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[Abstract]


This paper aims to investigate the impact of internet finance on traditional banks in China based on the analysis of Yu’e Bao. At first, we try to find the reason why Yu’e Bao is a great success in the financial market and analyze the SWOT of Yu’e Bao. And then we focus on the challenges and chances of internet finance on the traditional finance. We also study the policies of Chinese government and Central Bank and gain some international experience of internet finance development. Finally, we draw the conclusions that internet finance won’t take the place of the traditional finance.
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1 Analysis of Yu’e Bao

1.1 Introduction to Yu’e Bao

As the technology updates so quickly, the internet has been the absolutely indispensable section of our daily life. And the internet finance has been developing so fast like splitting a bamboo. Yu’e Bao is a typical case of the internet finance.

On June 13, 2013, Yu’e Bao came into use. It is a value-added services designed by Alipay for personal users. And in the first period, its cooperator is Tianhong Fund Company. Yu’e Bao is actually a monetary fund, and it is completely unshackled by the round turns. The economic scale of Yu’e Bao is more than 250 billion Yuan until now and the number of its clients exceeds 49 million.

The reason why millions of users prefer Yu’e Bao is that the interest rate is higher than the traditional banks’ interest rate and the safety rate is higher than that of the other financial products. Yu’e Bao has abundant preponderant features. For example, the users can not only consume, pay and roll out at any times as convenient as Alipay, but also receive revenues by depositing money in it, while Alipay cannot earn money. On top of that, the users can directly buy any kind of financial products on the website of Alipay with Yu’e Bao and pay for the online shopping, transfer capital and other bills. The money transformed into it will be checked on the next working day by the fund companies and once the transaction is confirmed, the company will start to count the revenue generated by the money.

The operations are quite easy so that any age group feels free to use it. The first registers need to enroll, while regular users can directly register in Alipay, find my account and deposit money, then they can enjoy the convenience and pleasure. The way Yu’e Bao operates is that Alipay users put money into it and the cooperators can use the money to buy monetary fund products. So Yu’e Bao consists of three parts and they are Alipay, Alipay users and the fund company.

1.2 The SWOT analysis of Yu’e Bao

1.2.1 Potential internal advantages (S)

First, Yu’e Bao is supported by the largest payment platform in China, Alipay. Yu’e Bao’s first ideal clients are from the users of Alipay. It means that it has a great number of advertisers and loyal clients. If every regular user spends 10 Yuan to buy the fund, based on its 800 million users, it can sell 4 billion Yuan funds.

What’s more, the level of the least purchasing limits and the risk of Yu’e Bao are relatively low, while the revenue is very high. Most other financial products have a high lever of least purchasing limits, thus the small amount of current deposits can’t be put into it. But Yu’e Bao has broken that situation. And the current yearly deposit interest rate is about 3.5%, while the interest rate of Yu’e Bao is above 4%.

Besides, the level of liquidity is higher and the operations are simpler. Compared with the traditional bank depositing systems, Yu’e Bao is more efficient and it can be transferred into and rolled out at any time. It has a higher level of the liquidity and it doesn’t hinder the expenditure of money. Clients can also check the revenues by the client-side and improve the consciousness of managing financial transactions.

1.2.2 Potential internal weakness (W)

First, Yu’e Bao has risks in the internet information security and financial security. For example, some criminals use the phishing website to steal the passwords and money of the users and these cases exert many side effects on the internet finance. Also, compared with the current and demand deposits of the traditional banks, Yu’e Bao has the probability to lose principal.

What’s more, the legalization of Yu’e Bao isn’t totally resolved. Yu’e Bao has fund payment license but doesn’t have sale license. Yu’e Bao inlays the fund companies’ selling system into Alipay website, so the users can create their own accounts by depositing money into it and Alipay claims that it didn’t involve in the selling section. On top of that, the advertisement on Alipay official website and its fund sales performance illustrate that Alipay doesn’t only play a role in payment. It can be put in this way, Alipay is on the edge of illegality and there are many legal troubles about Yu’e Bao.

