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Abstract: Internet finance experienced fast development in the 

world including China. With around 2000 internet finance 

companies currently operating in China there is extensive 

competitions among internet finance companies offering 

financial services to investors. The paper empirically 

investigates the determinants of internet finance companies 

performance based on 330 randomly selected sample data using 

a linear regression method based on one-month information 

collected from an online internet finance database. The findings 

show that the interest rate level, number of projects, and average 

loan periods play a significant role in the performance of 

internet finance companies. This investigation could help 

internet finance companies to adopt effective competitive 

strategies in order to enhance market performance and at the 

same time help individual investors to identify good performed 

companies from the internet finance market…. The joint efforts 

from both internet finance companies and individual investors 

will promote the development of internet finance in China and 

accelerate the revolution of China traditional financial system. 

 

Index Term: Internet finance, Firm performance, Operation 

information, China. 

I. INTRODUCTION 

With the advent of technology and competent software, 

today’s trend of doing business and commerce is no longer 

restricted to the traditional method. The widespread use of 

mobile devices, the accessibility of instant information, the 

diversity of social media platforms and various other 

technological advancements have created an interconnected 

world. With multiple search engines, business people and 

the lay person have access to many things including loans. 

The latest development in computing and telecom 

technologies have changed the financial landscape for 

businesses. Current loan transactions do not require clients 

to formally come to the bank of financial institution, fill in 

forms, provide the necessary evidence and then wait for 

weeks for the loan processing to be done. Consequently, it 

has changed the way the financial industry operates. 

Over the past decade more and more businesses have 

facilitated business transactions among individuals. Of the 

support provided to individuals, one of the most critical and 

innovative strategy to have emerged is internet finance. It is 

a type of financial assistance offered to the public via the 

internet or any IP network. Currently, it is closely observed 
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by governments, industries, investors, and researchers (Cai, 

Lin, Xu, & Fu, 2016; Dong, 2014; Moreira, 2016; Xu, 

2017). Internet finance is a new and innovative method for 

making financial transactions. This method bypasses 

conventional financial intermediaries as it connects 

borrowers and lenders directly (Yum, Lee, & Chae, 2012) 

thereby enhancing transactions and promoting commerce. 

Internet finance promotes transactions from peers to peers 

(P2P). The P2P form of lending or borrowing is considered 

one of the famous models of internet finance. In the internet 

environment, some websites run as platforms, providing 

financial services to lenders and borrowers. Through these 

websites, borrowers upload information to the website and 

lenders, based on the information of the borrowers and the 

platforms, make the decision on whether to lend money or 

not. 

Internet loans or lending originated in the United 

Kingdom which also created the first P2P lending company 

called Zopa in 2005. Following this, was the United States 

which founded its first P2P internet lending company called 

Prosper in 2006. The Lending Club was then founded in 

2007 and it is currently the largest P2P lending company in 

the USA. It accounts for approximately 80% of the P2P 

market share in the USA (Xu, 2017). However, the annual 

loan volume noted in 2014 was only several billion US 

dollars, despite being in existence for seven years. 

Nonetheless, in 2015, Lending Club issued US$8 billion of 

loans, doubling that of 2014 and by December of the same 

year, it was public listed on the New York Stock Exchange 

(NYSE).  

Meanwhile, the first internet finance platform that was 

established in China started in 2007. Since then, internet 

finance has increasingly acquired popularity and market 

recognition (Xinhua, 2017). Inspired by the internet lending 

platforms in the United States, the PPdai became China's 

first internet lending site in June 2007. This establishment 

was soon followed by other internet finance platforms such 

as Lufax, Hongling Capital, and Renrendai. The 

breakthrough innovations in information technology such as 

mobile communications, mobile payments, social 

networking, big data, and cloud computing since the launch 

of China’s first internet lending platform in 2007 has 

enabled China’s internet finance to flourish. In June 2013 

there was an explosive development of the internet finance 

across the country as exemplified by Yu’e Bao. At the same 

time, other internet finance platforms also burst into the 

scene, for instance Alibaba and 

JD.com, the online financial 

supermarket of Lufax, and the 
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P2P website represented by Renren Dai, and PP Dai, or the 

crowdfunding model of z.JD, and third party payments such 

as Alipay and Wechat pay. 

