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Abstract

The goal of the article is to consider peer-to-peer lending and its interaction with bank lending that creates an aggregate
hybrid lending. The article’s objective is the research of development of P2P lending on the financial market and
beyond, which is particularly relevant today. This goal is achieved by using the methods of evaluation and comparative
analysis of different principles, which makes it possible to structure the general scientific understanding of P2P lending
with the help of statistical methods. The study of the dynamics and structure of peer-to-peer lending in various coun-
tries for the period 2005-2016 led to the conclusion that in Ukraine, there is a decline in the share of bank lending in
favor of peer-to-peer lending in the total amount of loans with an increasing role of non-bank and hybrid forms of len-

ding in ensuring economic growth.
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Introduction

The decline in popularity of financial and credit
institutions among the population, their inability to
meet credit demand of real enterprises under the
conditions of inadequacy of investment resources
within the national economy creates conditions for
the emergence of new types of financial services
(The Economist, 2013), which are capable of
intensifying the participation of economic entities
in the formation of investment flows. The contem-
porary alternative type of financial intermediation
is peer-to-peer lending, which is fairly widespread
internationally, but which remains a new phenome-
non on the domestic financial market making it
necessary to study both the theoretical provisions
in the functioning of the system of peer-to-peer
lending and the improvement of practical peculiari-
ties of its implementation.

A new form of private lending is P2P projects.
The idea of private P2P lending came from the US
and now is very popular in the Western countries
— this service is now competing with banking
lending on equal terms.

1. Analysis of the recent research and publications

Given the relatively short period of existence of P2P
lending, the domestic scientific literature is characte-
rized by a fragmented approach to the study of its
main principles as a new way of providing invest-
ment flows to the country’s economy.

The theoretical and methodological foundation for
the development of peer-to-peer lending and bank
lending is embodied in the works of foreign scho-
lars, such as: A. Agrawal (2011, 2013), G.K.C. Ah-
lers (2012), P. Belleflamme (2014), E. Burkett
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(2011), N. Chen (2011), B. Hallen (2012), J. Hemer
(2011), H. Jenkins, V. Kuppuswamy, J. Lerner
(1995), J. Light, M. Lin (2013), A. Ley (2011),
E. Mollick (2014), J. Morduch (1999), M. Poetz
(2012), A. Schwienbacher (2010), etc. The specifics
of peer-to-peer lending and its prospects in terms of
stimulation of investment potential of the economy
is partially covered in the works of such scholars as
V. Artamonov (2012), I. Vasylchuk (2013),
A. Vlasov (2012), B. Gates (2007), O. Dluhopolsky
(2011, 2012), A. Dolhyn (2013), S. Leonov and
Y. Petrushenko (2014), but, to date, the domestic
scientific literature is characterized by the absence
of fundamental research that comprehensively
describes the features of peer-to-peer lending.
Given the necessity of developing new instruments
to increase the volumes of internal investments in
the national economy, especially from the perspec-
tives of developing small and medium businesses,
the research of the problems of P2P lending is of
particular relevance and practical significance.

2. Formation of the paper’s goals

The purpose of the article is the development of
scientific and methodological principles and
organizational mechanisms of implementing new
forms of peer-to-peer lending, which caused the
development of modern mechanisms that are
alternative to bank lending, as well as the creation
of hybrid forms of financial intermediation with
the combination of peer-to-peer and bank lending.

The article’s objective is the research of develop-
ment of P2P lending on the financial market and
beyond, which is particularly relevant today. This
goal is achieved by using the comparative analysis
of different principles, which makes it possible to
structure the general scientific understanding of
P2P lending with the help of statistical methods.

The subject of the article is peer-to-peer lending
and its forms of interaction with bank lending that
create an aggregate hybrid lending.



3. Presentation of the main material

Preconditions for the emergence of peer-to-peer
lending were a revolution in the system of invest-
ment borders and globalization of society through
the use of digital instruments that made it possible to
conclude and implement loan agreements in non-
contact form via online services and led to the grow-
ing convenience and efficiency of investment
processes (Dluhopolskyy, A., 2011; Lin, M., 2013).

