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Bill Gates, 1990
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* Marketplace lenders in
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Sachs, Morgan Stanley,
Citi, Credit Swisse, DB)
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* A typical borrower in the US is a wealthy individual with high level of debt
(Morse, 2016). Securitized marketplace lending is often AAA!
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» Launch of P2P lending platforms in
2006 (Prosper) and 2007 (LC)

» Prosper and LC closed in 2008 due to
the regulatory uncertainty (selling of
unregistered securities) and litigation

» In 2008-2009, platforms reopen after
SEC registration.

» 2012 and 2014: LC and Prosper
become profitable

» 2014: LC goes public



How important is P2P lending?

* VVery small in % of total bank lending

* But in some niche markets, it becomes very important.

* In 2015, the flow of US online alternative finance consumer lending was
equivalent to 12.5% of traditional consumer lending (Wardrop et al., 2016).

* In 2015, 12% of new UK small business loans and 16% of venture and seed
capital came from P2B and equity crowdfunding platforms (Wardrop et al.,
2016).



2. Literature on P2P consumer lending

» Learning by doing (Freedman and Jin, 2011)

> Crowd could enhance the soft information

* Loans funded by investor groups perform better if someone in the group is
personally connected to borrowers (Everett, 2010). Yet, origination reward to
group leader incentives them to bid for riskier borrowers (Hildebrand, Puri,
and Rocholl, 2014)

* Endorsement and bids on the friends’ applications yield 6pp higher returns to
lenders, but evidence of gaming the system! (Freedman and Jin, 2014)

* Credit quality of one’s friends is an informative signal of quality (Lin, Prabhala,
and Viswanathan, 2013) .

 When a borrower friend defaults, the likelihood that the borrower will default
more than doubles (Lu, Gu, Ye, and Sheng, 2012)



Literature on P2P consumer lending (2)

» Extracting signal from the narrative

* Trustworthy and successful identity claims > increase funding and improve
funding terms, but no impact on loan performance (Herzenstein, Sonenshein
and Dholakia, 2011).

* Ease of reading |, lower default rates, and narrative complexity > higher
default (Gao and Lin (2012)

»Photo-based discrimination
* Irrational bias toward attractive photographs (Ravina, 2016).

 Discrimination against racial minorities |, default (Pope and Sydnor, 2011).
* Bias toward trustworthy faces {, default (Duarte et al., 2012).



Literature on P2P consumer lending (3)

* lyer et al. (2014) finds that borrowers predict default better than FICO
score!

* Herding

* 10 percent higher portion of funding being from rational herding (conditional
on borrower attributes and bids) |, default probability by 2pp (Zhang and
Liu, 2012)



Our paper

* First paper to explore the driving forces behind the expansion of the
P2P lending

* We focus on the US, the largest consumer lending market (Prosper
and Lending Club)



3. What are the main drivers of the
expansion of the P2P lending?

o ] Figure 3: Unit Cost and Quality Adjustment
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What are the main drivers of the expansion
of the P2P lending?
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What are the main drivers of the expansion
of the P2P lending?
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ldentification strategy relies on
the geographic heterogeneity
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Estimation with SARAR model

Dep. variables: (1) Log (Volume of P2P lending); (2) Log (N. of
loans)

Spatial autoregressive model with a spatial autoregressive
disturbance

yi = Bo + AWy; + B, *x competition + 3, * crisis +
f3 * technology + o * X + u;;

where u; = p XL, wiuj + g, with g~N(0, %)



Does geography explain P2P lending?

Various channels of spatial interdependence

v'Theory of human interactions (Comin et al., 2012) and technology
diffusion

v'Boundary mismatch problems when the economic notion of a market
does not correspond well with the county boundaries (Rey and
Montouri, 1999).
v'Regional business cycles and economic shocks
v'Policy coordination
v'Regional disparities for which we do not control with our right-hand variables



Measuring the depth of the crisis

v'Failed banks: % of deposits affected by bank failures in a county

v'Crisis Leverage: The average leverage ratio of deposit taking
institutions present via branches in a county, during crisis years

v'Crisis Tier 1 capital: The average Tier A capital ratio of deposit taking
institutions, during crisis years

v’ Credit rationing: change in Credit Card Debt Balance per Capita
during crisis years

v’ Delinquencies: % of Credit Card Debt Balance 90+ Days Delinquent
during crisis years



Measuring competition by market structure

v'HHI: Herfindahl-Hirschmann index, computed in terms of deposits

v'C3: The share of deposits of the three largest deposit taking
Institutions in a county

v'Branches per capita: Number of branches in a county divided per 10
000 population

v'Pay Day loans: Number establishment divided by 10 000 population.