With the internet industry in China fast developing, more 

and more internet companies are paying attention to the 

financial market. These internet companies are trying to 

enter the financial market and compete with conventional 

banks. The rapid growth of internet services in China has 

had a profound impact on the traditional financial industries, 

and financial technology companies have expanded their 

business scope, moving from online payment systems to 

financial services (Shim & Shin, 2016). In recent years, 

internet finance has gradually transformed to become a 

cutting-edge system (Shim & Shin, 2016). A large number of 

competitors are already engrossed with the internet finance 

market of China. To remain competitive, these platforms 

have to develop competitive strategies in order to encourage 

investors and cash flows. Hence, this study aims at 

examining the factors influencing the market performance 

of internet finance platforms in China. 

The remainder of this study proceeds as follows. In section 

2, literatures related to internet finance and its contribution 

to SME financing in China are reviewed. Included in the 

section is the discussion on the theoretical framework used 

in the study and the hypothesis development. Section 3 

presents the methodology of this study while the results are 

discussed in Section 4. The final section presents the 

conclusion and further implications brought from this study.  

II. LITERATURE REVIEW 

The fast development of the internet finance has attracted 

researchers' attention. However, most of the researchers had 

focused on one dominated website such as LendingClub and 

Prosper (Gonzalez & McAleer, 2014; Serrano-Cinca, 

Gutierrez-Nieto, & Lopez-Palacios, 2015; Traci L. Mach, 

2014; Zott & Amit, 2010). Other studies  narrowly examined 

the relationship between internet finance platforms and 

conventional banks (Milne & Parboteeah, 2016; Zhu & 

Huang, 2014). In the context of China, the number of 

internet finance companies that exist today has overtaken 

that of the UK or the US market. Unlike the financial 

landscape of the UK and US where the internet finance 

market is dominated by large companies such as 

LendingClub and Prosper, the situation in China is slightly 

different. To date, China has around 2000 companies which 

offer internet finance in the market (Shih, 2018). These 

internet finance companies bring investment choices and 

financing channels to individual investors and Small and 

medium-sized enterprises (SMEs) borrowers. 

SMEs are one of the many essential elements that help a 

country’s economy to expand and grow. These enterprises 

are important; they offer business opportunities as well as 

provide employment (Ayyagari, Beck, & Demirguc-Kunt, 

2007; Burgstaller & Wagner, 2015; D’Imperio, 2012) both 

of which can stimulate economic growth. . These SMEs 

remain to be the key factor driving competitiveness, growth, 

innovation, and employment for many countries especially 

for European nations where large corporations had to 

downsize their workforce due to European sovereign debt 

crisis of 2011-2013(Moreira, 2016). Despite their 

contributions, SMEs face challenges in meeting their growth 

and expansion plans. For instance, SMEs find it difficult to 

access external financing supports, a general problem faced 

throughout the world (Burgstaller & Wagner, 2015; Falkner 

& Hiebl, 2015; Lavia López & Hiebl, 2015). There are many 

reasons for this hindrance which will be further discussed 

below. The fact remains that without access to financial 

support, the financial situations of SMEs will be badly 

affected since they require external financing to support their 

investments, and this can hinder the economic development 

of the country (Ferrando & Mulier, 2015; Prelipcean & 

Boscoianu, 2014).  

Even though the economy in China has been thriving in 

the past few years, its financial services are still lacking in 

many areas, one of which is that China’s financial services 

are severely undersupplied (Xu, 2017). Undoubtedly, large 

companies, especially state-owned enterprises (SOEs) have 

no problems when it comes to financial support because 

these companies have access to a relatively adequate supply 

of external finances. Banks seem to think that these large 

companies are more reliable and trustworthy because their 

operations are more transparent hence making it easier, 

presumably, for lenders to identify the lending risks involved 

(Yin & Liu, 2016). Conventional financial institutions 

usually prefer large companies and China’s financial system 

is designed for large companies (Elliott & Yan, 2013). Thus, 

this practice puts SMEs and micro-enterprises at a 

disadvantage; they would generally experience difficulties in 

accessing some inroads for external finances at a reasonable 

cost. 

