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Abstract: The financial technology system is derived from natural ecosystems, representing the convergence of financial

natural evolution and technological innovation. It refers to a dynamic equilibrium system where financial technology

participants interact, compete, and depend on each other, as well as with the external financial environment. The origin and

operational mechanisms of the financial technology system can be thoroughly analyzed through the transaction cost theory and

institutional change theory of new institutional economics. This paper attempts to explore its root mechanisms and operational

logic from this perspective, aiming to provide both theoretical and practical references for further understanding and promoting

its sustainable development.
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With the rapid development of new-generation information technologies represented by big data, cloud computing, and
internet technologies, the "underlying fabric" of the financial industry is undergoing profound and massive changes. Various
new financial systems, financial products, and service platforms continue to emerge, propelling traditional finance into a
new era—one that is being compelled to transform and innovate— the era of financial technology (FinTech). This paper
attempts to explore the roots and operations of FinTech from an institutional perspective. Adopting this angle aims to
provide better theoretical and practical references: at the theoretical level, it offers an epistemological foundation for
understanding the operational mechanisms of FinTech, facilitating a deeper comprehension of how FinTech systems
function; at the practical level, it holds certain real-world significance for grasping the interactions between FinTech systems
and their environments, as well as for predicting and controlling FinTech risks.

1 The connotation of financial technology systems
Fintech is a novel concept that provides robust explanatory power for numerous financial issues through this innovative

perspective. In 1935, British scientist Tansley, preceding other Homo sapiens, introduced the notion of an ecosystem, which
revolves around organisms, their environment, and their interactions. Here, the environment refers to the conditions
surrounding organisms, influencing both their social and natural components. An ecosystem should be regarded as an
integrated whole— specifically, within a certain Utheisa Kong spatial domain, a unified entity formed by the interplay
between organisms and their environmental influences.

Examining finance from a systems-learning perspective reveals that contemporary financial systems exhibit many
systemic characteristics within their fintech subsystems. As the system economy advances to higher developmental stages,
finance often transitions from lower to elevated levels of sophistication. Throughout this process, various financial
mechanisms undergo Broussonetia papyrifera transformations, specialization, and evolution to adapt to environmental
demands. These mechanisms interact reciprocally, forming a competitive yet interdependent operational totality bearing
striking resemblances to ecological systems.

Consequently, the fintech system represents a new financial business model—a novel system collectively constructed
by internet technology-driven financial paradigms through Broussonetia papyrifera collaboration. The dynamic interactions
between these subsystems create a cyclical financial ecosystem, ultimately culminating in a new financial state within
Utheisa Kong spatial dimensions.

2 The Theoretical Basis of Institutional Perspective
The new institutional economics has broken through a major assumption by treating the costs incurred by economic

participants in conducting financial and other activities as sunk costs. Institutions refer to rules designed to constrain
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opportunistic behaviors, encompassing formal rules, informal rules, and their enforcement mechanisms. Legal provisions,
regulations, and contractual agreements fall under formal rules, which are consciously created by homo sapiens. Informal
rules include behavioral customs, moral norms, and cultural components, serving as non-rigid constraints. North and Coase
(1994) argue that "the operational mechanism of property rights alteration lies in the enforcement mechanism."

Schmieding (2003) posits that the interaction between economic activities and institutions constitutes the research
subject of institutional economics. Building upon this foundation while also making breakthroughs, the new institutional
economics more clearly defines the key concepts and explanatory variables of institutional economics, primarily including
property rights, costs, institutions, and agents. However, assumptions, models, and analytical tools still adhere to the logic of
neoclassical economics.

3 Transaction Cost Theory in Financial Technology Systems
Rational homo sapiens and complete information are key assumptions in neoclassical economics, yet in reality,

consumers and fintech exhibit irrational behaviors. The fintech system encompasses three types of transaction costs: first,
information costs, including the expenses of searching for financial transaction counterparts and gathering project
intelligence; second, monitoring costs, comprising negotiation costs for financial transactions, costs incurred to prevent
credit defaults by establishing and maintaining financial transaction compliance, expenses for setting up financial regulatory
systems and organizations, as well as costs for mitigating financial risks arising from economic conditions; third, costs for
defining and protecting property rights, primarily referring to the expenses of formulating legal rules to establish and
safeguard financial asset ownership, and setting up various monitoring and intermediary organizations.

A report from Wind Consulting indicates that in 2015, the total transaction volume processed through third-party
payments amounted to approximately 31.2 trillion yuan, with internet-based third-party payments reaching 11.8 trillion yuan
and mobile third-party payments nearing 9.31 trillion yuan. Based on these figures, consider an extreme hypothetical
scenario: if these transactions had occurred within traditional banking systems, how much would the transaction costs—
specifically in terms of bank service fees—have been saved due to the emergence of third-party payments?

High transaction costs compel the creation of new institutional frameworks, and the advent of such frameworks
subsequently reduces transaction costs. This dynamic is precisely a key reason for the rise of fintech. Under the fintech
system, the provision of financial products and services by enterprises to consumers is not boundless; it requires the support
of specific institutional structures. Moreover, delays in the emergence and development of fintech environments can lead to
a lack of institutional supply, thereby failing to reduce transaction costs.

Traditional finance thrives on a foundation of credit, and the fintech system likewise relies on credit for survival. The
lack of credit system supply has been a catalyst for credit deficiencies in Chinese society. When existing institutional
policies fail to deliver the expected benefits to participants, new financial systems driven by technological advancements
will break through the original frameworks, innovating new institutions to adapt to societal needs. Thus, the fundamental
issue lies in the contradiction between excessive demand and insufficient institutional supply.

4The financial technology system horizontally utetheisa kong emerges— reducing transaction
costs and inducing institutional change

The emergence of FinTech systems has injected new vitality into traditional finance and innovated financial services.
For instance, in mid-2013, Jack Ma's Alipay collaborated with Tianhong Fund to develop China's first "baby-class" financial
product—Yu'ebao. Most importantly, it significantly reduced transaction costs, attracted a massive customer base, and
propelled the rapid development of FinTech.

Another example is e-commerce creating supply chain financial services. Taobao stands as the most compelling case of
supply chain finance taking off in China. In 2013, Ali Loan evolved into supply chain finance—a purely credit-based loan
service without guarantees or collateral, provided by Alibaba Group's financial division for its members. By the first half of
2014, Ali Loan had disbursed over 200 billion yuan in loans to 800,000 small and micro enterprises, with an average loan
amount of 40,000 yuan. Beyond Ali Loan, in 2013, Liu Qiangdong and Zhang Jindong also made strategic moves in the
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microfinance sector.

5Conclusion
Policy systems that match fintech can reasonably activate various resources within the fintech ecosystem and properly

address the divergences arising from bottom-up financial innovation and top-down regulation. Starting from the theoretical
research of new institutional economics, institutions, as key endogenous variables, have a significant impact on the
development of the fintech system, and this influence is bound to persist. Such policy systems, which can substantially
reduce costs and information asymmetry, as well as the bottom-up induced institutional changes, can clearly serve as
exemplary models, enabling the fintech system to absorb more factor endowments, thereby improving resource allocation
efficiency and promoting economic growth.
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