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Loan—Reduction and Crowding—Out Effects in Asymmetric—Information Credit Markets
ZHOU Geng RUAN Dong-zhe FAN Cong-lai

[ Abstract] By collecting and processing real data formed in the daily operation of lending platforms, the authors of this
paper discovered two types of effects of market shrinkage result from the adverse selection of asymmetric—information credit
markets; the first is the “credit-reduction” effect that, as the degree of information asymmetry increases, the final contract
amount agreed by the borrower and lender decreases and the transaction matching time extends, and the effective supply of
the market shrinks; the second is the “crowding out” effect that, as the degree of information asymmetry increases, the interest
rate of the contract between the borrower and the lender rises, the term shortens, and the effective market demand shrinks.
Improving the fintech such as artificial intelligence, big data and block chain, and strengthening the relationship between
banks and enterprises can reduce the information asymmetry and the above—mentioned effects caused by adverse selection.
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