Peer-to-peer lending is a type of lending, which is
realized directly between unrelated parties without
the financial intermediary by using online platforms
for establishing contacts between the participants of
credit relations and assessing the solvency of bor-
rowers. In the scientific literature, this method of
credit relations is called social lending, peer-to-peer
lending or P2P lending (Petrushenko, 2014).

The current stage of development of the peer-to-peer
lending market is characterized by its rapid growth,
which manifests itself as an increase in the volumes
and number of transactions, expansion of the range
of services that can be made by using online plat-
forms. Given the fact that financial intermediaries
are not involved in the process of P2P lending, its
rapid development creates serious threats to banking
activity, as transactions between individuals occur
only through the use of Internet services, which
provide lower commission fees than the cost of
banking services. In comparison with the traditional
services of financial intermediation, the advantages
of peer-to-peer lending make it possible, on the one
hand, to raise the level of return on the invested
capital for physical persons who act as individual
creditors and, on the other hand, to lower the cost of
the obtained loans for the users of financial re-
sources in view of the fact that the average commis-
sion on online platforms is 1-2%, while the level of
interest margin of banking institutions in modern
conditions of the financial market’s functioning
reaches 10-15% (Petrushenko, 2014).

At the same time, in spite of the obvious advantages
of P2P loans related to price characteristics, so far,
this type of lending has not received a significant
level of user confidence, which is due, above all, to
the very low level of customer protection, the ab-
sence of state guarantees and intervention of regula-
tory authorities in the functioning of this kind of
services. At the present stage, the responsibility for
the fair implementation of agreements lies mostly
with the participants themselves, as the role of Inter-
net services in ensuring the security of deposits is
limited only to the gathering of information about
customers, which creates opportunities for financial
fraud and machinations, given the absence of objec-
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tive legal restrictions regarding the realization of
such agreements. However, despite the low level of
financial security, the analysis of statistical data on
the development of the market of P2P lending shows
its dynamic development. In particular, according to
the information provided by the British Peer-to-Peer
Finance Association, as of the end of 2013, more
than 86,000 creditors took part in the transactions of
peer-to-peer lending, which provided funding for
consumer loans to 70,000 borrowers, as well as
about 4 thousand investment loans for business
needs. Thus, the annual growth of the total market
worldwide reached 121% (BP2PFA).

The dominant role in peer-to-peer lending agree-
ments belongs to unsecured personal loans, in
which borrowers are physical persons who do not
use collateral to reduce the risk of the lender in
case of the borrower’s insolvency. Along with
this, some P2P services make it possible for busi-
ness entities to obtain loans.

There are two approaches to determining the cost of
credit: the setting of interest rates directly by the
owners of financial resources under the conditions of
reverse auction (Chen, N., 2011), or by decision of
the organizer on the basis of information about the
loan terms and creditworthiness of the borrower. The
cost of the loan, like in traditional bank lending, de-
pends on the likelihood of its return, allowing lenders
to manage risks, and creates opportunities to diversify
investments by providing loans to borrowers with
different levels of paying capacity. At the same time,
P2P lending agreements are the most risky for the
owners of financial resources, as the loss of their
financial resources as a result of insolvency of the
borrower and the bankruptcy of the company that
mediates the process of peer-to-peer lending is not
compensated by the state.

Organization of the process of peer-to-peer lending
is provided by specialized P2P platforms that carry
out a commercial activity generating profits both
through commission fees for credits collected from
borrowers and by setting up a charge for servicing
the owners of financial resources (Goff Sh.).

Extensive opportunities of using automated ser-
vices allow credit intermediaries to significantly
reduce costs for conducting their activities, which
reduces the costs of servicing compared to tradi-
tional financial and credit companies and, in turn,
creates opportunities to reduce the cost of credits
for borrowers and to increase revenues for lenders
(Dluhopolsky, A., 2012).

