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Abstract

Method: This paper uses PPDai.com—the most influential online lending platform in
China—as a research object to study the leading factors that affect lenders’ loan
trust and perception of information

asymmetry. It also studies the impacts of these factors on lending intention.

Results: The results of this study show that the lending intention is mainly
influenced by trust; perceived information asymmetry will affect trust, but it will not
have a direct impact on lending intention. Trust is significantly affected by the
borrowers’ reputation and information integrity. Information asymmetry has various
causes, including structural assurance and legitimacy. This perception of information
asymmetry significantly prevents the further development of online P2P lending.

Conclusion: The findings in this research imply that there are profound differences
between online lending and online purchasing, thus the results obtained in the
traditional e-commerce market cannot be applied in the field of online lending
without verification.

Keywords: Internet investment; Internet finance; Trust

Background
Small and micro enterprises and personal business firms face the problem of a short-
age of funds. With the development of e-commerce—a particular type of lending (on-
line lending)—provides a new solution. Online lending, also known as personal lending
or peer-to-peer (P2P) lending, enables borrowers and lenders to trade directly via the
Internet without using banks or other financial intermediaries. These are unsecured
loans (Lin et al. 2013). This network financing model is based on Web 2.0 technology.
Its core is a lending web site, which is a platform between borrowers and lenders. The
P2P online lending market has developed rapidly since 2005; lending sites with slightly
different modes of operation have appeared all over the world, including in America,
Britain, Germany, Italy, Canada, Japan, and China.

There is some recent research on the P2P online lending market abroad, mostly fo-
cused on the data analysis of the Prosper open platform in the United States. But there
is little related research in China. A deep understanding of the behavior of traders and

the internal mechanisms of online lending is needed to help formulate relevant
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policies. Compared with the traditional e-commerce model, online lending involves
higher risks, and establishing trust is also more difficult. This paper takes lenders as the
research objects to study the key variables influencing lending intention in the process
of online lending from the perspectives of trust and information asymmetry.

The remainder of this paper is organized as follows. First, it reviews related literature
and basic theories, putting forward concept models and hypotheses. Then it introduces
the research design and results, including data collection process and related hypothesis

validation. Finally, it discusses and analyzes the results and presents conclusions.

Theoretical basis and research hypothesis

There are currently many P2P lending platforms in the world; all these platforms have
adopted similar lending mechanisms. Users can become lenders and borrowers after reg-
istering. Borrowers release loan information, loan amounts, allowable highest interest rate,
borrowing reasons, and other personal information on the platform. After verification by
the platform, this information is presented to lenders. According to the list of borrowing
information, lenders decide whether to loan, the loan amount and what interest rate to
apply (i.e., the bid amount and interest rates), etc. Websites will usually require a mini-
mum bid amount (e.g., 50 yuan), and a borrower accepts many bidders. Within the bor-
rowing deadline, when the total bid exceeds the borrowing amount, lower interest rates
triumph. After achieving the loan, lenders’ capital is transferred to the borrower’s account,
and the borrower repays the loan over an agreed period of time.

This lending process involves high risks because the borrower is not always willing or
capable of paying on time. Hence, choosing the credible borrowers to reduce invest-
ment risk is a key point for lenders to consider.

Some scholars have studied the influence of personal information on funding. Be-
cause lenders can only judge the risk of default according to limited information, per-
sonal information and borrowing information become important signals for evaluating
borrowers’ credit. Personal information has an important influence on loan perform-
ance, borrowing, and lending decisions (Bachmann et al. 2011; Chen & Han 2012). For
example, Lin et al. found that when the borrower’s credit rating is low, the borrower has a
lesser possibility of success. When the interest rate is high, the default rates are also high
(Lin et al. 2013). Herzenstein et al. found that the main factors influencing the success rate
of loans were borrowers’” personal information and credit rating (Herzenstein et al. 2011).
Duarte et al. found that borrowers” appearance also has a significant impact on the success
rate of loans (Duarte et al. 2012). If the borrower has an honest appearance, the success
rate is higher; on the other hand, these borrowers have a high credit rating and a low de-
fault rate, which is believable.