Besides, Alipay doesn’t have enough experience of fund industry and Tianhong Fund Company doesn’t have an outstanding performance. Alipay is just a part of the Ali-financial team, but as far as it is concerned, its awareness of the monetary fund market is not enough, especially the risk conditions. In the meanwhile, the operation capability of cooperate fund company—Tianhong Fund Company is the key whether Yu’e Bao can make profit or not. From the data we know that the top five fund companies don’t include Tianhong Fund Company and its performance isn’t good. Under the circumstance that the risk is underestimated intentionally, the interest rate means more significant. So Yu’e Bao can be affect by other internet financial products.

1.2.3 Potential external opportunity (O)

First, the internet finance has a tremendous market potential capacity. Yu’e Bao was mainly designed to manage the balance of Alipay’s account effectively, and the users of Alipay are more than 800 million, so Yu’e Bao has a large number of potential clients. 

Besides, because of the higher inflation rate, the revenue of the traditional bank deposits especially the current deposits can be ignored. As the level of acquiesce and acceptance of Yu’e Bao is rising, more effective and convenient features and higher interest rate will be revealed compared to traditional current deposits, and the potential ability of Yu’e Bao that it can be substituted for the current and demand deposits will be gradually released. 

What’ more, the fund products can be selected by users and they will be enriched in the future. At the present stage, Tianhong Fund Company is the only fund company that the Alipay cooperate with. But more than twenty companies have been negotiating about the cooperation with Alipay and the initiative is in the hand of Alipay. So it can choose to cooperate with better fund company, that is, the financial products of Yu’e Bao will get improved.

1.2.4 Potential external threats (T)

First, the external competition is extremely fierce. After Yu’e Bao attain a great success, many financial fund companies and corporate giants successively take actions and carry out a series of internet financial products, for instance, Tencent cooperates with Huaxia fund company and Sina units Dianrong fund company. And the pressure from the traditional banks is also enormous. Banks regard Yu’e Bao as a substitution of the current deposit, so they also seek for the method of enhancing their competitiveness. Guangfa Bank carried out smart gold account and Union-pay carried out Tiantianfu. All of these undoubtedly challenge the status that Yu’e Bao built in a few months.

What's more, the safety of internet and the risk of the monetary fund market are also confronted with questions. Yu’e Bao is a kind of investment of monetary fund, so the profits depend on the monetary fund market. If the market is in a bad situation, the profits may become negative, and thus it might cause the legal dispute and do harm to the reputation and development of Alipay.

2 The challenges of internet finance on traditional finance

2.1 What is traditional finance?

Compared with the internet finance, traditional finance owns completed and strict risk control system, high-quality human resources and large customer resources. Traditional finance almost locks in high-end market. Most of its customers are large companies and high-quality individual customers.

Traditional banks, one of most important traditional finance, are in an absolutely strong position in finance sector. All of the financial operations of banking system could not be separated with traditional banks.

However, the internet finance has developed quickly recently. There are many creations, such as Bit coin, the third party payment, P2P credit, e-commerce, etc, which have challenged the traditional finance in many channels. We are trying to explore the challenges of internet finance on traditional finance.

We choose Yu’e Bao as the representative of the internet finance, and we choose commercial banks as the representatives of traditional finance. By analyzing the challenges which commercial banks meet, we can understand the challenges traditional finance meets. 

2.2 The challenges on commercial banks

2.2.1 Yu’e Bao challenges the market position of commercial banks

Because commercial banks enjoy the superiority of government policies and many other rights in a long period, commercial banks are the heart of financial services in China. Most of financial business and channels are controlled and even monopolized by commercial banks. So commercial banks are strong enough that they haven’t paid highly attention to banking reform.

However, as the financial industry entering the age of the internet, some enterprises that handle the internet technology try to manage the internet finance, which fight for commercial banks’ business. For example, the payment transaction of commercial banks has been marginalized because of the third party payment. As for Yu’e Bao, it fights for deposits business, financial services and consigned fund business with commercial banks. Although the operation of Yu’e Bao violated some regulations, China Securities Regulatory Commission did not require it to suspend operations. On the contrary, China Securities Regulatory Commission supports this kind of creation in fund sales. Besides, Yu’e Bao has caused the butterfly effect. Many other similar products were created to make profits.

From these examples, we could find that the rapid development of internet finance has impacted the central position of commercial banks in some degree. On the other hand, regulators won’t maintain commercial banks’ monopoly.

