
 

Hong Kong Equity Research 

16 May 2014 

 

 

 
 

1 Please refer to important disclosures at the end of this report 

Market Flash 

P2P finance 
Attracts both investors and fundraisers with its  
business model 
 The P2P finance industry is expanding rapidly, with money lending scale of 

RMB89.7b in 2013, a YoY increase of 291.7% 
 Renrendai encountered robust growth in 2013 with total transaction volume of 

RMB600.2m, a YoY increase of 21.1% 
 

The P2P finance industry is expanding rapidly under the current tightening credit 
market: China’s real GDP growth slowed to 7.4% YoY in 1Q 2014 from 7.7% YoY in 4Q 
2013, largely because of the shrinking credit market. Sparked by concerns over potential 
defaults of wealth management products (WMP), China’s total social financing (TSF) has 
experienced a 9.2% YoY decline in 1Q 2014. Specifically, a sharp reduction in trust loans 
(-66.0% YoY) has been observed. Meanwhile, growth of M2 slipped to 12.1% in March 
2014 given China’s annual M2 growth target of 13.0% for 2014.  

Even though the market is expecting monetary policy to ease, including a potential cut 
in required reserve ratio (RRR) to be implemented by the CBRC in 2Q or 3Q 2014, the 
demand for credit from private companies in China is still expected to be high.  

P2P financing, as a new business model focusing on servicing the private sector, acts to 
secure a stable source of funding for private companies without access to traditional 
financing from commercial banks, and is witnessing significant growth in China. (See 
Figure 1). 

 

Figure 1: Money lending scale and number of P2P finance companies 

 

Source: P2Peye 

 

An analysis of Renrendai’s business model: Renrendai, as a subsidiary of Renrenyouxin 
Group, was established in 2010 and is now servicing clients in more than 30 provinces in 
China. The company mainly focuses on providing transparent and efficient money 
lending services in China through its P2P model.  
 
For the P2P finance industry, the target clients are usually small-cap retail investors and 
fundraisers. Under Renrendai’s business model (See Figure 2), these small-cap investors 
transfer their money to their own account in the third party, and then Renrendai will 
allocate said money to individuals or companies who need money based on the interest 
rate they provided. It is also worth noting that Renrendai will work with third party 
financial institutions (usually commercial banks) under its business model. 
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Figure 2: Renrendai: Business model  

 

Source: Renrendai 

 

By the end of 2013, Renrendai has encountered explosive growth. Transaction volume increased to RMB600.2m, a 21.1% 
YoY increase. Breaking down the transaction volume, money lending held for 25-36 months accounted for 47.0%; money 
lending held for 19-24 months accounted for 23.5%; and money lending held for 13-18 months accounted for 16.7%. 

This business model attracts both investors and fundraisers. For investors, no minimum threshold is required and they 
can choose the fundraisers directly based on their provided information, including the usage of the capital and the credit 
record of fundraisers. What attracts investors more is the high interest rate provided. Historically speaking, the average 
return falls into the range of 12.0% to 14.0%. Additionally, the contracts they made are tradable via its online platform. 
For fundraisers, this business has also put itself beyond the reach of other money lending methods. For example, no 
collateral is required from them and they can receive the money very efficiently, with the average waiting period of 1 to 3 
working days. 

As a risk control mechanism, and to reduce the amount of non-performing loans, fundraisers have been asked to provide 
some documents, including their ID cards, personal credit records from central bank, employment contract, and salary 
records in the most recent 3 months.  

Under the whole process, Renrendai can generate profits through (i) service fees, which will be charged from fundraisers 
and determined by their credit rating (See Figure 3); and (ii) management fees, which is approximately 0.3% of the 
amount of money lending.   

By the end of 2013, the total loss provision prepared by Renrendai was around RMB24.5m (See Figure 4). The ratio of 
total loss provision to total payable amount was 1.94%, much higher than the default loan rate of 0.64%.  

