies/platforms with respect to acquisition and onboarding, disclosures and 
advertisements placed on their websites, the kind of options made available to customers etc. Another 
method adopted by a risk holder was to have loss-sharing agreements with partnered entities so that the 
entire burden and risk does not fall on the principal lender.
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The discussion also highlighted the need for training the outsourcing entities, so that the collection agents 
employed by them are more responsible and empathetic towards the borrowers during the collection 
process. The risk holders also noted that, as entities who outsource several of the lending activities, it is 
important for them to ensure that the fulfilment agencies are trained, educated, and regularly monitored so 
that they follow responsible practices.

5.8 Personal data management 

One of the risk-holders highlighted that they are only the custodians of the customers’ personal data and not 
the owners. Therefore, in an attempt to mitigate the personal data risks to the customer, they set an internal 
course to decide how much of the customers’ data they retain or collect in the lending process.

Another measure to ensure maintenance of customer’s data privacy is by making sure that lenders delete 
customer data after completing the loan tenure.

5.9 Facilitating customer education

One of the key themes highlighted by the risk holders and academicians throughout the discussion was the 
importance of customer education given the inadequacies of financial regulation in ensuring full consumer 
protection. Several of the participants agreed that it is the lender's responsibility to educate the customer, 
before lending, on the implications of borrowing. Importance must be given not just to consent from the 
customer’s side, but to informed consent. One of the ways this can be done is by highlighting certain key and 
relevant portions of the consent documents and ensuring this is made understandable by presenting it in 
vernacular languages. Another research-backed method is training the customer to follow a ‘rules of thumb’ 
approach where they are given a resource (such as a set of five questions) which they can ask any financial 
service provider before availing the service. While the customers themselves may not initially understand the 
answers to these questions or their implications, these questions may signal some extent of financial 
awareness to the provider/distributor. Additionally, the questions could also instigate the customers 
themselves to seek the answers to these questions or approach somebody more knowledgeable. However, 
during the discussions, it was also pointed out that the financial literacy route is expensive and time-taking, 
and eventually, may still not produce the desired outcomes.

6. Conclusion

The conversation with the diverse set of participants helped to bring to light customer protections risks 
inherent to the various aspects of digital consumer lending, and the motivations behind existing practices in 
the industry. The importance of such a discussion is in setting the way forward for progress in the industry 
and towards financial inclusion goals while also keeping in mind the interests and well-being of customers.

Based on our reflections of the workshop discussions, we conclude that bridging the following gaps will help 
in designing solutions to strengthen customer safeguards in digital lending. 
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What is the size and scale of the problem, and how do we measure it? One of the key issues in the 
digital lending space is that one does not know the size of the industry or the scale of the risks 
to customers. Therefore, any agenda for future work must first understand the size of the market, the 
cost to consumers of digital credit and details of the borrowers in the market such as their age 
profile, geographic variation, and gender divide. The precursor to understanding this problem is 
to design appropriate tools for measurement which can help measure the scale and extent of the 
problem.

Creating a business case for digital lenders to adopt responsible lending practices. The RBI's current 
light-touch regulatory model is to foster innovation in the digital lending space. Until a 
regulatory steady state is achieved, the risks to customers from digital lending remain. Therefore, it is 
crucial that the lenders themselves adopt practices that could help mitigate the risks. The impetus 
for such self-regulation by the lenders could be provided by demonstrating that ensuring customer 
protection would be beneficial to their businesses for sustained profitability.

Engaging with the RBI to further the consumer protection agenda. A balanced set of considerations 
keeping in line with the views of all stakeholders, including practitioners, researchers, and the interests 
of customers, can be presented to the RBI so that the current regulatory mechanisms for 
consumer protection can be bolstered.

Understanding the large-scale usage and exchange of data through Account Aggregators for furthering 
digital financial services. In India, data intermediaries in the form of Account Aggregators were licensed 
by the RBI for the purpose of data aggregation and sharing. This consent-based data 
sharing infrastructure was created to address the concerns arising around ownership, use, and 
collection of data. However, there is a need to unpack the impact of such a data-sharing model on 
financial inclusion. 

i.

ii.

iii.

iv.