Scholars’ research also emphasizes on the lenders’ social network and other decision-
making information that influences loan behaviors. Online lending platforms not only
provide borrowers’ personal information but also provide social networks for lenders to
evaluate a borrower’s reputation. For example, Lin et al. found that borrowers’ social
network information can effectively reduce information asymmetry in trade, improve
the success rate of borrowing, and reduce the interest rate and loan default time (Lin et
al. 2013). Research by Yum et al. shows that by observing others’ decisions, lenders are
able to predict the private information of other lenders, pool wisdom, and improve
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their decision-making skills (Yum et al. 2012). Lee et al. found that others’ decisions
significantly influence lenders’ behavior, leading to a phenomenon called herd behavior
(Lee & Lee 2012). This phenomenon also exists in the markets of the United States.
The following behavior is good for boosting lending performance (Zhang & Liu 2012).

Lending behavior involves risk, because there is information asymmetry between bor-
rowers and lenders. To a large extent, perceived information asymmetry affects individual
behavior trends. Kim et al. built a trust model about online trading. They argued that
trust, risk, and profit are the core factors to decide trade trends (Kim et al. 2008). Greiner
and Wang'’s research on Prosper has shown that reputation mechanism has a significant
impact on lending behavior, and is an important means to reduce uncertain transactions
(Greiner & Wang 2010). Domestic scholars’ research also suggests that contracts and
credit are the basis of contact between enterprises and consumers, who are influenced by
multiple factors such as information authenticity and information transparency (Qiaopei &
Song 2012). Research on domestic customer to customer (C2C) online shopping shows that
perceived credit score and perceived customer reviews are the key factors that influence
customer trust (Ma et al. 2012).

According to the research above, we found that the core issues of P2P lending
are information asymmetry in the process of trading and trading trust. Currently,
research about P2P lending is mainly concentrated on the online lending market in
the United States; studies of the Chinese market are still very limited, and rigorous
empirical analysis is more scarce. On the other hand, although some scholars have
realized that risk and trust have a comprehensive influence on the trading process,
there are no unified trust models to depict online P2P lending behavior. Compared
with existing literature, the main innovations of this paper are considering risk and
trust in the lending decision and putting forward a theoretical lending behavior
model suitable for China’s online market.

In this paper, perceived information asymmetry and trading trust are taken as the key
variables that influence lending intention. At the same time, we consider lenders’ per-
sonal information and reputation, which play an important role in lending behavior.
This information is used to build the online lending behavior theory model, which is
shown in Fig. 1.

H1(-)

Perceived Reputation Information Asymmetry H6()
H2(+)

H5() Lending Intention

H3(-)
. /
Information Trust H7(+)

H4(+)

Fig. 1 Research framework. (+) a positive influence, (—) a negative influence




Wang et al. Financial Innovation (2015) 1:8 Page 4 of 11

Perceived reputation
Reputation is embedded in social network (Nahapiet & Ghoshal 1998). Traditional
microfinance theory shows that reputation can reduce the risk to lenders, because
borrowers with higher reputations are more likely to keep their promises.
Freedman’s study confirms that reputation can relieve information asymmetry and
adverse selection problems (Freedman & Jin 2008). Studies such as Lin’s also obtained
a similar result; they think that reputation in the social network can effectively reduce
information asymmetry in the process of trading (Lin et al. 2013). Greiner and Wang’s
research (Greiner & Wang 2010) affirmed Lin’s conclusion further: they think that the
biggest role of the borrower’s reputation is to help improve the borrower’s perceived in-
tegrity. They also found that the greater the borrower’s reputation, the greater the bor-
rowing rate and the lower the loan interest rate. When the borrower’s credit rating is
lower, the role of reputation is more obvious. This analysis shows that the borrower’s
reputation is the basis of perceived investment risk for lenders. It is an important signal
for lenders to measure borrowers’ degree of credibility, and it has a significant impact
on lending decisions. The resulting basic assumptions are as follows:

H1: The lender’s perception of the borrower’s reputation has a negative effect on the
perceived information asymmetry.

H2: The lender’s perception of the borrower’s reputation has a positive effect on the
lender’s trust in the borrower.