2.2.2 Yu’e Bao challenges the deposits business of commercial banks

Yu’e Bao has developed so quickly in one year. There was only 200 million Yuan in May, when Yu’e Bao was found. But, the scale of Yu’e Bao reached to 185.3 billion Yuan at the end of 2013. At the same time, there were 89 fund management companies who managed 1552 public offering fund totally. Yu’e Bao is the largest single fund. The scale of other two funds, which are Nanfang Xianjinzengli and Huaxia Xianjinzengli, are much smaller than Yu’e Bao. We can see the quickly development from Figure 1.

The annually yields of Yu’e Bao is much higher than commercial banks. Let’s make an assumption. The annually yields of Yu’e Bao is 5.9710% on second March. If we save 10000 Yuan in commercial banks, the current interests for one year is around 30 Yuan .If we save 10000 Yuan in Yu’e Bao, the current interests for one year is around 600 Yuan. It is obvious that people will choose Yu’e Bao rather than current deposits. Consequently, some capital of commercial banks will be moved to Yu’e Bao. We get the statistics from Bank of China that household deposits decreased by 896.7 billion Yuan in December 2013. And the household deposits decreased by 940.2 billion Yuan in January 2014.

On the other hand, Yu’e Bao let more people know what money funds are and let more people buy money funds. Alipay owns many youth-oriented customers, who are not rich enough and desire for small but stable value funds. Although Alipay’s customers were told that Yu’e Bao was just like one money fund and there are certain risks, most customers are still willing to buy it. Because Yu’e Bao has a high degree of credibility, many Alipay’s customers regard Yu’e Bao as a kind of current deposit with high interest. For these customers, there is no reason to prohibit them not to buy Yu’e Bao.

2.2.3 Yu’e Bao challenges the financial products of commercial banks.

Compared with commercial banks’ financial products, Yu’e Bao has many advantages. Yu’e Bao can be purchased and ransomed at any time. Its revenue is settled by compound interest. In view of the characteristics and investment structure of the Yu’e Bao, it is more meaningful to compare Yu’e Bao with commercial banks’ ultra short financial products.

Assuming that two customers have 50,000 Yuan, in the period from July 20, 2013 to August 3, one customer bought Yu’e Bao, and the other customer bought commercial banks’ financial products whose cycle was one day. We can compare the annualized return. The result is showed in Table 1. We can see that the annualized return of Yu’e Bao is significantly higher than most of commercial banks’ financial products. It is Shanghai Bank’s financial products, named Yi Jingling that closes to Yu’e Bao in annualized return. But this product needs to 300,000 Yuan to open an account and needs 100,000 Yuan at least to purchase it. We can see from Table 1 that the requirements of buying commercial banks’ financial products are more complicated and strict than Yu’e Bao.

Therefore, some customers who buy commercial banks’ ultra-short financial products might move to Yu’e Bao, which brings challenges for commercial banks.

2.2.4 Yu’e Bao challenges the consigned funds business of commercial banks

In traditional finance, funds companies are just the suppliers while commercial banks have dominant advantages in profits distribution. As the financial intermediaries, commercial banks have a great number of customers. The selling of funds depends on commercial banks seriously. Funds companies have little power of bargaining. 

And commercial banks grab a large quantity of profits from funds companies in a long period.

However, with the development of internet finance, selling funds by commercial banks is not the only way. Funds companies have choice to cooperate with internet finance to sell funds. Funds companies not only can get rid of the control of commercial banks, but also could have opportunities to get in touch with common investors by cooperating with internet finance.

The internet funds could provide a mass of information to help customers choose satisfactory funds. The internet funds are also more humanized and convenient. Yu’e Bao, one kind of internet funds, has provided huge profits to Tianhong Fund Company.

Now, it’s not necessary for fund companies to cooperate with commercial banks. They are more engaged in creating more attractive internet funs, like Yu’e Bao, basing on internet companies. There must be a big challenge for consigned funds business of commercial banks.

