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Abstract

Previous studies indicate that individuals’ default behaviors on online peer-to-peer

Administration, Southwestern (P2P) lending platforms greatly influence other borrowers’ default intentions.
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Economics, No. 55, Guanghua Cun hi dt hich fact infl th lati hio bet individual
Street, Chengdu 610074, China research in regard to which fac o,rs influence the relationship between an individual’s
Full list of author information is default behavior and an observer's default intention. These important questions are
available at the end of the article yet to be resolved; hence, we conducted two experiments using the scenario-based

research method, focusing on Chinese online P2P lending platforms. Our results
indicate that an individual's default behavior can trigger an observer's default
intention as a result of the imperfect punitive measures as they currently exist on
Chinese online P2P lending platforms. Both the observer's moral disengagement
level and pragmatic self-activation level serve as mediating variables. In situations
where an observer knows an individual's default behavior, the level of intimacy
between the defaulter and observer positively affects the relationship between their
default behavior and intention. The intimacy level also positively influences the
relationship between the individual's default behavior and the two mediator
variables. Based on the findings, we provide management suggestions in the context
of online P2P lending. Our study sets a foundation for future research to utilize other
methods to extend the present research findings to other regions and domains.
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Introduction

The subprime mortgage crisis that arose from borrowers in the U.S. defaulting on their
home loans triggered the global financial crisis. As a result, recently, it has been more
difficult for individuals and small businesses to obtain loans from financial institutions
(Cao 2009). Online peer-to-peer (P2P) lending has newly emerged in financial markets,
providing a convenient way for individuals and small businesses to access financial
channels on the Internet. This specific type of financial market allows for borrowers
and lenders to directly interact online without banks, other financial institutions, and/
or collateral (Lin et al. 2009; Collier and Hampshire 2010). Online P2P lending plat-
forms facilitate micro credit loan processes across the globe (between persons or

. © The Author(s). 2020 Open Access This article is licensed under a Creative Commons Attribution 4.0 International License, which
@ Sprlnger Open permits use, sharing, adaptation, distribution and reproduction in any medium or format, as long as you give appropriate credit to the
— original author(s) and the source, provide a link to the Creative Commons licence, and indicate if changes were made. The images or
other third party material in this article are included in the article's Creative Commons licence, unless indicated otherwise in a credit
line to the material. If material is not included in the article's Creative Commons licence and your intended use is not permitted by
statutory regulation or exceeds the permitted use, you will need to obtain permission directly from the copyright holder. To view a
copy of this licence, visit http://creativecommons.org/licenses/by/4.0/.


http://crossmark.crossref.org/dialog/?doi=10.1186/s40854-020-00197-y&domain=pdf
http://orcid.org/0000-0002-9100-6197
mailto:tang@swufe.edu.cn
mailto:tang@swufe.edu.cn
http://creativecommons.org/licenses/by/4.0/

Tang et al. Financial Innovation (2020) 6:36 Page 2 of 20

between small firms and persons) (Feng et al. 2017). Trades without collateral and trad-
itional financial intermediates distinguish online P2P lending platforms from traditional
financial credit markets (Lee and Lee 2012). However, this difference makes the online
P2P lending market inherently risky due to the lack of repayment guarantees and an in-
formation asymmetry between borrowers and lenders (Wang et al. 2020). This results
in higher default rates in the online P2P lending market in comparison to the trad-
itional financial credit market. Thus, it is necessary to determine which factors influ-
ence borrowers’ default behaviors. Previous studies have indicated that individuals’
default behaviors on online P2P lending platforms greatly influence other borrowers’
default intentions. However, there has been a lack of research on the underlying mech-
anism of this impact.

Online P2P lending platforms originated in the United Kingdom. They have been
growing in popularity as a new financial channel since 2005, particularly in the U.S,,
France, Italy, Canada, China, India, and Turkey. The first Chinese P2P online lending
platform— PPDai— emerged in 2007 in Shanghai. It uses internet information technol-
ogy to offer online lending trades to micro borrowers and lenders. PPDai has become a
leading online consumer finance platform in China, connecting underserved individual
borrowers with financial institutions. A number of additional online P2P lending plat-
forms have since been created (e.g., Creditease, My089, and Edai365). These platforms
are registered from the first tier cities (Beijing, Shanghai, and Guangzhou) to the sec-
ond and third tier cities (in Mainland China). The volume of online lending transac-
tions increased from millions of RMB to 96.49 billion RMB in 2019, and PPDai
continues to grow at a rapid pace. In its first year and half, there were more than 80,
000 registered PPDai users. By 2012, the accumulated online trade volume of PPDai
was 344 million RMB, with 195 million of the total transactions occuring in 2012 (Ding
2012; Wu 2013).

Creditease established offices in Beijing in 2006 and other 14 cities in a three-year
period, raised billions of funds from thousands of lenders, and became a nationwide on-
line P2P lending platform. By the end of 2016, there were 2448 such platforms in China,
with a transaction value of 2063.872 billion RMB. In 2016, these platforms experienced a
110% growth compared to the previous year (WDZ] and YINGCANZIXUN 2017). Des-
pite their exponential growth, these platforms have been plagued by high default rates,
which limits their further growth and development. The Chinese Online P2P Lending In-
dustry White Book (2013) highlighted that the average default rate on these platforms
across 29 provinces was 6.45%, with some provinces having default rates greater than
10%. This is much higher than the default rate in traditional financial institutions. Given
the prevalence and negative consequences of default behaviors on P2P platforms, it is im-
portant to understand how and when borrowers engage in these behaviors.