Figure 3: Service fee charged to different ratings Figure 4: Historical loan loss provision (RMB m)

        
Source: Renrendai 
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In general, the products provided by Renrendai can be divided into 2 categories: One is the “Optimized Financing Plan” 
while the other is the “Individual Financing Plan”. In terms of the “Optimized Financing Plan”, the lock-up period is one 
year. Under this schedule, the company will gather the capital from different investors into a pool and allocate the capital 
at the company’s discretion based on its investment strategy. Accordingly, investors neither get a chance to choose the 
fundraisers, nor the ways in which the money is used. For the second product, “Individual Financing Plan”, investors can 
set the criteria by which their money is invested on their own interests, e.g., the duration of the lock-up period, rating 
methods, the credit ratings of the investment and usage of their money. Specifically, there are three investment rating 
methods provided by Renrendai: (i) rating via investigation by another subsidiary of Renrenyouxin Group, the parent 
company of Renrendai; (ii) rating based on the credit record of fundraisers in Renrendai; and (iii) rating based on whether 
the projects have been supported by other P2P finance companies.  
 
Risks: Major risks include: 1) possible tight regulations imposed on this type of business model from CBRC and PBoC; 2) 
insufficient risk management; and 3) misfeasance by its management; 
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SBI China Capital is a dedicated small/mid cap investment banking/ stockbrokerage house. Find our research on: 
research@sbichinacapital.com, thomsononeanalytics.com, factset.com, and multex.com  

SBI China Capital stock ratings: 

STRONG BUY : absolute upside of >50% over the next three months 

BUY : absolute upside of >10% over the next six months 

HOLD : absolute return of -10% to +10% over the next six months 

SELL : absolute downside of >10% over the next six months 

Investors should assume that SBI China Capital is seeking or will seek investment banking or other related businesses 
with the companies in this report. 

Analyst certification: The views expressed in this report accurately reflect the analyst’s personal views of the subject 
securities and that the analyst has not received and will not receive direct or indirect compensation in exchange for 
expressing specific recommendations or views in this report. 

Disclaimer:  

This research report is not an offer to sell or the solicitation of an offer to buy or subscribe for any securities.  The 
securities referred to in this report may not be eligible for sale in some jurisdictions.  The information contained in this 
report has been compiled by the Research Department of SBI China Capital Financial Services Limited (‘SBI China Capital’) 
from sources that it believes to be reliable but no representation, warranty or guarantee is made or given by SBI China 
Capital or any other person as to its accuracy or completeness.  All opinions and estimates expressed in this report are 
(unless otherwise indicated) entirely those of SBI China Capital as of the date of this report only and are subject to change 
without notice.  Neither SBI China Capital nor any other person, accepts any liability whatsoever for any loss howsoever 
arising from any use of this report or its contents or otherwise arising in connection therewith.  Each recipient of this 
report shall be solely responsible for making its own independent investigation of the business, financial condition and 
prospects of the companies referred to in this report.  SBI China Capital and their respective officers, directors and 
employees, including persons involved in the preparation or issuance of this report, may from time to time (1) have 
positions in, and buy or sell, the securities of companies referred to in this report (or related investments); (2) have a 
consulting, investment banking or broking relationship with any company referred to in this report; and (3) to the extent 
permitted under applicable law, have acted upon or used the information contained or referred to in this report including 
effecting transactions for their own account in an investment (or related investment) in respect of any company referred 
to in this report, prior to or immediately following its publication.  This report may not have been distributed to all 
recipients at the same time.  This report is issued only for the information of and may only be distributed to professional 
investors and dealers in securities and must not be copied, published, reproduced or redistributed (in whole or in part) by 
any recipient for any purpose.  This report is distributed in Hong Kong by SBI China Capital.  Any recipient of this 
report who requires further information regarding any securities referred to in this report should contact the relevant 
office of SBI China Capital located in such recipient’s home jurisdiction. 
Copyright©  SBI China Capital Financial Services Limited. All rights reserved. 
 

 


