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Abstract. Considering the rapid expansion of Internet finance, governments and 

regulatory authorities across various nations have implemented new policies to 

regulate the development of this burgeoning sector while mitigating potential 

systemic risks. These policies foster financial innovation, ensure stability, and 

promote fair competition within the financial market. This paper investigates the 

effects of newly instituted Internet finance regulations on the profitability of 

commercial banks through a comparative analysis utilizing key Chinese 

commercial indicators such as Return on Equity (ROE), Return on Assets (ROA), 

and Net Interest Margin (NIM), alongside metrics related to internet penetration, 

substitution effects, policy influence factors, macroeconomic indicators, and five 

major stock indices. The findings reveal that these recently introduced Internet 

finance policies significantly impact commercial bank profitability. Specifically, 

they regulate behaviors associated with Internet finance, mitigate market risks, 

and indirectly influence both competitiveness and profit models within traditional 

banking institutions. 

On the one hand, stringent enforcement of these regulations has provided some 

protection for conventional banking operations, thereby enhancing their 

profitability; conversely, increased compliance costs coupled with shifts in the 

market environment have adversely affected operational efficiency and overall 

bank profitability. This study offers a novel perspective for understanding the 

dual implications of new policies on commercial bank profitability in an era 

characterized by Internet finance while providing valuable empirical insights for 

policymakers striving to balance financial innovation with market stability. 

Additionally, it presents practical recommendations for commercial banks 

regarding strategic adjustments necessary to navigate increasingly complex 

competitive landscapes under evolving policy frameworks. 

Keywords: internet finance, commercial banks, new policies, profitability, 

empirical analysis. 

1 Introduction 

The swift progress of information technology has led to the emergence of Internet 

finance as a crucial element of the worldwide financial scene. Governments and 

regulatory organizations have passed new laws in recent years to control and promote 

the sound development of Internet finance. These regulations aim to protect consumer  
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rights, reduce systemic risk, and improve financial market stability. Nonetheless, the 
profitability of commercial banks has been dramatically impacted by implementing 
these laws. Although these new Internet finance regulations aim to guarantee steady 
expansion in the financial industry, it still needs to be determined how exactly they will 
affect the profitability of conventional commercial banks. On the one hand, by limiting 
specific online finance activities like third-party payments and online lending, certain 
restrictions may increase market share and profitability for commercial banks. On the 
other hand, strict compliance regulations may increase banks' operating expenses, hurt-
ing their profit margins. 

As a result, the purpose of this research is to clarify the fundamental mechanisms at 
work while conducting an empirical investigation into the impact of new Internet fi-
nance rules on commercial bank profitability. In addition to providing important em-
pirical insights for policymakers, this research enhances theoretical discourse address-
ing the relationship between Internet finance regulations and bank performance. 
Through a thorough analysis of these effects, this study aims to shed light on the com-
plementary functions that policy frameworks perform in influencing banking institu-
tions' operational practices and financial performance. Importantly, it also provides 
commercial banks with actionable advice on strategic changes that are required to op-
timize operations in the face of changing regulatory requirements, thereby demonstrat-
ing the practical implications of the research. The structure of this paper is as follows: 
Chapters 2 and 3 provide an overview of theoretical underpinnings and empirical re-
search on the impact of internet finance on bank profitability; Chapter 4 details the 
model design techniques and data sources used in this analysis; Chapter 5 presents a 
comprehensive analysis of empirical results and their theoretical implications; and, fi-
nally, Chapter 6 summarizes key conclusions from this research project and suggests 
potential directions for future policy and research. 

