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Abstract. This study proposes a novel mechanism design framework aimed at mitigating
asymmetric information challenges in peer-to-peer lending markets. Utilizing a combination of
game-theoretic modeling and empirical analysis, the study constructs incentive-compatible
mechanisms that enhance transparency and trust among participants. Results indicate significant
improvements in lender confidence and borrower authenticity, thereby optimizing market efficiency
and reducing default rates. The findings have profound implications for fintech innovations and
regulatory policies. This work contributes to the economic literature by offering a viable solution to
information disparity in decentralized financial environments.
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Introduction

The rapid evolution of financial technologies has facilitated the emergence of peer-to-peer
(P2P) lending markets, providing consumers with access to credit outside traditional
banking systems. However, the lack of a centralized authority in these markets exacerbates
the problem of asymmetric information, where borrowers possess more information about
their true creditworthiness than lenders. This information gap often results in adverse
selection and moral hazard, undermining the market's efficiency. Addressing these issues is
crucial as P2P lending continues to capture a significant share of the global loan market,
projected to reach a value of over $1 trillion by 2026. In this paper, we introduce a
mechanism design approach tailored to reduce asymmetric information in P2P lending. By
integrating game-theoretic models with real-world data, we construct mechanisms that



align incentives, improving transparency and trustworthiness among market participants.
Our methodology not only enhances lender confidence but also strengthens borrower
credibility, thereby optimizing market dynamics. The paper is structured as follows:
Section 2 reviews the literature on asymmetric information in financial markets. Section 3
details the theoretical framework and methodology. Section 4 discusses the empirical
findings, and Section 5 outlines the policy implications and future research directions.
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