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Geographical Distance, Information Asymmetry, and Borrower’s Default Risk

Zhang Xiao Hu Jinyan
(School of Economics, Qingdao University, Qingdao 266071, P. R. China)

Abstract: P2P network lending mainly uses Internet technology for online lending. On the one hand,
it reduces the cost of information acquisition. On the other hand, it also causes information asymme-
try. Some platforms solve this problem by setting up the offline network. By using peer-to-peer
lending’s trading data from October 2010 to December 2016 and Probit Model, taking the distance
from the location of the borrower’s location and the offline network as the proxy variable of the plat-
form information monitoring cost, this paper empirically analyzes the impact of geographic distance
on the default risk. The study found that the farther the borrower was from the network, the grea-
ter the probability of default, and the geographical distance increases the cost of platform monitoring
and mitigating moral hazard; the impact of geographical distance on the borrower’s default risk
caries with the amount of loan; after the platform is revised, the loan interest rate can reflect the de-
fault risk caused by geographical distance.

Keywords: Peer-to-peer lending; Default risk; Geographical distance; Information asymmetry
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