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Abstract - Buy Now, Pay Later (BNPL) services have
become a popular form of short-term consumer financing,
allowing people to make purchases and defer payments
through  interest-free  installments.  Driven by
accessibility, minimal credit evaluations, and smooth
integration with online shopping sites, BNPL has seen
significant  growth, especially among younger
individuals, including millennials and Gen Z. This paper
explores the reasons behind the widespread adoption of
BNPL, its effects on consumer behavior, and the potential
risks it poses to financial well-being. Using a combination
of secondary data and primary survey findings, the
research reveals that BNPL often encourages impulsive
buying and excessive spending. Many users find
themselves with numerous BNPL commitments without
fully understanding their repayment obligations, leading
to increased financial pressure and missed payments. The
lack of consistent regulations, limited reporting to credit
bureaus, and a deficiency in transparency regarding terms
and fees further exacerbate these issues. The paper
discusses significant regulatory challenges and highlights
the need for improved consumer protections. It calls for
mandatory disclosure standards, affordability
assessments, and efforts to enhance financial literacy.
While BNPL offers flexibility and inclusivity within
digital finance, it is essential to promote responsible use
and implement stricter regulations to mitigate the rising
risk of consumer over-indebtedness and ensure lasting
financial stability..

Key Words: Buy Now Pay Later, consumer debt,
fintech, financial regulation, behavioral finance, youth
spending, digital credit.

1.INTRODUCTION

The global financial landscape has experienced a
substantial change in recent years, fueled by the rise of
digital financial services and shifts in consumer behavior.
One of the most significant trends is the advent of Buy
Now, Pay Later (BNPL) services—essentially a
contemporary reinterpretation of traditional installment
payment methods. Platforms like Klarna, Afterpay,

Affirm, PayPal’s "Pay in 4," and others provide
consumers with the opportunity to acquire products and
services instantly and defer payment over time, generally
in interest-free installments. BNPL gained considerable
traction during the COVID-19 pandemic as consumers
migrated to online shopping and looked for more flexible,
low-risk payment options. Its convenience, accessibility,
and the perception of minimal financial burden have
made it especially appealing to millennials and
Generation Z——cohorts that are often skeptical of
conventional credit cards and hesitant to incur debt.
Retailers have also leveraged BNPL to enhance sales
conversion rates and boost customer loyalty.
Nevertheless, lurking beneath its convenience is an
increasing concern: the risk of BNPL leading to financial
overextension and increased consumer debt. Since these
services frequently bypass traditional credit assessments
and lack consistent regulation, consumers may engage in
repeated borrowing without fully grasping their financial
risks.

Objectives of the Study

a. To investigate the elements driving the
expansion of BNPL services
To assess the influence of BNPL on
consumer spending habits and debt patterns
To review the regulatory challenges facing
the BNPL industry
To examine the relationship between BNPL
usage and increasing household debt

b.

Research Questions °

a.  Which demographic and technological factors have
led to the popularity of BNPL?
In what ways does BNPL impact consumer buying
choices and debt accumulation?
What regulatory shortcomings exist within the current
BNPL framework?
How can BNPL be enhanced to ensure greater safety
and transparency for consumers?

b.

Significance of the Study

The importance of this research is highlighted by its relevant
exploration of the burgeoning Buy Now, Pay Later (BNPL)
sector, which is transforming contemporary consumer finance.
With its appeal of convenience, interest-free repayment
options, and minimal credit checks, BNPL has become
increasingly popular, particularly among millennials and Gen
Z consumers. However, this growing trend also gives rise to
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significant concerns regarding impulsive purchasing, financial
overreach, and long-term debt burdens—issues that this study
aims to address. This research is significant for consumers as it
reveals how BNPL impacts personal financial planning,
financial literacy, and credit status. Many users fail to grasp the
complete repayment burden, especially when utilizing several
BNPL services, which can lead to missed payments and
financial strain. By analyzing actual usage trends, this study
seeks to heighten awareness about the potential dangers linked
to unregulated digital credit. For scholars and researchers, the
study serves to fill a critical gap by investigating the behavioral
and economic effects of BNPL, thereby contributing to the
wider literature on digital finance and fintech advancements.
For regulators and policymakers, the research emphasizes
urgent regulatory deficiencies and the absence of a
standardized consumer protection framework. It advocates for
reforms including mandatory disclosures, affordability
assessments, and credit reporting to mitigate systemic risk.

