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Abstract

Chinese consumer finance has been booming recently, especially since 2014.
However, research on this topic is scant. This study presents an updated analysis,
providing original, significant contributions for academics, investors, and
policymakers. We explore five perspectives: (1) macroeconomics: policies adopted
by the Chinese government to enhance economic growth through promoting
personal consumption; (2) financial market: China’s different types of consumer
finance institutions and their financing; (3) consumers: improvements in financial
inclusion and consumer protections; (4) regulations in the context of supply-side
structural reforms; and (5) potential areas for future academic research.

Keywords: Consumer finance, Consumer credit, Consumption, Licensed
consumer finance company, Internet finance, Asset-backed security (ABS), Peer-
to-peer (P2P)

Introduction
The Chinese consumer finance market has been booming recently. For example, as of
January 2019, the outstanding balance of Chinese consumer loans," excluding mortgages
and auto loans, was RMB9.3 trillion (about USD1.4 trillion), compared to just RMB3.5
trillion in January 2015 (about USD563.1 billion). The compounded annual growth rate
was 27.4% for 2015-2019. At the same time, many Chinese consumer finance companies
have chosen to be listed publicly to help finance business expansions: There were only
two Chinese consumer finance companies listed in the United States initially (one in
2010 and the other in 2014), but six more were added in 2017 and another five in 2018.>
However, consumer finance remains relatively new to the Chinese market. Although
Chinese commercial banks began providing consumer loans in 1987, the services
remained immature for the first decade. In 2009, the China Banking Regulatory Commis-
sion (CBRC; now the China Banking and Insurance Regulatory Commission, CBIRC)
issued the Pilot Management Measures for Consumer Finance Companies (CBRC 2009),
signaling the start of the consumer finance industry in China. After a few years of steady

This definition of consumer loans (i.e., excluding mortgage loans and auto loans) comes from Pilot
Management Measures for Consumer Finance Companies (2009) and Pilot Management Measures for
Consumer Finance Companies (2013). In this study, consumer finance mainly means consumer loans, that is,
the borrowing and credit side of consumer finance.

Source: Wind, People’s Bank of China. The People’s Bank of China only started publishing consumer loan
data in 2015.
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development, since 2013, driven by government policies and the development of e-
commerce and Internet technology, the Chinese consumer finance market has been de-
veloping rapidly. Figure 1 shows the size of Chinese consumer loans excluding mortgages
and auto loans, the growth, and the ratio of consumer loans to total RMB loans.

Figure 1 shows that as of April 2019, the size of Chinese consumer loans was RMB
9.4 trillion (equivalent to USD1.4 trillion). Although the growth slowed down some-
what since then, it is still growing at a rate of 20% on a year-over-year basis. As of April
2019, consumer loans accounted for around 6.6% of all Chinese banking sector RMB
loans. However, this consumer loan data does not include peer-to-peer (P2P) or other
Internet-based consumer loans which have been estimated to be at least RMB 2 trillion
(China International Capital Corporation 2018).

Campbell (2006) defined household finance as how households use financial instru-
ments to attain their objectives. More broadly, Tufano (2009) argued that consumer
finance is the study of how institutions provide goods and services to satisfy the finan-
cial functions of households, how consumers make financial decisions, and how gov-
ernment actions affect the provision of financial services. Tufano (2009) also argued
that the main reason consumer finance has received so little attention in business
schools and mainstream economic departments is that consumer finance is inherently
multidisciplinary, involving not only finance and economics but also psychology, soci-
ology, industrial organization, and the law. Tufano (2009) identified four primary and
necessary functions of the consumer finance sector: moving funds, managing risk,
advancing funds from the future to today, and advancing funds from today until a later
date. Guiso and Sodini (2013) provided an overview of the most recent advances in the
theory and evidence of how households achieve their objectives through financial mar-
kets. Badarinza et al. (2016) explored the features of household financial systems in
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different countries, how they change over time, and the possible determinants and
consequences of these international differences. In terms of the Chinese market,
Oxhorn (2012) offered the first scholarly overview of the Chinese consumer finance
industry, stating that would be impossible for China to liberalize its consumer finance
system. However, Chinese consumer finance has now attracted substantive attention
from consumers, financial institutions, investors, and government and regulatory
authorities. This study presents an updated analysis of this booming market.

The structure of this paper is as follows. Section 2 evaluates Chinese consumer
finance from the perspective of macroeconomics, including its role in enhancing
consumption and economic growth. Section 3 is from the perspective of financial
market, including the market players and financing. Section 4 is from the perspec-
tive of consumers. Section 5 addresses the perspective of government and regula-
tory authorities. Section 6 discusses areas for future academic research. Section 7

provides conclusions.

Macroeconomic perspective

The Chinese consumer finance market has a strong background in macroeconomics.
After the stimulus programs launched during the global financial crisis of 2008-2009,
China’s economic growth rate declined continuously, to 6.4% in Q1 of 2019 (see Fig. 2).
As argued by Liu (2018a), the change in China’s growth trends reflected both cyclical
and structural problems, but mainly structural ones. The main reason lies in its poten-
tial GDP growth rate.