3 The chances and changes of traditional finance
Although internet finance have brought a lot of challenges to traditional finance, most scholars do not think that traditional finance will be defeated, because the traditional banks and many other financial departments have their own strong foundation and deep advantages with respect to internet finance. What’s more, the challenges from internet finance have encouraged traditional banks and other departments to make some innovations, and more changes will come soon. These changes will make traditional finance more and more competitive.

3.1 Deep advantages of traditional finance
Traditional finance does have some deep advantages. This will be reflected by four aspects. Firstly, they have the strong support from the laws. This is exactly what internet finance products do not have. After less than ten days of Yu’e Bao’s online practice, the Securities and Futures Commission announced that there was some problem about Yu’e Bao’s operation process. Some fund account of Yu’e Bao hasn’t been recorded by the supervision department, so Yu’e Bao is not totally in accordance with legal procedures. What’s more, according to the regulation of the Central Bank to the third-party payment platform, users of Alipay can use their account balance to buy agreement deposit. But there is no clear rule about whether they can buy funds. So the development of Yu’e Bao actually has not been clearly admitted by the Securities and Futures Commission and the Central Bank. Alibaba is actually playing on the boundaries of laws and policies. Once the Central Bank declares specific regulation on financial tools like Yu’e Bao, and the regulation is negative, the strike will be deadly. Most internet finance products face the same situation as Yu’e Bao. Because they are new things, there are not enough laws clearly defining them and regulating them. But with the development of them, laws and policies will eventually be introduced. At that time, some products will definitely be eliminated, especially in the sensitive sectors such as gambling, credit and financing. However, this will never happen to traditional finance. Because of their long history, the laws about their operation procedures and scope of businesses are nearly perfect. Although there must be some supervision, it is evident that their operation is supported by these laws. So we can see that in the respect of laws, traditional finance has absolute advantage over internet finance.

Secondly, traditional finance is independent enough to keep its stability. In most people’s imagine, internet is a virtual concept. It does not have a strong background to support them. This is what traditional banks and other departments have. Most internet finance products have to cooperate with other corporations or other businesses. For instance, Yu’e Bao actually should be called Tianhongzenglingbao, which is a fund product conducted by Tianhong Fund Corporation. Our profits from Yu’e Bao are actually from our personal fund account. Yu’e Bao do not have the independent power to make profits for us. We can say that Yu’e Bao’s destiny is totally determined by the development of Tianhong Fund. However, as mentioned above, Tianhong Fund’s ranking is not very good. This brings some worry about the stability of Yu’e Bao and many other internet finance products. Because of the stable background of traditional financial departments and huge amount of independent money, this worry will never happen to traditional banks. They can control their own risks and take measures to keep a stable rate of return without depending on anyone else. They can even get help from the Central Bank when they do not have enough power. This supporting rather than reliance relationship is a reason why traditional finance has the confidence to keep its status.

Thirdly, traditional finance is much safer than internet finance. As we all know, internet itself is not a safe environment, compared to the real world. For example, the information in Alipay has even been stolen by hackers, which caused great loss to its users. No one can guarantee that such things will never happen again. Because internet has too many loopholes, we have to consider the risk of losing our money. What’s more, internet finance like Yu’e Bao may face the risk of credit default. Yu’e Bao has announced that its rate of return will be more than 6%, but its actual rate of return now is less than 5%. Another internet finance product, Baidubaifa, announced that its expecting rate of return will be 8%. However, because of the depression around the world, the potential economic downturn in China, and the overcapacity of manufacturing, it is not an easy thing to achieve such a high rate of return. Who can be responsible for them, if customers cannot get their expected profits? I don’t think such internet finance products have the capacity to take this responsibility. Finally, it is us, the users and customers, who will suffer. Some people may state that traditional commercial banks also have the risk of credit default. After all, no one can exactly foresee the future development of the economy. Many people may think that traditional banks also face these difficulties. However, traditional commercial banks have one thing that internet finance products do not have. That is, traditional banks have the Lender of Last Resort Support from the Central Bank. When they can not pay off their debts, the Central Bank can help them to perform their responsibility. To get this help, the commercial banks have to meet a variety of demands. They have to pay required reserves, whose rate is 20%, to the Central Bank. And the rate of their self-owned money has to reach 8%. These requirements will hardly be met by internet finance corporations, because of their small scale and weak foundation.