2  

Internet finance embodies an innovative technological application within the traditional 
financial sector, facilitating the proliferation of pioneering business models through In-
ternet-based tools. Initially proposed by Professor Xie Ping in 2012 and gaining traction 
in the Chinese domestic market in 2013, internet finance has significantly impacted 
commercial banks' profitability across four key areas: risk management, payment and 
settlement processes, resource allocation, and network channels [1]. Third-party pay-
ment systems, emblematic of Internet finance during the digitalization phase of com-
mercial banking, signify transaction methods wherein a third-party operator acts as an 
intermediary between buyers and sellers for managing payments and settlements. Re-
search indicates that while third-party payment mechanisms exacerbate cost losses 
within the profit module despite functioning solely as transaction intermediaries with-
out deposit absorption capabilities, they can leverage their transactional medium func-
tion to transfer funds from customers' bank cards, thereby reducing current savings ac-
count holdings at banks. As the interest rate marketization process unfolds, banks must 
allocate increasing interest payouts to depositors, diminishing their profitability.  
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In 2020, Liu Lei identified five primary factors influencing the profitability safety 
measures, liquidity levels, growth prospects, and comprehensive operational perfor-
mance of commercial banks, subsequently constructing an index for evaluating internet 
finance impact alongside comprehensive performance indicators using factor analysis 
methodology. The findings concluded that internet finance positively influences prof-
itability risk-bearing capacity comprehensive growth but yields negative implications 
for liquidity levels [2]. An investigation based on data from Vietnamese commercial 
banks corroborates that digital transformation enhances operational efficiency and bank 
stability yet underscores how Internet finance's intervention amplifies banking risks [3]. 
The advent of Internet finance has instigated profound transformations in future devel-
opments among non-financial institutions, with its most direct impact observed within 
China's four central commercial banks, where profit margins decreased by 1-3% in 
2016, thus disrupting the monopoly status traditionally held by these entities, within 
financial circles. Commercial bank profits predominantly stem from asset business lia-
bility operations and intermediary activities; given their inclination towards high-value 
clientele, small enterprise users have been monopolized by Internet finance due to its 
inherent convenience. 

The study identifies a gap in the existing literature regarding the influence of policy 
and regulatory framework on business profitability, particularly emphasizing the lim-
ited research in this area. It investigates the impact of financial regulations and policies 
on profitability within this timeframe. 

3  

3.1 The essence and features of internet finance 

The internet has revolutionized the delivery of financial services, yet it has not resulted 
in new financial models' emergence. Banks are leveraging Internet platforms and media 
for service provision, while Internet companies are expanding into financial services 
compared to traditional financial institutions. Their focus on managing and mitigating 
financial risks, reducing information asymmetry in financing and investment processes, 
and optimizing fund allocation for investors and financing parties underscores their 
shared emphasis on economic value through risk management. Traditional and internet-
based financial institutions adhere to the fundamental principle that inherent finance 
risk is directly related to expected returns. Internet finance does not eliminate these 
inherent risks but operates within established financial laws, requiring all enterprises 
engaged in financial services to prioritize risk control.  

The features of internet can be explained in three aspects. One of the main benefits 
of internet finance is its efficiency in terms of costs. Compared to conventional financial 
service models, the expenses related to transactions on internet platforms are consider-
ably reduced. Traditional financial services often involve intricate processes and high 
fees, requiring customers to spend significant time navigating various service points to 
finalize their transactions. The introduction of internet finance simplifies intermediary 
functions and reduces individual time investments, promoting better communication 
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between financial experts and clients while overcoming both temporal and spatial bar-
riers.  

Another key benefit is digitization; companies operating in the field of internet fi-
nance have strong capabilities for data integration that allow for prompt sharing through 
cloud technology across different branches. Additionally, they possess highly precise 
customer information backed by national databases, which improves the effectiveness 
of information use for third-party payments, online lending, and financing operations.  

However, a significant challenge lies in regulatory oversight; although internet fi-
nance provides ease in transactions, the extensive flow of data complicates regulation 
efforts. While it offers anonymity for many transactions on one hand, their swift circu-
lation can make them challenging for law enforcement to trace [4]. 
3.2 Latest policies and rules 

Latest policies and rules. Financial institutions play a crucial role in the development 
of the financing landscape. They should be motivated to diversify their funding sources 
and improve the overall financing landscape. It is crucial to support private capital in 
forming Internet finance industrial investment funds while also promoting closer part-
nerships between financial entities, venture capital firms, and industrial investment 
funds. Eligible Internet finance organizations should be encouraged to seek public list-
ings on domestic stock exchanges, including both the main board and the Growth En-
terprise Market. Banking institutions are called upon to play a significant role in assist-
ing early-stage Internet finance companies in accordance with policies aimed at sup-
porting small and micro enterprises.  

    Regarding internet insurance operations, insurance providers must conduct their 
activities by strictly adhering to safety, confidentiality, and stability while strengthen-
ing risk management measures and enhancing internal control systems designed to pro-
tect transactions, ensure information integrity, and secure funds. Professional internet 
insurance providers should maintain a fundamental commitment towards facilitating 
economic activities within the digital sector by offering specialized insurance solutions 
tailored to this industry's requirements [5]. 
Impact. Increased Competition: The emergence of Internet finance has intensified the 
competitive environment for traditional banks, particularly in sectors such as payments, 
lending, and wealth management. Companies within the Internet finance domain lev-
erage their technological advantages and flexible service models to attract a substantial 
customer base and capture market share from established banking institutions. Conse-
quently, these banks face heightened challenges in both retaining existing customers 
and acquiring new ones. 