Previous studies have mainly focused on identifying the factors that affect the behaviors
of borrowers and lenders. On the borrower side, hard information factors such as sex
(Barasinska 2009), age, race, physiological features (Sydnor and Pope 2009; Pope and Syd-
nor 2011), loan size, borrower financial situations (Collier and Hampshire 2010), credit
scores, credit card use, and borrower records (Lin et al. 2009; Lin 2009; Serrano-Cinca et
al. 2015) influence whether the person will default on a loan. A number of soft informa-
tion factors such as social networks (Lin et al. 2009; Lin 2009), affiliation with reliable
communities (Lopez 2009; Lopez et al. 2009) and social capital (Greiner and Wang 2009;
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Lin 2012; Zhang et al. 2017) also influence the success rate of a loan, the loan interest rate,
and default behavior. In regard to the lender side, there have been a few studies on certain
investor behaviors such as herding (Herzenstein et al. 2011).

However, the existing literature mainly focuses on online P2P platforms in the US
(e.g., Prosper) and has largely neglected such platforms in developing countries like
China. Scholars have used P2P platform data in China to study the impact of platform
information on online P2P lending transactions and borrower/lender behavior (Wang
et al. 2020) and to test whether investor attention affects the return in online lending
environments (He et al. 2020). While P2P scholars have made significant efforts to
examine the determinants of default behaviors in P2P lending, the existing research has
primarily focused on borrower defaults. Therefore, little attention has been paid to the
interactions between actual borrowers and observers in P2P lending. Observers in our
study refers to individuals who fit the characteristics of online P2P lending borrowers
and who have knowledge of the default behaviors of the borrowers.

To decrease online P2P lending defaults, most Chinese online P2P lending platforms
maintain a black list, which discloses defaulters’ personal information such as names,
contact details, and identification number. With this black list, the platforms endeavor
to warn other borrowers and prevent their potential default behaviors. However, this
list may inadvertently trigger the observers to follow the defaulters’ behaviors. This
could be attributed to a “monkey see, monkey do” phenomenon, which researchers
have found holds true in social situations (Lu et al. 2012). Although this phenomenon
has received increasing research attention, the existing studies have largely failed to
offer a systematic theoretical framework to specify the underlying mechanisms in re-
gard to how observers’ default intentions are influenced by online P2P lending de-
faulters. Our study aims to address these unresolved questions through two carefully
designed scenario experiments. Based on the theory of planned behavior (TPB), we ex-
plore what variables play a role in the relationship between individual default behaviors
and observer default intentions.

The structure of the paper is organized as follows. The next section reviews the exist-
ing research on online P2P lending default behavior, such the measurements of online
P2P lending defaults and the predictors of loan default behavior. Then, relevant re-
search hypotheses and a theoretical research framework are proposed. The third sec-
tion details the two experiments that were conducted in the current study, presenting
the subjects, study designs, procedures, and results. The fourth section draws conclu-
sions from the study findings, including theoretical and practical implications, limita-
tions, and future research directions.

Literature review and research hypotheses

Measurement of online P2P lending default

The existing literature on the default of P2P borrowers can be categorized into three
streams. The first category defines default as a failure to make the required payment
for a specific period. Some scholars define default as a failure to make the required pay-
ment for over 2 months (Lin 2009; Lin et al. 2009; Lin 2012; Lu et al. 2012), while
others define it as a failure to make the required payment for over 30 days (Serrano-
Cinca et al. 2015), or even over 4 months (Freedman and Jin 2010). The second
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category focuses on the severity of default and defines it as a failure to make the re-
quired payment for different lengths of overdue time. For example, the default of indi-
viduals who do not make the required payment for over 5 months is coded as 0; for
those with overdue payments for more than 4 months and less than 5 months, the de-
fault is coded as 1; for those with overdue payments for less than 4 months, the default
is coded as 2 (Greiner and Wang 2009). The third category defines default as a failure
to make the required payment and interest for a specific time (Chen et al. 2016).

The definition used depends on the scholar’s research target and purpose. Because
our study aims to understand the observer’s default intention at PPDai (which was re-
cently renamed the FinVolution Group), we adopt the default definition given by Lu et
al. (2012). However, we modify the overdue time from over 60 days to over 90 days in
line with the financial industry in China, which views default as a failure to make the
required payment for over 90 days. In the case of PPDai, when borrowers do not make
the required payment for over 90 days, the platform provides the borrowers” informa-
tion to the lenders to facilitate legal action. It also provides legal counseling to lenders,
if so requested (Lu et al. 2012). This is the highest level of default policy on PPDai, and
it is applied when the borrowers are capable of paying before the due date but choose
not to pay. In other words, such borrowers have intentionally defaulted on the loan.

Predictors of loan default behavior

There are two levels of factors (i.e., the personal and interpersonal levels) that can influ-
ence the borrower’s default behavior. In regard to the personal-level factors, the existing
literature on online P2P lending platforms mainly focuses on three kinds of factors that
influence an individual’s default behavior, namely, hard information, soft information, and
cheap talk of borrowers (Freedman and Jin 2010). As mentioned previously, hard informa-
tion refers to factual information that can be shared objectively, such as sex (Barasinska
2009), age, race, physiological features (Sydnor and Pope 2009; Pope and Sydnor 2011),
loan size, borrower financial situations (Collier and Hampshire 2010), credit scores, in-
come, and assets (Emekter et al. 2015; Lin 2009; Serrano-Cinca et al. 2015). Previous re-
search established that an individual’s credit score has a negative relationship with his or
her default behavior (Emekter et al. 2015; Freedman and Jin 2010; Krumme and Herrero-
Lopez 2009; Lin et al. 2009; Serrano-Cinca et al. 2015); in fact, credit score is the most sig-
nificant factor influencing an individual’s default behavior (Serrano-Cinca et al. 2015).

Scholars have recently argued that combining other hard information such as a bor-
rower’s income, assets, and other debt with the borrower’s credit score may worsen the
individual’s default behavior (Serrano-Cinca et al. 2015; Emekter et al. 2015). Although
hard information provided by online P2P lending platforms has a negative relationship
with the borrower’s behavior, this factor cannot solely predict the borrower’s likelihood of
defaulting. Adding soft information to a model that predicts borrowers’ default behaviors
may be helpful to lower the default rate (Freedman and Jin 2010; Zhang et al. 2016).

