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Abstract 
In recent years, the banking industry has been innovating the current financing mode 
and changing the service mode, that is, innovating the financial service mode, which has 
provided financial support for some scientific and innovative enterprises to carry out 
financing. Therefore, it can be seen that the development of financial innovation has 
brought a positive impact on promoting the financing of technological innovation 
enterprises. However, Internet finance has solved the problems of financing difficulties 
and financing of SMEs, and is also based on the fast turnover capability of net loan 
business, forming a huge bubble risk. P2P companies also gradually "mutate" under the 
cloak of Internet finance. This paper makes an in-depth analysis and exploration. 
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1. Introduction 

During the 14th Five Year Plan period, China's financial science and technology was still in a 
period of sustained and rapid development. Modern technology has brought and will continue 
to bring great changes to the financial industry. Various financial institutions, especially large 
and medium-sized financial enterprises, have increased their investment in artificial 
intelligence, blockchain, financial technology, cloud system, network security and various 
digitization, and e-commerce and digital economy have developed rapidly(Meng Qi, Yunfan Gu, 
Qiong Wang, 2021). Scientific and technological changes are conducive to the development of 
Inclusive Finance and improving service efficiency. Driven by technologies such as the Internet, 
big data and artificial intelligence, China's financial innovation has formed new financial 
formats such as Internet finance, financial technology and digital finance, such as P2P mode, 
Internet crowdfunding, securities + Internet and supply chain finance, which better meet the 
new needs of economic and social development for financial services. However, Internet 
finance can solve the problems of financing difficulties and financing of SMEs, and it is also 
based on the fast turnover capability of net loan business, forming a huge bubble risk. P2P 
companies also gradually "mutate" under the cloak of Internet finance. Playing the bright sign 
of information intermediary, but doing the dirty work of credit intermediary. These fast-
growing internet innovations gradually breed Internet financial risks due to "detachment" from 
supervision.Organization of the Text. 

2. Internet Financial Risk 

From the perspective of business categories, China's Internet finance business can be divided 
into six categories: Internet payment, crowdfunding financing, P2P network lending, non P2P 
network microfinance, innovative Internet platform of financial institutions and Internet-based 
fund sales. Starting from the form, function and purpose of Internet finance, Internet finance 
can be divided into the following three business forms: first, third-party payment, including 
mobile (mobile) payment, Internet payment, etc; The second is network investment, which is 
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divided into online fund market and P2P investment; Third, network financing, including small 
and micro loans (such as "borrowing"), online shopping consumer loans (such as "Huabai"), 
P2P platform loans, online crowdfunding, etc. 
Compared with traditional finance, Internet finance has its unique risk. From the perspective 
of the risk sources of Internet finance, the operation characteristics and scale of Internet 
Finance lead to the generalization of financial risks, impacting the interests of investors and 
even the stability and social stability of the whole national financial system. The risks of Internet 
finance mainly include the following two aspects: on the one hand, it is systematic risk. In the 
extremely sensitive Internet financial market, the micro fluctuations of policy, price and 
economic environment may have a huge impact on the Internet financial trading market, and 
even cause systematic risks. On the other hand, compared with general financial products, 
Internet financial products themselves are very complex, and the personal information of 
Internet financial consumers is often infringed and leaked unknowingly. In the case of 
asymmetric information, the credit investigation system increases the risk of consumers buying 
Internet financial products under the condition of asymmetric information and inadequate 
supervision. 
From the development practice of Internet Finance in China, the use of diversified and complex 
product structure in Internet finance has also brought difficulties to financial supervision, 
highlighting the weakness and shortcomings of Internet financial supervision to a certain 
extent. On the one hand, the frequent occurrence of Internet financial risks has a great 
relationship with the imperfect mechanism, narrow investment channels and lack of financial 
education for investors in the current development of China's financial market; On the other 
hand, it also shows that the current Internet financial legal norms are imperfect, there are gaps 
in supervision and regulatory measures are not in place. At the same time, a large number of 
cross market financial innovation businesses have emerged, forming a regulatory gap, 
increasing the possibility of cross risk transmission, and increasing the pressure on systematic 
risk prevention. E-rent treasure phenomenon and such problems have also aroused the 
attention of all sectors of society to Internet financial supervision. 