Effects of Interest Rate Deregulation: Internet financial organizations often offer 
more attractive deposit rates alongside lower borrowing costs, thereby exerting pressure 
on the interest margin operations of traditional banks. As interest rate deregulation con-
tinues to unfold, commercial banks are witnessing a gradual decline in their interest 
margins associated with deposits and loans, adversely impacting their profitability. 

Emergence of New Risks and Compliance Costs: The expansion of Internet finance 
introduces distinct risks—particularly concerning cybersecurity and data privacy—that 
necessitate increased investment by traditional banks in technological solutions and 
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compliance measures to address these issues; such expenditures could further diminish 
profitability. 

Changes in Market Share Dynamics: The convenience offered by internet finance 
has gradually shifted dominance away from conventional products like small loans and 
cross-border transactions towards online firms operating within these areas. This tran-
sition has resulted in decreased revenue streams for traditional banks, underscoring the 
necessity for them to explore alternative profit models and growth opportunities with a 
sense of urgency.  
3.3 Latest policies and rules 

The Impact of New Regulations on Online Financial Services and Their Effects on the 
Profitability of Commercial Banks.  

Section 3.2 examines the effects of the new policy on commercial banks' profitabil-
ity. Although this measure negatively impacts their earnings, it also drives businesses 
to improve their service quality to attract customers. Therefore, propose the second hy-
pothesis. 

H1. The recent policy suggests that Internet finance primarily hurts the profit-
ability of commercial banks. 
The Impact of Online Payment Solutions on the Profitability of Commercial Banks. 

Before internet payment systems became widespread, many consumers who were 
cautious about risks and those with limited funds preferred to keep their money in 
banks, often maintaining some of their liquid assets in checking accounts. With the rise 
of online payments, users found themselves with more options for moving idle funds 
into third-party payment accounts, making everyday transactions and transfers much 
more accessible. According to basic monetary theory, money serves as a medium for 
exchange and can facilitate deferred payments. This feature is commonly seen in third-
party payment platforms that frequently offer delayed payment options, which can re-
sult in substantial accumulation over time. A second hypothesis is proposed. 

H2. The utilization of online payment methods can potentially detrimentally 
affect business operations. 

4  

4.1 Model 

This methodology for model selection examines various aspects from different angles, 
considering not only the organizational framework of commercial banks but also the 
competitive environment in the market, existing regulatory conditions, and the level of 
Internet finance adoption in the area. The analytical structure utilizes regression analy-
sis to evaluate both the strength and direction of Internet finance's influence on the 
profitability of commercial banks. In contrast, time series analysis is applied to explore 
how this relationship evolves. Additionally, sensitivity analysis assesses how robust the 
model remains under different assumptions. The model's parameters are outlined in the 
following manner: 

𝑋𝑋1,𝑖𝑖,𝑡𝑡 + 𝛽𝛽2 ∙ 𝑋𝑋2,𝑖𝑖,𝑡𝑡+. . .𝛽𝛽𝑛𝑛 ∙ 𝑋𝑋𝑛𝑛,𝑖𝑖,𝑡𝑡 + 𝛾𝛾1 ∙ 𝑍𝑍1,𝑖𝑖,𝑡𝑡 + ⋯+ 𝛾𝛾𝑚𝑚 ∙ 𝑍𝑍𝑚𝑚,𝑖𝑖,𝑡𝑡 +𝑌𝑌𝑖𝑖,𝑡𝑡
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This framework is a multivariate regression model, where " 𝒾𝒾 " represents different 
commercial banks in China, " 𝔱𝔱 "denotes time periods, " 𝛼𝛼 "stands for the constant term,  
" 𝛽𝛽 "signifies the regression coefficients associated with independent variables, " 𝛾𝛾 "in-
dicates the regression coefficients for controlled variables, and " 𝜖𝜖 "represents the error 
term. 

Building upon Model (1), a more intuitive Model (2) was developed. This model 
incorporates a dummy variable representing banks as a fixed category, which accounts 
for the samples from six distinct banking institutions within the dataset. The rationale 
for including this bank category variable is twofold: Firstly, it addresses bank-specific 
variations by considering differences in size, market share, and business models among 
various banks, enhancing the model's accuracy. Secondly, it facilitates an analysis of 
the specific impacts associated with each bank. By examining the coefficients of these 
dummy variables, one can elucidate which characteristics of banks are more conducive 
to improving profitability or are more susceptible to influences from Internet finance. 