From the supply-side viewpoint, the potential GDP growth rate is determined by
three factors: labor, capital, and total factor productivity. First, China’s ongoing transi-
tion from a relatively young workforce to a more elderly population has affected
China’s demographic dividend. Second, much evidence shows that China has been
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overinvesting in many sectors (in fact, reducing overcapacity is a key task for the Chinese
government from 2016 to 2020). That is one reason why fixed-asset investment growth
has been declining continuously as well (see Fig. 2). Third, as the surplus labor force has
become gradually absorbed by the expansion of secondary and tertiary sectors, mass labor
migration has slowed, and the opportunity to enhance resource allocative efficiency has
narrowed.

One possible solution is to transform the Chinese economy to follow a consumption-
driven growth path, and this has been widely discussed by scholars such as Lardy
(2016). However, Liu (2018b) reviewed China’s three types of consumption data—i.e.,
GDP approach, survey data, and retail sales data—and found that all have shown a
declining growth recently. Based on the retail sales data during Q1 2012-Q4 2017, Liu
(2018b) found that disposable income has played a significant role in consumption
growth. However, China’s disposable income growth has been generally sluggish since
2009 (see Fig. 2). The question remains whether consumption will play a main role in
driving China’s future economic growth.

Under such conditions, promoting consumption through ways other than improving
disposable income—for example, through consumer finance—provides potential solution.
Evidence shows that consumer loans are closely associated with retail sales. Figure 3
shows the rolling correlation coefficients between consumer loan growth and retail sales
growth between February 2016 and April 2019. As can be seen from Fig. 3, a 0-m lag
means that the lag between the dates of consumer loan growth and retail sales growth is
zero; a 1-m lag means that consumer loan growth was 1 month ahead of retail sales
growth; and 2-m lag means that consumer loan growth was 2 months ahead of retail sales
growth. The correlation coefficient in October 2017 measures the correlation between
consumer loan growth and retail sales growth between February 2016 and October 2017
(because of the spring festival effect, China’s National Bureau of Statistics does not publish

January retail sales data).
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Fig. 3 Rolling correlation coefficients between consumer loan growth and sales growth (February 2016-
April 2019). Source: Wind; the People’s Bank of China; National Bureau of Statistics
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Figure 3 shows that the rolling correlation between consumer loan growth and retail
sales growth has been growing stronger. The most recent data show that this correl-
ation was strong: 0.83 for the 0-m lag in April 2019; 0.77 for the 1-m lag in March
2019; and 0.73 for the 2-m lag in February 2019. It is reasonable to conclude that

Chinese consumer finance contributed significantly to economic growth.

Consumer finance: a financial market perspective
In this section, two issues are discussed: the players in China’s consumer finance market

and their way of financing.

Market players
In China’s consumer finance market, there are three main types of players: commercial banks,

licensed consumer finance companies, and Internet-based consumer finance platforms.

Commercial banks

First, we will discuss commercial banks (mainly joint-stock commercial banks and
urban commercial banks).?> The development of commercial banks’ consumer finance
offerings has mainly been driven by changing operational environments (Tsinghua Uni-
versity 2019). For example, after the interest rate liberalization of 2015 (Liu 2017),
Chinese commercial banks faced greater challenges when dealing with corporate and
institutional clients. Additionally, Chinese commercial banks’ nonperforming loan
(NPL) ratio rose from 0.9% in Q3 2011 to 1.8% in Q4 2018. Finally, according to the
Administrative Measures for the Capital of Commercial Banks (for Trial Implementa-
tion) (CBRC 2012), the risk weight for corporate loans was 100% while only 75% for
personal loans, meaning that more corporate loan businesses would exert more
pressure on the capital adequacy indicator.

Commercial banks provide consumer finance services mainly through credit cards
and consumer loans.* Accordingly, commercial banks mainly expand their consumer
finance businesses by issuing more credit cards and more consumer loans. The number
of credit cards issued in China increased from 143 million in 2008 to 455 million in
2014, and the number of credit/debit cards issued increased from 433 million in
Q2 2015 to 711 million in Q2 2019.> At the end of Q4 2018, the total credits pay-
able from credit cards was RMB 6.85 trillion; just 10 years ago, the figure was just
RMB 245.8 billion, making the compounded annual growth rate from 2008 to 2018
45.8%.° Consumer loans also expanded, primarily in the form of diversified con-
sumer loan products, following the upgrades in financial technology. Commercial
banks dominate the Chinese consumer finance market.

Commercial banks have their own advantages in the consumer finance market—low

cost of capital, a large pool of clients, numerous branches, and mature risk management

*The five largest banks in the Chinese banking system are these: Industrial and Commercial Bank of China,
China Construction Bank, Bank of China, Agricultural Bank of China, and the Bank of Communications. In
addition, there are 12 mid-sized joint-stock commercial banks, 133 small urban commercial banks, and over
2000 very small rural commercial banks and credit unions. There are three policy banks: Agricultural Devel-
opment Bank of China, China Development Bank, and Export—Import Bank of China (Liu 2018c).

“It includes mortgage loans (not considered in this study) and credit consumer loans. Generally, consumer
loans refer to credit consumer loans in this study.

®Source: Wind

®Source: Wind
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practices—but they have disadvantages as well. For example, their threshold of consumer
loans is higher than those of licensed consumer finance companies and Internet-based

consumer finance platforms.