From the perspective of China, SMEs are gaining much 

importance particularly in the private sector. Its expansion 

in the market suggests that SMEs are becoming the main 

driver of China’s economic growth (Lin, 2007). According 

to China Statistical Yearbook, SMEs account for 97.9% of 

the total number of enterprises in 2015i. Their presence in 

the economic market is so valuable that it contributes to 58% 

of China’s GDP, and Statistics also indicate that SMEs 

account for 68% of the imports and exports of the countryii.  

Like other developing countries with SMEs, China also 

share similar challenges. For instance, its SMEs experienced 

lower penetration rates of financial services when compared 

to industrialized nations (Honohan & King, 2009). Relevant 

to this, Jing (2014) reported that 89% of the SMEs in China 

have difficulties in fulfilling the requirements of banks in 

order to qualify for loans. This is traced to their problem with 

being able to provide adequate collaterals that banks require 

as a common practice of traditional Chinese banking models 

(Kshetri, 2016; Wildau, 2015). This impediment can be 

phenomenal in limiting the growth of SMEs and their 

contribution to world economy. As is realized, a country’s 

economic growth is dependent on the exuberance of its 

industries. For an industry to be active, financial 

accessibility and affordability is 

necessary.  
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Conventional loans and internet finance loans differ in a 

number of ways. While conventional loans are attached with 

numerous conditions, it appears that internet finance holds 

lesser restrictions. SMEs borrowers will benefit from 

internet finance and get financing support from internet 

finance companies. In the internet finance market, internet 

finance play the role like banks that absorb cash investment 

from individual investors. The internet finance platform 

lends money to those who need funds and then transfers the 

creditor’s rights into small projects with different 

combination of interest rate and period for the individual 

investors. In this transfer process, internet finance platform 

can satisfy the needs for both borrowers and investors. 

Internet finance favours investors because the yields that 

individual investors gain are higher comparatively. Since 

the internet finance is operated via an online platform there 

is a lot of competition among internet finance platforms 

offering their financial services to investors and borrowers. 

In this regard, these internet finance platforms need to 

develop their own competitive strategies so as to be able to 

conduct their businesses. Then they need to strengthen their 

position as lenders through the support of the government 

since they are also helping the economy of the country to 

grow. Further to this, to encourage more investors and more 

cash flows, internet finance companies adopt competitive 

strategies based on interest rate, loan periods and number of 

projects. With internet finance becoming a trend in today’s 

world, the healthy development of internet finance would 

benefit not just individuals but also the nation.  

A. Theoretical framework and hypothesis 

development  

The underlying theory used in this study is competitive 

strategy which refer to the positions companies take in trying 

to gain a competitive advantage over its competitors in the 

market (Porter, 1980, 1985). Through developing these 

competitive and strategic activities, companies aim to 

improve their consumer base and also increase their product 

or service quality. The company’s competitive strategy is 

affected by the company's resources and capabilities. The 

more the resources, the stronger the company’s ability to 

gain a competitive advantage. Applying the competitive 

strategies theory, the long term above-average performance 

of firms comes from two fundamental forms: low cost or 

differentiation (Porter, 1980, 1985). Lower cost would mean 

that companies gain more profits by selling their products or 

services at a lower cost than their competitors. However, a 

company’s low-cost position may reduce the firm's ability to 

influence prices. Low interest rates on conventional bank 

savings motivated individuals to participate as investors in 

the internet finance market (Bruton, Khavul, Siegel, & 

Wright, 2015). A large number of competitors are already 

engrossed with the internet finance market of China. The 

internet finance companies offer a high interest rates (Wahid 

& Rehman, 2014). To remain competitive, some of these 

platforms offer very competitive interest rates which can fuel 

the competition even more. Without doubt, the interest rates 

provided by the internet finance companies have a direct 

influence on investors’ yields. The interest rate is an 

important factor for investors when make investment 

decision. In the low cost strategy, when the internet finance 

company running with low-cost it can provide high interest 

rate for investors. The high interest rate can attract more 

investors and encourage more cash flows that will enhance 

the company performance. Hence, it is reasonable to 

hypothesize that: 

H1: There is positive relationship between the interest rate 

offered for investors and the firm performance of internet 

finance companies in China.  