Finally, traditional finance can meet the demand of more variety of customers, while the users of internet finance are limited to a small scale. Different kinds of customers have different consumption demand. For instance, teenagers and some young office workers are more interested in fresh things, and most of them do not have much money. These types of people are more likely to accept internet financing products like Yu’e Bao. However, most elderly customers do not know these new internet financing products. And most successful people who have a lot of money are more satisfied with traditional financing tools like funds, deposits and stocks. According to a survey, the online payment has some advantages among people who are 18-35 years old, but it is not very popular among people older than 35 years old (iResearch 2013,b). These people (who are older than 35 years old) are the main force of investors, who are more willing to invest through traditional financing departments. From this, we can see that traditional finance are still in control of the lifeblood of investment and economic development.

According to the explanation above, we can draw a conclusion that traditional finance is not so easy to be defeated. This is because that traditional finance does not have many advantages about risk and law, and it has a more varieties and amounts of customers. Maybe the internet finance will make some improvement with the development of technology and more comprehensive policies. However, their origin characteristics will always hinder the development of it. And these original characteristics can not be changed just by improve its operation style. Actually, most scholars agree that these obstacles can only be eliminated by cooperating with traditional banks and other financing departments. However, once this cooperation happens, internet finance will be converted to finance internet, whose main body is traditional finance instead of internet, because the deep nature itself will change as well. 

3.2 Innovations of traditional banks
When facing challenges, a person has to change himself to solve problems and challenges. Otherwise, he will be defeated. This is true for traditional finance as well. Facing the strong power of internet finance, traditional finance has to do something to save itself, which is what it is doing now. This is called the Catfish Effect. The trend of finance internet is now promoted by many commercial and state-owned banks. These banks connect their advantages with internet technology, overcome the disadvantages of pure internet finance and find some new ways to attract customers. From this prospect, the development of internet finance does have some encouraging and positive impacts on traditional finance. The following part will introduce some innovations of traditional banks to response to the challenges and encourage from internet finance.

In the area of e-commerce, the Construction Bank, the Bank of Communications and the Merchants Bank all have made a try and have obtained some achievements. The Construction Bank establishes an e-commerce platform called Shanrong Business. Just as its name, Shanrong is good at providing services for companies and individuals, including financing services such as payment, guarantee and e-commerce services like commodity wholesale, house trades. The Bank of Communications has established a similar e-commerce platform called Jiaobohui. It has four parts, including life hall, commodity hall, finance hall and corporation hall. And the WeChat Bank developed by the Merchants Bank has grabbed much attention since its beginning in July, 2013. With the WeChat Bank, customers can finish such businesses as checking, transferring and cellular phone replenishing using WeChat, which is a widely-used chatting app developed by Tencent Company. Since most people have a WeChat on their phones, this innovation will be certainly well accepted by customers.

As for payment, Alipay is a well-known internet finance product. However, Alipay is facing the counterattack from many traditional banks now. In June, 2013, China Citic Bank launched a cyberspace payment product Yidu Payment. The most innovative try of Yidu Payment is paying by QR code, which connects the consumption offline and payment online. Shanghai Pudong Development Bank has also put a mobile payment product to market in May, 2013. The specific characteristic of this product is that it has cooperated with China Mobile Company to finish the process of payment using SIM card.

Financing is also an area that traditional banks have to fight for. In December, 2013, when Yu’e Bao seems to have a good momentum of development, Pingan Bank launched a new financing product, Pingan Ying, to counterattack it. Through Pingan Ying, the customers of Ping An Bank can enjoy more profits than demand deposits and customers can buy it without limitation on the amount of money to purchase. What’s more, Pingan Ying can make real-time transferring of money come true. These features make it as convenient as Yu’e Bao, and it has the advantages of traditional finance such as stable foundation and safe environment. After this innovation, other commercial banks have become its follower. From 2014, even some state-owned banks have made a try. The Bank of Communications launched the real-time cash withdrawal business for monetary fund, while the Industrial & Commercial Bank created a new financing product called Tiantian Ying. Table 2 shows some “babies” which are launched by traditional banks to response to the challenge from Yu’e Bao. This will show us the Catfish Effect from internet finance on traditional finance. 