∙ 𝐵𝐵𝑀𝑀𝑆𝑆𝑀𝑀_𝑀𝑀𝑖𝑖 + 𝛾𝛾3 ∙ 𝐵𝐵𝑀𝑀𝑆𝑆𝑀𝑀_𝐷𝐷𝑖𝑖 + 𝛾𝛾4 ∙ 𝐵𝐵𝑀𝑀𝑆𝑆𝑀𝑀_𝑆𝑆𝑖𝑖 + 𝛾𝛾5 ∙ 𝐵𝐵𝑀𝑀𝑆𝑆𝑀𝑀𝐹𝐹𝑖𝑖 + 𝛿𝛿1 ∙ 𝐺𝐺𝐷𝐷𝐼𝐼𝐺𝐺𝑀𝑀𝑆𝑆𝐺𝐺𝑆𝑆ℎ𝑡𝑡 + 𝛿𝛿2
∙ 𝐼𝐼𝑆𝑆𝑆𝑆𝐼𝐼𝑀𝑀𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝐼𝐼𝑀𝑀𝑆𝑆𝑆𝑆𝑡𝑡 + 𝜖𝜖𝑖𝑖,𝑡𝑡 

                                                                                                                                 (2)    
In this equation, " 𝛼𝛼 " represents the intercept term, while " β1, 𝛽𝛽2,𝛽𝛽3,𝛽𝛽4 " denote 

the regression coefficient for the dependent variable. The coefficients
" 𝛾𝛾1, 𝛾𝛾2, 𝛾𝛾3, 𝛾𝛾4, 𝛾𝛾5 "correspond to the bank category variables associated with banks B, 
C, D, E, and F. Additionally, " 𝛿𝛿1 " and " 𝛿𝛿2 " are the coefficients for control variables, 
and " 𝜖𝜖𝑖𝑖,𝑡𝑡  "signifies the error term. 
4.2 Variables 

Dependent Variable Dependent Variable (Y) is the variable about the Financial Per-
formance of Commercial Banks. In the dependent variable, examine three factors, in-
cluding Net Interest Margin (NIM), which shows how likely a bank or investment firm 
will thrive over the long haul. Also, Return on Assets (ROA) shows investors how the 
company is behaving in terms of converting assets into net capital. The last one is the 
return on equity (ROE), a higher ROE that signals that a company efficiently uses its 
shareholders' equity to generate income. 

Independent Variables The independent variables related to indicators of Internet fi-
nance mainly include the local adoption rate of the Internet and the increase in the num-
ber of Internet users. Evaluations of how Internet finance substitutes traditional banking 
services (like deposits and loans). financial innovations, and banks' advancements in 
Internet finance, such as online banking and mobile payment options.  

Control Variable (Z) The variable Z is modified to account for macroeconomic and 
industry contexts, considering external factors that vary over time. This encompasses 
the GDP growth rate, which evaluates how overall economic conditions affect bank 
profitability and inflation rates that impact lending interest rates and financial out-

𝑌𝑌𝑖𝑖,𝑡𝑡 = 𝛼𝛼 + 𝛽𝛽1 ∙ 𝐼𝐼𝐼𝐼𝐼𝐼𝑖𝑖,𝑡𝑡 + 𝛽𝛽2 ∙ 𝐼𝐼𝐼𝐼𝑖𝑖,𝑡𝑡 + 𝛽𝛽3 ∙ 𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑖𝑖 ,𝑡𝑡 + 𝛽𝛽4
∙ 𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑆𝑆𝑆𝑆𝑀𝑀𝑆𝑆𝑀𝑀𝑀𝑀𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑖𝑖 ,𝑡𝑡 + 𝛾𝛾1 ∙ 𝐵𝐵𝑀𝑀𝑆𝑆𝑀𝑀_𝐵𝐵𝑖𝑖 + 𝛾𝛾2 
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comes. Furthermore, the competitive landscape within the industry is assessed to un-
derstand the changing dynamics between Internet finance and traditional banking insti-
tutions. Lastly, this study also examines regulatory policies by analyzing government 
oversight intensity and shifts in regulations about internet finance. 

Bank categories 
Bank_B: When the bank is B, Bank_B equals 1; otherwise, it is 0. 
Bank_C: When the bank is C, Bank_C equals 1; otherwise, it is 0.  
Bank_D: When the bank is D, Bank_D equals 1; otherwise, it is 0.  
Bank_E: When the bank is E, Bank_E equals 1; otherwise, it is 0.  
Bank_F: When the bank is F, Bank_F equals 1; otherwise, it is 0.  

 is the reference category and does not need a dummy variable. 