Meanwhile, product differentiation strategy can be a 

competitive advantage tool adopted by organizations in 

order to provide products that satisfies individual investor’s 

needs. Differentiation refers to the instance where a 

company takes a differentiated position to introduce more 

oligopoly (less competitive) but as before, this too may 

impact on firm prices (Ortega, 2010). In satisfying 

individual investor’s needs, quality has become a major 

differentiating factor among products (Shammot, 2011). It is 

argued that product differentiation fulfills customers need 

and involves tailoring the product or service to the customer 

(Kavale, Mugambi, & Namusonge, 2016). As a result, 

customers are willing to pay more for products that cater to 

their individual size, taste, style, need or expression. Hence, 

product differentiation is an important determining factor 

for achieving competitive advantage. In the internet finance 

environment, the differentiation strategies is made through 

the various investment choices provided for individual 

investors. Factors such as loan period and number of loan 

projects make difference between one internet finance 

platform to others. The first factor, i.e. loan periods, would 

test for investment periods preference of the investors (i.e. 

short-term vs. long-term period) while the second factor, i.e. 

the number of loan projects relate to the investment choices 

provided to investors. Therefore, our second and third 

hypotheses could be summarised as follow:  

H2: There is a positive relationship between the loan periods 

for investors and the firm performance of internet finance 

companies in China;  

H3: There is positive relationship between the number of 

loan projects and the firm performance of internet finance 

companies in China. 

 

Figure 1. Theoretical framework 

 
The figure 1 above is the theoretical framework. Based on 

the theoretical framework, the regression equation is 

illustrate below: 
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Firm performance = b0 + b1IR + e 

Firm performance = b0 + b1LP + e 

Firm performance = b0 + b1NP + e 

IR=Interest rate; LP=Loan periods; NP=Number of projects  

III. RESEARCH METHODOLOGY  

This study seeks to investigate how three factors, i.e. loan 

periods, the number of projects, and interest rates influence 

the performance of China internet finance companies. The 

performance of these companies are measured based on the 

number of investors and total transaction. Secondary data 

was used in this study where data was collected from a 

third-party website “wangdaizhijia” which provides 

information on internet finance platforms. At the end of 

December 2017 there are 1863 internet finance companies in 

Chinaiii. Due to constant daily changes of its number, this 

study used a sample investigation of internet finance 

companies at one point data acquired in July, 2018.  

Meanwhile, the sample of this research is calculated by using 

Taro Yamane (Yamane, 1973) formula with 95% confidence 

level. The calculation formula of Taro Yamane is presented 

as follows. 

n=  

Where ： n= sample size required  

N = number of people in the population  

e = allowable error (%) 

n=  

n=329.30 

Following the Yamane calculation above the sample size of 

our study is rounded to 330 internet finance companies.  

Table 1 below summarizes the measurement of all variables 

used in the study.  

Table 1. Measurement of all variables 

Variables  Notations Definition 
Data 

Source 

Total 

Transactions 

Total 

Transactions 

(10k RMB) 

This is the 

total 

transaction 

volume of an 

internet 

finance 

company in a 

month, 

measured as 

10,000 

Chinese Yuan 

(RMB).  

Third-party 

database 

Number of 

Investors 
Investors 

This is the 

total number 

of investors 

participate in 

an internet 

finance 

company in a 

month.  

Third-party 

database 

Interest Rate 
Interest Rate 

(%) 

This is the 

interest rate 

for investors 

as returns 

expected.  

Third-party 

database 

Loans periods 
Loans periods 

(month) 

The average 

loan period 

for projects in 

an internet 

finance 

company.  

Third-party 

database 

Number of 

Projects  
Loan Projects 

The total 

number of 

loan projects 

issued by an 

internet 

finance 

company in a 

month.  