Soft information refers to a borrower’s social network information (Lin 2009). Given
that default behavior can damage one’s social reputation, P2P lending scholars have ar-
gued that borrowers’ social capital has a negative relationship with their default behav-
ior (Freedman and Jin 2010; Lin 2012; Zhang et al. 2016). Particularly in the Chinese
social context where the social credit score evaluation system is not well developed, soft



Tang et al. Financial Innovation (2020) 6:36 Page 5 of 20

information is more powerful than hard information in situations where lenders use in-
formation to predict borrowers’ default behaviors (Zhang et al. 2016). Scholars have
also discussed how the borrower’s social capital index influences the loan success,
interest, and default rates. By including the structural index (size of borrower’s social
group) and relational index (whether the social group has lender members, whether
inner group lenders lend money to inner group borrowers, whether group members’
personal identities can be verified in real life, and whether the group leader guarantees
inner borrower’s debt), scholars have demonstrated that the group leader’s guarantee
for an inner borrower’s debt has a positive relationship with the borrower’s default be-
havior (Lin 2009, 2012; Chen et al. 2016).

Cheap talk is the last type of personal information (Freedman and Jin 2010). It in-
cludes the loan’s characteristics as well as the borrower’s personal statistics. Scholars
usually add cheap talk information to the borrower default prediction model (hard and
soft information are the two main factors of the model) to improve the model’s forecast
accuracy. In regard to loan characteristics, studies have found that business loans are
associated with the highest default rate, whereas marriage loans are associated with the
lowest default rate (Serrano-Cinca et al. 2015). Further, scholars have found that loan
amount has a negative relationship with the borrower’s default behavior (Kumar 2007).
High initial rates are accompanied by higher default rates (Everett 2010). Short-term
loans are associated with higher default rates than are long-term loans because long-
term loans have a lower payment per session (Lu et al. 2012).

Although research on the personal-level factors influencing loan default behavior has
been carried out for a long time, and even though scholars have reached certain agree-
ments, few studies have been conducted on the interpersonal factors that influence de-
fault behavior. Recently, however, a few scholars have focused on these interpersonal
effects; for example, Lu et al. (2012) extracted secondary data from PPDai to test the
interpersonal interactions between P2P borrowers and found that the “monkey see,
monkey do” phenomenon does exist on Chinese online P2P lending platforms. Their
research provides evidence that a black list can actually provide negative examples of
defaulted loans for observers to mimic.

As P2P lending is a relatively new financial alternative, there is a lack of research on the
antecedents and consequences of its financing mechanism (Bruton et al. 2014). In particu-
lar, the research on how online P2P lending default behaviors influence observer default
intentions remains underdeveloped. Moreover, little is known about which factors medi-
ate the relationship between an individual’s default behavior and an observer’s default
intention, and there is a lack of research on determining whether an intimate connection
can affect this relationship. China is a collective culture-based society and interpersonal
relationships play an extremely important role in this society. Therefore, our research in
regard to the influence of an individual’s default behavior on an observer’s default
intention is relevant in China owing to this societal context. In other words, this culture
makes it easier for the observer to follow the demonstrator’s example (Qiu et al. 2003).
Thus, research on interpersonal influencing factors, such as how individual default behav-
ior influences an observer’s default intention, has a great application value. To further ex-
plore how and when an observer’s default intention is influenced by a P2P lending
individual’s default behavior, the present study aims to examine which variables influence
the relationship between individual default behavior and observer default intention.
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Main effect and mediating effect hypotheses

The TPB is likely the most widely used theory for illustrating how intentions are
formed (Heath and Gifford 2002; Rivis and Sheeran 2003; Sdnchez-Medina et al. 2014).
Behavioral intention refers to an individual’s subjective probability to engage in that be-
havior (Fishbein and Ajzen 1975). According to the TPB (Ajzen 1991), the three main
factors influencing an individual’s intention are attitude, subjective norm, and perceived
behavior control. Attitude refers to an individual’s general feeling of favorableness to-
ward performing a behavior. Subjective norm is the influence of family members,
friends, and others who are close to the individual and can change the individual’s
opinions in regard to performing or not performing the behavior. Perceived behavioral
control refers to the individual’s perceived ease or difficulty of performing the behavior
(Carpenter and Reimers 2005).

The existing literature shows that the TPB is suitable for predicting unethical behav-
ioral intentions. For example, Carpenter and Reimers (2005) applied the TPB to predict
a manager’s propensity to commit fraud in financial reporting decisions. Their research
finding confirms that the TPB accurately forecasts whether managers’ decisions are eth-
ical or unethical. Scholars have also found evidence that the TPB can accurately predict
whether college students will cheat (Hsiao and Yang 2011), and that it can be used to
describe behavioral intentions in regard to using pirated software (Kwong and Lee
2002; Lin et al. 1999; Peace et al. 2003).

In the Chinese online P2P lending context, the newly emerging financial market is in its
early stages and is facing several challenges (e.g., the lack of a specific supervision agency,
a low market entry threshold, and numerous platforms of varying quality) (Feng et al.
2017). Individuals are more likely to have favorable attitudes toward defaulting, be influ-
enced by other defaulters’ behaviors, and perceive defaulting to be easy due to the imper-
fect credit system, information asymmetry, and the lack of an influential third party credit
institution Thus, we argue that individuals tend to default when they are exposed to other
borrowers’ default behaviors. As abovementioned, there is empirical evidence that ob-
servers’ default behaviors may be influenced by other borrowers” defaults in P2P lending
(Lu et al. 2012). Following this research stream, we propose the following hypothesis:

H1: An individual’s default behavior promotes observers’ default intentions

Bandura introduced the theory of moral disengagement (Moore et al. 2012), which
attempts to explain how one’s self-regulatory process can fail when the moral disen-
gagement mechanisms disable the cognitive links between the transgressive behavior
and the self-sanctioning that should prevent it (Bandura 1986; Bandura 1990). Moral
disengagement enables a person to decrease his/her moral responsibility and allows
him/her to be exempt from self-punishment (Detert et al. 2008). An individual’s moral
disengagement changes along with the environment (Ashforth and Anand 2003). Feel-
ing a sense of belonging to inner group members is an important aspect of an ob-
server’s personal environment, with an inner group referring to a subgroup that
consists of the inner group members. This is because a group leader will implicitly
categorize group members as an “inner” or “outer.” Inner group members have a closer
connection to the leader. Their behaviors are heavily influenced by the leader, and they
are more likely to behave like the leader in comparison to the outer group members.
When inner group individuals conduct immoral behaviors, an observer’s moral disen-
gagement will increase and he/she can find an excuse to reinterpret his/her own
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immoral behavior when he/she wants to engage in similar immoral behaviors. Trevino
(1986) showed that when observing colleagues’ unethical behaviors, the observer
intended to engage in the same unethical behavior. Ashforth and Anand (2003) also
found that upon witnessing corruption behavior, observers may believe that the behav-
ior is reasonable and imitate their counterpart’s observed corruption behavior.

There are many clues that indicate whether other individuals can be classified into
one’s inner group. For example, individuals whose names are similar, whose birthdays
are the same day, and even whose hobbies are the same will result in them accepting
each other as inner group members (Tajfel 1982; Pelham et al. 2005). For online P2P
lending, individual defaulters and observers are all borrowers with the same identity. In
this regard, the observer may take defaulters as his/her inner group members. Thus,
the observer’s default intention may heighten as a result of being influenced by the sur-
rounding inner group interpersonal environment. Indeed, scholars have studied the re-
lationship between moral disengagement and unethical behavior and found that moral
disengagement can decrease an individual’s moral sensation (Moore 2008), and that it
can lead to additional unethical behaviors such as attacking others and engaging in
insulting, academic fraud, corruption, and aggressive behaviors (Aquino et al. 2007;
Paciello et al. 2008; Yang et al. 2013). Thus, we propose the second hypothesis below:

H2: Moral disengagement is the mediating variable between an individual’s default
behavior and an observer’s default intention

Like other mental representations, the meaning of self-concept is different according
to different circumstances (Bargh 1990; Kruglanski 1996). Kivetz and Tyler (2007) cate-
gorized self-concept into two types: pragmatic self and idealistic self. The idealistic self
places values and principles above practical considerations; therefore, it is more closely
related to the person’s sense of true self. The pragmatic self focuses on situational op-
portunities and constraints for the purpose of action guidance. Since money has a nat-
ural relationship with business, when priming the money concept, individuals” decisions
are more likely to be influenced by the business decision framework (Kouchaki et al.
2013). It also means that individuals will present a more rational and personal charac-
ter. An individual will make decisions based on a calculation of the benefits. Such char-
acteristics also show that the individual’s pragmatic self is active. Activation of the
pragmatic self is very important for an individual to form his/her motivation (Cantor et
al. 1986). Such emphasis on specific situations and benefit calculations may result in in-
dividuals neglecting their moral principles and chasing certain instrumental benefits
(Deci and Ryan 1985), such as money, goods, and other material resources (Kassar and
Ryan 1993). Thus, we propose the following hypothesis:

H3: Level of pragmatic self-activation is the mediation variable between an individ-
ual’s default behavior and an observer’s default intention

The role of an intimate connection between individual defaulter and observer

According to the TPB (Ajzen 1991), subjective norm refers to one’s perceived support
from the people surrounding him/her, which could influence his/her decision in regard
to conducting a certain behavior. Demonstration norm is one kind of subjective norm.
Ajzen (2006) argued that an individual will feel more supported and influenced by the
opinions of the people surrounding him/her if such an individual values those people.
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Thus, we argue that an intimate connection, which implies a sense of trust, deep under-
standing, and thorough emotional foundation (Li et al. 2015), will help to shape an in-
dividual’s intention. In the P2P lending context, a demonstration norm may affect an
individual’s default intention via interactions with the surrounding people. Specifically,
for the observer, the individual defaulter will be more important to the observer if the
two individuals have an intimate relationship. In addition, this relationship will then re-
sult in the observer being influenced to conduct similar default behaviors. Thus, we
propose the fourth hypothesis below:

H4: In a situation where an observer knows the defaulter’s behavior, an intimate con-
nection between an individual defaulter and observer will positively affect the observer’s
default intention.

As above mentioned, an individual’s moral disengagement changes based on the cor-
responding environment (Ashforth and Anand 2003). An inner group individual’s be-
havior is the observer’s important personal environment. The observer’s moral
disengagement will increase when he/she observes an inner group individual’s unethical
behavior (Ashforth and Anand 2003; Trevino 1986). In the online P2P lending context,
observers view themselves as members of a borrower group. Their moral disengage-
ment is more likely affected by inner group borrowers. However, it is necessary to dis-
cuss whether an observer’s moral disengagement will differ based on varying intimacy
levels between defaulter and observer.

The vicarious self-perception theory proposed by Goldstein and Cialdini (2007) en-
lightens our research. This theory systematically illustrates how another person’s behav-
jor can indirectly change an observer’s attitudes and behaviors. Vicarious self-
perception theory holds that individuals who are personally connected can have over-
lapping mental representations (Aron and Aron 1986). Therefore, an individual may
blur the boundary between himself/herself and others, taking some of the others’ char-
acteristics and feelings into his/her cognitive and emotional system. When such a
phenomenon happens, the vicarious self-perception phenomenon happens at the same
time. Individuals will take others’ behaviors as their own and will judge their own be-
havior based on others’ behaviors. Recent research has shown that the vicarious self-
perception phenomena can happen very easily. In fact, even subtle connections (such
as similar names, same birthdays, being in the same group, etc.) can lead to the vicari-
ous self-perception phenomenon occurring (Cialdini and De Nicholas 1989; Gino and
Galinsky 2012; Pelham et al. 2005).