To participate in the conclusion of P2P lending
agreements, one must be registered and tested on the
appropriate site as a lender or borrower, which would
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make it possible to use the possibilities of conducting
financial transactions between the cards of partici-
pants of credit agreements in the on-line mode. Ac-
cording to the results of personal activity, a rating of
borrowers is formed, the criteria of which include the
completeness of the presented individual information,
the level of business activity and credit history within
the respective platform. This rating can be used by
creditors for making decisions to invest resources and
as an indicator of the borrower’s reliability.

It should be noted that in order to increase the reliabili-
ty of investment for lenders, P2P lending platforms
attract collection agencies to work with problem loans
using traditional mechanisms of working with debtors.

At the present stage of development of financial
intermediation, peer-to-peer lending has not yet
acquired a clear position in the classification of fi-
nancial services and, sometimes, it is treated as an
alternative to their traditional types. At the same
time, P2P lending has a number of specific features:
commercial nature of loans; establishing of relations
between the participants of the lending process di-
rectly during the conclusion of agreements; use of
specialized credit intermediaries to establish connec-
tions between the owners and users of financial re-
sources; P2P lending services are provided on-line;
areas of investments of funds are determined direct-
ly by their owners; lack of state guarantees regard-
ing repayment of the granted loans; the instruments
of loan realization include securities eligible for sale
on the secondary market.

Due to some differences compared with the classical
banking activities, specialized credit intermediaries
belong to the class of non-bank financial institutions.
Thus, their activity does not require a banking license,
while a number of the offered services are limited to
standardized loans and investments. In spite of the
transformational character inherent to P2P lending,
which manifests itself in the possibility of attracting a
large number of investors to financing one loan, the
owners of financial resources can determine the areas
of placing their funds, which is not typical for banking.
In addition, unlike banks, specialized credit interme-
diaries cannot raise funds from other than voluntary
investment sources to support their business activity
(The Economist, 2013).

Similarly to the retail banking business, customers
of peer-to-peer lending companies are the subjects
that require financial resources the relations with
whom are not mediated by the interference of addi-
tional financial intermediaries.

On the initial stages of development of peer-to-
peer lending, the target audience of specialized
financial intermediaries included customers from
the regions with low levels of financial resources,
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which were also characterized by the absence of
the need to create collateral for loans and low
levels of income, making it possible to use com-
petitive advantages in comparison with banking
services by reducing the requirements to their
levels of solvency. However, at the same time, the
current conditions of functioning of P2P lending
are characterized by the opposite tendencies due
to the increasing problems with loan repayments,
and, therefore, the desire of investors to reduce
risks investing their money (Agrawal, A., 2011).

In determining the place of peer-to-peer lending
among a wide range of services of financial inter-
mediaries, it is expedient to explore its differences
from their main types. We should note that despite
some similarities with the functioning of mutual
credit institutions such as credit unions, cooperative
banks, savings and loan associations, etc., organiza-
tion of P2P lending services provides for a clear
distinction of the roles of lenders, borrowers and
owners of companies, i.e., credit intermediaries.
Accordingly, the range of stakeholders is not limited
to the presence of common characteristics and regu-
larity of their relationship. Moreover, despite the
fact that the expenses on organization of activities of
specialized credit intermediaries are covered by fees
charged from both parties of the lending process,
both investors and borrowers have no influence on
the management of these institutions. In addition,
the activity of P2P lending platforms is commercial
in nature and aimed at increasing the profits from
their operation (The Economist, 2013).

The commercial nature of this activity demonstrates
the impossibility of identifying peer-to-peer lending
with the functioning of crowdfunding platforms and
joint financing companies that mediate investment
flows on the conditions of non-profitability
(Vasylchuk, 2013; Agrawal, A., 2013; Mollick, E.,
2014; Schwienbacher, A., 2010).

Along with this, intermediaries of peer-to-peer
lending differ significantly from microfinance
institutions, because the amounts of loans are not
limited. When the loans are given, credit history
of the borrower is important and the loan may be
given both to physical persons for consumption
purposes and entrepreneurs.