4.3 Data 

In this study, I selected a sample of six prominent Chinese commercial banks: the Bank 
of China, China Construction Bank, Agricultural Bank of China, Industrial and Com-
mercial Bank of China, Bank of Communications, and China Postal Savings Bank. Data 
were sourced from their annual reports covering the years 2016 to 2023. The Internet 
finance index was also derived from the World Bank database and the National Bureau 
of Statistics of China. The impact factor for financial innovation is derived from the 
English academic journal 'Financial Innovation,' published by the Xi 'University of Fi-
nance and Economics. In contrast, the impact factor for regulation is sourced from the 
Yale Journal on Regulation. Additionally, partial incomplete data has been obtained 
from the journal query platform AbleSci [6] [7]. 

5 Empirical analysis 

5.1 Descriptive statistics 

Our study sample comprises 438 observations from 2016 to 2023. Table 1 presents the 
descriptive statistics for the variables under investigation. The return on total assets 
(ROA) ranges from 0.005% to 1.05%, with a mean of 0.03, indicating substantial vari-
ability in ROA values. Following logarithmic transformation, the return on equity 
(ROE) and regulatory indicators exhibits patterns analogous to ROA's. The median reg-
ulatory index is recorded at 2, slightly below the mean, demonstrating considerable 
variability alongside ROE metrics. Additionally, Table 1 reveals a correlation between 
inflation rates and GDP growth rates, with average values of 0.018 and 0.056, respec-
tively; this suggests that both inflation and growth rates exhibit relatively stable fluctu-
ations across different years. The mean substitution effect aligns with its median value, 
while skewness approaches zero, signifying an approximately symmetric distribution. 
Internet prevalence mirrors the substitution effect's characteristics; however, its median 
is marginally lower than its mean value—indicating near symmetry in distribution. The 
net interest margin (NIM) spans from 0.011 to 0.027 with an average of 0.019; this 
reflects slight variations among observations yet indicates overall stability within NIM 
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data points [8]. The mean financial innovation index (FI) stands at 6.2 with a standard 
deviation of 2.052—demonstrating moderate dispersion among observations—with the 
median exceeding the mean value slightly and a coefficient of variation calculated at 
0.328 [9]. 

Varia-
ble 

Name 
Sample 

size 
Maxi-
mum 

Mini-
mum 

average 
value 

Standard 
Devia-

tion 
Median vari-

ance Kurtosis Skew-
ness 

Coeffi-
cient of 
varia-
tion 
(CV) 

Year 48 2023 2016 2019.5 2.316 2019.5 5.362 -1.241 0 0.001 
NIM 48 0.027 0.011 0.019 0.003 0.02 0 -0.107 -0.252 0.169 
ROA 48 1.05 0.005 0.03 0.15 0.009 0.023 47.986 6.927 4.936 

FI 24 8.4 2.964 6.264 2.052 6.847 4.21 -0.765 -0.85 0.328 
ROE 48 13.05 0.097 0.391 1.866 0.12 3.482 47.994 6.928 4.769 

tion 48 0.029 0.002 0.018 0.008 0.02 0 -0.27 -0.676 0.452 

IP 48 0.775 0.532 0.66 0.088 0.658 0.008 -1.57 -0.102 0.133 
Regu-
lation 24 2.962 0.033 1.749 1.233 2 1.519 -1.651 -0.345 0.705 
GDP 

Growth 48 0.084 0.022 0.056 0.02 0.064 0 -0.822 -0.586 0.351 

tution 
Effect 

48 0.6 0.1 0.36 0.169 0.36 0.029 -1.311 -0.064 0.469 

5.2 Results and Analysis 

Linear regression analysis. The results of the linear regression analysis show that the 
dependent variable, return on assets (ROA), is significantly impacted by the independ-
ent factors. The entire model shows an extraordinarily high degree of fit (R²=0.989; 
modified R²=0.982) with a sample size of n=24. The null hypothesis, which suggests 
that the entire model is not significant, is emphatically rejected by the F-test result 
(F=161.69; P<0.001). This framework's explanatory variables successfully explain 
changes in ROA. As shown in Table 2, standardized coefficients (Beta) and the signif-
icant levels that go along with them clarify the impact's direction and size on ROA. 