Licensed consumer finance companies

In China, a licensed consumer finance company is a nonbanking financial institution
that has been approved by the CBIRC; has its business operations under comprehensive
supervision of the CBIRC; and specializes in the personal consumer loan business. Li-
censed consumer finance companies can absorb deposits from shareholders, borrow
from China’s interbank market, and issue financial bonds (after approval). However,
they also must strictly operate within the scope defined by the Pilot Management Mea-
sures for Consumer Finance Companies (CBRC 2013). This can place licensed con-
sumer finance companies at a disadvantage compared with others—especially Internet-
based consumer finance platforms. Compared with commercial banks, licensed con-
sumer finance companies issue smaller loans but can issue them quicker and with
lower collateral requirements.

Consumer finance companies provide consumer loans mainly in two ways: (1) cooper-
ation with merchants in the consumer finance business and loans directly paid to
merchants that provide goods or services to consumers; and (2) direct loans to consumers.
The first loan type mainly covers personal durable consumer goods such as household
appliances, electronic products, and other durable consumer goods (excluding houses and
cars). The second loan type covers personal uses and services, such as travel, weddings,
education, renovations, and the like. Regardless of loan type, consumer finance companies
that offer a combination of online and offline models are generally more competitive.

As of June 2019, there were 25 licensed consumer finance companies, including one
in the process of approval (see Appendix Table 1). In accordance with the Pilot Man-
agement Measures for Consumer Finance Companies (2013) (CBRC 2013), they have
both main shareholders and general shareholders: Main shareholders must hold at least
30% of the shares and the total assets of the main shareholders’ from the previous finan-
cial year must not less than RMB60 billion Among those 26 licensed consumer finance
companies, at least 20 had commercial banks as their main shareholders. The largest con-
sumer finance company by registered capital in June 2019 was Home Credit Consumer

Finance.

Internet-based platforms

Internet-based platforms provide consumer finance products and services online. They
generally do not have consumer finance licenses or any licenses at all although some
own microloan licenses. These companies can be divided into three categories: e-
commerce platforms, vertical installment online platforms, and online microloan
platforms. China’s e-commerce platforms include JD.com (NASDAQ: JD), one of two
massive Business to Customer online retailers in China by transaction volume and
revenue, a member of the Fortune Global 500, and a major competitor to Tmall (run
by Alibaba Group). Advantages enjoyed by e-commerce platforms include almost zero
cost for obtaining customers and more efficient risk-management practices thanks to
the availability of massive transaction data. China’s vertical installment online platforms
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include Qudian (NYSE: QD), which targets college students and young white-collar
workers buying laptops, smartphones, and other consumer electronics, and various
other vertical platforms with niche positioning such as tourism, education, medical
cosmetics (e.g., plastic surgery, dermatology, and cosmetic dentistry, etc.), housing, and
so on. The advantages enjoyed by vertical installment online platforms are the depth
and breadth of their access to specialty knowledge in a specific area, but they have the
disadvantage of lacking historical transaction data for credit assessment. An example of
China’s online microloan platforms is Yirendai (NYSE: YRD). Compared with other
consumer finance providers, online microloan platforms have higher capital costs,
smaller customer pools, and less access to transaction data, so they mainly position
themselves as providers of cash loans and microloans, and charge much higher interest
rates.

As argued by CCWE (2019), Internet-based platforms have improved the efficiency
of consumer finance by digitalizing the overall process. E-commerce platforms could
further improve their efficiency by better integrating their own sales channels, and ver-
tical installment online platforms could improve their efficiency by performing more
detailed analyses in their vertical fields. For online microloan platforms, the major risk
comes from regulation and the conflict between the need to expand and compliance

risk.

Financing

Capital can come from many sources. Commercial banks have the lowest capital costs
because they rely mainly on deposits. According to the Pilot Management Measures for
Consumer Finance Companies (2013) (CBRC 2013), in addition to registered capital, li-
censed consumer finance companies can rely on shareholder deposits, interbank bor-
rowing, borrowing from onshore financial institutions, issuing financial bonds, and
other ways that need prior approval from the CBRC (now CBRIC). Furthermore, the
interbank borrowing cannot be more than 100% of their net capital. The e-commerce
platforms rely mainly on registered capital and issuing asset-backed securities (ABS), as
do the vertical installment online platforms. The online microloan platforms mainly
reply on P2P, making its cost of capital the highest.

Shareholder capital

The total registered capital for the 26 licensed consumer finance companies was RMB
28.2 billion (equivalent to around USD 4.3 billion”) in April 2019. Furthermore, based on
an incomplete list compiled by Bairong, Inc. and Tsinghua University of entities with in-
vestments of more than RMB100 million in the consumer finance industry, the invest-
ments during 2015-2017 totaled at least USD1.6 billion.® Moreover, many companies
chose to finance their domestic expansion through public offerings. Between 2010 and
May 2019, there were 14 Chinese consumer finance companies listed in the United States,
and the total proceeds from IPOs were USD1.64 billion (see Appendix Table 2).