Analyzing the role of peer-to-peer lending on the
financial market, it should be noted that its func-
tioning is characterized by significantly lower
liquidity levels and market fluctuations compared
to transactions with securities (Burkett, E., 2011).

The development of P2P lending in the world began in
2005. The first specialized credit intermediaries in-
clude the UK-based company Zopa, which today is
one of the leaders of this market internationally. As of



2015, the value of the American company Lending
Club was estimated at more than $5 billion US dollars.
Experts estimate that an annual volume of peer-to-peer
lending in the world exceeds 20 billion US dollars.

The essence of peer-to-peer lending is the provision
of loans for different target groups, in which the
formal role of lender does not belong to financial
intermediaries, but is directly related to the owners
of financial resources. The function of P2P lending
platform as a credit intermediary ensures exclusively
the establishment of relations between lenders and
borrowers. However, despite the absence of finan-
cial guarantees to creditors from the platforms, the
services they offer include credit scoring, technical
support of financial transactions, as well as assis-
tance in collecting arrears (Goff Sh.).

The function of banking in the investment process
is only in the intermediation between the deposi-
tors of funds and their temporary users, but, at the
same time, the role of banking institutions is to
provide confidence to the participants of financial
relations in maintaining their own well-being. The
activity of peer-to-peer lending services is aimed
at establishing trust relationships between the
owners and borrowers of financial resources by
using price advantages of such services. Today,
the level of banking margin reaches 15% — annual
deposit interest rates on the world market may be
1-2% and the minimum price of loans varies with-
in 12-17%, while the average cost of services of
P2P platforms varies within 2-5% of the loan
amount to the borrower and nearly 1% of the an-
nual commission fee from the investor for orga-
nizing the process of lending.

The Internet is full of sites that actually represent
an alternative to banks. These are credit ex-
changes and social networks, the participants of
which can act either as borrowers or lenders. Bor-
rowers receive loans on favorable terms, while
lenders may invest their resources at high interest
rates that are higher than bank interest rates
(Agrawal, A., 2013). In most cases, such ex-
changes are created for students who need to pay
their tuition. Currently, there are at least 12 such
projects: 1983 GrameenBank; 2005 Zopa; 2005
Kiva; 2005 CircleLending — acquired by Virgin
(now called Virgin Money); 2006 Prosper; 2007
Lending Club (owned by Facebook); 2007
GlobeFunder; 2008 Quizzle; 2008 Nexx; 2008
CommunityLend; 2008 GreenNote; 2009 iGrin.

Peer-to-peer lending enjoys the highest popularity
in such financially developed countries as the
United Kingdom and the USA. Thus, in 2015, the
turnover of the British credit services Funding
Circle, Zopa and RateSetter exceeded $1 billion
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US dollars, while annual volumes of American
P2P platforms like Lending Club, Prosper and
SoFi reach $4 billion US dollars according
to official figures.

As of 2014, the development of peer-to-peer lending
projects became widespread around the world, mak-
ing it possible to attract prominent businessmen to
these processes as investors. In particular, joining
the American Prosper platform was a top manager
of Google, Eric Schmidt, who invests his own re-
sources, while Yuri Milner, who owns the company
Mail.ru Group, invested about 57 million US dollars
by using the service Lending Club. Peer-to-peer
lending is also developing in other countries such as
Canada (Kiva and Sommunitylend.com services)
and Germany (Smava.de platform). In the United
States, there is even a startup that has combined
such revolutionary trends in the economy as bitcoins
and peer-to-peer lending: through BTCJam plat-
form, it is possible to acquire a loan in crypto-
money. That is, by using peer-to-peer lending and
bitcoins as crypto-money, it is possible to withdraw
financial flows from the financial market and direct
them anywhere. This is a modern, revolutionary and
innovative development in the financial area.

The largest exchange of P2P loans Prosper was
created in February 2006. Since then, it has raised
40 million dollars of venture investments. Each po-
tential lender files an application in the amount of up
to 25 000 US dollars indicating a minimum interest
rate, while borrowers (from the list of those ap-
proved by the lender) bargain by offering more fa-
vorable conditions (World Bank).