Additionally, ROA is highly influenced by the dummy variable Bank_series, which 
represents bank classifications and shows that different bank types have varied returns 
on assets. Specifically, Bank_ICBC significantly increases ROA, while Bank_PSBC 
significantly decreases it; these discrepancies may be related to variations in operational 
effectiveness, risk management techniques, and business structure. The R² value of the 
current model is 0.982, indicating an exceptionally high degree of fit. The figure 1 il-
lustrates a strong correspondence between the Real and predicted values. In addition, 
From the analysis of the results of the F test, it can be found that the significant P value 
is 0.000***, which is significant at the horizontal level. This linear regression model 
not only provides strong empirical evidence for comprehending the elements impacting 
return on assets (ROA), but it also identifies important factors that investors, politicians, 
and corporate management should be aware of [10]. 
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Table 2. Linear regression analysis results table 
n analysis results n=24 Linear regressio

Unstandardized 
coefficients 

Standard-
ized coeffi

cient  t P VIF R² Adjust-
ing R² F 

B error Beta
constant 0.008 0 - 19.241 0.000*** - 

FI 0 0 -0.348 -3.123 0.007***  
IP 0.004 0 0.074 50.017 0.000***  

fect -0.002 0.001 -0.118 -3.918 0.001***  
Regulation 0.001 0 0.494 6.968 0.000***  

GDP Growth -0.004 0.001 -0.065 -5.634 0.000***  
Inflation Rate 0.002 0 0.012 6.715 0.000***  F=161.69 

Market Compe-
tition -0.001 0.001 -0.073 -2.174 0.046**  P=0.000***

Bank_BOC 0 0 0.117 3.288 0.005*** 1.667 
Bank_BOCOM -0.001 0 -0.159 -4.448 0.000*** 1.667 

Bank_CCB 0.002 0 0.504 14.119 0.000*** 1.667 
Bank_ICBC 0.002 0 0.428 11.991 0.000*** 1.667 
Bank_PSBC -0.002 0 -0.538 

Dependent

-
15.086 0
 Variabl

.000*** 1
e: ROA 

.667 

Note: Asterisks ***, **, and * denote significance levels of 1%, 5%, and 10%, respectively 

 
Figure 1. Fitting effect diagram 

The findings and analyses of this study indicate that government regulation of the 
financial market (Regulation) positively influences the profitability of commercial 
banks (ROA), as evidenced by a fixed effects model. The regression results reveal a 
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positive and statistically significant coefficient for financial regulatory intensity on 
commercial bank profitability (coefficient = 6.968, p-value < 0.001). This suggests that 
increased financial regulatory intensity correlates with improved profitability for com-
mercial banks while controlling for other variables.   The positive impact of policy/reg-
ulation is elucidated by the fact that enhanced governmental oversight leads to better 
compliance management and risk control within banks, thereby augmenting overall op-
erational efficiency and profitability. Stricter regulations mitigate market uncertainty, 
bolster investor and customer confidence, and facilitate bank business expansion, ulti-
mately driving profit growth. This finding aligns with theoretical expectations that 
stronger regulation fosters market stability, further substantiating that moderate regula-
tion can enhance financial system stability and bank profitability. From an economic 
perspective, this positive correlation indicates that stringent financial regulations do not 
adversely affect commercial bank profitability; instead, they enhance it through opti-
mized internal management practices and reduced external risks. Specifically, adher-
ence to regulatory requirements may prompt banks to develop more efficient manage-
ment processes and innovative products, thus improving their competitive edge in the 
marketplace. 

Consequently, financial regulation supports sustainable development within banking 
institutions while promoting profitability. Based on the literature review presented 
above, it is posited that regulatory frameworks governing Internet finance exert consid-
erable pressure on small- to medium-sized financial institutions—potentially leading 
them to cede market share—while larger commercial banks benefit from increased cus-
tomer volume due to their established reliability and credibility. This study employed 
robust regression models to ensure our findings' robustness. The results indicate that 
the positive effect of financial regulatory intensity on commercial bank profitability 
remains statistically significant (t-value = 7.588, p-value < 0.001). This further substan-
tiates the assertion that government financial regulation reliably and credibly influences 
bank profitability. It can be concluded that Hypothesis 1 lacks validity. 