In the same vein, the observers and defaulters in online P2P lending are all borrowers
and share the same identity. When observing others’ default behaviors, the vicarious
self-perception phenomenon is very likely to happen. An observer may feel that he/she
can also default when observing others’ default behaviors. Such a feeling contradicts an
observer’s internalized moral standards (Aquino and Reed 2002). Contradictions be-
tween cognition and behavior will lead to cognitive dissonance (Goodnow et al. 1958).
Cognitive dissonance theory proposes two methods to solving the dissonance: changing
the attitude or changing the behavior. In the present research, the observer cannot
change his/her behavior because he/she did not conduct the default behavior. There-
fore, changing one’s attitude is the only choice.

This approach to changing one’s moral judgment to decrease the inner moral contra-
diction is in line with moral disengagement. According to the vicarious self-perception
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theory, when observing individual default behavior, the observer’s moral disengagement
level will increase. Moreover, the specific degree to which moral disengagement occurs
is determined by the degree of shared identity between the individual defaulter and ob-
server. Intimacy is often identified with closeness (e.g., Helgeson et al. 1987), and close-
ness has generally been categorized by different types of relationships such as a friend
or parent versus a stranger (Aron et al. 1992). Most definitions of intimacy sharply
focus on the central idea of sharing one’s innermost thoughts and feelings with others
(McAdams 1988). A higher level of intimacy means that there is a closer interpersonal
connection, and that each individual feels that his/her innermost self has been vali-
dated, understood, and cared for by the other (Reis and Shaver 1988). Intimacy allows
for individuals to easily form a shared identity, and the vicarious self-perception
phenomenon is more likely to occur when there is an intimate connection. Thus, we
propose our fifth hypothesis below:

H5: In a situation where an observer knows the defaulter’s behavior, an intimate con-
nection between individual defaulter and observer will positively affect the observer’s
moral disengagement level.

Most researchers view the self-concept term to be multi-dimensional and dynamic
(Markus and Wurf 1987). Like other mental representations, an individual’s self-con-
cept varies since humans are influenced by their social environments (Bargh 1990; Kru-
glanski 1996). As mentioned above, when the concept of money is primed, the
observer’s pragmatic self will be activated.

According to construal level theory, a high level of interpretation is associated with at-
tention to moral standards, while a low level of interpretation is associated with attention
to situational benefits. This is because a high level of interpretation results in individuals
keeping a distance between themselves and a certain event. Staying distant helps individ-
uals to better consider the essential moral attributes of the event. This is characteristic of
an individual’s idealistic self. On the contrary, a low level of interpretation leads to individ-
uals sinking into the details of certain events and calculating the costs/benefits. An indi-
vidual will pay more attention to the situational benefits than to moral principles (which
should be insisted on). This is characteristic of the pragmatic self. Many researchers sup-
port this argument (Eyal et al. 2006; Fujita et al. 2006; Kivetz and Tyler 2007).

Therefore, in the online P2P lending context, it is easy to deduce that when there is
an intimate relationship between an individual who defaulted and an observer, the so-
cial distance between the two is small and, subsequently, the observer will use a low
level of interpretation to comprehend and possibly mimic the default behavior. Hence,
we propose the sixth hypothesis below:

H6: In a situation where an observer knows the defaulter’s behavior, an intimate con-
nection between the individual who defaulted and the observer will positively affect the
level to which the observer’s pragmatic self is activated.

We synthesize the above six hypotheses in our theoretical research framework (see Fig. 1).

Study 1

Study 1 aimed to test the main effect of individual default behavior on an observer’s de-
fault intention and the mediating effects of moral disengagement and pragmatic self-
activation level.
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Intimacy between
observer and defaulter:
high vs. low

1

Observer’s moral
disengagement

Individual default
behavior: no
exposure Vvs.
exposure

Observer
default
intention

Observer’s
pragmatic self-
activation level

Fig. 1 Theoretical research framework

Subjects and design

A single-factor between subjects design (individual default behavior: exposure to
other people’s default vs. no exposure to other people’s default) was conducted in
study 1. In order to ensure that the selected subjects reflected the true character-
istics of online P2P lending borrowers, we interviewed a PPDai executive in
Shanghai on May 22, 2015. We asked the manager about general information
about the borrowers and PPDai’s online lending operations. Based on the ac-
quired information from the interviewed manager and the 2015 Annual Report of
Online P2P Lending Industry released by Wangdaizhijia,' we learned that per-
sonal consumption dominates online lending (regardless of the person’s sex). Bor-
rowers are industry workers, service employees, office employees, small business
entrepreneurs (e.g., Taobao sellers), students, or others who need money within 2
years. Therefore, we randomly sampled a number of entrepreneurs, employees,
college students, and others who matched the above characteristics of real online
P2P borrowers. According to the demographic information, we made sure that all
the participants have similar characteristics with real P2P borrowers. Further-
more, in order to exclude the influence of borrowing experience, we also required
that the chosen participants should have no P2P borrowing experience in the
study.

To test whether the subjects understood and were engaged in the experimental situ-
ation, we asked the subjects the following question: “which statements best summarize
the given scenario?” Subjects who answered the question incorrectly were excluded
from the final analysis. We removed five invalid questionnaires that were incomplete. A
total of 120 individuals participated in this experiment (55.8% females, M,g. = 32.6
years). There were 60 participants in each of the experimental and control groups,
which were randomly formed.