There are similar projects: Lending Club, Qifang,
and the web-site Fynanz, which focuses exclu-
sively on American students in Florida and New
York (World Bank).

The development of such systems suggests that in
the future, P2P networks and crowdsourcing can
become a real alternative to banking institutions.

Of course, while the volumes of lending through
P2P projects remain insignificant compared to
bank lending, the growth rate of this market is
impressive. If this growth rate is maintained over
the next 10-15 years, bank loans may disappear as
a market making factor.

Figure 1 shows the dynamics of P2P lending in the
UK in the period 2010-2015.

As can be seen from Figure 1, the dynamics of this
form of lending as a non-banking form of financial
intermediation is quite impressive. A similar dynam-
ic of P2P lending is observed in other countries —
such as the USA, France, Japan and China.
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Fig. 1. Dynamics of P2P lending in the UK in the period 2010-2015 (World Bank)

In 2009, the American platform Zidisha launched a
new phase in the development of peer-to-peer lend-
ing on the international level uniting lenders and
borrowers from different countries without the par-
ticipation of national financial intermediaries. It
should be noted that this service makes it possible to
determine the risk levels of borrowers without the
use of quantitative indicators of their credit history.

The use of Zidisha service allows lenders and
borrowers to make online deals with small
amounts of loans. The activity of this company is
aimed at establishing contacts between investors
from more developed countries and borrowers
from countries with low levels of the financial
market’s development, creating good prospects
for their cooperation.

The processes of peer-to-peer lending are also de-
veloping on the domestic financial market. The most
well-known platform is SimZirok service, which
was realized in the form of a startup based on in-
vestments of Imperius Group. The activities of this
service are associated with some specific features. In
particular, interest rates for the loans are determined
by way of auctions. There is also a limit for invest-
ing resources into one project per one investor, thus,
reducing the risk to the market (SimZirok).

The functioning of the market of P2P lending in
Ukraine is related to a number of different problems,
non-stimulating role of which is noted by the man-
agement of SimZirok service. Thus, inadequate legal
regulation of this sphere is manifested in the absence
of common regulated mechanisms for the function-
ing of segregated accounts, provision of joint loans
and involvement of collection agencies in recover-
ing overdue debts and legal resolution of such cases.
Development of peer-to-peer lending is also re-
strained by purely technical problems, including
poor organization of the systems of electronic mon-
ey and cashless payments. In addition, there are
problems with information provision, which do not
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allow forming a clear and transparent database of
customers that, consequently, reduces the level of
investor confidence (SimZirok).

The next stage in the development of peer-to-peer
lending on the Ukrainian financial market should
improve information and financial literacy of po-
tential customers of P2P services enabling them to
appreciate the advantages of this type of service
and increase the level of trust. Considering the fact
that intensification of the alternative types of finan-
cial services, including P2P lending, is not speci-
fied among the strategic objectives of the state
policy of financial market development, the devel-
opment of organizational, legal and financial me-
chanisms of its implementation remains to be the
responsibility of self-regulating organizations of
the financial market, as well as individuals who are
interested in the development of this type of ser-
vices (Vasylchuk, 1., 2013).

It should be noted that despite the lack of guarantees
of loan repayment on the part of P2P platforms,
there are opportunities for collecting overdue debts
by means of collection agencies, which often coope-
rate with credit intermediaries. Moreover, it is also
possible to take particularly difficult cases to court.

Analyzing the specifics of peer-to-peer lending, it
is appropriate to consider its key differences from
traditional financial (banking) services in terms of
major participants. Therefore, for investors, the
process of peer-to-peer lending is manifested in the
following aspects:

¢ higher level of income on invested capital com-
pared to bank deposits;

¢ higher loan default risks, which are managed by
independent selection of borrowers and possibilities
of diversification of funds among different loans;

¢ monthly payment of invested resources and
interest income;

¢ saving time on the process of investing through
the use of online platforms.