Information integrity

Perceived information integrity refers to the accuracy of a lender’s perception
and the completeness of borrower information (Kim et al. 2008). Because users
are remote from each other in both time and space, the information that con-
sumers get from network transactions is incomplete and continuously changing,
thus information quality is not guaranteed. One way to reduce the perceived risk
is to search for related information before buying a product. While searching for
this information, consumers face the problem of information sources’ reliability.
To reduce risk, they need to get high quality information. In online lending mar-
kets, borrowing list information is an important basis for borrowers to measure
lenders’ degree of believability. Kumar’s research suggests that the borrower’s in-
formation integrity is an important factor of credibility. The information integrity
of the borrower will have a significant impact on credit behavior (borrowing
rates, borrowing rate of full scale) and quality of repayment (default). To a great
extent, the authenticity and integrity of the information in the P2P network plat-
form of the borrowing list influences the lender’s degree of perceived information
asymmetry and trust. Based on the above analysis, we have made the following

basic assumptions:

H3: The lender’s perception of information integrity regarding the borrower has a
negative effect on perceived information asymmetry.

H4: The lender’s perception of information integrity regarding the borrower has a
positive effect on the trust in the borrower.



Wang et al. Financial Innovation (2015) 1:8 Page 5 of 11

Perceived information asymmetry

Perceived information asymmetry refers to a lender’s perception that borrowers may
have more information than lenders and may take advantage of this by harming the
lender’s interest (Pavlou et al. 2007). Perceived information asymmetry is a problem
that concerns consumers. Researches on e-commerce and information systems show
that trust is the cornerstone of all social activities. All types of uncertain factors in trad-
ing will hinder the generation of trust (Chen et al. 2008). Transaction risk raised by in-
formation asymmetry is the key factor in the formation of trust. To ensure the safety of
investments with the same return, lenders are more willing to put money into invest-
ments where they think the borrowers are credible. Based on the above analysis, we
think that when the borrower’s perceived information asymmetry is low, it will be eas-
ier for him or her to gain the trust of the lender. Thus, we have made the following

basic assumptions:

H5: The lender’s perception of information asymmetry has a negative effect on the
lender’s trust of the borrower.
H6: The lender’s perception of information asymmetry has a negative effect on the

lending intention.

Trading trust

Trust is based on a belief that the trusted party will behave in a responsible manner in
order to achieve the expectations of another party (Pavlou & Gefen 2004; Pavlou 2003).
Many studies have shown that trust will significantly impact individual behavior (Chen
et al. 2008). Pavlou and Gefen’s research shows that trust can have an effect on
decision-making behavior and attitudes (Pavlou & Gefen 2004). Pavlou and Gefen sur-
veyed 127 respondents who had used the Amazon.com shopping site and researched
the relationship between trust and consumer behavior. Their results show that a high
degree of trust is associated with a high proportion of actual consumption. Online
lending involves money transactions, and consideration regarding the safety of invest-
ment prompts lenders to require a stronger sense of trust to make a deal. The result is
the following basic assumption:

H?7: The lender’s trust of the borrower will positively influence the lending intention.

Study design

Variable measurement and questionnaire design

To guarantee the validity of the scale, we used various methods to design our ques-
tionnaire. First, all scales refer to the results of authoritative literature. Second, we in-
vited industry experts to participate in a discussion to modify the scales to ensure their
readability and effectiveness. Finally, we undertook a preliminary investigation in a
small range and a preliminary analysis of the measuring scale; according to the results
analysis and respondents’ feedback, we modified the semantics and wording of the
scale, determining the final questionnaire. The questionnaire uses a multiple projects
Likert scale method and a total of seven points (1 = “completely disagree” and 7

= “completely agree”).
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Data collection process

We used an online survey to collect data. All respondents were registered as
PPDai.com users. PPDai.com advised users of the survey and posted links on users’
main personal interface. Users who completed the questionnaire will get paid and
have an opportunity to participate in a draw. To exclude the interference of invalid
questionnaires, respondents were asked to supply their platform-registered account
identification and information from the borrowing list, interest rates, and bor-
rower’s credit rating. Questionnaire information that did not accord with the actual
information was invalid. We collected 205 valid questionnaires in total.