"The average exchange rate between 2014 and 2018 for RMB and USD was 6.50.
The average exchange rate between 2015 and 2017 for RMB and USD was 6.56.
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Financial bonds

Financial bonds are securities issued by financial institutions in China’s national
interbank bond market. Although the Pilot Management Measures for Consumer
Finance Companies (2013) (CBRC 2013) stipulated that licensed consumer finance
companies could issue financial bonds, doing so still requires approval from regula-
tory authorities. According to the Administrative Measures for the Issuance of Fi-
nancial Bonds in the National Inter-bank Bond Market (PBOC 2005), issued by the
People’s Bank of China (PBOC; China’s central bank), the criteria for issuing finan-
cial bonds have not yet been worked out for financial institutions other than policy
banks, commercial banks, and corporate group finance companies. Therefore, issu-
ing financial bonds to raise capital to finance consumer finance companies’ expan-
sion still occurs on a case-by-case basis. As of June 26, 2019, there were only three
financial bond issuances from consumer finance companies: two from Bank of
China Consumer Finance (one for RMB2 billion in 2016 and one for RMB1.5 bil-
lion in 2018) and one from Home Credit Consumer Finance (an RMB2 billion is-
suance in 2019).

ABS At present, there are three types of ABS related to consumer finance. The first is
credit card-backed securities, which are mainly issued by various commercial banks. As
of June 26, 2019, proceeds from ABS issues totaled RMB261.3 billion. The second type
of ABS is consumer loan-backed securities, which are mainly issued by licensed con-
sumer finance companies and some commercial banks. The Pilot Management Mea-
sures for Consumer Finance Companies (2013) (CBRC 2013) stipulated that licensed
consumer finance companies could operate other businesses that had been approved
by the CBRC (now CBIRC). Regarding the financing sources, recently licensed con-
sumer finance companies are now approved to issue consumer loans-backed securities.
As of June 26, 2019, proceeds from consumer loans-backed securities totaled RMB70.7
billion. The third type of ABS is microloan-backed securities. The reason for distin-
guishing microloans from consumer loans is that issuing them requires different
licenses. The microloan license is issued by provincial regulatory authorities but under
stricter restrictions on leverage than those governing consumer finance companies. For
example, according to the Guiding Opinions on the Pilot Operation of Small-Sum Loan
Companies Pilot issued by the (CBRC and the PBOC 2008), the balance of a microloan
company’s borrowing from banking financial institutions cannot exceed 50% of its net
capital; that fraction is 100% for licensed consumer finance companies. Furthermore,
microloan firms have fewer financing sources than licensed consumer finance compan-
ies. As of June 26, 2019, proceeds from issuing microloan-backed securities totaled
RMB532.7 billion. Among them was an RMB486.3 billion (i.e., 91.3%) issuance from
Ant Financial, an affiliate of Alibaba Group, one of the world’s largest retailer and e-
commerce company. This shows the dominant position of the e-commerce giant in is-
suing microloan-based securities.”

However, whether entities are issuing financial bonds or ABS or borrowing from the
interbank market, they all need approval from Chinese governments. Chinese consumer

9All data sets in this section are from Wind.
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finance companies, which face heavy regulations in terms of financing, need to explore
more ways of financing. One important consideration when adopting different finan-
cing channels is the cost of financing.'®

This section discusses three types of consumer finance firms—commercial
banks, licensed consumer finance companies, and Internet-based consumer fi-
nance platforms—including their business models, target markets, and financing.
Comparisons with consumer finance firms in other developed markets, such as
the U.S. market, reveal both similarities and differences. For example, from 1945
to 2010, U.S. consumer finance markets experienced significant evolutions, in-
cluding an increasing number of products, broadening participation of consumers
in the financial sector, increasing consumer responsibility, and greater risks from
consumer decisions (Trumbull and Tufano 2011). The Chinese market has been
experiencing similar trends, but with several differences. For example, the growth
in personal consumption followed increases in income and personal wealth (dis-
posable income) in the United States; the ratio of household consumption to dis-
posable personal income was almost stable from 1950 to 2010. In China,
however, consumer loans grew at a much higher rate than disposable income. In
the United States, do-it-yourself (DIY) finance has expanded, diversified, matured,
and grown increasingly innovative, but DIY finance in China is still in its early

stages.

Consumer perspective

As China’s consumer finance market has been developing rapidly, there have
been few studies comprehensively covering the topic from the perspective of
Chinese consumers. Thus, although there have been various discussions in mass
media, the profiles of consumers in the Chinese consumer finance market remain
unclear. In 2018, the Centre for China in the World Economy (CCWE) surveyed
1169 of these consumers; although they tried to approximate the vast diversity of
the Chinese market by covering 109 Chinese cities and 50-plus consumer finance
firms, including commercial banks, consumer finance companies, and Internet-
based platforms, China had a total of nearly 1.4 billion people, making the
sample size too small to be significant. Nevertheless, for this immature and devel-
oping market, this study still provides some insight into the important partici-
pants in the fast-growing Chinese consumer finance market.

In the CCWE survey, 58.1% of the respondents reported that they did not have credit
cards. This is consistent with the general perception that the target clients of consumer
finance firms are people with no online credit record or who are not previously eligible
to apply for credit cards. Considering that around 66% of the survey’s respondents were
between the ages of 18 and 39, China’s consumer finance market appears to be most

'The financial system plays a key role in China’s modern economy, which is one reason why financial
regulations are important. Chinese authorities’ regulation of the consumer finance sector is necessary because
poorly regulated financial institutions can undermine the stability of a financial system, hurt customers’
interests, and weaken the economy’s prospects. However, how much and what kind of regulations should be
enacted remains a topic of debate.
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appealing to the younger generations. Additionally, 70% of the survey’s respondents re-
ported monthly incomes of RMB2, 000~4999, which is consistent with previous studies
on credit card ownership. With respect to loan purposes, the respondents mainly used
loans for home appliances, education and training, travel, and home renovation (CCWE
2018). This finding mirrors recent consumer finance business models.

