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Abstract: Internet finance refers to a new financial business model in which 

traditional financial institutions and Internet enterprises use Internet technology and 

information and communication technology to realize fund financing, payment, 

investment and information intermediary services. At present, the customers of 

Internet finance are continuously growing, the scale of third-party payment is 

expanding, and Internet finance is continuously innovating. However, there are many 

hidden risks and unclear legal status of Internet finance. It is not within the financial 

regulatory system, which has a significant impact on the safety of the financial system 

and social stability, so it is urgent to strengthen the regulation of Internet finance. 

This paper takes P2P lending model as an example, analyzes the current problems of 

China's Internet finance, and puts forward suggestions for optimizing the regulatory 

path of Internet finance. 
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1. Overview of P2P lending 

1.1 Concept of P2P lending 

P2P (Peer-to-Peer lending) refers to the matching of borrowers and lenders through 

a third-party Internet platform, through which people who need to borrow can find 

people who have the ability to lend and are willing to lend based on certain conditions, 

and help borrowers to choose attractive interest rate terms in a full comparison of 

information. 

The series of events have made P2P finance such a high topic in the society for the 

first time, such as the " Peer-to-Peer lending platform mine explosion", "malicious debt 

evasion list" and "P2P company’s initial Public Offerings "and so on.As the second 
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largest development model of Internet finance, P2P lending has two modes of 

operation, the first is a purely online model, which is purely P2P, in this platform model 

purely for information matching, to help funds borrowers and lenders to better match 

funds, but the disadvantage is obvious, this online model is not involved in the 

guarantee; the second is the debt transfer model, the platform itself first lending, and 

then the debt to the platform The second is the debt transfer model, in which the 

platform itself lends money first and then puts the debts on the platform for transfer, 

which obviously allows enterprises to improve the efficiency of the financing side. 

However, this model is prone to concentration of funds and does not allow the funds 

to be used to full effect. 

1.2 Review of the main event points of P2P lending 

China's Peer-to-Peer lending platforms first emerged in 2006 and began to flourish 

around 2012 with the development of the Internet. Although the development of the 

model entered a booming period, the P2P online lending platform, as a new type of 

financing, the supporting management system and regulation were not yet in place, 

so by 2015, problems began to emerge frequently. By February 2016, the total number 

of P2P platforms in the country was 3,944, but the cumulative number of problematic 

platforms was 1,425. The types of incidents of problematic platforms were categorised 

as suspension, running away, difficulties in withdrawing cash and even the 

involvement of public security authorities in investigations. In July 2018, more than 

170 P2P platforms blew up in July alone, involving huge amounts of money and more 

than 100 million victims. the frequent thundering of P2P platforms in 2018 has made 

investors doubt the legitimacy of P2P platforms. According to the survey, P2P 

platforms are legal, and it is safe to say that the vast majority of the platforms that 

have blown up are the result of illegal operations. 

Table 1 Presentation of the number of P2P lending platforms, 2017-2019 

Year 
Number of 

new platforms 

Cumulative 

number of 

platforms 

Number of normally 

operating platforms 

Cumulative 

number of 

defunct 

platforms 

Cumulative 

number of 

problem 

platforms 

2017 394 6535 2409 2123 2003 

2018 70 6605 1071 2834 2700 

2019 1 6606 344 3339 2923 

Data source: Netflix 

1.3 Current status of P2P online lending platforms 

Financial regulation is the core macroeconomic regulation tool of the government 

authorities, and its transmission path and policy effects will be affected by a variety of 

factors. With the deepening of financial regulation, the implementation subjects and 

policy objectives of P2P platforms and commercial bank regulation are now different 
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but intertwined, increasingly revealing more complex features. 

 

Figure 1 P2P platform volume and popularity chart 

Data source: Netflix 

As shown in the picture, at 31 March 2020, there were 139 actual operating online 

lending institutions nationwide, down 86% from the beginning of 2019; the lending 

balance fell by 75%; the number of lenders fell by 80%; the number of borrowers fell 

by 62%; and nearly 5,000 institutions have exited in total since the remediation work 

began. By 2016, it had reached the peak of the growth in the number of platforms in 

the last decade, with 6,141 platforms in operation. However, the growth rate of the 

number of platforms fell off a cliff over the same period, with the annual growth rate 

of the number of platforms in 2017 falling rapidly to 5.79% from 81.6% in 2016. From 

the frenzied influx of platforms from 2012-2017 to the sharp drop in the number of 

online lending platforms in the second half of 2018 after the P2P "mine-out", to the 

current large number of platforms being retired and the number of normal operating 

platforms falling to three hundred and forty-four, all illustrate the toughness of 

financial regulation. 

 

2. Problems of Internet finance as reflected by P2P lending incidents 

2.1 Network information security construction needs to be strengthened 

Data is one of the key resources of Internet finance, and resolving the contradiction 

between collecting and processing massive data resources and protecting customers' 

personal information is a difficult problem faced by Internet finance companies. This 

is because the customer information used in financial transactions involves many 

aspects such as identity, personal assets, credit profile, consumption records, etc., 

and information can be leaked and misused at every step of collection, analysis and 

storage. For example, the use of big data, cloud computing and other means to 

"sweep" the user's information and password, and further access to the user's account 

information and password in other websites based on database correlation. In order 

to win in the competition, internet companies may use more advanced technology to 
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accurately identify user information and preferences, which will further increase the 

difficulty of protecting personal information. 