Descriptive statistics of data sample

Respondents in the data sample are mainly male (84.88 %) and relatively young (respon-
dents aged 21-25, 26-30, and 31-40 accounted for 29.76 %, 32.2 %, and 29.76 % of the
sample, respectively). Their education level is relatively high (those with college graduate
or undergraduate degrees accounted for 55.61 %), and those with a monthly income of
2000 yuan or above accounted for 77.08 %. Most respondents had used the lending plat-
form network within one year. However, there was a large distribution of usage rates:
those who had used it three times or less and 10 times or more accounted for 65.86 % and
22.93 %, respectively. Demographic characteristics of the sample and demographic charac-
teristics of all registered users of the site are roughly the same, which means that the sam-
ple is representative.

Results of the study

Measurement model

Before testing our hypotheses, we needed to test the reliability and validity of the vari-
ables used to construct the measurement model. This article uses a partial least squares
(PLS) structural equation modeling tool called SmartPLS 2.0 and the bootstrapping es-
timating method to calculate the load of each factor and the path coefficient.

Cronbach’s a value and composite reliability are used to analyze the reliability of the
constructing variables. In this article, the construction variable of o value is between
0.74 and 0.89, and the composite reliability value is between 0.85 and 0.92. They are all
greater than 0.7, thus we know that the reliability of the various construction variables
is very good.

Validity analysis includes two aspects: convergent validity and discriminant validity.
Convergent validity refers to the degree of correlation between the same constructs
across multiple indices. Scholars such as Gefen think that when the measurement indi-
ces corresponding to each factor of the construction variable are greater than 0.7, the
scale has good convergent validity (Gefen & Straub 2005). Fornell and Larcker think
that if the scale has good convergent validity, the construction of the variable of the
average variance extracted (AVE) should be greater than 0.5 (Fornell & Larcker 1981).
In this paper, the measurements of factors are all significantly above 0.7 (Table 1) and
AVE is between 0.65 and 0.75 (Table 2), showing that the measurement scale has good
convergent validity.

Discriminant validity refers to the degree of difference among variables, which can be
determined through the following measures: (1) the mean square root of AVE of the
construction variables is greater than the correlation coefficient between it and other
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Table 1 Cross-loading matrix

Perceived reputation  Information asymmetry  Information integrity ~ Trust ~ Lending intention

[tem 1 0.79 0.08 048 046 0.39
ltem 2 0.79 -0.01 0.54 0.52 047
ltem 3 0.86 -0.14 0.68 0.72 0.65
[tem 4 -0.05 0.85 -0.10 -026 -0.18
[tem 5 -0.07 0.72 -0.08 -013 -0
ltem 6 -0.02 0.84 -0 -025 -0.10
[tem 7 0.56 -0.08 0.84 0.58 0.58
[tem 8 0.64 -0.13 0.90 072 067
ltem 9 067 -0.11 0.90 0.70 0.70
ltem 10 058 -0.25 0.60 0.87 067
[tem 11 0.62 -0.32 067 0.90 0.66
ltem 12 067 -0.17 073 0.86 0.76
ltem 13 040 -0.14 057 0.57 0.80
ltem 14 055 -0.19 0.62 0.69 0.84
ltem 15 063 =0.11 0.66 0.74 0.87
ltem 16 055 -0.12 0.64 067 0.86

variables and (2) the measurement corresponding to the construction of variable factor
loading is greater than its factor loading on other variables. Our results show that AVE
mean square root of each value variable is significantly greater than its correlation coef-
ficient with other variables (Table 2). The measurement corresponding to variable fac-
tor loading is greater than its value in the other variable factor loading (Table 1).
Therefore, this paper effectively measures construction validity.

Because this study used the Likert scale method to measure respondents’ subjective
evaluations of the questionnaire items, data may subject to common method variance.
We put all the measured variables together to do a factor analysis, testing whether a
single factor could explain most of the variance. Data analysis shows that the first factor
explains only 21.97 % of the variance. This means there should be small chance of sig-

nificant homologous data errors.

