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Abstract: Peer-to-Peer lending which is also known as P2P is an online financial inve-
stment platform where individual investors finance projects by lending money to indi-
vidual borrowers through social networks. P2P models usually contributing to less pri-
vileged people especially entrepreneurs and frontier groups who do not have access to 
formal financial services. However, due to the economic conditions and lack of govern-
ment support, P2P lending platforms in developing countries often fail to reveal the 
‘credit history’ and ‘indebtedness’ of individual borrowers which have an expressive 
impact on loan performance. The objective of this study is to demonstrate theoretical-
ly the factors those influence the lenders to participate in the P2P lending platform in 
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developing countries and the associated risks. For this purpose, two propositions are 
developed to examine the factors to demonstrate the role of the social network is also 
combined to further explain the P2P lending. 

 Introduction

Peer-to-Peer (P2P) lending is a type of online financial investment platform 
where individual investors finance projects by lending money to projects or 
such individual borrowers as entrepreneurs (Du, Li, Lu & Lu, 2020; Ariza, Ar-
royo, Caparrini & Segovia, 2020; Balyuk, 2019). Internet-based P2P lending, 
empowers individuals to acquire loans directly from other individuals, there-
fore may eliminate the financial institution as the intermediary thus, offer larg-
er admittance to credit opportunity at a lower cost. In the case of Small and Me-
dium-sized Enterprises (SMEs), such web-based emerging lending platforms 
assist microfinance as an alternative method of financing or investing (Chen, 
Chong & Giudici, 2020; Paravisini, Rappoport & Ravina, 2017; Iyer, Khwaja, Lu-
ttmer & Shue, 2016). Through the P2P lending platform interested borrowers 
can place a request for loans to the web-based platform and they can be found-
ed by exclusive lenders directly or indirectly (Everett, 2019; Bachmann, Becker, 
Buerckner, Hilker, Kock, Lehmann, Tiburtius & Funk, 2011). 

Although without the existence of mediators it is very difficult for P2P plat-
forms to obtain credit history to determine the risk of default of the borrow-
ers and the transparency of the investment for creditors. To reduce the risk 
of credit default P2P platform usually offers loans to emerging marketplaces 
by linking interested borrowers and lenders via social networks. Urena, Kou, 
Dong, Chiclana, and Herrera-Viedma (2019) demarcated social networks as 
a platform of virtual interactions between people and services without any 
previous real-world relationship and interact sharing different kinds of infor-
mation with the purpose of friendship, marketing or business exchange. 

Despite the clear objective of P2P, it has created some issues for investors 
such as information asymmetry, inadequate credit assessment, and potential 
high default risk, which might have an impact on investors’ intention to invest 
in P2P. Furthermore, risk assessment on loan is even more difficult in develop-
ing countries, due to the economic environment, lack of government regula-
tions, information asymmetries and technological awareness among investors 
and borrowers (Dorfleitner, Oswald & Zhang, 2019). Inadequate credit history 
limits the opportunity to distinguish high-risk borrowers from reliable ones or 
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individual entrepreneurs with lower credit risk (Jenq, Pan & Theseira, 2012). 
Those credit risks and information asymmetries can be minimized by collect-
ing financial information through social networks. But using social networks 
also raises a critical question for investors/creditors, “how creditors can gain 
much-needed transparency on their investment by using social networks”? 

In light of the foregoing, the problem statement for this study is that the 
lenders from developing countries faces a critical challenge where both the P2P 
platforms and their service tools or agents are not regulated by the govern-
ment or protected by government agencies. As a result, lenders and borrowers 
may feel insecure.

Hence, the aim of this study is to demonstrate theoretically the factors that 
attract or influence the lenders (or investors) to invest through a P2P lending 
platform in a developing country and how information from social networks 
can be used as a tool to determine the credit risks associated with it. To achieve 
this, by benefiting from the social network theory propositions are developed 
to determine the inter-relations among P2P, perceived risks, security and so-
cial networks. 

