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Development of Internet Finance and the Bank

Lending Transmit Channel of Monetary Policy

ZHAN Minghua® ZHANG Chengrui” and SHEN Juan®
(‘a: School of Finance Guangdong University of Foreign Studies; b: Shenzhen Subbranch of China Bank;
¢: Economic and Business College Zhejiang Sci-Tech University)
Summary: Financial structure is the medium of money policy transmission so monetary policy transmission changes with
variations in financial structure. Recently internet finance has grown rapidly in China. The scale and growth speed of
internet finance in China is the largest and fastest in the world. According to iResearch ( 2017) there are 500 million users
of Chinese internet banking and 200 million users of the lending network. Undoubtedly internet finance is a large shock to
China’ s financial structure that will significantly influence monetary policy transmission.

This paper asks how internet finance influences the bank lending channel of China’ s monetary policy transmission.
There are two reasons to care about this question. First unlike in developed countries China’ s finance sector is still in the
process of full liberalization. Until 2016 bank loans accounted for 69. 86% of total social financing so the bank lending
channel plays an important role in China’ s monetary policy transmission. Second the relationship between internet finance
and the bank lending channel is ambiguous. Internet finance may reduce financial frictions weakening the transmission
effects. However internet finance would not affect bank credit transmission if there were no substitution between internet
finance assets and bank credit. Therefore further research into the relationship between internet finance and the bank
lending channel is needed. In this paper we build a general equilibrium model that includes representative economic
agents and put forward four hypotheses about how internet finance can influence the bank lending channel. We then
empirically test these four hypotheses.

The main empirical technology of this paper is the generalized method of moments/dynamic panel data ( GMM/DPD) .
This method allows us to resolve the problem of endogeneity and improves the validity of the estimates. Our data include
variables on bank loans monetary policy internet finance financial frictions shadow banking and bank size. Most of the
macro and micro variables are available from Wind. The data on internet finance mainly comes from open network resources
like iResearch and ERI. Missing values are completed with the moving average method.

Our analysis leads to the following conclusions. First the empirical results prove that internet finance weakens the
bank lending channel of monetary policy transmission by reducing frictions in the financial market. Second through the
optimal finance decision strategies of families firms and commercial banks internet finance influences the monetary policy
lending channel. There are four effects in this process: a bank debt structure effect a liquidity effect in securities markets
an effect resulting from the mismatch of financial resources and a corporate finance structure optimization effect. Third the
empirical results support there being significant effects of bank debt structure on the bank lending channel. Initial findings
of no significance are due to the limited scale of securities markets in China and the effect resulting from the mismatch of
financial resources offsetting the financing structure optimization effect. The policy implications of this research are that the
implementation of monetary policy should be sensitive to the structure of financial markets and that more attention should be
paid to the “catfish effects” to traditional financial institutions caused by internet finance.

An avenue for future research is to explore the broader impact of internet finance on monetary policy transmission.
Keywords: Internet Finance; Monetary Policy; Catfish Effects; Bank Lending Channel
JEL Classification: E02 G21 G28
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