3) Literature Review

A. Academic Journals & Research Articles

1. Ali, M., Gomber, P., & Jaiswal, S. (2022).
“Consumer Credit and Fintech: The Rise of BNPL
Platforms”

Published in: Journal of Financial Technology and
Innovation

Summary: This paper investigates the evolution of
BNPL as a fintech-driven credit model. It analyzes the
shift from traditional credit systems to digital
installment lending and highlights behavioral changes
in consumers.

Use in literature review: Excellent for discussing
BNPL’s fintech roots, consumer adoption, and financial
implications.

2. Soman, D. (2001).

“Effects of Payment Mechanism on Spending Behavior:
The Role of Mental Accounting”

Published in: Journal of Consumer Research, Vol.
27(4), pp. 460-474

Summary: This foundational study examines how
different payment mechanisms (cash vs. deferred
payment) influence consumer spending. While not
specific to BNPL, it supports the idea that delayed
payments (like BNPL) encourage higher spending.Use
in literature review: Ideal for linking consumer
psychology and overspending behavior caused by
BNPL.

3. Hayashi, F., & Minhas, D. (2022).

“Buy Now, Pay Later: Implications for Payments and
Credit”

Published by: Federal Reserve Bank of Kansas City
Summary: This research compares BNPL with
traditional credit, outlines risks, and provides early
empirical data on consumer defaults and repayment
behavior.

Use in literature review: Supports analysis of BNPL’s
credit nature and its regulatory ambiguity.

4. OECD (2023).

“Buy Now, Pay Later: Market Developments and

Consumer Risks”

Publisher: Organisation for Economic Co-operation and

Development

Summary: This report reviews the global development

of BNPL, highlights regulatory blind spots, and

identifies consumer vulnerabilities—especially among

the young and financially illiterate.

Use in literature review: Crucial for international policy

comparisons and discussing financial literacy concerns.
5. Pew Charitable Trusts (2022).

“Buy Now, Pay Later: Products Have Benefits but May

Also Cause Consumer Harm”

Summary: This paper presents U.S.-based survey data

revealing default rates, hidden costs, and consumer

misunderstandings related to BNPL.

Use in literature review: Good for discussing the dual

nature of BNPL—its convenience vs. long-term harm.

6. World Economic Forum (2022).
“Shaping the Future of Financial Services:
Responsible BNPL”
Summary: Explores how regulators and fintechs can
co-design frameworks to make BNPL safe and
inclusive.
Use in literature review: Valuable for proposing
solutions to policy gaps and improving consumer
protection.

B. Regulatory & Policy Documents

10. Reserve Bank of India (2022).

Report on “Digital Lending: Guidelines and
Discussion Paper”

Summary: Outlines RBI’s evolving approach toward
regulating digital credit, including BNPL. It
emphasizes risk-based oversight and consumer
awareness.

Use in literature review: Critical for Indian policy
context and the legal treatment of BNPL under
fintech regulations.

11. UK Financial Conduct Authority (FCA) (2023).
“Review of the Unregulated Buy Now, Pay Later
Market”

Summary: Discusses the UK’s interim regulatory
actions, risks to vulnerable users, and planned
enforcement changes.

Use in literature review: Ideal for drawing parallels
with international policy models.

12. Consumer Financial Protection Bureau (CFPB),
USA (2022).

“Buy Now, Pay Later: Market Trends and Consumer
Impacts”

Summary: Based on a large U.S. survey, the CFPB
found that BNPL users are more likely to experience
overdrafts, loan stacking, and late fees than
traditional credit users.

Use in literature review: Very strong empirical
source for analyzing BNPL’s financial impact and
regulation needs.

However, despite this emerging body of literature,
several critical gaps remain. While industry reports
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and academic papers outline BNPL’s expansion and
popularity, few studies deeply examine the long-
term financial consequences for consumers,
particularly regarding debt accumulation and credit
dependency. For example, reports by Pew
Charitable Trusts (2022) and the Consumer
Financial Protection Bureau (2022) highlight rising
default rates, loan stacking, and a lack of consumer
understanding—yet stop short of offering
longitudinal behavioral analysis or data from
emerging economies like India.