Literature review

The Demand for P2P Lending 

Why P2P lending is vital for individuals and society? Although various answers 
can be provided, one of the fundamental reasons is considered as its focus. 
Since the P2P platform does not only focus on the market for big loans but in-
stead on the emerging markets that may require small loans, which banks gen-
erally do not consider due to high transaction costs (Freedman & Jin, 2008), 
that makes the P2P utmost important for the individuals and the society. Fur-
thermore, a high default rate increases the cost of capital requirements of the 
bank. Hence, banks always try to avoid lending to risky or unfamiliar borrow-
ers who may bring cost on a reputation for traditional banks (Gabbi, Giamma-
rino, Matthias, Monferrà & Sampagnaro, 2020; Deli, Hasan & Liu, 2019; Buckley 
& Nixon, 2009). On other hand, the marginal costs on loans are relatively high 
for banks than P2P lending platforms which motivate the banks not to offer 
loans to the perilous borrowers, individuals, entrepreneurs, or small business-
es (De Roure, Pelizzon & Tasca, 2016). Such hassles lead potential borrowers to 
seek for P2P lending as an alternative financial source.
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According to Herrero-Lopez (2009) such platforms have at least two key 
benefits. First, it reduces the cost for borrowers, and second, it provides an in-
vestment opportunity for the individuals which can be led to potential econom-
ic development for a country. Grameen Bank in Bangladesh has proven that un-
privileged groups benefited from “microcredit”1 financial invention, which 
allowed a priori non-bankable capitalists to contribute to self-employment ven-
tures (Herrero-Lopez, 2009). Similarly, small businesses, new entrepreneurs, 
or less privileged people can access finance through P2P lending modality in-
stead of regular methods of credit especially in developing countries like Bang-
ladesh, India, China, Philippines, and etc. That can potentially reduce the nega-
tive effect of local informal moneylenders. P2P lending platforms always focus 
on democratizing the borrowers rather than discriminating them on their so-
cial or financial status (Herzenstein, Andrews, Dholakia & Lyandres, 2008). 

Social Networks for Direct P2P 

Although there are no mediators to determine the creditworthiness and de-
fault risk in direct P2P, what are the factors that are critical in building social 
trust between lenders and borrowers? Milne and Parboteeah (2016) suggested 
four key factors for creating trust between the parties. First, direct P2P offers 
a higher return for the lenders and low cost for the borrowers compared to tra-
ditional banks as both cut the middleman. Second, it provides easy access to 
credit for the borrowers within a short period. Third, it provides social value 
addition to traditional banks. And as fourth, the utilization of innovative tech-
nologies using the mechanism of social networks is helpful in terms of speeding 
up the direct P2P lending.

In an attempt to promote and identify the creditable borrowers’, direct P2P 
lending platforms like Prosper, Zopa, Lending Club use social networks and en-
courage the potential borrowers to provide the relevant financial information 
as much as possible throughout the social networks to reduce default risks (Ge, 
Feng & Gu, 2016). Iyer, Khwaja, Luttmer, and Shue (2009) classified the infor-

1 According to Schroeder (2020) Economist Muhammad Yunus (founder of Gram-
men Bank of Bangladesh) termed Microcredit as a common form of microfinance that 
involves an extremely small loan given to an individual for self-employment projects, 
with the intention of allowing households that would otherwise be credit constrained 
to engage in income-generating activities.
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mation as “hard” and “soft”, direct P2P platforms collect “hard” information 
like credit score, debt-to-income ratio, annual income as well as the business 
plan for utilizing the funds and “soft” information like a picture of the interest-
ed borrower through the social networks. 

Thus, one may pose a question as “Do the social networks unravel the in-
formation asymmetry challenges of P2P lending for social capital”? The activ-
ity level and financial information provided on social media by the borrowers 
can act as predictors of their default probability (Freedman & Jin, 2017; Ge et al., 
2016). Direct P2P uses online social media such as Facebook, Instagram, Linked-
In, Twitter, WhatsApp, lending website, etc. or by an application that is devel-
oped by the lending platforms. The pictures of the proposed venture required 
primarily to evaluate borrower’s creditworthiness as well as the potential for 
their business proposition (Bachmann et al., 2011). Research conducted by Wei 
and Lin (2016) identified that social media is also producing a significant amount 
of social network data that can be used as an instrument for credit scoring. 

According to Bachmann et al. (2011) P2P lending platforms like Prosper.com 
encourage the members to form friendship networks and groups incorporate 
both current offline social contacts and newly created online friends or tap-
ping on social capital. The capability to influence friendship networks during 
to place an online loan request to friends and to obtain notices of friends’ bor-
rowing and lending events is the main difference between online P2P lending 
platforms and traditional banking approaches (Bachmann et al., 2011). Freed-
man and Jin (2008) support that research as focusing on Prosper.com and its 
usage in terms of social networks for transactions and verification of provided 
financial information.

Experimental research on online social lending conducted by Everett (2019) 
reveals the risk of credit default will be lower if the location of the borrower is 
near to the other members of the group. Corresponding to social media disclo-
sure by the potential borrower, the probability of getting a loan is high for the 
borrower with more friends, and the probability of loan default is lower (Lin, 
Prabhala & Viswanathan, 2013). Research steered by Liu, Brass, Lu, and Chen 
(2015) on P2P lending in China also identified that friendship and group affect 
the economic decision of lenders as well as borrowers of P2P lending.