The past 20 years have been a period of barbaric growth of the Internet, and the state has a 
supportive and inclusive attitude towards it. The rapid development of Chinese Internet 
enterprises has almost subverted the physical business logic. Ant financial services has 
gradually become an internet financial monopoly giant relying on the dividends of the Internet. 
As one of the most representative enterprises of Internet Finance in China, ant group has 
developed into China's largest online consumer credit, small and micro business credit, online 
financial services and online insurance service platform in only 16 years. At present, the 
financial core business of ant group is similar to that of commercial banks. Its actual customer 
group, managed credit scale, customer asset scale and market influence are more than many 
traditional commercial banks. Thanks to the huge user base and higher income level, yu'e Bao 
of ant financial services is becoming one of the largest monetary funds in the world. However, 
behind many deposit products on yu'e Bao, most of them are newly established banks or small 
local banks, which issue much higher interest conditions than regular banks in order to grab 
orders. Backed by the mountain of Ali, these banks give users a strong sense of security, but at 
the same time, most people ignore the risks of many small banks behind the products. The 
model of Internet financial innovation subverts the existing financial supervision rules and 
concepts, making ant group avoid the original framework of financial supervision to a certain 
extent. 
Another typical example is the long-term apartment that has been hotly discussed in the market 
recently. Intermediaries implement financial innovation on long-term rental apartments, 
turning simple rents into complex loans. From the perspective of the business model of long-
term rental apartment platform, it generally attracts customers through "high in, low out, long-
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term collection and short payment". In the long-term apartment series, the most common is 
rent loan. The rent loan mode refers to that while signing the lease with the tenant, the long-
term apartment also cooperates with the financial institution to let the tenant sign the loan 
contract. The financial institution pays the annual rent for the tenant, and the tenant repays the 
rental loan to the financial institution on a monthly basis. This also means that after getting the 
annual rent, the long-term rental apartment only needs to pay the rent to the landlord every 
month, and then continue to expand through the remaining rent. Through rent loan, long-term 
rental apartments get the expansion funds in advance, but once the enterprise can't make 
profits and have sustainable cash flow, the capital chain will be broken. Ultimately, both tenants 
and landlords face varying degrees of losses. On the surface, the long-term apartment platform 
is an ordinary civil and commercial transaction integrating offline "house leasing" + "personal 
commercial loan". Its essence is a hybrid Internet financial transaction mode of "C2C" + "B2C" 
carried out by using Internet thinking and Internet technology. Among them, the "high 
leverage" financing mode has great systemic financial risks. 
The financial innovation of these large Internet companies has brought great problems and 
risks, which have gradually evolved into Internet financial risks. First, large Internet companies 
grasp a large amount of data with technical advantages, supplemented by the external 
characteristics of Internet technology, which is easy to form a market leading position. Large 
Internet companies engaged in financial business not only consolidate their dominant position 
in the original business market, but also make it easier for their newly opened financial business 
to obtain data, information and customer resources and quickly gain competitive advantage. 
These competitive advantages can make large Internet enterprises over concentrate their 
power in resource allocation and gradually strengthen into market monopoly. 
Second, the product and business boundaries are blurred. Financial services must meet specific 
qualification requirements, adhere to the principle of licensed operation, and strictly access and 
business supervision and management. If large Internet enterprises carry out a large number 
of financial businesses, but claim to be technology companies, it is not only to evade supervision, 
but also easier to expand disorderly, resulting in hidden risks, which is not conducive to fair 
competition and consumer protection. 
Third, information technology controllability and stability risk. The use of cutting-edge 
information technology by large Internet enterprises often makes it difficult for regulators to 
identify, monitor and deal with risks. It is difficult for regulators to identify high-tech "black 
boxes" and their implied risks. For example, the blockchain network is usually maintained by 
multiple nodes. Once the technical problems or service interruption lead to transaction failure 
and economic losses, it is difficult to determine the responsible subject. 