Additionally, regulatory frameworks remain
fragmented and inconsistent across jurisdictions.
OECD (2023), the UK Financial Conduct Authority
(2023), and the Reserve Bank of India (2022) all
acknowledge a lag in regulatory oversight, leaving

Research Methodology

Research Design

This study used a mixed-method approach, combining
qualitative literature review and quantitative survey
analysis. Both primary and secondary data sources
were used.

Data Collection Techniques

A Google Forms survey was distributed to 250
respondents aged 18—40. Questions focused on BNPL
usage frequency, spending behaviour, and debt
awareness.

Questionnaire Structure

The questionnaire consisted of 18 multiple-choice and
Likert-scale questions on BNPL preferences, repayment
habits, knowledge of terms, and financial stress levels.
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1. BNPL Usage Trends

* Observation: A notable portion of the participants
reported having used a BNPL service.

* Interpretation: This indicates that BNPL has
become a standard financial tool among younger
consumers (particularly those aged 18-24 in your
sample). It shows that installment-based micro-
financing is increasingly accepted, even among
individuals without full-time employment (many of
the respondents are students).

* Insight: BNPL has shifted from being a niche
product to a broadly accepted payment method,
especially among tech-savvy young people.

2. Missed Repayments

* Observation: A significant percentage of users
admitted to missing their BNPL repayments.

* Interpretation: This might reflect poor budgeting,
variable income, or a tendency to underestimate
repayment obligations when credit is extended.

* Insight: Despite viewing BNPL as a short-term,
interest-free credit option, there remains a
considerable risk of over-commitment and default in
this demographic.

3. Impact on Spending Behavior

* Observation: The majority of users agreed or strongly
agreed that BNPL encourages them to spend more than
they usually would.

* Interpretation: This aligns with principles from
behavioral economics, such as “payment decoupling” and
“mental accounting,” where consumers feel less
emotional discomfort when utilizing delayed payment
methods.

* Insight: BNPL may be subtly fostering impulsive
spending, potentially leading to long-term financial
challenges even though short-term repayments seem
manageable.

© 2025, ISJEM (All Rights Reserved) | www.isjem.com

| Page 3



J St |
l.f' o 2

3 N
YIsIEM {’, International Scientific Journal of Engineering and Management (ISJEM)

YooY Volume: 04 Issue: 06 | June - 2025

ﬁ 258365
v X -

ISSN: 2583-6129
DOI: 10.55041/ISJEM04179

An International Scholarly || Multidisciplinary || Open Access || Indexing in all major Database & Metadata

4. Confidence in Managing BNPL

* Observation: Participants generally rated their
confidence in managing BNPL services at a 3 out of 5
(moderate).

* Interpretation: This suggests they are aware of their
limitations or are confused about the specifics of BNPL
agreements.

* Insight: Users engage with BNPL despite lacking full
confidence in its management, likely driven by peer
influence, marketing, or a desire for immediate
gratification.

5. Financial Literacy & Provider Transparency

* Observation: Most respondents either had some
awareness or no awareness of the precise terms associated
with BNPL services. Many also felt that BNPL providers
do not sufficiently communicate the risks of repayment.

* Interpretation: This highlights a transparency issue
within the BNPL model and points to the vulnerability of
users with limited financial understanding.

* Insight: A lack of awareness and ambiguous terms
could lead to misuse or unintended debt
accumulation, which is particularly concerning
given the youth of the users.

Summary

The findings from the primary survey illustrate a
multifaceted and somewhat contradictory
relationship between consumers and BNPL services.
On one hand, BNPL is extensively adopted by
young consumers due to its flexibility, easy access,
and compatibility with digital lifestyles. On the
other hand, a significant number of users report
defaulting on repayment deadlines, being nudged
towards overspending, and having inadequate
awareness or confidence regarding the product.

Although most users are students with restricted
incomes, they are actively engaging in credit
systems historically designed for older or more
financially stable individuals. The attractiveness of
BNPL seems to mask the psychological strain of
debt, leading users to take on commitments they
may not fully understand or be equipped to handle.

