
 

Sharpe Ratio and Overconfidence: Evidence from Peer-To-Peer Platform 

Research Aim 

This paper aims to investigate the decision-making behaviour of the lender in the online market 

for peer-to-peer (P2P) lending. 

Methodology 

We employ a large dataset of loan listings and investor biddings from Renrendai.com where 

we collected the data from and is considered a leading online p2p platform. Our data span from 

2010 to 2018 and has a unique identification for each loan, borrower, and lender that we 

collected. In total, our data have information of more than 1 Million listings and can reach to 

more than 16 Million observations. We also construct a panel for each loan listing at each stage. 

We continue on constructing the duration that will help us to examine for the experience for 

each investor using this platform. We also employed the Sharpe Ratio in the Peer-To-Peer 

markets in order to test for the irrationality of investors and how their bid preferences differ.  

The Sharpe Ratio will be calculated as follows 

𝑆ℎ𝑎𝑟𝑝𝑒 𝑅𝑎𝑡𝑖𝑜 =  
𝑅𝑝 − 𝑅𝑓

𝜎𝑚 − 𝜎𝑝
 

Where: 

• 𝑅𝑝 = Return of Portfolio 

• 𝑅𝑓 = Risk-Free Rate  

• 𝜎𝑀 = Maximum Credit Score of the portfolio 

• 𝜎𝑝 = Standard Deviation of the portfolio 

Econometric Model 

    𝑆ℎ𝑎𝑟𝑝𝑒𝑖,𝑡  = 𝛼 + 𝛽 ∙ 𝐿𝑒𝑛𝑑𝑒𝑟𝐸𝑥𝑝𝑖,𝑡−1 + 𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑖,𝑡−1𝛾 + 𝐷𝑖 + 𝛿𝑡 + 휀𝑖,𝑡 



• 𝑆ℎ𝑎𝑟𝑝𝑒𝑖,𝑡 = Sharpe Ratio of 𝐿𝑒𝑛𝑑𝑒𝑟𝑖 at bid number t  

• 𝐿𝑒𝑛𝑑𝑒𝑟𝐸𝑥𝑝𝑖,𝑡−1= Experience on platform of 𝐿𝑒𝑛𝑑𝑒𝑟𝑖 before he put the bid number t 

• 𝐶𝑜𝑛𝑡𝑟𝑜𝑙 = Vector of Borrowers Characteristics 

• Where 𝐷𝑖 and 𝛿𝑡 are fixed effects 

 

Results Based on Subsample 

Our data collection work provided us with information on loan listings that have loan and 

borrower characteristics for each transaction; and, provided us with data on bidding 

information for each loan application. Combining our datasets by a unique loan id, we obtained 

a sample which has over 16 million observations 

The basic statistics on the dynamics of our data showed that the average time spent by investors 

on Renrendai platform is 6 months. In addition to that, it showed that the average number of 

biddings per investor is 225 bids.  

Preliminary results based on a subsample of 25,000 loans show that generally, investors are 

rational while making bid decisions. However, irrationality still exists among lenders. Investors 

are careful when making the first bidding decision, however, investors start to be less 

thoughtful after bidding several times. So, the more the investor bids and overconfident he 

becomes with this platform, the less careful his decision will be. The results are consistent over 

the period observed. This result is obvious in the below-shown figure. 

 



In order to avoid being biased, restrict our bidding number size to no more than 2500 bids per 

investor because after that it only represents the behaviour of one lender. Our results showed 

that lenders are really cautious when it comes to making the first bid. This means that they are 

well aware of the risks that might come with this investment. However, the more familiar the 

investor become with this platform the more confident they tend to be which leads them to 

make irrational decisions. 

 

We continue to make tests on the subsample of 25,000 loans by collapsing our data to Lender-

Month level and by removing all the lenders that made less than two bids. Our results showed 

that the Sharpe ratio is in an increasing trend with respect to the duration of investors spent on 

this platform. This means that the more experience the investor get from bidding on this 

platform, the riskier the decisions will be. 

 

Conclusion 

The important contribution of this study is to show that lenders ‘decisions are not always based 

on information that they have or research they have made. Sometimes, investors just bid in an 

irrational way. 

 

 