In turn, for borrowers, the process of peer-to-peer
lending also has a number of specific characteristics:

¢ independent choice of the terms and the amount
of loans, the ability to set the desired interest
rates on loans;

¢ the probability of obtaining loans depends on
the completeness of the provided information;

¢ the cost of the borrowed resources is formed by
the interest rate paid to investors, as well as
commission fees set by the P2P platform.

In spite of the fact that the development of P2P lend-
ing originates from the funding of consumer loans,
which are the main market for the largest platforms
in this area, peer-to-peer lending is successfully used
to finance various areas of economic activity. To-
day, in addition to consumer loans, the most com-
mon types of P2P lending are the following:

¢ business loans — traditionally, their amounts are
in the range of 50-500 thousand US dollars with
maturities of several years. Gaining popularity
on this market are the loans in the form of credit
lines with the setting of the maximum loan
amount, within which the company uses the
funds paying interest according to the results of
their use. The largest online platforms, which
can be used to realize this type of loan, include
Biz2Credit, Kabbage, Funding Circle;

¢ cducation loans — this type has become preva-
lent in the US, given the popularity of educa-
tional loans among the population. The use of
peer-to-peer lending while obtaining an educa-
tion is characterized by significant advantages
compared with traditional state loans consider-
ing the individual nature of P2P lending, which
makes it possible to reduce interest rates for the
students of the country’s top universities. Pro-
viding this type of loans are such services as
CommonBond, UpStart, SoFi;

¢ refinancing of receivables — this type of loans,
which are given against requirements to coun-
terparties, enables companies to increase their
level of business activity not losing business re-
lationships with partners that can occur with fac-
toring agreements. This type of services can be
implemented by using platforms BlueVine, Mar-
ketInvoice, FundBox;

¢ loans secured by commercial real estate — this
type of loans is gaining popularity among
businesses, because it makes it possible to
temporarily raise funds during the early stages
or expansion of business activity and to form
additional working capital. Actively operating
in this field are such companies as Patch of
Land, Realty Mogul, Asset Avenue, Realty
Shares, Lending Home;
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¢ mortgage loans — today they are a promising
area for the development of peer-to-peer lend-
ing, given the objective need in these long-term
loans due to the emergence of additional risks.

In addition to the above-mentioned sub-types of peer-
to-peer lending, there are great prospects for its further
development related, for example, to the opportunities
to use guarantees to improve the reliability of borrow-
ers and, therefore, to reduce the cost of borrowing.

Analyzing the trends in the development of the mar-
ket of P2P lending, we should note the fact that to-
day it can be described as a developing one, because
despite the determined positions of leaders, there are
opportunities for the emergence of new online plat-
forms both in the new areas of peer-to-peer lending
and in the existing ones. In addition, peer-to-peer
lending is one of the most promising options for the
expansion of activities of traditional financial inter-
mediaries. For example, the world known company
Goldman Sachs took a particular interest in this area.

At the present stage, the development of peer-to-
peer lending is characterized by major modifications
of its participants with an increasing involvement of
institutional investors as creditors, the participation
of which creates opportunities for lending platforms
to increase maximum amounts of loans accompa-
nied by the emission of securities (Light, J.).

At the same time, despite the expansion of the struc-
ture of subjects, the activity of specialized credit
intermediaries corresponds to the characteristics of
the P2P lending process, the implementation of
which takes place without the traditional financial
and credit institutions.

The growing popularity of Internet services in ensur-
ing investment flows attracts banking institutions to
the formation of their own loan portfolios by using
P2P platforms, which is especially important for
small banks that are under significant competition
and encounter problems attracting customers, as a
result of which peer-to-peer lending gets new hybrid
forms with participation of banks not as traditional
financial intermediaries, but as investors of the pre-
viously accumulated capital.

Actualization of these trends opens new prospects for
the development of peer-to-peer lending platforms that,
on the one hand, eliminates its initial economic essence
and, on the other hand, is an important step towards
reducing the cost of bank resources for borrowers. At
the same time, the main vector in the development of
credit services is the attraction of private investors —
physical persons considering a higher level of their
stability compared with institutional participants, who
cannot divert their financial capital from their core
activities (Light, J.).
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Consolidation of the position of peer-to-peer lend-
ing on the financial markets is demonstrated by
continuous growth of P2P credits in countries that
are considered the world financial centers. Thus,
in 2015 in the UK, the activity of P2P platforms
was estimated at more than 2 billion pounds of
granted loans according to the British Peer-to-
Peer Finance Association.