Apart from the innovation on businesses, the interest rate liberalization is another part which reflects the encouraging effects of internet finance on traditional finance. Because of the competition from internet finance, traditional banks face the threat to lose their monopoly state. So they have to reform their interest rate system to make it more market-oriented. More competition will lead to a better market. It is an easy but useful explanation to explain the function of internet finance on interest rate liberalization. 

4 Policies of Chinese government and Central Bank and the international experience

Since internet finance is a new-born industry, many laws and regulations are not perfect at present in China. There is also regulatory vacuum of government with the amazing development of internet finance. Gray areas without the constraints of laws are free from many enterprises; this is the status quo of China’s internet finance industry.

4.1 Policies of Chinese government and Central Bank on internet finance

internet finance in the western countries started earlier and thus they have more mature supervision system and better development than China. For instance, President Barack Obama has signed an act to deal with the small and medium-sized enterprises financing problems in 2012. Part of this act talks about crowdfunding and regulates the behavior of platform operators, capital borrowers and lenders. And then in the following years, Washington put forward an array of acts for the benign development of internet finance industry.

相对规范。2012 年奥巴马签署了中小企业融资法案，其中一部分讲到了众筹，

As for China, Chinese government has imposed a lot of laws and regulations these years. The Central Bank meanly made a clear definition of illegal crowdfunding in the industry of P2P internet lending. And the Supreme Court has a specific description of the financing scale, the number of involving people and the loss amount. However, the existing laws and regulations are hard to tell out the financial characters and effectively regulate the criminal behavior.

Take the policies on Alipay as an example; Chinese government encouraged this kind of financial innovation at the beginning. But later on, a few users’ registered information was stolen and they lost thousands of Yuan, which caused concerns of government and the Central Bank. Then, Alipay put out the two-dimensional code payment and planned to introduce the virtual credit cards service but they were both prohibited by Chinese Central Bank on March 14th, 2014. And on the second day, the Central Bank issued two discussion drafts, the management measures for internet payment services of payment institutions and the guidelines for the development of mobile payment services. The drafts regulate that the amount of transfer of individual payment account should not be more than 1000 Yuan once and should not be more than 10 thousand Yuan yearly; the amount of consumption of individual payment account should not be more than 5000 Yuan once and should not be more than 10 thousand Yuan monthly; if the amount is more than the constraints, one must use the bank account.

According to these policies, we know that the Central Bank is to hinder the development of the third-party payment platforms not to regulate their behaviors for better development. There are several reasons accounting for this phenomenon and the most important two are the high risk of the third-party payment platforms and the protection of state-owned banks.

In conclusion, Chinese Central Bank trends to guide the internet finance to develop in the way that hit the traditional financial system in a smallest scale.

4.2 The international experience of internet finance development

What is the future of traditional and internet finance? Now that western countries especially the US are better developed in the internet finance industry, we can gain the international experience from analyzing the business models in western countries to predict the future of traditional and internet finance.

There are mainly four business models of the internet finance.

The first one is so-called Online Only Bank, whose representative banks are Ally Bank and Capital One 360 in the US. This kind of banks offers 24-hour service and wherever you are, you can enjoy all the services like the traditional brick and mortar banks only if you have an internet-connected computer or an iPad or a mobile phone. And compared with traditional banks, Online Only Banks can provide higher deposit rates because of their lower operation costs. Specifically, it is not necessary for an Online Only Bank to be a universal bank but it can put all the effort into one single field and build up its recognition. Like American Ally Bank, it specializes in the deposit business and it quickly becomes popular among the young people due to its fast, convenient and low-price services. What’s more, the supervision of Online Only Bank is the same as the traditional bank.

The next type is the organic integration of traditional banks and internet finance. Banks in advanced countries make full use of the substantial and timely electronic information to analyze clients’ lifestyles, habits and behaviors in consumption and finance. Bank of America and JPMorgan Chase provide feedback to consumers when they buy something in their favorable shops actively according to the records. This kind of model not only strengthens the relationship between banks and cooperative shops, but also sticks to customers.

The third one is retailing consumptive financial model, of which the representative is Starbucks Corporation. Starbucks invested a mobile payment company, Square in 2012. Using mobile payment saves a lot of money and time for both consumers and Starbucks. The most important purpose is that Starbucks gets millions of efficient information about its consumers’ habits and tastes this way. Besides, Starbucks can come into contact with the data of related credit and debit cards.