Third-party 

database 

Following prior studies, the dependent variables i.e. 

performance of internet finance companies are calculated 

using: total transactions (Bhagat, Carey, & Elson, 1998) and 

number of customers  (Ittner & Larcker, 1998). In this study, 

individual investors are the main customers of the internet 

finance companies. Meanwhile, there are three independent 

variables used in this study: interest rates; loan periods and 

number of projects. The interest rate is measured as the 

interest rate offered to investors where significant changes in 

price and total transactions are observed (Michels, 2012). 

The high or low interest rate will directly influence the 

returns to investors. Meanwhile, Bodenhorn (2003) has 

applied loan periods as measures in lending market research 

calculated as the average loan period for projects in an 

internet finance companies. On the other hand, the number 

of projects reflect the investment choices provided by an 

internet finance company to individual investors. As 

asserted by Michels (2012), a large number of projects will 

generate large amount of transaction volumes. 

Meanwhile, the data for this study was analyzed using 

exploratory data analysis (EDA) and SPSS linear regression. 

The EDA enables the basic characteristics of the research 

data to be exposed through descriptive statistics including 

sample means and the maximum, and minimum values. In 

addition, SPSS linear regression has been used to explore the 

linear relationship between independent variables and 

dependent variables. For this study the dependent variables 

are number of investors and total transaction while the 

independent variables are interest rates, average loan 

periods, and number of loan projects.  

IV. RESULTS AND FINDINGS 

Table 2 below presents the descriptive statistics for the 

study.  From the table, Total Transactions has a mean value 

of 39845.1699 with minimum and maximum values of 

1602.74 and 1043081.35 respectively. This shows that the 

data point of the dependent 

variable is sparsely scattered 
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around the mean suggesting high variability and variance. 

Meanwhile, Investors has a mean value of 13795.15 with 

minimum and maximum values of 10 and 664841. On the 

other hand, Interest rate has a mean value of 10.51% with 

minimum and maximum values of 5.21% and 19.47% while 

the average loans periods has a mean value of 7.7052 with 

minimum and maximum of 0.29 and 39.32. As for the loan 

projects, the variable has a mean value of 143620.03 with 

minimum and maximum of 28 and 17,147,617 respectively. 

In summary, the descriptive statistics shows that data point 

of this variable is closely clustered around the mean 

implying that there is little variation and less error in the 

distribution of the data.  

Table 2: Descriptive Statistics 

Variables 
Minimu

m 

Maximu

m 
Mean 

Total Transactions(10k 

RMB) 
1602.74 

1043081.

35 

39845.16

99 

Investors 10 664841 13795.15 

Interest Rate (%) 5.21 19.47 10.5152 

Average Loans 

periods(month) 
.29 39.32 7.7052 

Loan Projects 28 
1714761

7 

143620.0

3 

Table 3 and 4 below present the regression results for our 

estimated model based on the two measures of firm 

performance: Total Transaction and the Number of 

Investors.  

Table 3: Regression analysis results on Total Transaction 

 
Standardized 

Coefficients (β) 
 

Interest Rate (%) -.157 .000 

Average Loans 

periods(month) 
.177 .000 

Loan Projects .518 .000 

Dependent Variable: Total Transactions (10k RMB) 

As evident in Table 3 above, the coefficients of the 

individual explanatory variables are all statistically 

significant at 5%. The determinant interest rate (H1) has a 

significant influence on Total Transactions with a negative 

effect on Total Transactions in China internet finance 

market. Meanwhile, the determinants of loan periods and the 

number of projects (H2 and H3) both have a positive and 

significant influence on Total Transactions. Therefore, it 

can be argued that loan period and the number of projects 

both have positively influence the performance of internet 

finance market in China. Meanwhile Table 4 below shows 

that the coefficients of the individual explanatory variables 

are all statistically significant at 5%. For example, Interest 

rate (H1) has a significant influence on number of investors. 

We argue that interest rate has a statistical significant 

negative effect on number of investors in China internet 

finance market. Meanwhile, both the loan periods (H2) and 

loan projects (H3) has a positive and significant influence on 

number of investors. Therefore, in the similar argument with 

Total Transaction earlier, we found that both loan periods 

and loan projects positively influence the performance of 

internet finance market in China. 