 However, it is also difficult to ascertain the validity of the information 
that is provided in social media to select the creditworthy borrowers. Lin et 
al. (2013) emphasized that default risk is minimal when the P2P lending plat-
form establishes a personal relationship with the borrowers. Similarly, Everett 
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(2019) confirmed that a good relationship between borrowers and P2P lending 
reduces the chance of moral hazard issues.

Social Networks for Indirect P2P

Why indirect P2P lending platforms are growing when potential borrowers can 
have easy access to direct P2P through an online social network? Because in-
direct P2P models usually contribute to microcredit or crowdfunding2 through 
social networks to less privileged people (Uddin, Vizzari, Bandini & Imam, 
2018; Herrero-Lopez, 2009). Indirect P2P is needed for the poor who are not el-
igible to gain access to formal financial services due to missing access to finan-
cial security and technology skills, stable employment, and certifiable credit 
description (Bauchet, Marshall, Starita, Thomas & Yalouris, 2011). Lender of 
indirect P2P gets only the loan principal or both principal amount and inter-
est depend on the model of business strategy (Uddin et al., 2018). Indirect P2P 
like Rang De, Kiva, Zidisha, MyC4 operate lending activities via social networks 
where borrowers turn to the field partners or local financial institutions who 
works as a support system and appeals for a loan. 

Hassett, Bergeron, Kreger, Looft, Allen, and Dubbe (2011) identified two 
types of indirect lending models: lending for-profit and not-for-profit. The au-
thors argued that indirect P2P platforms can be considered as lending for-prof-
it as well as not-for-profit or pro-social lending platforms. For example, MyC4 
is an indirect P2P platform founded in 2006 as a for-profit (Dorfleitner et al., 
2019; Bachmann et al., 2011). Wokaiis as another Chinese P2P lending platform 
also provides P2P lending for profit. Lenders of “for-profit platforms”, receive 
a financial return from their socially motivated investment capital “Dutch auc-
tion” on the sites, where the cost of fund is reduced till a borrower is found. 

Conversely, Jenq et at. (2012) identified Kiva as a not-for-profit P2P lend-
ing platform and found that Kiva operates through local microfinance institu-
tions (MFI)3, social enterprises, schools, and non-governmental organizations 
(NGOs) act as fields partners or intermediary agents between lenders and bor-

2 According to American business magazine Forbes (2018) “Crowdfunding is a pro-
cess of raising a small amount of loan from large group of people typically through an 
online platform”.

3 Lam, Zhang, Ang, and Jacob (2020) defined Microfinance institutions (MFIs) as hy-
brid organizations with the dual mission of financial sustainability and social purpose. 
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rowers in developing countries to improve the lives of the poor. Research by 
Zhao, Ge, Liu, Wang, Chen, and Zhang (2017) revealed that Kiva borrowers do 
not lend directly from the platforms but through field partners. According to 
Kiva.org individuals can lend as little as $25 to create opportunities for bor-
rowers and the platforms create revenues from donations, optional lender fees, 
and other sources. Kiva borrowers only need to repay the principal to lend-
ers without any interest (Hartley, 2010) Field partners review the information, 
the purpose of the loan applications provided by the potential borrowers. Field 
Partners are also responsible for the disbursement and repayment collection of 
loans. If a loan is granted, the field partners post the borrower’s profile infor-
mation, picture, and purpose of the loan on Kiva. When Kiva delivers the fund 
to the local field partner, the field partner may require traveling to the borrow-
er’s location, such as the rural village, and collect a repayment regularly (Zhao 
et al., 2017).

Various factors influence or bias the lenders to lend through indirect P2P 
lending. Havrylchyk and Verdier (2018) identified the problem with indirect 
social P2P lending, where lenders do not receive any interest on their loans, and 
in fact, their capital is subject to default risk and exchange rate risk. As a result, 
full recovery of the loan is not assured because the intermediaries of the indi-
rect P2P platforms do not promise or assure the full recovery of loans, which 
might discourage the lenders from participating in the platform.

Theoretical framework 

This research identifies that transparency issue is one of the major factors that 
significantly affect the investor’s intention and scope to participate in P2P lend-
ing whether it is a direct or indirect lending platform in a developing country. 

Perceived Risks and Trust

Perceived risks4 and trust are deemed as ambiguity; often arise due to informa-
tion or communication errors on financial transactions. Incapability to physical 

4 Perceived risk is pertinent to intangible products or services that involved to on-
line transaction. According to Featherman and Pavlou (2003), perceived risk is regard-
ed as an unpredictability, with hostile or adverse implications, arising advance ques-
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inspection of direct P2P lending transactions is exposure to fraudulent activi-
ties. Meanwhile, the lack of inefficient infrastructure provided by the indirect 
P2P lending companies arise additional anxiety and fear of loss on investment 
(Manda & Yamijala, 2019; Clarke, 2019). Research by Komiak and Benbasat 
(2006) revealed that if an individual user feels assured and secure about the 
validation of crowdfunding especially on P2P lending platforms trust will es-
tablish a positive relationship between lenders and borrowers. In an attempt 
to build trust and reputation among the users of the P2P lending platform is re-
quired to establish strong and reliable social networks to mitigate the trust is-
sue and perceived institutional risks (Chen, Lai & Lin, 2014). 