"https://www.wdzj.com/news/baogao/25661.html; Wangdaizhijia is the most influential web portals of P2P
online lending platforms in China.
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Procedure

First, we provided an online P2P lending scenario to the subjects. In order to make the
scenario reflect a real online P2P lending situation, a simulated online P2P website was
designed, which refers to Haokuaidai website (www.cdkuaidai.com), and studies one
and two were conducted on this simulated website. The perceived default behavior of
others was measured with this material. Given that this study involved ethical judg-
ments, using first person (“I”) in the scenario settings may have caused moral approval
problems, and it would have been difficult to obtain the participants’ true attitudes. To
avoid this problem, some scholars use “someone/somebody” to replace “I” (Zhuang et
al. 2009). In our study, we adopted Zhuang et al.’s (2009) method and used the third
person “Li Ming” instead of “I.” Here, Li Ming represented an online P2P borrower.
Below is the situation description provided to the no exposure group:

“Recently, a HaoKuaidai online P2P lending platform was founded. In order to pro-
mote its business, HaoKuaidai provides online borrowers with a short-term non-
interest loan service. The loan interest will be paid by HaoKuaidai. Li Ming is in-
terested in the service and borrows RMB10000 from HaoKuaidai.”

“Note: Defaulters who delay the required payment by more than 90 days will have
their personal information exposed on the HaoKuaidai platform (only on the Hao-
Kuaidai platform), such as name, telephone number, and identification card num-
ber; the credit rating of the defaulter will drop to the lowest possible score on the
HaoKuaidai platform. Lenders reserve the right to appeal to the court. If the
lenders prosecute the default, the penalty interest rate can be as high as 70/10000.
For example, the penalty interest of RMB10000 over 90 days reaches RMB 6300.”

In contrast, the exposure experimental group was shown the following information
after disclosing the above mentioned punishment information: “When the repayment
day was approaching, Li Ming unintentionally browsed the list of defaulters (individuals
who did not make the required payment for more than 90 days) and saw their personal
information, which is exposed online by HaoKuaidai. He also found that none of the
defaulters had been prosecuted by the lenders. Aside from their personal information
being exposed to the public, the defaulters suffered no other loss at all.” At the end of
this part, we used two questions for attention check: How many days of delayed pay-
ment will lead to the punishment of defaulter’s personal information exposure? How
much will the penalty interest of RMB10000 be if the borrower delays to pay the loan
over 90 days? For realism checking, we asked the subjects about the realism evaluation
of the website information, and excluded subjects whose actual perception score is rela-
tively lower.

In the second part of the study, we measured the observer’s default intention and the
two mediator effects. In order to ensure the effectiveness of the participants’ responses,
we emphasized to the subjects that they should put themselves in the role of Li Ming
and answer with their own real ideas and judgments. The subjects were also assured
that there was no right or wrong answer and that all of the responses would be kept
confidential. We adopted Tang and Liu’s scale (2012) to measure the observer’s default
intention by asking the respondents how likely it was that Li Ming would delay
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repayment by more than 90 days. We adapted seven items from a scale developed by
Moore (2008) to measure the observers’ moral disengagement. In addition, Kivetz and
Tyler’s scale (2007) was used to measure the observers’ pragmatic self-activation levels.
The same response scale was used for all measures, which was a seven-point scale, ran-
ging from 1 (“very unlikely”) to 7 (“very likely”). Finally, all subjects were required to
provide demographic information (gender, age) and respond as to whether or not they
have had experience with credit default.

Results of study 1

For the no exposure group, the average default intention was significantly lower than
the exposure group (Mpo exposure = 2.03, Mexposure = 3.13, t =4.92; p <0.001), indicating
that an individual’s default behavior can increase an observer’s default intention. Thus,
H1 is supported. For the no exposure group, the average moral disengagement was sig-
nificantly lower than the exposure group (Mpo exposurel = 2-18, Mexposure = 3.04, t=—
5.89; p <0.001), thus supporting H2. In addition, the average pragmatic self-activation
level for the no exposure group was significantly lower than the exposure group (M,
exposurell = 2.55, Mexposure = 3.72, t = = 5.61; p < 0.001). Therefore, H3 is supported.

To further confirm the mediating effects, we conducted a bias-corrected bootstrap-
ping analysis using a PROCESS software developed by Hayes (2013). The results of the
PROCESS analysis (Model 4, 5000 samples) confirmed that the indirect effects of an in-
dividual’s default behavior on an observer’s default intention via the observer’s moral
disengagement (indirect effect =0.828, boot se =0.138, 95%CI = [0.556, 1.099]) and
pragmatic self-activation level (indirect effect = 0.427, boot se = 0.094, 95%CI = [0.256,
0.623]) were both significant. In addition, the PROCESS results indicated that an indi-
vidual’s default behavior has a significant direct effect on an observer’s default intention
(effect = 0.823, boot se =0.134, 95%CI = [0.559, 1.087]), suggesting that the observer’s
moral disengagement and pragmatic self-activation level play partial mediating roles.
Therefore, H2 and H3 were further supported.

Study 1 tested the main effect and mediating effect hypotheses. The results showed
that individuals who are exposed to other people’s defaults in P2P lending are more
likely to produce default intentions. Therefore, this provides evidence that the “monkey
see, monkey do” phenomenon does exist in the online P2P lending context. Further-
more, our bootstrapping results showed that an observer’s moral disengagement and
pragmatic self-activation level have partial mediating effects on the relationship be-
tween individual default behavior and the observer’s default intention. Study 2 aimed to
add to the findings of study 1 by examining when this phenomenon is more likely to
happen.

Study 2
The aim of study 2 was to test the effect of an intimate relationship on an observer’s
intention to default.

Subjects and design
In study 2, it is only under the condition that the observers had seen other individuals’
default behaviors that the “exposure to other people’s defaults x intimacy” group can
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exist. Therefore, we conducted a one-factor (intimacy degree between observer and de-
faulter: high versus low) between-subjects design. We included 120 individuals who
matched the true characteristics of actual online P2P borrowers in our scenario-based
experiments (56.7% females, Mg = 29.6 years). We formed the experimental and con-
trol groups randomly, with 60 subjects in each group.