In 2015, the State Council of the People’s Republic of China (hereafter referred
to as “State Council”) issued a plan called Advancing Inclusive Financial Development,
2016-2020 (State Council 2016a). The main purpose of this plan was to offer individuals
access to affordable financial products and services delivered in a responsible and sustain-
able way. Considering the disadvantages faced by many Chinese consumers in terms of
access to financial resources, the development of the consumer finance market has im-
proved many people’s personal financial situations; human development (in terms of life
expectancy, education, and per capita income, etc.) is also assumed to have improved
(Nanda and Kaur 2016). At the same time, consumer credit protections remain an issue.
For example, the CCWE survey found that 77.7% of its respondents reported not having
any repayment arrangements in the case of financial hardship, which could compound
those financial hardships.

Regulatory perspective

Before 2015, Chinese governments favored fewer regulations for its consumer fi-
nance industry. However, in what is widely considered a turning point, July 2015
marked the publication of Guideline on Promoting the Healthy Development of
Internet Finance (hereafter referred to as “Guideline”), issued jointly by the
PBOC, the Ministry of Industry and Information Technology of People’s Republic
of China (PRC), the Ministry of Public Security of the PRC, the Ministry of Fi-
nance of the PRC, the State Administration for Industry and Commerce of the
PRC, the CBIRC, China Securities Regulatory Commission, the Cyberspace Ad-
ministration of China (People’s Bank of China, Ministry of Industry and Informa-
tion Technology of People’s Republic of China (PRC), Ministry of Public Security
of the PRC, Ministry of Finance of the PRC, State Administration for Industry
and Commerce of the PRC, CBIRC, China Securities Regulatory Commission,,
and Cyberspace Administration of China 2015). The Guideline was intended to
correct the fragmented and inadequate regulations prior to 2015, and it signaled
strong political consensus and the will to accomplish the regulatory work (Zhou
et al. 2015). Its publication was part of the array of supply-side structural reforms
initiated in 2015 in which corporate deleveraging was a key task assigned by
Chinese governments (Liu 2019), and it was followed by the introduction of
macro-level prudential assessments by the PBOC in 2016 to prevent systemic
risks to the financial system and to further countercyclical regulations (Liu 2020).
The issuance of Guiding Opinions on Regulating Asset Management Business of
Financial Institutions in 2018 (PBOC, CBIRC, China Securities Regulatory Com-
mission,, and State Administration of Foreign Exchange 2018) also addressed is-
sues with rising intrafinancial system debts and systemic risks to the Chinese
financial system (Liu 2018d).
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The Guideline clarified, for the first time, the regulatory responsibilities of Chin-
ese governments. Specifically, consumer finance—including P2P lending and online
microlending—was placed under the supervision of the CBRC. The Guideline also
addressed many other important issues: self-discipline in the Internet finance in-
dustry; the customer funds third-party depository system; information disclosure,
risk warnings, and qualified investor systems; consumer rights and protections;
Internet and information security; and the prevention and penalizing of money
laundering and financial crimes.

The development of Chinese consumer finance has been accompanied by both stimu-
lations and restrictions from regulatory authorities. Specifically, the booming consumer
finance industry and its increasing correlation with retail sales as discussed earlier are
the product of a series of supportive regulatory policies passed since 2013. The list
below summarizes some relevant policies.

e November 2013 The CBRC (2013) issued its revised Pilot Management
Measures for Consumer Finance Companies (2013). Updates to the 2009 version
included: a relaxation of shareholder structuring (e.g., allowing nonfinancial
Chinese firms to establish consumer finance companies; reducing the largest-
shareholder ownership threshold from 50% to 30%); improving consumer fi-
nance companies’ financial strength by allowing them to absorb deposits from
shareholders; relaxing operations area restrictions by extending the number of
cities eligible to open consumer finance companies from four cities (i.e., Beijing,
Shanghai, Tianjin, and Chengdu) to ten cities; increasing consumer loans by re-
vising the caps from a maximum of five times the borrowers’ monthly income
to “up to RMBO0.2 million”.

e June 2015 The State Council lifted operation area restrictions to allow consumer
finance companies to operate in the whole of China and delegated approval
authority to provincial departments.

e December 2015 The State Council issued its Advancing Inclusive Financial
Development, 2016-2020 (State Council 2016a), which stated that
consumer finance companies (together with auto finance companies) and
Internet-based lending firms should be further encouraged to stimulate
consumption.

e March 2016 The PBOC and the CBRC jointly issued Guidance on Increasing
Financial Support for New Consumption Areas (PBOC and CBRC 2016),
which stated that consumer finance companies and banks should be
encouraged to provide services to specific market segments, promote
consumer finance products innovation, and enhance capital by issuing finance
bonds, ABS, and interbank borrowings.

e April 2017 The CBR C(2017a) issued the Guiding Opinions on Improving the
Efficiency of the Banking Service to the Real Economy, which stated that
commercial banks should further expand their consumer finance businesses and
actively meet the reasonable financing needs of consumers for bulk durable
consumer goods, new consumer goods, education, and tourism. These
guidelines were reiterated in August 2018, further promoting the development
of consumer finance and highlighting its role in economic growth.
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e September 2018 The State Council (2018) issued the Implementation Plan for
Improving and Promoting Consumption (2018—2020), which called for the further
promotion of consumer finance and maintenance of the reasonable leverage level of

households.