Fourth, the risk of data leakage and infringement. Large Internet enterprises engaged in 
financial business means the centralized collection and exposure of consumers' various 
financial and non-financial information(Yang, Q., Wang, Y., & Ren, Y, 2019). Large Internet 
enterprises not only master consumers' social networking, shopping and web browsing 
information, but also their accounts, deposits and withdrawals, financial asset holding and 
transaction information. They can even closely associate these information with their biological 
information through facial recognition and health monitoring. Once the data is leaked due to 
improper storage or network attacks, a little analysis can obtain accurate portraits of customers, 
resulting in a large number of customer privacy leaks, resulting in significant property losses 
and potential personal safety hazards. 
The section headings are in boldface capital and lowercase letters. Second level headings are 
typed as part of the succeeding paragraph (like the subsection heading of this paragraph). All 
manuscripts must be in English, also the table and figure texts, otherwise we cannot publish 
your paper. Please keep a second copy of your manuscript in your office. When receiving the 
paper, we assume that the corresponding authors grant us the copyright to use the paper for 
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the book or journal in question. When receiving the paper, we assume that the corresponding 
authors grant us the copyright to use the paper for the book or journal in question. When 
receiving the paper, we assume that the corresponding authors grant us the copyright to use. 
Fifth, systemic risk. The number of service groups of large Internet enterprises is huge, and the 
service objects are often long tail people that can not be covered by traditional financial 
institutions. Such customers usually lack professional financial knowledge and investment 
decision-making ability, and have serious herd mentality. When the market fluctuates greatly 
or the market situation is reversed, they are prone to group irrational behavior, and the long 
tail risk may spread rapidly, forming a systematic financial risk. 

3. Increase Internet Financial Supervision 

With the application of financial technology in different scenarios, a variety of emerging 
financial formats such as online lending, online trust and online insurance continue to emerge. 
Due to the lack of corresponding regulatory rules and means, financial institutions are unable 
to identify and assess the risks of changes in Internet finance, resulting in various illegal acts. 
Internet finance is an organic combination of Internet information technology and finance. It 
has both Internet genes and financial genes. However, as long as it is combined with finance, it 
cannot violate the basic characteristics of finance. It must have the daily supervision of 
regulatory authorities, the basic requirements of operation mode and risk disposal methods. In 
other words, if you want to build a long-term mechanism for Internet finance, you can't "drive 
without a license". You should explore the early detection and early disposal mechanism of 
illegal financial business of non licensed institutions. In the final analysis, you should adhere to 
the "licensed operation of financial business". 
It is an arduous and complex task to fight a tough battle to prevent and resolve Internet financial 
risks. Under the background of the rapid development of Internet new finance, the financial 
chaos or fraud in subdivided industries such as online loan, cash loan and bitcoin make the 
financial risk complex, hidden, sudden, infectious and harmful, and it is more challenging to 
prevent and resolve the financial risk. If financial innovation evades supervision, blindly 
expands, and vigorously circulates funds from real to virtual, it will easily lead to financial risks, 
eventually hinder the development of the real economy, and pose a threat to the national 
economic security. 
The data show that by the end of March 2020, 139 online lending institutions were actually 
operating in China, down 86% from the beginning of 2019; The loan balance decreased by 75%; 
The number of lenders decreased by 80%; The number of borrowers decreased by 62%. Since 
the rectification work was carried out, nearly 5000 online lending institutions have withdrawn. 