Measuring technology

v'Patents: Number of patents per 10 000 population

v'Broadband: % of county population with access to any broadband
technology (excluding satellite)

v'"Mobile: % of county population with access to Mobile Wireless
(Licensed) technology

v'Speed: % of county population with access to upload speed 50 mbps
or higher



Controlling for socio-economic
characteristics

v Age 20 to 34: The share of the population between 20-34 years

v'Population density: Population number divided by area in sg. m. in a
county

v'Bachelor: % of county population with at least bachelor education
v'Poverty: % of county population below poverty line

v'Black: % of Afro-Americans in the county population

v'Hispanic: % of Hispanic population in the county population
v'Asian: % of Asian population in the county population

v'State level dummies



Log (Volume of P2P loans per capita)

Crisis variables

Total Failed -0.429

Tier1 crisis -0.460

Leverage crisis -14.46%**
Other variables

Patents 0.156*** DI156™"* 0.144**
Branches -0.01*** -0.0146*** -0.0128***
Density 0.422%**  (0.421%** 0.402%**
Broadband -2.353%*% 2. 367*** -2.229**
Education 0.413 0.397 0.113
Poverty -3.91%**  _3.916*** -3.943***
Black 0.243 0.240 0.224
Hispanic 5.933*** 5§ g3Q*** 5.709%**
Asian 327 3331 3.982
Age 20-34 11.17***  11.23*** 11.09***
Lambda 0.683***  (0.684%** 0.681%**
Sigma?2 8.222%***  8.222%** 8.177***
Constant 8.197*** 8 250*** 0.404 ***
Observations 3,059 3,059 3,059




P2P expands more in counties with less branches
per capita and less banking concentration

Log (Volume of P2P loans per capita)

Market structure variables

Branches -0.01%**

HHI average -2.76%**

C3 average -2.01*F**

HHI in 2007 -2.46%**

C3in 2007 -1.53%**

Pay day loans 0.16%**




P2P lending expands more in counties with
higher share of patents

Log (Volume of P2P loans per capita)

Technology variables

Patents D.5*** 0.14%** 0.15%* 0.5** D.13**
Broadband -2.35%*

Optical fiber -0.66%**

Mobile wireless -0.42

Speed > 10000k 0.15

Speed > 50000k 0.36**




Conclusions:
What are the main drivers of the P2P lending?

v'Leveraged banks

v'Low level of branch density
* Due to lower penetration of traditional banks in these counties?

v'Low level of banking concentration

e Due to lower brand loyalty and willingness of bank customers to switch
banks?

v'Presence of young, technology savvy, and wealthy population

v'Presence of hispanic minorities
* Due to discrimination by traditional bank?

v'Spatial diffusion plays an important role



	What Drives the Expansion of the Peer-to-Peer Lending?
	“Banking is necessary; banks are not” �Bill Gates, 1990�
	P2P/marketplace lending is a new form of  (dis)intermediation�
	Dis(intermediation)?
	Diapositive numéro 5
	Diapositive numéro 6
	Diapositive numéro 7
	How important is P2P lending? 
	2. Literature on P2P consumer lending
	Literature on P2P consumer lending (2)
	Literature on P2P consumer lending (3)
	Our paper
	3. What are the main drivers of the expansion of the P2P lending?  
	What are the main drivers of the expansion of the P2P lending?  
	What are the main drivers of the expansion of the P2P lending?  
	Identification strategy relies on the geographic heterogeneity
	Estimation with SARAR model
	Does geography explain P2P lending? 
	Measuring the depth of the crisis 
	Measuring competition by market structure
	Measuring technology
	Controlling for socio-economic characteristics
	Diapositive numéro 23
	P2P expands more in counties with less branches per capita and less banking concentration
	P2P lending expands more in counties with higher share of patents
	Conclusions: �What are the main drivers of the P2P lending? 