Hierarchical regression analysis and Linear regression analysis. In the second step, 
the paper employed linear and hierarchical regression analysis for the NIM index. To 
evaluate the model's consistency and explanatory capacity, variable layers were pro-
gressively added, and the results demonstrated robustness tests and considerable infor-
mation disparities. For comprehensive information, Kindly consult Table 3. First, the 
basic model in hierarchical regression analysis shows the influence of various important 
variables in the control layer (level 1). IP did not achieve statistical significance in level 
1, but it did after level variables (B=0.059, p<0.001). Financial Innovation (FI) is nearly 
significant at Level 1 but negligible at Level 2 (p=0.982). This could indicate that FI 
has little direct influence on NIM (Net Interest Margin) or that its effect is obscured by 
other factors, as shown by linear regression. The substitution effect is only significant 
at both model levels, suggesting that NIM may be impacted if certain banking system 
businesses or products are replaced. Still, additional confirmation exists regarding the 
impact's direction and magnitude. The level 2 inflation rate (p<0.001) is significantly 
positive, demonstrating that the macroeconomic climate has a considerable impact on 
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the banking industry's net interest margin (NIM) and confirming the economic environ-
ment's significant contribution to bank profitability. Regulation policies have no dis-
cernible effect (p=0.530). This could be because the current policy environment is rel-
atively stable and has little effect on NIM, or it could be because policy effects follow 
trends. 

The R2 and adjusted R2 scores at level 1 for a model fit show that the model explains 
most of the variation in the data. However, the adjusted R2 significantly drops (-0.1) 
after adding more variables (level 2), possibly due to the addition of the variables ex-
hibiting collinearity or the recently introduced factors having insufficient explanatory 
power. Nonetheless, the supplementary factors that showed statistical significance in 
the ΔF value test 2 contributed considerably to the model (p<0.001), suggesting that 
these variables are essential for enhancing the model's explanatory power. However, 
the linear regression analysis findings suggest that FI has no statistically significant 
negative impact on NIM. This suggests that the link between FI and NIM is either more 
complex or heavily influenced by other uncontrollable factors. NIM is positively im-
pacted by IP (Beta=0.091, t=28.329, P<0.001), meaning that NIM will rise noticeably 
with each unit increase. According to Beta=-0.275, t=-4.216, P=0.001, the replacement 
Effect substantially impacts NIM. This could be due to the compression effect of re-
placement relationships between financial goods or services on bank NIM. A consider-
able positive Beta=0.515, t=3.359, P=0.004) for Regulation* suggests that the bank's 
NIM has been somewhat enhanced by modifications or reinforcement of regulatory 
rules. The findings suggest that the NIM index favorably correlates with the Internet 
financial index concerning FI, substitution effect, and IP in the model [11]. 

On the other hand, the study also mentioned Hu Xuecen's article "Research on the 
Impact of Third-Party Mobile Payment on Commercial Banks." It said there is a nega-
tive correlation between NIM and third-party payment, which leads us to believe that 
hypothesis 2 is accurate [12]. 

Table 3: Hierarchical regression consistency test 
Hierarchical regression 

Control Layer Level 1 

 B 
Standard 
Devia-

tion 
t P B 

Standard 
Devia-

tion 
t P 

constant -0.137 0.222 -0.617 0.547 0.001 0.009 0.108 0.916 
IP 0.301 0.398 0.757 0.461 0.059 0.005 12.018 0.000***
FI 0.001 0 2.053 0.058* 0 0.002 -0.023 0.982 

Substitution Ef-
fect -0.144 0.148 -0.971 0.347 -0.057 0.028 -2.008 0.066* 

Bank_BOC 0 0.001 -0.205 0.840 0 0.002 -0.057 0.955 
Bank_BOCOM -0.004 0.001 -6.187 0.000*** -0.004 0.002 -1.724 0.108 

Bank_CCB 0 0.001 0.492 0.630 0 0.002 0.137 0.893 
Bank_ICBC 0 0.001 -0.656 0.522 0 0.002 -0.183 0.858 
Bank_PSBC 0.004 0.001 6.761 0.000*** 0.004 0.002 1.884 0.082* 
Inflation Rate     0.106 0.013 8.142 0.000***

Regulation     0.001 0.002 0.645 0.530 
R² 0.946 0.774 
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Adjusting R² 0.918 0.6 
F F(8, 24) =33.169，P=0.000*** F(10, 23) =4.445，P=0.007***

△R² 0.946 -0.173 
△F value F(8, 24) =33.169，P=0.000*** 

Dependent variable (Y):
F(2, 23) =11.919，P=0.000***

 NIM 
Note: Asterisks ***, **, and * denote significance levels of 1%, 5%, and 10%, respectively 

5.3 Model summary and evaluation 

This paper builds an empirical model to examine how Internet finance affects commer-
cial banks' profitability to assess how the new policy environment will affect this rela-
tionship. It incorporates several control variables, including market competition, sub-
stitution effect, Internet penetration, and hierarchical and robust regression to increase 
the model's explanatory power and robustness. 