The year 2015 was a turning point. Following the issuance of the Guideline, a series
of specific regulatory measures were implemented. These regulations initially focused
on Internet-based consumer finance firms and consumers in 2015-2017; in April 2018,
they were expanded to include the entirety of the asset management business of finan-
cial institutions. China’s regulatory framework has become more mature and complex
through the following actions:

e September 2015 China’s Supreme People’s Court, the highest court in Chinese
mainland, stipulated that the annualized interest rate for online lending should not
be higher than 36%.

e December 2015 The PBOC, in collaboration with relevant ministries, initiated the
National Internet Finance Association of China (NIFA), a national self-regulatory
organization in the field of Internet finance to provide oversight and financial
literacy education.

e April 2016 The State Council (2016b) issued the Implementation plan for the
special rectification of Internet financial risks, stipulating that P2P lending
platforms should (1) choose qualified banking financial institutions as a third
party to deposit client funds; (2) act strictly as brokers rather than as
financial institutions; and (3) not operate real estate-related financial
businesses because the real estate industry is part of China’s macro-
prudential assessment framework (Liu 2020) and has been under heavy
regulations (Liu 2019).

e December 2016 The PBOC (2016) issued the Financial Consumer Rights
Protection Implementation Measures, which addressed a series of issues, including
financial institutions’ code of conduct, personal financial information protections,
complaint acceptance and handling, and mechanism for supervision and
management.

e May 2017 The CBRC, the Ministry of Education of the PRC, and the Ministry
of Human Resources and Social Security of the PRC jointly issued the Notice
on Further Strengthening the Management of Campus Lending Regulations
(CBRC, the Ministry of Education, and the Ministry of Human Resources and
Social Security of the PRC 2017), temporarily forbidding all online lending
firms from operating lending businesses in connection with school and
university campuses; this came in the wake of a series of problems, including
fraudulent lending practices, usurious loans, and debt collection through
violent means.

e October 2017 NIF A (2017) issued the Group Standards of Internet Finance:
Information Disclosure, Internet Consumer Finance. The document cited of 27
indicators, including 23 compulsory indicators, of two classification types:
company information and operations information (e.g., loan collection methods,

processes, and behavior guidelines).
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e December 2017 CBRC’s Office of the Leading Group for the Special Remediation
of Internet Financial Risks issued the Notice on Standardizing and Regulating
“Cash Loan” Businesses CBRC 2017b). Cash loans are characterized by small
amounts, short terms, high interest rates, and no collateral. The notice
stipulated that regulatory authorities should temporarily suspend issuing
licenses for microloan businesses due to a series of concerning issues:
excessive borrowing/lending, improper collection, abnormal interest rates, and
infringement of personal privacy. To strengthen consumer protections, the
notice also stipulated that loans could not be issued to borrowers without
income sources, could be extended only two times, and could not be collected
by lenders or third-party agencies through violence, intimidation, insult, slan-
der, harassment, or other similar means.

e April 2018 The PBOC, the CBIRC, China Securities Regulatory Commission,
and the State Administration of Foreign Exchange jointly issued the Guiding
Opinions on Regulating Asset Management Business of Financial Institutions
(PBOC, CBIRC, China Securities Regulatory Commission,, and State
Administration of Foreign Exchange 2018), which strengthened the regulations
on leverage and product nesting, indirectly affecting the funding source of
consumer finance companies.

e October 2018 The China Banking Association Consumer Finance Committee was
set up with the aim of strengthening self-discipline in the consumer finance
industry and formulating best practices and codes of conduct.

Zhou et al. (2015) have argued that China will likely become a leader worldwide in de-
veloping a sustainable, effective regulatory framework for Internet finance. However, for
this to happen, much work remains. For example, while there are licensed consumer fi-
nance companies and licensed microloan companies, there is no such regulation of P2P
lending as yet. According to the Guiding Opinions on Classifying Online Lending Institu-
tions and Risk Prevention (CBRC 2019), most of the P2P platforms may be closed down,
and the rest may be transformed into licensed microloan companies or licensed asset
management companies. Four years after the issuance of the draft of comments of
the Non-Deposit Lending Institution Regulations (draft for comments) (State Council
2015), it is reported that the regulations will be finalized soon. In addition, China’s per-
sonal credit record system is still in its infancy. Before 2018, the PBOC Credit Reference
Centre (i.e., National Financial Credit Information Basic Database) covered less than 30%
of the Chinese population (CCWE 2019). In March 2018, Baihang Credit, a personal
credit agency, was established with the sponsorship of NIFA and eight other institutions,
including Zhima Credit (an affiliate of Alibaba) and Tencent Credit (an affiliate of Ten-
cent). These agencies are intended to provide unified personal credit investigation and
service platforms serving the consumer finance industry.