Procedure

In the experimental scenario, to tap into the subjects’ perceptions of the interpersonal in-
timate connection between the borrower and defaulter, we first used a pictorial measure
that was developed by Aron et al. (1992). For the high intimacy group, we showed two
largely overlapping circles (see Fig. 2, left picture). Below the circles, we added a note to
explain that one circle represents the self and the other represents another person, and
that the overlapping part indicates the intimate connection between the two individuals.

To the low intimacy group, we presented two separate circles on a whiteboard (see
Fig. 2, right picture). Below the circles, we added a note to explain that one circle repre-
sents the self and the other represents another person, whereas the overlapping part in-
dicates the intimate connection between the two individuals. Thus, the separated
circles represent a situation where there is not an intimate connection between the two
individuals.

Next, both the high and low intimacy groups were required to write down the name
of the person who reminded him/her of the intimate connection he/she observed in
the picture. The subjects were also asked to write down the exact relationship between
themselves and this person. The high intimacy group often responded that the person
was their sibling, parent, child, or grandparent. The low intimacy group always
responded that the person was a stranger. Then, each subject used the seven-point
Likert scale to rate the degree of felt intimacy.

Next, we provided the same online P2P lending scenario as the one used in study 1 ex-
cept that the individual default information was disclosed to both the high and low intim-
acy groups. The following scenario was provided: “When repayment day was approaching,
Li Ming unintentionally browsed the list of defaulters (who delayed paying back the bor-
rowed money for more than 90 days) and saw their personal information, which is ex-
posed online by HaoKuaidai. From the disclosed information, Li Ming can identify that he
has a certain intimate relationship with one of the defaulters (the degree of intimacy is the
same as shown in Fig. 2). In addition, none of the defaulters were prosecuted by the
lenders. Except for their personal information being exposed to the public, the defaulters
suffered no other loss at all.”

High-intimate connection Low-intimate connection

Fig. 2 Scale for measuring the intimate connection between borrower and defaulter
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The attention check and realism check questions remained the same as those in study
1. And we measured the observer’s default intention, the observers’ moral disengage-
ment and pragmatic self-activation levels by using the seven-point Likert scale. Finally,
all subjects were required to provide demographic information (gender, age).

Results of study 2

The results of the intimacy manipulation check showed that the high intimacy group’s
intimacy score was significantly higher than that of the low intimacy group (Mg =
4.88, My, = 2.20, t = 16.70, p < 0.001), suggesting that the manipulation was successful.
We then verified the effect of an intimate connection on the observer’s default
intention. The results showed that the average observer’s default intention in the high
intimacy group was significantly higher than that in the low intimacy group (Mg =
4.93, My, =3.70, t =5.211, p <0.001). Thus, H4 is verified, which means that the ob-
servers will have higher default intentions when they perceive a more intimate relation-
ship with the individual who defaulted.

We also verified the effect of intimacy on the observer’s moral disengagement. We
found that the observer’s moral disengagement in the high intimacy group was signifi-
cantly higher than that in the low intimacy group (Mpgh = 4.18, M, = 3.73, t = 2.059,
p <0.05). Thus, H5 is verified, which means that the observers will have a higher level
of moral disengagement when they perceive a more intimate relationship with the indi-
vidual who defaulted.

Along the same lines, we verified the effect of intimacy on the observer’s pragmatic
self-activation level. We found that the observer’s pragmatic self-activation level in the
high intimacy group was significantly higher than that in the low intimacy group
(Mpigh = 5.07, Mjq,, =4.33, t=2.640, p <0.01). Thus, H6 is verified, which means that
the observers will have a higher pragmatic self-activation level when they perceive a
more intimate relationship with the individual who defaulted.

To further confirm the effect of the level of an intimate connection between observer
and defaulter on the observer’s default intention, we conducted a bias-corrected boot-
strapping analysis with the PROCESS procedure. The results confirmed that interper-
sonal closeness does indirectly affect an observer’s default intention via an observer’s
moral disengagement (indirect effect = 0.095, boot se = 0.040, 95% CI =[0.029, 0.186])
and pragmatic self-activation level (indirect effect =0.142, boot se =0.049, 95% CI=
[0.052, 0.246]). In addition, the bootstrapping results indicate that the level of intimate
connection between observer and defaulter has a significant direct effect on the ob-
server’s default intention (effect = 0.352, boot se = 0.050, 95% CI = [0.253, 0.451], This
suggests that there is a partial mediating effect between an intimate connection and an
observer’s default intention.

Study 2 tested the effect of an intimate connection on the observer’s default
intention. The results showed that an intimate relationship between the observer and
the defaulted borrower will affect the observer’s moral disengagement, pragmatic self-
activation level, and default intention. The observer’s default intention is stronger when
he/she has a closer relationship with the defaulter. These findings, together with the re-
sults of study 1, indicate the existence of certain boundary conditions for the “monkey
see, monkey do” phenomenon in online P2P lending.
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Conclusion

To decrease the number of borrowers who default, many Chinese online P2P lending
platforms publish a black list to warn other borrowers against committing similar de-
faults. However, the black list may actually provide observers with negative examples.
Given the prevalence of the “monkey see, monkey do” phenomenon in social situations
(Robinson and O'Leary-Kelly 1998), our research used the scenario-based experiment
method to determine how individuals’ default behaviors can increase observers’ default
intentions. Study 1 found that the observers’ moral disengagement and pragmatic self-
activation levels mediate the relationship between individual default behaviors and ob-
server default intentions. Study 2 confirmed that an intimate connection between de-
faulters and observers positively affects the following: the relationship between behavior
and intention, the relationship between an individual’s default behavior and the ob-
server’s disengagement level, as well as the relationship between an individual’s default
behavior and the observer’s pragmatic self-activation level.