 

2.2 Limited effectiveness of financial regulation 

The fact that a P2P platform first absorbs investors' funds and then goes to borrowers 

means that it is engaging in the deposit business of a bank, which is an illegal and 

unlawful operation. The risk of such an operation is very high, because the platform 

does not have the strong capital of a bank and cannot find a borrower, the platform 

will not be able to pay the investors' high interest, thus the capital chain will break 

and eventually a thunderstorm is inevitable. According to the law, there are many 

other forms of illegal absorption of public deposits, such as not having the real content 

of fund-raising, illegal absorption of funds by means of overseas funds, offering 

fictitious funds, etc.; illegal absorption of funds by means of entrusted financial 

management; illegal absorption of funds by means of folk "clubs", "societies" and 

other organizations, etc., all violate the provisions of the criminal law, and should be 

convicted and punished for the crime of illegal absorption of public deposits. 

 

2.3 Legal vacuum in the legal system of financial regulation 

For users who invest in P2P lending platforms, it is very necessary to pay attention to 

the latest news about P2P platform security. When it comes to the Internet, people's 

first reaction is probably the convenience it brings to our daily lives, however, the large 

number of incidents about information security in recent years has also reminded 

people that they should pay attention to information security when enjoying the 

convenience brought by the Internet era. 

On the contrary, there was no clear regulatory framework and legal constraints in the 

online lending market before 2014, and the market was basically in a regulatory 

vacuum. Subsequently, the "Guiding Opinions on Promoting the Healthy Development 

of Internet Finance" issued in 2015 identified the main regulator of the online lending 

industry as the CBRC, but no industry-specific regulatory rules have been issued in the 

regulator, and the industry level has only formed a preliminary regulatory system 

structure, and the recent release of the "Notice on Increasing the Efforts to Regulate 

Asset Management Business through the Internet and Carrying out Acceptance Work" 

in 2019 The Notice also only inspects the public issuance and sale of asset 

management products through the Internet, which precisely allows P2P platforms to 

take advantage of the loopholes. 
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3. Optimization of the Internet financial regulatory path  

3.1 Strengthening the control of the entry source of Internet finance 

Taking P2P lending platforms as an example, the regulatory principle to be 

implemented for small-scale institutions is to "resolutely promote market clearance" 

and strictly prohibit small-scale platforms from entering the market in order to protect 

P2P investors and borrowers. Platforms are also required to meet the relevant 

operational requirements of the provinces in which they operate, and are allowed to 

operate only after a differentiated line is drawn by local regulators. Our central 

government could learn from the US federal government in terms of regulation by 

setting a series of standards for P2P platforms, so that only those that meet the 

standards can enter the market, such as paying millions of dollars in registration fees 

and providing a large number of supporting documents. These standards effectively 

raise the barrier to entry, giving the US P2P industry an oligopoly pattern and stopping 

internet finance problems (P2P thunderstorms) from occurring in terms of the source 

of entry. 

3.2 Strengthening the legal regulation of Internet finance 

To address the shortcomings of the current financial regulatory system, additional 

legislation should be introduced to fill the legal gaps. One is to regulate the information 

disclosure mechanism. It is recommended that the financial consumer protection 

system be improved. Firstly, promote financial consumer protection legislation and 

incorporate financial consumer protection into legal regulatory objectives; secondly, 

improve the self-regulatory mechanism for financial consumer protection, regulate the 

conduct of financial institutions and protect the legitimate rights and interests of 

financial consumers at source. 

Li Daokui, former member of the Monetary Policy Committee of the People's Bank of 

China, also stressed to Shanghai Securities News that Internet finance must be 

included in the scope of regulation and that there should be Interim Regulations on 

the Management of Internet Finance.               

3.3 Improving the regulation of Internet finance 

The existing financial regulation methods are announcement regulation, regulation by 

regulation and entity regulation. These three types of regulation refer to a number of 

significant matters concerning the operation of financial enterprises by the 

government respectively, and financial regulators supervise and manage the Internet 

financial market, especially Internet financial platforms, according to the powers 

granted by law. On top of this, a public regulatory system needs to be added to provide 

effective supervision from the public's perspective in all aspects and throughout the 

process. 
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4. Conclusions and recommendations 

To sum up, the Internet finance represented by P2P is still developing, and also reveals 

more and more problems, such as some illegal fund raising and other fraudulent acts. 

In addition, the Internet finance industry is different from other Internet e-commerce 

industries, because Internet finance is essentially a financial attribute, so the platform 

operation will follow the general laws of the financial industry, thus making the whole 

industry into a monopoly situation. Monopoly will inevitably bring damage to the 

interests of consumers, because as a monopoly of the profits obtained from its 

upstream and downstream capital lenders and borrowers to obtain, then it can be 

predicted that The actual rate of return to the lender is lower than it would be if the 

market were more competitive.  

In such circumstances, it is all the more important that we establish more robust 

regulatory measures for the industry and optimise the regulatory path of internet 

finance not only from the government but also from the enterprises themselves and 

from social forces. The regulatory part should be divided into a number of aspects 

such as public government review, internal self-investigation by enterprises, financial 

regulators and social third-party regulators to work on and implement. In addition, 

requirements for enhanced regulation, regular annual inspections, separate accounts, 

limits on amounts, and improved credit and disclosure systems should be implemented 

to further help P2P lending platforms achieve reform and innovation. In these ways, 

these measures will contribute to a smoother and healthier development of the 

Internet finance industry. 
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