These observations emphasize the urgent need for
improved financial education, clearer
communication from BNPL providers, and
regulatory measures to encourage responsible usage.
They also highlight the wider societal shift in
consumer credit behavior, where traditional views
on debt are being transformed by the fintech
revolution

3. CONCLUSIONS

The rise of Buy Now, Pay Later (BNPL) services marks a
significant shift in the way consumers, especially younger
generations, access and manage short-term credit. Fueled by
fintech innovation and e-commerce integration, BNPL has
grown into a mainstream financial tool for Gen Z and
millennials who prefer speed, convenience, and flexibility over
traditional credit instruments.

Findings from the literature review established BNPL’s roots
in digital lending, its behavioral influence on spending patterns,
and the growing regulatory scrutiny it faces. However, the most
compelling insights were derived from the primary data
collected via the Google Form survey, where all respondents
were aged 18—24—confirming BNPL's popularity in digitally
native age groups. A large majority reported using BNPL
services such as Amazon Pay Later, especially for electronics
and fashion-related purchases. The main motivations were
affordability, lack of immediate funds, and easy installment
structures.

While default rates were low in this sample, most users
admitted they were only partially aware or unaware of
repayment terms, fees, or the risks associated with overuse.
This highlights a potential risk of financial vulnerability due to
low financial literacy. Moreover, many respondents were
unsure if BNPL had increased their debt levels, and their
confidence in managing repayments ranged from moderate to
low. This data confirms the psychological detachment
consumers feel when using deferred payment methods, which
may lead to poor budgeting or overspending over time.

The findings emphasize a pressing need for greater consumer
education on BNPL terms and risks, particularly for students
and young earners. Providers must present terms in transparent
and accessible language. Additionally, regulatory bodies must
establish clear guidelines to oversee BNPL lending practices
and ensure responsible credit behavior.

In conclusion, BNPL services can offer convenience and
budgeting support if used wisely. However, without adequate
financial awareness and safeguards, they may also contribute
to rising consumer debt. This study calls for a balanced
approach—where innovation is encouraged, but not at the cost
of consumer protection.

Recommendations
Policy Recommendation

To foster responsible expansion of the BNPL sector, regulatory
frameworks must adapt to technological advancements.
Lawmakers should formally recognize BNPL as a form of
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credit and subject it to existing financial consumer protection
legislation. Important recommendations include:

Mandatory Credit Reporting: BNPL providers ought to
report all transactions to credit bureaus, allowing for a
consolidated view of consumer debt and promoting responsible
behavior.

Affordability Assessments: Regulatory guidelines should
mandate that providers evaluate consumers' ability to repay
before approving BNPL limits, mirroring traditional credit
practices.

Standardized Disclosure Requirements: All BNPL platforms
should clearly present terms and conditions, including late fees,
repayment timelines, and relevant interest rates, using
straightforward and understandable language.

Regulatory Oversight: Organizations like the RBI or financial
conduct regulators should monitor BNPL providers to ensure
adherence to regulations, data security, and the rights of
consumers.

Debt Limitation and Penalty Controls: Set limits on the
number of active BNPL agreements a consumer can hold, and
restrict penalty fees for missed payments to avoid escalating
debt.

User Recommendations

BNPL can serve as a useful budgeting instrument; however,
users must approach it prudently to steer clear of financial
issues. Essential tips for consumers include:

Track Your Spending: Utilize a notebook, mobile application,
or dashboard to keep track of all current BNPL plans and
repayment deadlines on various platforms.

Budget Before Buying: Treat BNPL repayments like standard
bills—ensure you have the required funds available each month
prior to committing to a new transaction.

Limit Service Usage: Using multiple BNPL services
simultaneously heightens the risk of missed payments. Strive
to consolidate purchases onto one platform for more
manageable oversight.

Understand the Terms: Always examine the details
concerning late fees, payment deadlines, and interest rates on
defaults. Never assume that all plans come without interest.

Improve Financial Literacy: Educate yourself about the
fundamentals of credit, debt, and repayment to make well-
informed decisions. Numerous free courses and resources are
accessible online.
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