However, during the "14th five year plan" period, China's financial security situation is still very 
complex. The global financial digital transformation is accelerating, new models of digital 
finance are emerging, and significant changes have taken place in the form, path and security 
boundary of financial risks. Digital currency, network security and information protection have 
become a new topic of financial supervision. China's mobile payment, online lending and 
Internet insurance are at the forefront of the world, which means that there is no mature 
experience in legal norms and risk supervision. Compared with the trend of rapid development 
of financial technology, regulatory tools and means are difficult to meet the actual needs. There 
is a lack of high-quality supervision talents, the guarantee of resources such as capital and 
technology needs to be enriched, and the grass-roots supervision force is very weak. Therefore, 
China's financial regulatory means should keep up with the new changes in digital finance, 
maintain effective control of these risks and prevent "darkness under the light" on the premise 
of reserving some space for innovation. 
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Therefore, facing the risks and challenges in the development of financial innovation, we should 
reasonably define the boundary between effective innovation and promising supervision of 
Internet finance, and seek a dynamic balance under the framework of the rule of law between 
encouraging innovation and preventing risks. The essence of finance is capital financing. 
Through the transfer of capital use right, we can finally maintain and increase the value. 
However, financial innovation must take serving the real economy as the starting point and 
foothold. If financial innovation becomes a tool for speculators to chase high returns, and there 
is no timely and effective supervision over these innovations, then excessive financial 
innovation will come to its final boundary. 

4. Grasp the Boundary of Internet Financial Innovation and Promote 
Rational Innovation of Internet Finance 

Grasp the boundary of Internet financial innovation. The rise of Internet finance does not mean 
that financial services can be realized and satisfied through the Internet. Internet financial 
innovation is a "double-edged sword", which can not only improve market efficiency, but also 
lead to major risks. Supervision must seek advantages and avoid disadvantages, and grasp the 
"degree". We should deeply realize that Internet finance does not change the essence of finance. 
Internet finance must rely on the deep foundation of the industry to realize the expansion of 
finance. Separated from the foundation of the industry, Internet finance only floats at the virtual 
level, which will undoubtedly bring a series of significant impacts and impacts on economic 
development. Using the basic rules of finance to supervise internet finance is the basic premise 
for the development and supervision of Internet finance. Internet finance is still a new thing, 
and the innovation of business and products is still in its infancy. The industry needs to 
encourage innovation and be tolerant of innovation. Therefore, Internet financial innovation 
must have boundaries. This boundary can not be separated from the real economy, but also 
must abide by some basic rules of the financial industry. 
First, accelerate the formulation of rules and regulations to prevent the risk of Internet financial 
innovation. In accordance with the penetrating regulatory principle of "substance is greater 
than form", unified guidance and regulatory rules are formulated for similar financial 
innovation activities of different subjects(Wang, R., Yu, C., & Wang, J, 2019). In particular, the 
main risk types such as data application risk, new technology use risk and scenario expansion 
risk should be included in the regulatory rules. Improve relevant technical and business 
standards. Give full play to the role of relevant functional departments, formulate technical 
standards and risk rules such as blockchain and big data, give full play to the role of standards 
and rules, testing and certification, and promote the orderly and compliant development of 
large Internet enterprises in technology and business application. Comprehensively improve 
the regulatory capacity of financial regulatory departments, innovate regulatory systems, 
means and methods, and strengthen and improve all-round and whole process financial 
supervision. 
Second, strengthen the supervision of technological innovation and application. On the one 
hand, we will comprehensively consider online and offline financial innovation activities, use 
advanced technologies such as big data, artificial intelligence, cloud computing, district chains 
and the Internet of things to build a "technical defense" network, give full play to the scientific 
and technological intelligence financial platform of industrial and financial cooperation, and use 
financial technology means such as big data and artificial intelligence to provide enterprises 
with online and offline financial services, Provide effective regulatory information for financial 
regulators to keep up with and even outperform innovation. On the other hand, the "regulatory 
sandbox" with equal emphasis on pilot system and technology adopts special innovative 
regulatory methods for financial technology giants on the basis of grasping the principle of 
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inclusiveness and prudence, so as to prevent risks and monopolies in promoting development. 
Open the window of financial innovation under strong supervision and better promote financial 
innovation to serve the high-quality development of the real economy. 
