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Abstract

The rise of internet finance in China is an undeniable fact. As an
old Chinese saying goes “ A stone triggers thousands layers of waves”,
ups and downs of the market as well as the entrepreneurial legends
themselves have caught people’ s attention. There are people who en-
dorse, praise and applaud internet finance but at the same time, there
are also people who question, blame or even sneer at it. Debates and
conflicting views on internet finance never stop.

We have to look beyond the surface. As something new, where
should internet finance go in the future? What kind of policies should
we adopt? These are the questions this research on internet finance
competitiveness is lrying to answer.

This book follows a problem — driven approach, using multidimen-
sional analysis and comparison, making efforts to seize the principal is-
sues and major aspects of issues, unraveling and unfolding the prob-
lems in order to identify the underlying causes and solutions.

First, the main competitive advantages of internet finance include
convenient service, accurate matching of buyers with sellers and low
cost. Its core competitiveness lies in its growing capacity to reduce infor-
mation asymmetry. Taking advantage of technical innovation, internet
finance breaks free from such limitations as business hours, on-site
handling, administrative approvals and guarantee mortgage, thus im-
proving capital allocation efficiency and reducing the cost of financial
services. Both the internet and finance are capable of alleviating infor-

mation asymmetry, and therefore, as the combination of the two, in-
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ternet finance is undoubtedly a key to addressing information asymme-
try. With the advancement of financial reform and the improvement of fi-
nancial regulation, the room for arbitrage will be further reduced.
Meanwhile, with the rapid technological innovation and its growing ap-
plication, there is a lot of potential to be tapped for internet finance to
alleviate information asymmetry. Finance innovation based on internet
technology and actual transactional demands thus will enjoy a bright
prospect.

Second, internet finance has some * grassroots” characteristics. It
fills up some of the blank areas of traditional financial services and
makes inclusive finance a reality. The “ grassroots” nature is not only
visible in the main body of investments, but is also embodied in the
mode of services. Firstly, internet financial activities are based on the
long tail market. They come closer to meeting customers demand by ex-
panding the investment or funding channels of small, scattered and per-
sonalized services and providing better services to micro and small com-
panies, especially the start — up firms. Secondly, it enjoys economy of
scale. By relying on the enormous amount of internet users and the rap-
idly spreading comments via the social networks, rapid market expan-
sion has become possible. Thirdly, user experience is valued. Internet
financial products boast of a higher rate of success and often have
friendly interfaces. They are easy and quick to operate with almost no
time lags. Fourthly, instead of charging a fee on each transaction, they
make money from advertisement and value — added services collecting
customer resources from providing free transactions in the first place. In
general, internet finance can do things that would be otherwise un-
achievable under traditional finance and serves as a compliment to the
traditional financial industries.

Third, internet finance is a “double — edged sword” . Behind the
boom of internet financial activities, there are also risks and perils. As
the combination of two high — risk industries, namely, the internet in-

dustry and financial industry, internet finance adds to the probability of

s 2 .
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risks. Internet finance is heavily dependent on the exploitation and utili-
zation of digital information. It is difficult to strike the right balance be-
tween the need to protect private information and the need to share da-
ta. Internet finance includes diverse industries. It can be intra — regional
even international. Therefore, how to supervise effectively under the
separate supervision structure is another challenge. As is the case with
the internet industry, winners take all and keep getting stronger. The
market of internet finance also has a tendency towards monopoliza-
tion. The possible amplification of financial risks is due to the fact that
the platform of internet finance shares some similar properties with
media industries. We thus need to tap into the advantages and avoid the
disadvantages of internet finance to promote its healthy development.

Fourth ,

‘a good horse also needs a good bridle” , the regulation
of internet finance must been enforced. From the development histories
of American, British, German, French and Japanese internet finance
systems, the attitudes of supervision was changing gradually from no-
regulation at all to supervision on the right track. Although the solutions
and regulations vary in different countries, no one has adopted a totally
“laisser — faire approach” . Speaking of the situation in China, the
basic idea of internet finance regulation is to use inclusive approach and
respect the market’ s choices as well as encouraging technology exploita-
tion and innovation on the one hand. On the other hand, the market
needs regulation and the bottom line of no regional systemic financial
risks needs to be kept. The distinguishing of wheat and barnyard grass
could be difficult before the earring of the grains. This example tells us
that it is better to be vague rather than detailed for supervision and man-
agement of internet finance at this early stage. Therefore, various inter-
net finance products should be treated differently, with differentiated
management, improved regulations, clear responsibilities, better co-
operation, developing intermediaries and strengthened self — discipline.

Fifth, we need to learn to understand the laws governing internet

finance development. It is important for the authority to strengthen the

« 3 s
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ability of scientific guidance. The internet is profoundly changing every
aspect of our economy and society. When study internet finance, one
must bear in mind the internet. As digital information being at the core
of internet finance, we should construct a variety of digital trading plat-
forms, setting up regulations of pricing, using market methods to foster
the movement and utilization of digital information. The whole process of
internet finance service is done online, therefore we can take advanta-
ges of the internet to help with the supervision and boost regulation in-
novation and integration. To promote the development of internet fi-
nance, we should also strengthen the foundational work by paying more
attention to technology research and talents training.

Looking forward to the future, with the fast advancement of infor-
mation communication technology and the fast growing demand of all
sorts of financial needs, the future of internet finance is bound to be a

bright one.

Key Words: Internet Finance; Competitiveness; Information

Asymmetry ; Financial Innovation; Financial Regulation
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