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Digital credit has gained much attention from academic researchers, practitioners, and policymakers worldwide.

Digital credit models may include invoice trading, peer-to-peer and balance sheet lending, and equity crowdfunding

or funding. Researchers aim to investigate the drivers of digital credit when considering the importance of money

laundering and terror financing risks and to answer the research question “What are the key determinants of digital

credit?”
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1. Introduction

The global financial system has witnessed significant transformation in past decades. Although conventional banks

and financial institutions maintain a primary funding source for firms and households in most countries and the role

of capital markets is critical in some cases, new digital lending platforms have recently materialized. Digital credit

models may include invoice trading, peer-to-peer and balance sheet lending, and equity crowdfunding or funding

(Bazarbash and Beaton 2020). These credit forms, expedited by online platforms rather than traditional lenders,

are considered debt-based alternative finance (Wardrop et al. 2015), fintech credit (Claessens et al. 2018), total

alternative credit when accounting for both bigtech credit and fintech credit (Cornelli et al. 2023), or marketplace

lending (Bazarbash and Beaton 2020). Digital credit has attracted practitioners, academics, and policymakers as

many countries have witnessed remarkable growth in digital credit (Cornelli et al. 2023); however, several

authorities are relatively sceptical about promoting digital credit because of the lack of a rigorous regulatory

framework (Claessens et al. 2018; Bazarbash and Beaton 2020). 

The literature on digital credit can be divided into two strands. The first strand is to investigate the effect of digital

credit on the conventional financial market, especially the banking sector. Several studies using firm-level and

aggregated data have attempted to examine the impacts of fintech credit (e.g., peer-to-peer lending) on

commercial banks’ lending (Buchak et al. 2018; Tang 2019; De Roure et al. 2021; Sheng 2021; Hodula 2021), bank

efficiency or profitability (Le et al. 2021; Nguyen et al. 2021), household and firm credit (Le 2022b), economic

growth (Song and Appiah-Otoo 2022), and income inequality (Hodula 2023). Meanwhile, the second strand is to

examine the factors that influence the development of digital credit (Rehman et al. 2023; Hu et al. 2019; Nugraha

et al. 2022).
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The expansion of digital credit is broadly associated with demand and supply sides (Cornelli et al. 2023). On the

demand side, the state of the economy will influence the demand for alternative credit from households and firms,

especially small- and medium-sized firms (Claessens et al. 2018). When incumbent banking products and services

become costly and the coverage of conventional banks is low, this may induce the growth of digital credit (Le et al.

2021). On the supply side, financial regulation and institutional characteristics may significantly affect the

development of digital credit. For example, more stringent banking regulations will inhibit the penetration of fintech

and bigtech firms (Le et al. 2021; Cornelli et al. 2023). Most empirical studies using cross-country data in this

strand have pointed out several key determinants of fintech credit. Bazarbash and Beaton (2020) showed that

higher economic development could boost digital credit because higher income per capita raises (1) borrowers’

repayment capacity and (2) there is a greater supply of funding for fintech credit as any small investors can

participate in lending transactions over online platforms. However, Cornelli et al. (2023) and Claessens et al. (2018)

argued that the positive relationship becomes less crucial and even slightly adverse at greater levels of

development. In addition, there is a consensus view that the development and quality of the financial market matter

for the expansion of digital credit. Rau (2020) and Navaretti et al. (2017) indicated a positive association between

crowdfunding volume and financial depth. However, several studies have demonstrated the opposite findings, and

the effect of financial development may depend on different types of digital credit and components of financial

development. For example, financial development has been found to have no impact on total marketplace lending

(Bazarbash and Beaton 2020) or peer-to-peer lending, regardless of advanced and emerging countries (Oh and

Rosenkranz 2020). More specifically, Bazarbash and Beaton (2020) highlighted that financial development

positively affects consumer marketplace lending, while negatively impacting business marketplace lending. Mixed

findings have also been found when observing financial development components. Nonetheless, Le (2022b)

emphasized that fintech credit tends to expand more in developing countries where the level of financial

development is lowered. Furthermore, it is acknowledged that information technology infrastructure is a critical

prerequisite for expanding digital credit. Several studies have suggested that the growth of new digital lending is

significantly affected by fixed broadband subscriptions (Oh and Rosenkranz 2020) and internet users (Bazarbash

and Beaton 2020).

Along with these essential determinants, several perspectives have also been examined, such as financial literacy

(Oh and Rosenkranz 2020), financial inclusion (Le 2022a; Bazarbash and Beaton 2020), the characteristics and

conditions of the banking system (e.g., banking efficiency, banking concentration, a regulatory stringency for the

banking sector, profitability) (Claessens et al. 2018; Cornelli et al. 2023; Le et al. 2021), and country institutional

characteristics and financial crises (Cornelli et al. 2023). However, FATF (2021) reported two primary risks related

to digital credit, namely money laundering (ML) and terrorist financing (TF). Several qualitative studies have also

reemphasized the critical roles of anti-money laundering and terrorist financing frameworks in expanding digital

credit (Allen et al. 2021; Soudijn 2019).

2. Key Determinants of Digital Credit
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Several studies have concentrated on different dimensions of digital credit using micro-data levels (De Roure et al.

2016, 2021; Freedman and Jin 2017; Jagtiani and Lemieux 2019; Berg et al. 2019; Cheng and Qu 2020; Sheng

2021). However, several studies using cross-country exist (Claessens et al. 2018; Cornelli et al. 2023; Nguyen et

al. 2021; Le 2022b; Le et al. 2021). We continue exploring the determinants of digital credit using aggregated data

levels. Most studies in this perspective have focused on the effects of financial development and financial literacy

(Oh and Rosenkranz 2020), financial inclusion (Le 2022a), economic conditions, and technological infrastructures

(Bazarbash and Beaton 2020; Claessens et al. 2018; Cornelli et al. 2023), or the efficiency of the global banking

system (Le et al. 2021). Additionally, recent studies have emphasized money laundering and terrorist financing

risks (ML/TF) as one critical concern related to digital credit growth (Allen et al. 2021; Soudijn 2019), as well as

different adoption stages of central bank digital currency (Le et al. 2023).

Most studies have provided an overall view of the anti-money laundering and terror financing (AML/TF) frameworks

regarding the emergence of fintech. Schwarz et al. (2021) comprehensively explained how fintech should be

subject to AML/TF measures. Akartuna et al. (2022a) additionally identified several ways fintech modernizes ML/TF

methods. These studies proposed some significant recommendations for implementing a sound AML/TF

framework for the growth of fintech. Sarmento and Viegas (2022), analyzing the responsibility of different entities

for fighting ML/TF globally and in Portugal, suggested that new innovative solutions address the associated fintech

risks in collaboration with the private sector.

All in all, empirical evidence suggests that digital credit is more developed in nations with stringent regulations on

anti-money laundering and terrorist financing. More importantly, developing a rigorous legal framework is critical to

promote fintech credit worldwide (Allen et al. 2021; Soudijn 2019). Anti-money laundering and terrorist financing

frameworks hardly impact the growth of bigtech credit - perhaps, lending activities are not a primary focus of those

firms. Furthermore, it is also suggested that innovation capacity plays a critical role in expanding all forms of digital

credit. Additionally, the negative relationship between financial development and digital credit demonstrates that

digital credit may not be a substitute for conventional financial systems, consistent with Cornelli et al. (2023) and

Claessens et al. (2018). The same conclusions still hold for both developed and developing countries.
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