Third, further strengthen the concept that "financial innovation must be carried out under the 
premise of prudential supervision", and improve the three pillars of macro Prudential, micro 
Prudential and behavioral supervision. Whether Internet companies do cross-border finance, 
financial technology giants enable financial development, or traditional financial institutions 
realize transformation and innovation with the help of science and technology, they should 
follow the laws of financial development and regulatory rules, that is, all financial innovation 
formats should be subject to financial supervision. We will improve the macro Prudential 
Management Framework and policy tools, improve counter cyclical regulation and the 
supervision of systemically important financial institutions, and pay attention to preventing 
cross market, cross regional and cross-border risk infection. Improve the micro prudential 
supervision ability, improve the prudential supervision system with capital constraints as the 
core, accelerate the improvement of the deposit insurance system, and strive to achieve early 
detection, early warning, early intervention and early disposal of risks. We will strengthen 
behavior supervision and severely crack down on violations of laws and regulations that 
infringe on the legitimate rights and interests of financial consumers. As a whole, financial 
supervision should always have the vision of macro prudence, based on micro prudence and 
supported by behavioral supervision, so as to realize the organic unity of independence and 
synergy among the three. 
Fourth, improve the transparency and legalization of financial supervision. The regulatory 
system should cover all financial institutions, businesses and products, and comprehensively 
supervise all kinds of financial activities according to law. Learn from the reform results of the 
financial stability Council and the Basel Committee, strengthen the requirements of capital 
adequacy, supervision and inspection and market constraints, and pay close attention to 
making up for the shortcomings of the system. According to the characteristics of different 
fields, institutions and markets, formulate differentiated and targeted systems, refine 
regulatory standards and improve regulatory accuracy. We should constantly enhance the 
effectiveness of system implementation(Fadare, O. A,2015). We should take laws and 
regulations as the criterion, significantly increase the cost of illegal activities, and bring 
supervision into the track of the rule of law. We will make great efforts to prevent and deal with 
illegal fund-raising by means of financial science and technology, further expand the coverage 
and influence of publicity against illegal fund-raising, timely deal with new cases and properly 
resolve the risks of old cases. Strengthen the monitoring and early warning of illegal fund-
raising, realize the early detection, early warning and early disposal of illegal fund-raising 
activities, and effectively maintain the financial order. 
Fifth, grasp the regulatory boundary of financial innovation and promote the rational 
development of Internet financial innovation. First, we should encourage Internet financial 
innovation that can hold the risk bottom line. The financial industry itself is an industry that 
manages risks. It deals with risks every day, and there is almost no absolutely risk-free business. 
However, we can not simply equate financial innovation with manufacturing risk. We should 
see that financial innovation is an important part of improving the level of risk management, 
which itself is conducive to improving the level of risk management. Risks in the financial 
system are not terrible, because financial institutions have the ability to repair themselves and 
have multiple barriers against external risks. The key is to have a bottom line, that is, to prevent 
systemic risks and financial crises. Secondly, we should encourage Internet financial innovation 
that can improve social welfare. In essence, finance should serve the real economy, give "blood 
transfusion" to the real economy, improve the labor productivity of the whole society and 
enhance the overall welfare of society. Innovation must be conducive to the realization of this 
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basic goal. Contactless financial services show more important social effects during the 
epidemic. Such financial innovation that creates social value and improves the overall welfare 
of society should be vigorously cultivated and supported. Finally, we should encourage Internet 
financial innovation that can maintain fair competition. Financial innovation cannot build and 
solidify industry entry barriers, block market participants or reduce market activity, nor can 
financial innovation form an oligopoly, obtain excess returns, damage public interests, retreat 
from innovation pioneers to innovation blockers, and become a selfish tool to destroy the rules 
of the game. Financial supervision is to maintain a fair market competition environment, 
Establish a multi-level and dynamic financial system, strengthen consistent supervision, 
especially reduce the moral hazard caused by "too big to fail", reduce the negative externalities 
caused by market injustice, and maintain financial stability and big positions. 
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