The overall effects have been profound. First, the market players (consumer finance
companies) have been negatively affected by regulations on cap lending rates, scopes of
businesses, and funding sources. Second, consumers have been positively affected by
stronger consumer rights protection and information disclosure requirements. Third,
the whole consumer finance market in China has become more transparent and health-
ier as a result of stronger regulations.
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Academic perspective
Tufano (2009) classified research on consumer finance by primary decision-makers into
four types: consumers, financial institutions, the government, or a combination of these

players.

Consumers

Tufano (2009) argued that because financial economics has not fully embraced
consumer finance topics, personal finance advice is often driven less by research
than by rules of thumb. This gap in available research suggests opportunities to
apply scientific methods to provide better advice and to incorporate real-world
concerns into models. One important element of consumer-facing research, which
spans positive and normative work, models consumer preferences, attempting to
address two fundamental questions: What decisions should and do consumers

make? What can explain these choices?

Financial institutions

Tufano (2009) argued that institution-facing work seeks to explain the organization,
management, and choices of retail financial institutions and the implications for con-
sumers’ well-being and social welfare. These institutions include depositories, brokerage
firms, mutual funds, insurance firms, networks of firms (e.g., credit card associations),
P2P lenders, check cashers, payday lenders, rent-to-own stores, and pawnshops, as well
as governments that sell money orders and social networks where members lend to
one another.

Government regulations

Tufano (2009) argued that consumer finance should and has received extra attention.
Beyond ensuring the system’s safety and soundness, U.S. federal and state banking reg-
ulations are designed to protect consumers’ interests. Similarly, the U.S. Securities and
Exchange Commission’s duty, in part, is investor protection. Some consumer financial

businesses are more closely overseen than other businesses.

Multiparty field interventions

Tufano (2009) argued that a recent and important trend in consumer finance research
has been the use of field experiments that not only engage multiple parties but also test
the impact of interventions. Such testing can be structured in standard control-
treatment fashion or as randomized field experiments in which treatments are
administered randomly to increase the power of the tests.

Serious literature on Chinese consumer finance has only recently begun to appear.
Daisuke et al. (2017) conducted a general review of the history and development of
consumer finance in China, Japan, and South Korea. Their dataset and research into
the Chinese market included mortgage loans and auto loans as of the end of 2012, so
their research did not consider the boom in the consumer finance market not related
to mortgages and auto loans. Another study by China Family Finance Survey and
Research Center (2017), which did not go through a peer-review process, examined the
heterogeneity characteristics of household finance and found that family size, education
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level, employment, household assets, household income, and family geographic location
all had a significant impact on household debt. Based on a survey of 286 undergraduate
students from four universities in Beijing, Hao et al. (2019) conducted an empirical
analysis of the economic and social determinants of undergraduates’ consumer credit.
However, that research was also not validated by the traditional peer-review process.
As China’s Internet-based consumer finance companies have been developing very fast
recently, a few studies have begun to focus on one niche area, P2P lending, examining
the relations between government affiliation and the development of China’s P2P
lending platforms (Jiang et al. 2018); the risks associated with P2P lending platforms (Li
et al. 2016); punctuation’s effect on readability in the P2P lending market (Chen et al.
2018); and the reputation mechanism in P2P lending (Ding et al. 2019).

Given recent significant developments in Chinese consumer finance, there are plenty
of areas for serious research, including research with a focus on consumers, consumer
finance firms, government regulations, or a mixture of these.

Consumer-focused research

One important topic for future research is the relations between utility and con-
sumer demand (Tufano 2009). Value (net present value, NPV) maximization is
used as a general objective function in corporate finance. Maximization of utilities
and utility functions in consumer finance have similar purposes, but modeling con-
sumer expectations is much more difficult than estimating NPVs. The form of the
utility function, the function parameters, and even the presence of rational time-
consistent decision-makers are research issues that have been studied for a long
time but still lack clarity (Campbell 2006; Tufano 2009). The behavioral consider-
ations complicate our understanding of consumers (Barberis and Thaler 2003).
Thus, studies on psychology and sociology will be very helpful in understating con-
sumer financial decisions. More studies that incorporate the characteristics of
Chinese consumer preferences (e.g., Shi and Yan 2017; Shi et al. 2019) are needed.
New surveys should investigate specific markets by geographical location, education
level, products, or other factors rather than the whole Chinese market. Previous
studies have shown that taxes (Graham 2003) and bankruptcy (Senbet and Wang
2012) are important factors that can explain corporate finance decisions. They are
also important in consumer finance decisions. In July 2019, the Accelerating the
Improvement of the Market Entity Exit System Reform Plan (State Council 2019),
suggested that a personal bankruptcy system would be launched soon. How this
will affect Chinese consumers’ financial decisions will be another interesting
research topic. The effect of financial skills and education on consumer financial
behavior relative to China’s consumer finance market needs further research
(e.g., Mandell and Klein 2009).