The model's estimation results indicate that new legislation and Internet finance sig-
nificantly impact commercial banks' profitability. This finding is crucial as it provides 
a clear understanding of the financial landscape. It reveals that certain commercial 
banks have experienced a boost in profitability since the policy was implemented, while 
others have faced challenges due to increased market competition and compliance 
costs. This validates the pivotal role of Internet financial policies in balancing financial 
stability and market innovation, aligning with theoretical expectations. 

Nevertheless, the model exhibits certain analytical constraints. First, even though the 
model includes a wide range of control variables to lessen the influence of outside var-
iables, some possible unobserved variables still affect the outcomes. Second, the mod-
el's reliance on a particular time frame and data set may restrict the applicability of its 
findings in many economic contexts. In conclusion, this study primarily examines the 
short-term effects; however, to investigate the long-term effects of the new policy on 
the profitability of commercial banks, future research may want to incorporate data 
covering a more extended period. 

Despite the study's limitations, the model effectively explains how new Internet fi-
nancial regulations impact commercial banks' profitability to a certain extent. It pro-
vides empirical support for the development and enhancement of relevant regulations. 
Looking ahead, the potential for future research to expand the model's scope and em-
ploy alternative techniques offers hope for further advancements in the field. 

Furthermore, according to the chi-square goodness-of-fit test, the model is signifi-
cant, which means that it operates well, and that the above analysis is authentic [13]. 

6 Conclusion and Suggestion 

This study explores the impact of government financial regulation of Internet finance 
on commercial banks' profitability (NIM) (ROE) (ROA). We draw some crucial con-
clusions through the empirical analysis of the fixed-effects model. 

First, the research results show that Internet financial supervision has a significant 
positive impact on the profitability of commercial banks. Specifically, as the govern-
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ment strengthens financial supervision, the profitability of commercial banks has im-
proved. This finding is consistent with the theoretical views in the existing literature, 
indicating that moderate and effective financial supervision will not only limit the busi-
ness development of banks but can improve banks' profitability by improving risk man-
agement and enhancing market confidence. At the same time, it was concluded that the 
online payment function hurts commercial banks. With the widespread application of 
third-party payment, traditional banking services such as payment settlement and fund 
management services have been impacted, causing some of the banks' profit sources to 
be diverted. In addition, the convenience and low-cost services provided by third-party 
payment have attracted many customers, causing banks' market share in these areas to 
decline. This finding aligns with theoretical expectations of the impact of payment 
method changes on the traditional profit model of financial institutions and further ver-
ifies the diversion effect of three-party payment on the banking business. 

Second, this study's findings have important practical implications. They show that 
Internet government financial supervision can promote the growth of banks' profitabil-
ity while improving their stability. For policymakers, this means that when designing 
and implementing financial regulatory policies, their potential economic effects should 
be considered to ensure that the regulatory framework can prevent systemic risks and 
support the sustainable development of financial institutions. 

Finally, this study also provides implications for future research. Although this study 
verified the positive impact of Internet financial supervision on the profitability of com-
mercial banks, it was unable to conduct further research due to time constraints. At the 
same time, the sample size only focused on China's six central commercial banks and 
did not include joint-stock banks, such as Sample data of city commercial banks. The 
model only uses the basic model due to time reasons. In-depth modelling can be carried 
out with more detailed survey points. The Internet finance spread factor is not an output 
for modern research reasons. The reasons for the prevalence of Internet finance can be 
inferred in proportion based on the Internet prevalence. Replacement was made. 

In short, this study reveals the positive impact of Internet government financial su-
pervision on the profitability of commercial banks through empirical analysis. It pro-
vides valuable reference for policy formulation and academic research in related fields. 

Building on the insights from the study, it is recommended that commercial banks 
take proactive steps to overcome the challenges presented by financial regulation. 
These challenges should be viewed as opportunities to improve internal operations and 
enhance market competitiveness. Banks can adapt to regulatory requirements by in-
creasing their investment in compliance, enhancing their risk management capabilities, 
and innovating financial products. This proactive approach will not only enable banks 
to operate effectively within the current regulatory framework but also position them 
to outperform their peers and achieve long-term, sustainable profitability. 

Simultaneously, commercial banks are advised to aggressively adjust to the third-
party payment development trend and implement focused efforts to lessen its adverse 
effects. Banks should consider collaborating with independent payment platforms or 
boosting their competitiveness using creative payment options. Additionally, future 
studies can confirm the findings of this research in other market situations or go deeper 
into the tactics used by various banks to address the emergence of third-party payment. 
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