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Publishing Note

This research report is the 18" annual China Capital Market research report, which
is composed by Professor Wu Xiaoqiu—director of the Finance and Securities Institute
(FSI)—and experts from FSI research team. Also,as the thematic report, it was sub-
mitted to “the 18" (2014 ) China Capital Market Forum” , which was hold by Renmin
University of China on January 11,2014.

Professor Wu Xiaoqiu organized , composed and reviewed the main contents of the
research report. : Also, he finalized the last version with certain necessary modifications.
Professor Zhao Xijun reviewed the English version and put forward some constructive
suggestions.

This research report received substantial supports from the Social Science Depart-
ment of the Ministry of Education. The serial China Capital Market research reports,
which are composed by Porfessor Wu Xiaoqiu, have been selecting as a sponsorship pro-
ject by the Philosophy and Social Science Research ( Development) of the Ministry of
Education since 2011. In accordance with the requirements of the Ministry of Educa-
tion, this research report has been publishing by Peking University Press since 2013.
Moreover, this research report received strong support from Xinyuan Real Estate Co.
Ltd. , Huarong Securities Co. Ltd. , Capital Markets and Peking University Press. We
would like to thank the institutions mentioned above.

This research report reflects the main point of view of the presenter, Professor Wu

Xiaoqiu,as well as FSI on the development of Internet Finance.

Finance and Securities Institute (FSI) of Renmin University of China
February 17,2014
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The Core View

The financial system in China is facing transformation in three dimensions: the
‘ width’ in marketization and securitization of the financial structure, which focuses on
promoting the development of capital market; the ‘ length’ in internationalization and
openness to foreign countries,which focuses on the internationalization of RMB; and the
‘ depth’ in breaking monopolies and forming a moderate competitive structure , which fo-
cuses on the interest marketization and the introduction of a strategic power competing
with traditional finance. This strategic power is Internet finance. The penetration, com-
petition and collision from Internet finance will inevitably stimulate the emergence of
new financial patterns, which accordingly result in extensive transformation in current fi-
nancial modes and operation structure.

Internet finance can exist,develop and cause comprehensive challenges to traditional
finance for the following reasons: First of all,it comes from the integration of information
flow and the Internet platform’s removal of temporal and spatialconstraints. The integra-
tion of information flow initiates the era of big data,and accordingly lays a solid founda-
tion to improve information transparency and overcome information asymmetry. The Inter-
net platform has unparalleled cost advantages due to its removal of temporal and spatial
constraints ,and this cost advantage makes it more competitive in business. Second, the
vast market space provides fertile soil for the development of Internet finance. From the
perspective of business operations, the industry reconstructed by the Internet must be a
large-scale “industrial empire” with a wide variety of services, lucrative profits, uniform
standards and sufficient influence on traditional activities,which are all characteristics of
the finance industry. Third,the natural technical features of the Internet match with the
functions of finance; in other words,they share many commonalities.

Compared with traditional finance, Internet finance is a new mode which possesses
its own structural characteristics in theoretical logic. The effective combination of infor-
mation economics, transaction cost theory, financial intermediation theory, functional fi-
nance theory and financial deepening theory might describe the theoretical logic of In-
ternet finance. In addition,there are new features in operation structures, business mod-
els,risk characteristics, alternative boundaries and regulatory standards of Internet fi-
nance. The study of Internet finance will further promote the development of modern fi-

nance theory and the significant adjustment of modern finance’s analytical structure.
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Abstract

Given to the defects in China’s financial system, including market inefficiency,
risk smoothing incapability and lack of internationalization, it is necessary to promote
the financial system’s reformation in “width” through capital market development,
“length” through openness and internationalization, and “depth” through Internet fi-
nance development. Essentially, the Internet and finance have much in common, and
because of this the former could tremendously improve the four basic functions of the fi-
nancial system: resource allocation, payment & settlement solution, risk allocation and
pricing mechanism. This chapter explores the substitution boundary between Internet fi-
nance and traditional finance, pointing out that future competition in the financial in-

dustry may maintain a state of competitive coexistence.
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