Consumer finance firm research

One topic for future research is the organization and economics of retail financial
institutions. For example, how does technological innovation change the produc-
tion, operation, and business model (Devlin 1995)? The Chinese banking industry
has traditionally been corporate-centric, but recently this has begun to change, with
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macroeconomic and regulatory environment changes and, of equal importance, the
advances in financial technology. Further studies are thus called for. Furthermore,
as of May 2019, 14 consumer finance firms were listed overseas (see Appendix
Table 2), making their financial, operational, and governance information available
to the public. A panel dataset could be constructed to examine a variety of corpor-
ate finance issues (Guo et al. 2018). As discussed previously, the sustainability of
different consumer finance businesses such as commercial banks, licensed con-
sumer finance companies, and Internet-based platforms should be further explored.
Future studies can also examine the agency conflicts in consumer finance firms’ re-
lations with customers, including misaligned incentives between principals and
agents (Allen 2001) and industry competition and its effects on customers (Dick
and Lehnert 2010). For example, how does competition among commercial banks
(consumer finance companies) affect the credit card (consumer loan) pricing?

Regulation-focused research

As discussed previously, 2015 was a major turning point. The Guideline (2015) and
subsequent specific regulatory measures provide ample topics for serious research,
including price controls, restrictions on creditor remedies, bankruptcy law, informa-
tion disclosure rules, and anti-discrimination laws (Hynes and Posner 2002). For
example, regulations restricted the interest rate that can be charged for consumer
loans. However, this could lead consumer finance firms to refuse to lend to high-
risk debtors, and this may be followed by queuing and unsatisfied demands. Future
research should investigate this issue. Additionally, Chinese regulatory authorities
recently restricted the use of some debt-collection mechanisms, protecting bor-
rowers from harassing phone calls, threatening letters, defamation, and other
maligning actions. Thus, there remains room for research into effective and legal
repayment mechanisms and systems such as prejudgment and post-judgment rem-
edies (Hynes and Posner 2002). Bankruptcy regulations are also a topic for future
research; China needs to speed up the legislation of personal bankruptcy laws and
will need studies on the structure and effects of this law. Privacy and information
disclosure is another area for research. Chinese regulatory authorities’ requirements
on information disclosure aim to increase economic stability and help consumers
shop for appropriate loan terms and prevent inaccurate charging. These goals need
to be empirically assessed. Finally, discrimination in consumer finance do exist
in regulations and should be further examined (Chen et al. 2017).

Future research can also examine topics that are combinations of two or more of the
above subtopics—for example, personal bankruptcy from the perspectives of con-
sumers, consumer finance firms, or law and regulations. Figure 4 shows a summary of
possible future research directions or possible topics related to China’s consumer

finance market.

Concluding remarks

Chinese consumer finance has been booming since 2014, yet there is a need for
more serious research on this topic, although there have a few fragmented studies
on Internet finance (P2P lending). This primer on the China’s consumer finance
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Chinese consumer finance
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Fig. 4 Future research directions and possible topics related to China's consumer finance market. Source:
Tufano 2009; Hynes and Posner 2002; author's independent analysis

\

market offers three pioneering contributions. First, this study is the first of its kind
to examine the macroeconomic causes of the rapid development of the Chinese
consumer finance market. Second, this study looks at the big picture of Chinese
consumer finance market through a few different but related lenses such as finan-
cial markets, consumers, and regulations. Accordingly, this clarifies future research
areas and directions. Third, this study presents an updated analysis of the Chinese
consumer finance market, which will help policymakers and investors make in-
formed decisions.

These are the key takeaways. (1) Chinese government policies to enhance eco-
nomic growth by promoting household consumption have played an important
role in the development of Chinese consumer finance. (2) There are three main
purveyors of consumer finance: commercial banks, licensed consumer finance
companies, and Internet-based consumer finance platforms; they all have different
sources of funding. (3) The development of consumer finance in China has ex-
panded financial inclusion but, at the same time, exposed issues related to con-
sumer credit protections. (4) Since 2017, China’s consumer finance industry has
experienced heavy regulations as part of the supply-side structural reforms initi-
ated in 2015. (5) Chinese consumer finance is a potential goldmine for academic.
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Table 2 Listed consumer finance companies: 2010-May 2019

Company name Security code  Exchange Listed date  Market cap Net proceeds
(m/d/y) (USD millions) ~ from IPO
(USD millions)

Dunxin Financial DXF.A American Stock  11/23/2010  577.1 85.8

Holdings Ltd. Exchange

China Lending Corp CLDCO NASDAQ 10/22/2014 759 NA

China Rapid Finance Ltd. XRF.N New York Stock  4/28/2017  404.5 511
Exchange

Qudian Inc. QDN New York Stock  10/18/2017 96309 8413
Exchange

Hexindai Inc. HX.O NASDAQ 11/3/2017 6559 40.1

PPDAI Group Inc. PPDFEN New York Stock ~ 11/10/2017  3932.0 1994
Exchange

Jianpu Technology Inc. JTN New York Stock  11/16/2017 13920 162.5
Exchange

Lexin Fintech Holdings Ltd.  LX.O NASDAQ 12/21/2017 17533 944

Senmiao Technology Ltd. AIHS.O NASDAQ 3/16/2018 144.1 9.8

Golden Bull Ltd. DNJRO NASDAQ 3/20/2018 672 45

CN Finance Holdings Ltd. CNFN New York Stock ~ 11/7/2018 5170 416
Exchange

Weidai Ltd. WEIN New York Stock  11/15/2018 7174 35.1
Exchange

360 Finance, Inc. QFIN.O NASDAQ 12/14/2018  2373.1 437

Jiayin Group Inc. JFIN.O NASDAQ 5/10/2019 8640 29.8

Source: Wind
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