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P2P lending’s business models, risks and regulation

Peer-to-peer (P2P) lending is a new mode of alternative finance, 
allowing borrowers and lenders to transact through Internet 
platform without traditional intermediaries. This review focus 
on reviewing the P2P lending’s business models, risks and 
regulation.
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Peer-to-peer (P2P) lending is a new mode of al-
ternative finance, allowing borrowers and lend-
ers to transact through Internet platform without 
traditional intermediaries. This review focus on 
reviewing the P2P lending’s business models, 
risks and regulation.

P2P lending’s business models
Verstein (2008) indicated that P2P lending could 
be divided into P2P exchanges and loan facil-
itators. P2P exchanges match borrowers and 
lenders through an e-commerce format, and 
loan facilitators help the two sides to establish 
a lending relationship. He also concluded P2P 
lending platforms of Prosper, Lending Club, 
Zopa, and Kiva’s business models, explaining 
the reasons for P2P lending’s high transaction 
efficiency. Ashta and Assadi (2009) divided P2P 
lending’s business models into four categories, 
small loans, social investing, commercial lend-
ing, and social lending. ACCA (2015) classi-
fied China’s P2P lending business models into 
online, offline, online & offline, and pooling & 
tranching modes. Additionally, Milne and Parbo-
teeah (2016) compared P2P lending business 
with conventional banking business, stating P2P 
lending’s strengths over banks to attract borrow-
ers and lenders. From above literature, it can be 
seen that P2P lending models in China are more 
complex than the US and UK’s.  

P2P lending’s risks
Klafft (2008) revealed the information asymme-
try risk and credit risk in P2P lending. Freedman 
and Jin (2008) also pointed out that P2P lending 
has information asymmetry problem because 
of the anonymous pattern. Furthermore, Weiss 
et al. (2010) emphasized the adverse selection 
risk from information asymmetry. Ye (2014) an-
alyzed the P2P lending risks for different types 
of models in China, concluded common risks for 
all models and specific risks for special models. 
Moreover, Li et al. (2016) mainly analyzed de-
fault risk, operational risk, and policy risk in Chi-
na’s P2P lending market. The literature above 
reflects that risks of P2P lending in different 
countries are also discrepant, as the financial 
environment and business models are different.

P2P lending’s regulation
Current status of P2P lending regulation
The Government Accountability Office (GAO, 

2011) in the United States conducted a study on 
peer-to-peer lending, analyzing the US’s regula-
tory environment. This was the first time for the 
US government to monitor P2P lending market’s 
development. After 5 years, the US Department 
of the Treasury published a white paper (Trea-
sury, 2016) on the new opportunities and chal-
lenges in P2P lending market. As for the institu-
tional researches, Chapman and Cutler (2014) 
issued a report on P2P lending regulation to con-
clude the laws applicable to P2P lending. The 
institution then published this series of reports 
annually, updating the regulatory issues in this 
industry. 

In the UK, the Financial Conduct Authority (FCA, 
2014) published a policy statement of formal 
rules on P2P lending regulation in March 2014 
from a macro angel. FCA then constantly mon-
itored the businesses and regulatory situation 
in P2P lending industry, carrying out a review 
report in 2015 (FCA, 2015), and a new policy 
statement in 2016 (FCA, 2016) on changes to 
regulatory rules. As to the micro level of UK’s 
P2P lending regulation, P2PFA issued ten oper-
ating principles to focus on the specific details of 
platform operation (P2PFA, 2013). P2PFA also 
updated its rules and principals for P2P lending 
platforms every year to accommodate the indus-
try’s evolvement. 

In China, the central bank published a Financial 
Stability Report that covered a special topic on 
Development and Oversight of Internet Finance 
in April 2014 (PBC, 2014), proposing the bottom 
line of P2P lending industry. The Guidelines on 
Promoting the Healthy Development of Inter-
net Finance (the Guidelines) issued by the PBC 
and other nine ministries and commissions in 
July 2015 (PBC, 2015) also obeyed the logic of 
bottom line regulation. Next, CBRC along with 
other three ministries and commissions jointly 
released the Interim Administrative Measures for 
the Business Activities of Online Lending Infor-
mation Intermediary Institutions (the Draft Mea-
sures) on 28 December 2015 (CBRC, 2015), 
asking for comments publicly within an 18-month 
transitional period. This Draft Measures is con-
sidered to be a landmark for P2P lending regu-
lation in China. Another milestone is the China 
Internet Finance Association (CIFA) established 
in March 2016, complementing the P2P lending 
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regulatory system.

Comments on P2P lending regulatory sys-
tems
Verstein (2011) pointed out that SEC’s misregu-
lation made P2P lending riskier and costly main-
ly because of formalistic registration and redun-
dant mandatory disclosures. Slattery (2013) also 
argued that SEC regulation created high compli-
ance costs, barriers to entry and more risks to 
consumers. Ridley (2016) commented on UK’s 
2014 crowdfunding regulation and concluded 
that the new regulation with single regulator pro-
vided more credibility but lower costs and would 
lead to more confidence. As China’s regulatory 
rules were newly introduced, there is very few 
literature about it.

Recommendations for P2P lending regula-
tion
Verstein (2011) and Slattery (2013) both pro-
posed to consider CFPB as a better regulator in 
the US to protect lenders and borrowers as well 
as let the industry evolve. Verstein maintained 
that the CFPB could address some customer 
needs that the SEC has failed to do, such as 
the misrepresentation problem and consumer 
complaints problem. Slattery believed that the 
CFPB could simplify the quagmire of consumer 
protection law, and could promote innovation. 
However, Chaffee et al. (2012) argued that a 
multi-agency regulatory approach would be bet-
ter for the US, cohering P2P lending regulation 
to traditional lending regulation.

Regarding China’s P2P lending regulation, Wu 
and Cao (2011) advised strengthening the reg-
ulatory system by improving user identification, 
fund management, anti-money laundering, credit 
rating, and cyber security. Guan (2012) proposed 
to create systems of the joint conference, credit 
rating, escrow and fund supervision. Wei (2015) 
proposed two options with the current regulatory 
system or a single regulator with a sector-wide 
focus. Liu (2016) applied evolutionary game 
theory to analyze P2P lending supervision and 
came to a conclusion that the regulator should 
strengthen the punishment force and decrease 
the supervision cost. Li et al. (2016) suggested 
that P2P lending in China should be given a spe-
cific legal status, and the regulatory body should 
be clarified; besides, regulation should leave 

room for industry innovation. 
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