Sukmaningsih (2018) suggested trust can be established among borrow-
ers by offering full access to borrowers’ information online, for example, photo, 
age, gender, national ID through social networks. Mohammadi and Broström 
(2018) disclosed that distrust is greatly correlated with larger amounts of 
loans, longer payment cycles, and greater geographical distance between lend-
ers and borrowers. Scholars identified social networks are the key to formulate 
mutual trust, reciprocity, and to override any negative financial consideration 
for the lenders to participate in P2P lending platforms (Saeidi, 2020; Gonzalez, 
2019). In this way, the first proposition is set forth as follows:

Proposition 1: The higher the trust on social networks, the lower the lender’s 
perceived risks, hence, a higher chance to participate in P2P lending. 

Security 

Security is believed to be the most important element to develop an online 
transaction platform. Clients intentionally avoid online platforms which are ex-
emplified by ambiguous information to secure financial information (Bertsch 
& Rosenvinge, 2019; Urban, Amyx & Lorenzon, 2009). Financial transactions by 
online P2P lending is a monetary fund, so it shares the same innate risks as oth-
er traditional financial activities, therefore social media or intermediaries of 
P2P platforms need highly sophisticated and reliable technology to guarantee 
the security of the lender’s financial and personal information to protect their 
capital (Urban et at., 2009).

tion on purchasing commitment in terms of searching and choosing information for 
goods and services.
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The P2P lending face security-related issue such as the risk of securing the 
identity, financial information of investors as well as preventing money laun-
dering and cyberattacks (Suryono, Purwandari & Budi, 2019). These kinds of 
concerns especially arise in developing countries due to the lack of transpar-
ency and regulation by the government on the online transaction and investor 
protection compare to the traditional banking system. Šetlers and Valdmanis 
(2016) acknowledged that security standards of any transactional platform in-
fluence the behavior investors’ decisions. To secure the transaction tradition-
al banks recommend upgrading online services systems via pin code, mobile 
phone SMS, proof of verification, transaction passwords from the related bank, 
and one-time passwords from the user (Viriyarungsarit, 2017). Safety and se-
curity imply lenders’ intuitions that lending through intermediary will satis-
fy such as authentication, quality, encryption, and nonrepudiation (Bokhari, 
2019). Lenders will only seek to a P2P platform when they feel their capital will 
be securely the media or intermediates. The second proposition is formed on 
this basis as:

Proposition 2: The higher the security of social networks, the higher the safe-
ty of the lender’s capital, hence a higher chance to participate in the P2P lending 
platform.

 Conclusion

The growth of P2P lending platforms has been fueled due to the lending restric-
tion from traditional financial institutions. SMEs and individual entrepreneurs 
can utilize P2P lending as a unique alternate financing method. However, P2P 
lending platforms are facing information asymmetry issues that are collect-
ed through social networks, especially in a developing country. This research 
aims to demonstrate theoretically the factors that influence lenders to invest in 
the P2P lending platform in developing countries.

Several social network literatures offer support for the important role of the 
social network to mitigate risks for P2P lenders such as in achieving transpar-
ency in terms of better borrower selection, lending, and default risk. This ap-
proach is based on the changing nature of perceived risk and the security of the 
lender’s capital relations. The propositions of this study demonstrate that with 
a higher level of trust on social networks, the lenders can lower their perceived 
risks, hence, providing a better chance for them to participate in P2P lending. 
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However, by creating a more secure social network for the P2P lenders and bor-
rowers, a higher level of safety for the lender’s capital can be ensured.

In bringing the social network approach to determine the benefits and risks 
of P2P lending, we aim to draw attention to the trust-risk nexus within the con-
text of P2P lending. However, the limitations of the study should not be left 
overlooked; specifically, the topics related to the legal and regulatory frame-
work should also be considered since the power relationship for lenders and 
borrowers may change. Moreover, the propositions/results may differ when 
it comes to different country settings with distinct socio-economic conditions 
(in terms of level of development), the role of the state in the economy includ-
ing robust regulatory framework and the effect of culture on perceived risk 
for P2P lending may also be considered in future studies. The two theoretical 
propositions put forth in this study can be further tested in terms of validity 
through empirical analysis of data collected from surveys and perhaps Rand-
omized Control Trials (RCTs).
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