Structural model

A structural model was used to test the relationship among constructs, verifying the ac-
curacy of our theoretical assumptions. The structural model contains two aspects of in-
formation: path coefficient and R*. The former shows the extent of the mutual

Table 2 Descriptive statistics and correlation coefficients of variables

Mean  SD. Alpha  CR AVE 1 2 3 4 5
1. Information asymmetry 436 1.00 074 085 065 081
2. Perceived reputation 438 092 0.75 0.86 0.66 0.06 0.82
3. Trust 4.34 0.97 0.89 0.92 0.75 -0.12 040 087
4. Lending intention 451 097 086 091 071 000 053 066 084

5. Information integrity 437 094 081 088 065 -088 065 058 060 080
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influence among variables; the latter indicates the degree of interpretation of endogen-
ous variables. Based on the research by Kim et al. (Kim et al. 2008), we used the least
squares method in this study. After setting up the structural model, path coefficient
and R* were calculated by the program automatically. The method does not need a big
sample size, and the results of the method are reliable. Therefore, it is widely used in
theoretical hypothesis testing. The path coefficient and R* are shown in Fig. 2. Per-
ceived reputation (b=0.34, p <0.05), information asymmetry (b =0.60, p <0.05), and
information integrity (b = 0.56, p < 0.05) significantly affect the lenders’ trust of the bor-
rowers, so Hypothesis 2, Hypothesis 4, and Hypothesis 5 gain support. Reputation, in-
formation integrity, and perceived information asymmetry explain 69 % of the variance
in the lenders’ trust. However, perceived information asymmetry is negatively affected
by perceived reputation (b = 0.33, p < 0.05). The effect of information integrity (b = 0.08,
p >0.08) is not significant, so Hypothesis 1 is supported, but Hypothesis 3 is not sup-
ported. Reputation and perception of information integrity explain 16 % of the per-
ceived information asymmetry variance together. Trust has a significant impact on
lending (b =0.51, p <0.05). The influence of perceived information asymmetry on the
willingness to loan is not significant (b = 0.07, p > 0.07); trust and perceived information
asymmetry together explain 70 % of the variance of the willingness to lend. Thus,
Hypothesis 7 is supported, but Hypothesis 6 is not supported.

Discussion and analysis

The results of this study show that trust has an impact on lending decisions. It is not
only a basis for traditional e-commerce but also for the online lending market. Trust is
influenced by reputation, perceived information integrity, and perceived information
asymmetry. The perception of information integrity has no significant influence on
perceived information asymmetry; it was surprising for us to find that perceived in-
formation asymmetry has no significant impact on the lending intention. The re-
sults show that trading behavior in the online lending market may not be
consistent with that in the traditional online shopping market.

The theoretical contribution of this paper is mainly embodied in the following as-
pects. First, the results of our research provide information that is valuable to
understand the nature of borrowing and mechanisms within the online financial
environment. Although there is a large amount of literature on trading behavior in
the online shopping environment, research that focuses on online financing behav-
ior, especially online lending, is limited. Research results shown in this paper dem-
onstrate that although borrowers’ personal information and reputation developed

-0.33*
Perceived Information

0.34%* »
-0.60 Lending Intention

0.08
v /
* %
Information Trust 051

0.56**

Fig. 2 Structural model. *p < 0.10, **p < 0.05
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through social networks will affect financing, under our country’s current market
environment, borrower reputation is important in determining a lender’s perceived
information asymmetry and trust, and information about personal characteristics
obviously has no influence on risk perception. The research results in this article
help us to better understand the laws of borrowing and subsequently provide bene-
ficial references to the research and design of the P2P online lending market.

Second, we discuss the relationship between perceived information asymmetry and
trading trust. Because network borrowing mainly happens between strangers, trust build-
ing is mainly based on the consideration of cost and benefit; therefore, the perceived in-
formation asymmetry is taken as the dependent variable of trading trust is reasonable.
Moreover, perceived information asymmetry does not impact lending intention signifi-
cantly, which shows that the online lending market and the online shopping market are
significantly different. This area requires further research.

Third, the results reveal the influence of borrower reputation on investing in the on-
line context. Although previous studies have shown that reputation has an impact on
lending behavior, there is little literature analyzing its intrinsic mechanism. Based on
previous research results, we can construct lending trust models and reveal the deci-
sion rules of lending behavior. Research shows that reputation is the core variable that
influences perceived information asymmetry and trust, and that this is the basis for the
lending transactions implemented.