<<

  /ASCII85EncodePages false

  /AllowPSXObjects false

  /AllowTransparency false

  /AlwaysEmbed [

    true

  ]

  /AntiAliasColorImages false

  /AntiAliasGrayImages false

  /AntiAliasMonoImages false

  /AutoFilterColorImages true

  /AutoFilterGrayImages true

  /AutoPositionEPSFiles true

  /AutoRotatePages /None

  /Binding /Left

  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)

  /CalGrayProfile (Dot Gain 15%)

  /CalRGBProfile (sRGB IEC61966-2.1)

  /CannotEmbedFontPolicy /Warning

  /CheckCompliance [

    /None

  ]

  /ColorACSImageDict <<

    /HSamples [

      1

      1

      1

      1

    ]

    /QFactor 0.15000

    /VSamples [

      1

      1

      1

      1

    ]

  >>

  /ColorConversionStrategy /LeaveColorUnchanged

  /ColorImageAutoFilterStrategy /JPEG

  /ColorImageDepth -1

  /ColorImageDict <<

    /HSamples [

      1

      1

      1

      1

    ]

    /QFactor 0.15000

    /VSamples [

      1

      1

      1

      1

    ]

  >>

  /ColorImageDownsampleThreshold 1

  /ColorImageDownsampleType /Bicubic

  /ColorImageFilter /DCTEncode

  /ColorImageMinDownsampleDepth 1

  /ColorImageMinResolution 200

  /ColorImageMinResolutionPolicy /OK

  /ColorImageResolution 300

  /ColorSettingsFile ()

  /CompatibilityLevel 1.3

  /CompressObjects /Tags

  /CompressPages true

  /ConvertImagesToIndexed true

  /CreateJDFFile false

  /CreateJobTicket false

  /CropColorImages false

  /CropGrayImages false

  /CropMonoImages false

  /DSCReportingLevel 0

  /DefaultRenderingIntent /RelativeColorimetric

  /Description <<



  >>

  /DetectBlends true

  /DetectCurves 0

  /DoThumbnails false

  /DownsampleColorImages true

  /DownsampleGrayImages true

  /DownsampleMonoImages true

  /EmbedAllFonts true

  /EmbedJobOptions true

  /EmbedOpenType false

  /EmitDSCWarnings false

  /EncodeColorImages true

  /EncodeGrayImages true

  /EncodeMonoImages true

  /EndPage -1

  /GrayACSImageDict <<

    /HSamples [

      1

      1

      1

      1

    ]

    /QFactor 0.15000

    /VSamples [

      1

      1

      1

      1

    ]

  >>

  /GrayImageAutoFilterStrategy /JPEG

  /GrayImageDepth -1

  /GrayImageDict <<

    /HSamples [

      1

      1

      1

      1

    ]

    /QFactor 0.15000

    /VSamples [

      1

      1

      1

      1

    ]

  >>

  /GrayImageDownsampleThreshold 1

  /GrayImageDownsampleType /Bicubic

  /GrayImageFilter /DCTEncode

  /GrayImageMinDownsampleDepth 2

  /GrayImageMinResolution 200

  /GrayImageMinResolutionPolicy /OK

  /GrayImageResolution 300

  /ImageMemory 1048576

  /JPEG2000ColorACSImageDict <<

    /Quality 30

    /TileHeight 256

    /TileWidth 256

  >>

  /JPEG2000ColorImageDict <<

    /Quality 30

    /TileHeight 256

    /TileWidth 256

  >>

  /JPEG2000GrayACSImageDict <<

    /Quality 30

    /TileHeight 256

    /TileWidth 256

  >>

  /JPEG2000GrayImageDict <<

    /Quality 30

    /TileHeight 256

    /TileWidth 256

  >>

  /LockDistillerParams false

  /MaxSubsetPct 100

  /MonoImageDepth -1

  /MonoImageDict <<

    /K -1

  >>

  /MonoImageDownsampleThreshold 1

  /MonoImageDownsampleType /Bicubic

  /MonoImageFilter /CCITTFaxEncode

  /MonoImageMinResolution 800

  /MonoImageMinResolutionPolicy /OK

  /MonoImageResolution 1200

  /Namespace [

    (Adobe)

    (Common)

    (1.0)

  ]

  /NeverEmbed [

    true

  ]

