
Ethics And Fintech: Is Regulation The Answer? 

 

What is the relationship between ethics and regulation? That question is actually a rather complex 

philosophical one, with one prominent argument being that the law should focus on the settings in 

which individuals engage in ethical decision making and seek to ensure that it is open and free from 

coercion and that adequate information is provided to allow individuals to make their own decisions 

after full and careful reflection. When corporations instead of individual actors are involved, the need 

for regulations becomes even more important. 

 

It’s now 2016 and the global financial crisis is 8 years in the past. Yet, despite the massive backlash 

against the big banks for their role in the crisis, it is questionable whether the banks have truly learnt 

their lesson. After having been bailed out with taxpayer funds, no criminal charges have been brought 

and most settlements with regulatory authorities being resolved with fines without any admission of 

guilt. The most recent scandal, involves Wells Fargo bank, where it is alleged that over 2 million accounts 

were opened without customer’s knowledge or consent due to high pressure resulting from its 

employees’ sales goals program. After the scandal was uncovered, over 5,300 employees were let go, 

tellingly, CEO Stumpf was only forced to resign after heavy political pressure. 

 

And what about the Fintech world? Despite all the bravado from Fintech companies about taking down 

the traditional banking industry, many Fintech companies in fact work in collaboration with the banks, 

which see the industry as another avenue for growth. The banks are simply too entrenched, and Fintech 

players are beginning to realize that working with the banks is the key to their success. As such, 

acquisitions and partnerships have placed many of these ‘disrupters’ firmly within the institutions they 

intended to disrupt in the first place. Further, while far smaller in scale, Fintech has not been spared 

from its share of scandals, with the two most recent ones being Ezubao in China and LendingClub in the 

US.  

 

In Ezubao’s case, which is the most egregious case by far, the company, which was a P2P lender was 

uncovered as a massive Ponzi scheme, with over $7.6B from 900,000 investors lost. It is estimated that 

over 95% of the projects on the platform were fake; so far 21 Ezubao executives, including its founder 

Ding Ning have been arrested. Ding Ning has been called the Madoff of China, or even worse as most of 

Ezubao’s investors were not wealthy individuals but rather appeared to have been from rural areas; 

which Ezubao specifically targeted. 

 

LendingClub is a P2P lending company, matching borrowers and lenders, who are investors that finance 

those loans by purchasing notes from LendingClub. These investors then make a profit via interest on 

said loans while LendingClub makes money from charging borrowers an origination  fee and investors a 

service fee. Its CEO and founder, Renaud Lapanche, was forced out in May 2016 after a board review 

found that the company had sold $22m in loans to an investor which had very specific and explicit 

purchase requirements; requirements that the loans sold did not meet but were instead misrepresented 

to said investor. Lapanche also failed to disclose his interest in Cirrix Capital, a fund that invested in 

LendingClub’s loans. 
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Is current regulation sufficient to ensure fair practices in the ever growing Fintech sector? Will Fintech 

make the same mistakes as the traditional banking sector?  Financial regulations have four main aims in 

general: the maintenance of financial stability and market confidence, consumer protection, and 

reduction of financial crime. By nature however, regulations are always one step behind scandals; it has 

even been argued that scandals play an important role in the financial ecosystem as they can be a 

catalyst by which to justify new regulations.  

 

There are signs that financial regulators are already looking at new regulations to cover the Fintech 

sector; recently the Office of the Controller of the Currency announced its plans to establish a 

department with the sole task of probing responsible innovation in the Fintech sector. There is also a lot 

of crossover between the traditional banking and Fintech sectors; in the case of LendingClub, chairman 

emeritus of Morgan Stanley, John Mack, sits on its board of directors. This overlap might indeed result in 

questionable Wall Street practices bleeding into the Fintech space. 

 

The question then is a familiar one: can ethical conduct be inspired by increasing regulations or is it 

something that is innate to the individual? Unfortunately, it seems that based on history, without proper 

regulatory oversight, unethical practices easily come to the fore. It would be interesting to see how 

regulatory authorities respond to the challenges presented by this expanding sector (see chart below) 

and how quickly they will be able to do so. 
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