Finally, the results reveal a decision-making rule specific to the Chinese market
and investment environment. The rapid development of online lending has caused
great interest, and there is a lot of literature to analyze and discuss its trading
laws. However, these studies mainly focus on the online lending market in devel-
oped regions such as Europe and the United States; there is little literature focus-
ing on developing countries, especially China. Because the European and American
markets and the Chinese market have different systems, cultures, and investment
environments, European and American market research conclusions are not applic-
able to the Chinese market, which requires careful verification. Therefore, the re-
search results in this article can help to improve and construct a theoretical
system for online borrowing under different cultural conditions. The article can
also provide empirical evidence for the research of other scholars in the field of
Internet financing.

The practical significance of this paper is mainly manifested in the following aspects.
First, the results showed that trust is a core factor affecting willingness to lend; thus,
enhancing the level of trust between borrowers and lenders is an effective measure to
improve trade efficiency. Perceived information asymmetry has an important influence
on trading trust, but its impact on the willingness to lend is not significant; the negative
influence of perceived information asymmetry can be offset by other factors (such as a
higher return on investment). Thus, relaxing lending market interest rate regulations is
helpful to promote the development of the market.

Second, the reputation developed through the borrower’s social network has an
important impact on the lending intention through its influence on perceived in-
formation asymmetry and transaction trust; therefore, constructing a good social
relation network has an important significance for promoting the market’s prosper-
ity. Although the platform design of the system and the measures to ensure safety
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also help to reduce the perception of information asymmetry, promoting lending
efficiency through social networks is often better. Under the circumstances of an
imperfect system design, the importance of reputation is more obvious. Therefore,
to increase the loan rate, borrowers not only need to provide more comprehensive
and detailed personal information but also need to accumulate reputations to en-
hance lenders’ confidence level. Moreover, online lending platforms should also
provide various functions to help users effectively foster their own reputations.

Finally, we find that information integrity has a significant influence on trust, but its
impact on perceived information asymmetry is not obvious. Post-interview results show
risks of investment from many aspects such as imperfect trading platform security sys-
tems and problems with illegality in online lending. These issues affect investors’ confi-
dence and feelings of security and will hinder the further development of the market.
To solve the above problems, the design of online lending platforms must be improved
to enhance security levels and introduce corresponding laws and regulations to regulate
trade behavior and clarify and explain the legitimacy of online lending.

This study has achieved some important results, but it has certain limitations.
First, the paper emphasizes on the influence of transaction trust and perceived in-
formation asymmetry as influenced by borrower reputation and the integrity of in-
formation. However, in the actual process of borrowing, there are many other
factors affecting lending intentions and loan trust (privacy protection, subjective
norms, trust tendency, etc.). To understand the online lending process in depth,
we suggest that more factors should be considered in future research. Second, the
results of this paper, which used a questionnaire, suggest that follow-up research
could include interviews, case studies, experimental studies, and other methods of
cross-validation with this paper, forming an evidence triangle so that the conclu-
sion can be more reliable. Finally, because people’s understanding of online lending
will continue to deepen, behavior will change with the changes in cognitive level
and in the environment; therefore, we recommend a longitudinal study of online
borrowing behavior so we can better grasp the evolution of the laws of P2P
lending behavior.

Conclusion

This article mainly studies the key factors of the online lending market that influence
trading intention from the perspectives of trust and information asymmetry. According
to the related literature on Internet finance and electronic commerce, we have built an
online lending behavior theory model. By doing an online questionnaire survey on
PPDai.com, we found that lending is mainly influenced by trust in the borrowers. Per-
ceived information asymmetry will affect trust, but it does not have a significant influ-
ence on lending intention; however, borrowers’ reputations and the information
integrity of loan requests have a significant impact on trust. These results indicate that
the investment behavior of the online lending market has unique characteristics; trad-
itional research in the online shopping-based e-commerce field is not completely ap-
plicable to the online lending market. The results of this study are helpful to construct
and improve theories about online lending behavior in different cultural environments,
and they can also provide other scholars with empirical evidence to do research in the
field of internet finance.
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