  /OPM 1

  /Optimize true

  /OtherNamespaces [

    <<

      /AsReaderSpreads false

      /CropImagesToFrames true

      /ErrorControl /WarnAndContinue

      /FlattenerIgnoreSpreadOverrides false

      /IncludeGuidesGrids false

      /IncludeNonPrinting false

      /IncludeSlug false

      /Namespace [

        (Adobe)

        (InDesign)

        (4.0)

      ]

      /OmitPlacedBitmaps false

      /OmitPlacedEPS false

      /OmitPlacedPDF false

      /SimulateOverprint /Legacy

    >>

    <<

      /AllowImageBreaks true

      /AllowTableBreaks true

      /ExpandPage false

      /HonorBaseURL true

      /HonorRolloverEffect false

      /IgnoreHTMLPageBreaks false

      /IncludeHeaderFooter false

      /MarginOffset [

        0

        0

        0

        0

      ]

      /MetadataAuthor ()

      /MetadataKeywords ()

      /MetadataSubject ()

      /MetadataTitle ()

      /MetricPageSize [

        0

        0

      ]

      /MetricUnit /inch

      /MobileCompatible 0

      /Namespace [

        (Adobe)

        (GoLive)

        (8.0)

      ]

      /OpenZoomToHTMLFontSize false

      /PageOrientation /Portrait

      /RemoveBackground false

      /ShrinkContent true

      /TreatColorsAs /MainMonitorColors

      /UseEmbeddedProfiles false

      /UseHTMLTitleAsMetadata true

    >>

    <<

      /AddBleedMarks false

      /AddColorBars false

      /AddCropMarks true

      /AddPageInfo true

      /AddRegMarks false

      /BleedOffset [

        8

        8

        8

        8

      ]

      /ConvertColors /NoConversion

      /DestinationProfileName ()

      /DestinationProfileSelector /NA

      /Downsample16BitImages true

      /FlattenerPreset <<

        /ClipComplexRegions true

        /ConvertStrokesToOutlines true

        /ConvertTextToOutlines false

        /GradientResolution 300

        /LineArtTextResolution 1200

        /PresetName <FEFF00410070006C006100740069007300730065006D0065006E0074002000480044>

        /PresetSelector /UseName

        /RasterVectorBalance 1

      >>

      /FormElements true

      /GenerateStructure false

      /IncludeBookmarks false

      /IncludeHyperlinks false

      /IncludeInteractive false

      /IncludeLayers false

      /IncludeProfiles false

      /MarksOffset 14.17323

      /MarksWeight 0.25000

      /MultimediaHandling /UseObjectSettings

      /Namespace [

        (Adobe)

        (CreativeSuite)

        (2.0)

      ]

      /PDFXOutputIntentProfileSelector /NA

      /PageMarksFile /RomanDefault

      /PreserveEditing false

      /UntaggedCMYKHandling /LeaveUntagged

      /UntaggedRGBHandling /LeaveUntagged

      /UseDocumentBleed true

    >>

  ]

  /PDFX1aCheck false

  /PDFX3Check false

  /PDFXBleedBoxToTrimBoxOffset [

    14.17323

    14.17323

    14.17323

    14.17323

  ]

  /PDFXCompliantPDFOnly false

  /PDFXNoTrimBoxError true

  /PDFXOutputCondition ()

  /PDFXOutputConditionIdentifier ()

  /PDFXOutputIntentProfile (ISO Coated v2 300% \050ECI\051)

  /PDFXRegistryName ()

  /PDFXSetBleedBoxToMediaBox false

  /PDFXTrapped /False

  /PDFXTrimBoxToMediaBoxOffset [

    0

    0

    0

    0

  ]

  /ParseDSCComments true

  /ParseDSCCommentsForDocInfo true

  /ParseICCProfilesInComments true

  /PassThroughJPEGImages true

  /PreserveCopyPage true

  /PreserveDICMYKValues true

  /PreserveEPSInfo true

  /PreserveFlatness false

  /PreserveHalftoneInfo false

  /PreserveOPIComments false

  /PreserveOverprintSettings true

  /StartPage 1

  /SubsetFonts true

  /TransferFunctionInfo /Apply

  /UCRandBGInfo /Preserve

  /UsePrologue false

  /sRGBProfile (sRGB IEC61966-2.1)

>> setdistillerparams

<<

  /HWResolution [1200 1200]

  /PageSize [2834.646 2834.646]

>> setpagedevice



