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Internet lending or P2P lending is excessively popular in China compared to other econo-
mies. However, this sector is still largely free from regulatory oversight. A consequence is
that P2P platforms lack sufficient supervision and information disclosures and involve high-
risk loan business with sometimes fraudulent activities. This article investigates China’s

growing P2P platforms and the dangers if this new form of lending is left unregulated. Regu-

lators need to take a coordinated approach tackling potential risks endogenous in this sector.
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P2P lending, Internet lending or person-to-person online
lending,' involves individuals or “peers” who use online plat-
forms without the involvement of a financial institution as a
middle man. The platforms originate the loans by matching
lenders and borrowers, who usually are individuals and small
business owners. P2P lending enables individuals to lend and
small firms to each other over the Internet, thereby cutting
banks and other financial institutions out of the lending process.
According to the International Organization of Securities Com-
mission, the size of the global P2P sector’s loan originations
reached US$2.8 billion in 2013.? Together with equity
crowdfunding, the capital origination reached US$6 billion in
2014.° The development of the online lending market also
brought out not only new products and commercial needs but
also regulatory challenges and uncertainties in the online busi-
ness environment.

P2P lending centred Internet finance is popular both glob-
ally and domestically, and represents a new wave of Internet
revolution. The emergence of P2P lending as a popular credit
alternative to mainstream lending represents a regulatory chal-
lenge to the financial regulators not only in China but also abroad.
Some regulatory moves have been made in a number of ju-
risdictions. For instance, “operating an electronic system in
relation to lending” has been added into the activities regu-
lated by the UK’s Financial Services and Markets Act (2000) since
1 April 2014. Accordingly, the P2P lending platforms within Art
36H need to comply with prudential and other standards af-
fecting their structure and operation as well as conduct of
business rules affecting their deals with lenders and
borrowers.*In the US, the SEC has asserted jurisdiction over the
P2P lending by requesting the platform to be registered as a
public company with the SEC and to sell notes through a pro-
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spectus with an effective registration statement.® In New
Zealand, the Financial Markets Conduct Act 2013 was enacted
to specifically deal with the P2P lending with the aim of fa-
cilitating financial market activity by promoting the confident
participation of businesses, investors and consumers in finan-
cial markets and the development of a fair, transparent and
efficient capital markets.® In China, the P2P lending is largely
unregulated, which presents a couple of puzzling questions —
why an interventionist government such as the Chinese gov-
ernment has been less proactive this time?’ Does this suggest
a more encouraging approach taken by the Chinese govern-
ment to tackle lending platforms?®

This article attempts to understand this business phenom-
enon as well as these puzzling legal issues in the Chinese
context, with a particular focus on the causes, effects, poten-
tial risks and possible regulatory movements. The article
proceeds as follows. Section 1 gives a brief account of the P2P
lending sector followed by the introduction of China’s P2P
lending sector in Section 2. Section 3 looks into the causes
behind the popularity of China’s P2P lending business fol-
lowed by an investigation of potential risks in this business
in Section 4. Further, Section 4 looks into various regulatory
options necessary to combat the potential risks in China’s P2P
lending business. Section 5 makes sense of the market trend
of involving conventional industrial sectors in the P2P lending
sector. Section 6 points out the impact the P2P sector is bring-
ing to China’s banking system. A conclusion briefly rationalises
China’s tolerant attitude towards the P2P lending sector.

1. Global popularity of P2P lending

P2P has gained popularity in advanced economies in the wake
of scaled back lending from traditional banks since the out-
break of the latest financial crisis. In January 2014 in the UK,
Lendinvest, a UK-based P2P lender, co-ordinated hundreds of
private investors in making the world’s largest P2P loan by
lending £4 million to a property developer in the south London
suburb of Croydon.

LendingClub.com and Prosper.com are the two largest plat-
forms in terms of loan volumes. These two websites essentially
bring together the people who can lend and the people who
need money. LendingClub, for instance, differs from tradi-

®> Andrew Verstein, “The Misregulation of Person-to-Person
Lending”, (2011) 45 U.C. Davis Law Review 445-530.
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tional lenders in that many of its loans are funded by individuals
who buy portions of each loan. The two dominant US P2P
lending sites originated US$2.4 billion in new loans in 2013,
up from US$870 million in 2012.° LendingClub.com, the leading
US-based P2P lender, expanded its loan book at an annualised
rate of 150% in 2013. It has issued US$4 billion in loans since
2006 and reached a valuation of US$2.3 billion in late 2013
and US$3.8 billion after its completion of the major acquisi-
tion of Springstrone.” It transitioned from a start-up company
worth a few million dollars to a public company worth US$8.9
billion, in a few short years.*

Crowdfunding platforms like Kickstarter, Seedrs and
Indiegogo, notably, have used the power of the Internet and
social networks to create a place where people can contrib-
ute or donate money to start-ups and other projects. Different
from P2P lending, crowdfunding allocates stock equity to in-
vestors with the financial return generated in the form of
dividends and/or capital growth. They are developing momen-
tum and are providing investors with potential hefty returns,
with the support of new US regulation and the advances of
modern technology. Crowdfunding platforms represent the
democratisation of a financial sphere previously reserved ex-
clusively for professional investors. Crowdfunding can be viewed
as a new paradigm, in which incumbent financial institu-
tions provide new opportunities.

In cases in which a myriad of loans, as well as debt and land
purchases are up for grabs, the crowdfunding possibilities are
limitless. The leading crowdfunding platforms have helped in-
vestors and campaigners raise billions of dollars for projects.
The New York City Opera, a 70-year old Manhattan institu-
tion, turned to crowdfunding to raise US$1 million through a
22-day Kickstarter campaign.' Crowdfunding platforms fea-
turing lending, rather than offering equity are more effective
for projects offering a cheap product and related intangible ben-
efits to donors. The product’s popularity makes crowdfunding
useful for investors, but its limitations are also apparent. The
money collected through the crowdfunding platform may not
be sustainable for startups, which usually need active and con-
tinuous investment in order to stay afloat. Unlike private equity
and venture capital investment, crowdfunding platforms are
unable to offer skills and managerial supports which are also
crucial to startups.

Other platforms offer different services. SoFi.com specialises
in student loans from alumni. LoanBack.com allows users to
create legally binding loan agreements to lend to friends or
family. Kiva.org enables lending to needy entrepreneurs in de-
veloping countries. Springstone lends money to individuals
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