Table 4: Regression analysis results on number of investors 

 
Standardized 

Coefficients (β) 
 

Interest Rate (%) -.101 .001 

Average Loans 

periods(month) 
.170 .000 

Loan Projects .772 .000 

Dependent Variable: Investors 

The results shown in the above is consistent with (Klafft, 

2008) and uphold the argument brought forward in the 

competitive strategies theory. This indicates that the interest 

rate in internet finance market is a significant factor 

considered by investors. Previous studies also indicated that 

some investors in the internet finance market were unable to 

generate acceptable returns with their investments due to a 

high number of loan defaults (Kredite, 2007; Rose, 2007). 

On the other hand, the results on loan projects are consistent 

with the study of Mollick (2014) who identified that the 

number of project to be one of the factor driving the success 

of internet finance companies. In this study, the project-level 

factors used are average loan periods and number of loan 

projects. The project-level factors assume that investors are 

given various projects to choose based on their investment 

preference. The number of projects comes from the 

combination of period and interest rate. As internet finance 

companies provide more projects, investors will be attracted 

by the more choices and generate higher total transactions.. 

Our results on firm strategies adopted by the internet finance 

companies in this study are consistent with earlier studies 

which found that total transactions positively related to the 

differentiation  strategy but negatively related to the 

cost-leadership strategy, i.e. interest rate (Fernando, 

Schneible, & Tripathy, 2016).  

V. CONCLUSION  

China has long been recognized as the country with a 

weak financial system due to its long term poor institutional 

system. In recent years, however, new players have joined 

the Chinese financial market, gradually transforming the 

traditional borrowing and lending system of the country. 

With the proliferation of the information and 

communications technology ecosystem, the Chinese 

financial industry has undergone rapid growth, and the trend 

of internet finance has just emerged to challenge the offline 

financial system of the country (Shim & Shin, 2016). 

Meanwhile, SMEs play an important role in the 

development of a nation’s economic growth and the scenario 

in China is no different. To accelerate the roles of the SMEs 

in China, financing must be made easier and more 

convenient for these companies. Since China’s conventional 

banking industry has not been very supportive of SMEs, 

there has been a gap in how SMEs conduct businesses. The 

lack of support from conventional banks hinder SMEs from 

access to adequate financial to 

develop their business further. 
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Therefore, the emergence of internet finance would help 

SMEs to resolve their financial woes and further encourage 

the development of SMEs thereby contributing to China’s 

economic growth. This study provide evidence that the two 

key determinants of internet finance companies performance 

are average loan periods and loan projects. Hence, internet 

finance companies could focus on these determinants in 

order to enhance their performance. However, our study 

revealed that interest rate has a negative effect to 

performance of internet finance companies. This implies 

that investors do not give return consideration when make 

investment decisions. The negative result from this study on 

interest rate relate to internet finance companies 

performance reflect the risk concern of the investors. With 

internet finance fast gaining popularity, there may also be 

some problems which can cause huge losses for borrowers 

and lenders. Undoubtedly, platforms which have good 

performance will attract larger numbers of users thereby 

generating large volumes of transactions. Nonetheless, such 

types of good performance do not mean that there is an 

absence in risks for investors. This is because those factors 

causing internet finance platforms to default are still 

unclear. More studies to be conducted to address the 

inadequacy. The risk may be the other reason that investors 

care when participate in internet finance in China and the 

risk factor could be considered in the further research. 

As with other research, this study has several limitations. 

First, this study focused only on 330 internet finance 

companies compared with total 1863 internet finance 

companies in the market of China. The results from these 

330 internet finance companies may not reflect the whole 

situation of internet finance companies in China. Second, 

this study only uses one point data, however, we argue that 

our results have demonstrate the impact of competitive 

strategies employed by internet finance companies on their 

performance. Thirdly, only three main factors investigated 

from the operation information of internet finance 

companies. Hence, we suggest that future studies should also 

include more factors and data collections over a long-term 

period in order to provide a comprehensive analysis on 

factors influencing firm performance of internet finance 

companies. Future studies could also explore the reasons that 

leading negative interest rate to firm performance of internet 

finance companies.  
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