Theoretical implications

Our research makes three theoretical contributions. First, it enriches the existing litera-
ture regarding the factors influencing online P2P lending default behavior. Recent re-
lated research focuses on hard and soft information; however, little research has been
conducted on the interpersonal influencing factor. China is a collective culture-
oriented society, and interpersonal relationships play a very important role in guiding
people’s behavior. We tested the mediating role of an observer’s moral disengagement
and pragmatic self-activation level and the effect of an intimate connection between
defaulting individuals and observers on the relationship between individuals’ default be-
haviors and observers’ default intentions. The confirmed effects allowed us to conclude
that individual default behavior can increase the observer’s default intention.

Second, our study extends the applicability of the “monkey see, monkey do”
phenomenon to online P2P lending platforms. Jones and Ryan (1998) pointed out that
an individual’s unethical behavior does not occur in a vacuum. As an important social
phenomenon, the “monkey see, monkey do” phenomenon has been analyzed by many
scholars. Some scholars have studied this phenomenon in the company management
context, as well as in exam-cheating and game-task contexts (McCabe et al. 2002;
O’Fallon and Butterfield 2011). However, the “monkey see, monkey do” phenomenon
in online P2P lending platforms is a new social situation that needs further research,
and our study helps to fill the existing gap. By testing whether an intimate connection
between defaulters and observers positively affects the relationship between behavior
and intention, our research verifies the existence of the above phenomenon on Chinese
online P2P lending platforms.

Third, this study builds a more solid theoretical foundation for “monkey see, monkey
do” phenomenon research. Even though the research relating to the “monkey see, mon-
key do” phenomenon has been viewed as an important topic, there is no solid theoret-
ical framework to explain the phenomenon (O’Fallon and Butterfield 2011). Our
research adopts several theories (theory of planned behavior, construal level theory, and
vicarious self-perception) to build an integrative theoretical model to conduct a deep
analysis of the “monkey see, monkey do” phenomenon.



Tang et al. Financial Innovation (2020) 6:36 Page 16 of 20

Practical implications

Our work also makes a number of practical contributions. Our research addresses
whether a black list of defaulting individuals is an effective way to decrease the default
rate on online P2P lending platforms in China. All the experiment designs are based on
the real default management regulations of Chinese online P2P lending platforms. Our
research results show that the black list is not an effective punitive method to decrease
the default rate. On the contrary, it has a negative example effect on the observer’s de-
fault intention. It is necessary that further research be conducted to learn how to avoid
this negative effect of a black list.

According to our test results regarding the two mediating variables, individual
default behavior can raise an observer’s moral disengagement level and pragmatic
self-activation level. For the first mediating variable, we propose that Chinese on-
line P2P lending platforms promote positive moral information, such as showcas-
ing conscientious borrowers, to decrease observers’ moral disengagement levels.
As for the second mediating variable, there are two ways to decrease the ob-
server’'s pragmatic self-activation level. The first is to transform the observer’s
thinking framework into a business decision framework. Previous studies have
confirmed that time conception priming can change an individual’s ways of think-
ing, as it lets an individual focus on issues that are more important than money,
such as moral principles and personal feelings (Mogilner 2010). Therefore, time
conception priming can decrease an individual’s pragmatic self-activation level
and decrease the negative influence of individual default behavior. The second
way is to decrease the benefits of defaulting. If there are few consequences to
defaulting, it is difficult for the observer to activate his/her pragmatic self-
activation level. It would therefore be useful if the disclosure content of black
lists were changed.

Most Chinese online P2P lending platforms only disclose the information of de-
faulters who have not been prosecuted by law. This gives observers the impression
that if they default, there will be no punishment at all except for personal informa-
tion exposure, which can lead to economic loss. If Chinese online P2P lending
platforms only publish the information of defaulters who have been prosecuted by
law, observers will overestimate the default cost. At the same time, the default
benefit will decrease in tandem with the observer’s pragmatic self-activation level.
Increasing the default punishment severity is also effective as it raises the default
cost directly. The default benefit will decrease and the observer’s pragmatic self-
activation level will decrease.

In China, there has been proliferation of small online P2P lending platforms; how-
ever, they do not share the borrowers’ credit information with each other. The credit
loss to defaulters remains almost negligible, as they can register on other platforms and
borrow money there very easily. Hence, accelerating social credit score information
sharing would be a good measure to decrease the observer’s pragmatic self-activation
level and decrease his/her default intention. Moreover, we suggest that Chinese online
P2P platforms collect the credit information of borrowers’ social networks, which
would be helpful in identifying other potential defaulters. Even though the online P2P
lending industry continuously grows in a healthy way, there is still the substantial chal-

lenge of borrowers defaulting.
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Limitations and future research directions

Considering the lack of research on online P2P lending default intention, our study
sheds light on how online borrowers’ default behavior influences observers’ default in-
tentions. Despite its strengths, the present study has several limitations. First, the
generalizability of the research findings is limited because of the small sample size.
Existing studies have shown that a small sample size below 200 is sufficient to conduct
scenario-based experiment research and for a path analysis (e.g., Duan et al. 2016; Shen
et al. 2016; Roche et al. 2016; Huang et al. 2018; Shuqair et al. 2019). In light of the rec-
ommendations of 10 subjects for each observation variable (Huang 2004), our sample
sizes are adequate for testing our hypotheses. However, future research should recruit
more samples and extend the research findings to other regions and domains. Second,
as we used the self-report survey method in the two studies, it is possible that there
were common method biases (Podsakoff et al. 2003). We suggest that future research
use multisource data to examine the results. Third, although the participants we re-
cruited do match the actual borrowers’ characteristics in the online P2P market, these
participants had no P2P lending experience. To improve the study’s external validity,
we encourage future researchers to use real borrowers to replicate our findings. Last,
the present study examined observers’ default intentions as a dependent variable. Al-
though this adds important information to our understanding of the ripple effect of de-
fault in P2P lending, to dig deeper into the “monkey see, monkey do” phenomenon,
further research may explore observers’ default behaviors as triggered by other
defaulters.
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