The last one is the online payment model such as PayPal and Bill Me Later. PayPal now is the largest online payment provider in the world. After it purchased Bill Me Later in 2008, PayPal began to provide deferred payment service like the credit card as its complement. This business model is copied by Alipay in China. And they have the same problem— they are money services but run like banks so which organization should regulate them? This problem has not been solved both in the US and China. It is a major matter to solve in the future.

Hence, what we can learn from the international experience is as follows.

Firstly, internet finance must try to isolate the risks, including legal risk, credit risk and management risk. And internet finance should develop independently for the reason that its risk is different from other companies such as online shopping companies and service-type companies. For regulatory department, it should know the management range and rules in internet finance industry clearly. Only in this way can the internet finance avoid risks effectively.

Secondly, Chinese government should support this new-born finance because it actually benefits the whole country from the experience of the foreign countries. For example, Mexican government began to use electronic payment system in 1997 and this measure cut down the expenses about 1.3 billion dollars.

Thirdly, transformation of traditional banks is of great importance. Traditional banks ought to realize that the days when they were protected by the government and there was little competition have gone. So they have to try their best to make financial innovations and cooperate with internet finance companies on their own. Furthermore, traditional banks must make good use of their internet banks to attract more young and small customers.

Finally, barriers to entry are supposed to set by the government, Central Bank and other related departments. People who want to build up internet finance companies should ensure that they have enough available techniques and capital (physical and human capital) and are capable to run their companies well. Since many Chinese businessmen like to follow others and enter a new-born industry blindly, the result is the chaos of the market. Barriers to entry force businessmen to reach a certain requirements in knowledge, capital and other aspects. This measure decreases the risk of bankruptcy and maintains the order of the market. Thus, it’s necessary to set up barriers to entry.

5 Conclusions

This paper mainly investigates the impact of internet finance on traditional finance. Based on the analysis of Yu’e Bao, we find the traditional finance and internet finance have advantages and disadvantages. The occurrence of internet finance is both opportunity and challenge for traditional finance. We can gain a lot of experience from the development of the internet finance in the western countries especially the US and draw the conclusion that although internet finance greatly hits the traditional financial system, it won’t take the place of the traditional finance; instead they will achieve an organic integration and develop together.
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Table 1
	Financial Product
	Annualized Return
	Demand for Fund Subscription
	Time Requirements

	Yu’e Bao
	4.41%
	at least 1 Yuan 
	any time

	Huoqi bao
	4.90%
	at least 1 Yuan 
	any time

	ICBC lingtong kuaixian
	1.80%
	at least 50,000 Yuan 
	9:00-15:30(weekday)

	ABC anxin kuaixian
	2%
	at least 50,000 Yuan 
	9:00-15:30(weekday)

	BOC riji yuelei
	2.30%
	at least 50,000 Yuan 
	9:00-14:00(weekday)

	CCB rixin yueyi
	2.25%
	at least 50,000 Yuan 
	8:45-15:30(weekday)

	Bank of communications tiantianli
	2.45%
	at least 50,000 Yuan 
	8:45-15:30(weekday)

	CMBC riri ying
	2.50%
	at least 50,000 Yuan 
	9:00-15:30(weekday)

	CMBC qianshengqian
	2.10%
	at least 50,000 Yuan 
	any time

	Shanghai Bank yi jingling
	4.20%
	at least 100,000 Yuan
	9:00-14:30(weekday)


Table 2  
Some “Babies” launched by Traditional Banks 

	Name of Products
	Banks which They Belong to
	Funds which They are Attached
	Annualized Yield for Seven Days

	Huoqibao of China Bank
	China Bank
	Fund of China Bank
	5.860%

	Kuaiyitong of Communication Bank
	Communication Bank
	Yifangda Fund
	5.762%

	Pinganying of Pingan Bank
	Pingan Bank
	South Fund
	5.550%

	Xianjinbao of Industrial and Commercial Bank
	Industrial and Commercial Bank
	Ruixin Money Market Fund of ICBC
	5.860%
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