Indicators for the development of the UK market of
peer-to-peer lending in 2015 are nearly two times
bigger than the results achieved in the previous re-
porting period with a special emphasis on the results
of the fourth quarter of 2015, which provided almost
a third of the annual volume of new loans.

Along with the growth of financial indicators for
this segment of financial services, there is a constant
expansion in the number of entities involved in its
functioning, which is especially true for individuals
who attract financial resources through online plat-
forms. In particular, on the UK market of P2P lend-
ing, the number of borrowers in 2015, compared to
the figures of 2014, increased by 96%, while the
number of investors increased by 22%. There is a
tendency of increasing volumes of funds invested by
one person relatively to the amounts of loans, which
are required by users — in 2015, 128 thousand credi-
tors satisfied the needs of about 273 thousand bor-
rowers (World Bank).

According to the estimates of the British Peer-to-
Peer Finance Association, the market of P2P lending
is characterized by continuous growth and integra-
tion into other spheres of financial services, which is
accompanied by increased customer trust and grow-
ing possibilities for peer-to-peer lending to compete
with banking intermediation (BP2DFA).

Projections of the Centre of Economics and Busi-
ness Research (CEBR) regarding the development
potential of peer-to-peer lending predict the
growth of lending volumes in 2020 up to 12.3
billion pounds, which is 10 times higher than the
figure in 2014 (CEBR).

A successful functioning of this segment is also
demonstrated by the list of major online platforms,
which are represented mainly by the British and
American companies that, on the one hand, increas-
es the interest of other potential participants in this
type of business and, on the other hand, raises the
competitive barriers for entering this market.

On the Ukrainian financial market, the development
of peer-to-peer lending services began in 2010,
which was caused by the decrease in banking activi-
ty and the necessity to restore banks’ operations by
offering expensive products in the post-crisis period.
At the same time, the activity of the first online plat-
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forms such as IVEXE Innovation Ventures, Cre-
dery.com, “Seven Stars” did not provide conditions
for their long-term functioning and the one that re-
mains is uCredit service, the financial performance
indicators of which are closed to the public.

At the same time, the current phase of the post-crisis
economic recovery is favorable for the emergence
of new services of peer-to-peer lending consider-
ing the significant reduction in the number of
banks and diminishing confidence to them among
the population (Artamonov, V.).

An important advantage of peer-to-peer lending
that can be used by economic actors is the conclu-
sion of direct agreements between the lender and
the borrower without the participation of banks,
maximizing their economic benefits compared
with the use of banking services. Despite the ex-
isting facts of cooperation between banks and
credit platforms, banking activities remain a prior-
ity in financial intermediation, considering the
high risks of peer-to-peer lending, the lack of reg-
ulatory provision and very low levels of aware-
ness of this type of service among the population.

The basis for the functioning of credit services is
commission income from attracting and providing
financial resources, while the list of operational
expenses is much narrower than that of other finan-
cial intermediaries, given the absence of need for the
marketing campaigns, assessment of the creditwor-
thiness of borrowers, diversion of funds for the for-
mation of required reserves making it possible to
increase the profitability of operations and, accor-
dingly, to provide financial benefits for participants.

These features sharpen the competition between the
peer lending and banking intermediation, which forms
preconditions for their integration by means of partici-
pation of banks as investors on credit platforms. Such
cooperation is mutually beneficial — on the one hand,
banks simplify the procedure for promoting their credit
products, on the other hand, credit platforms increase
the volume of attracted investments.

Internationally, the most well-known cases of coopera-
tion are characteristic of the leaders in the loan seg-
ment — the British companies Zopa (partner to Metro
Bank) and Funding Circle (working with such banks as
Santander and the Royal Bank of Scotland) and the US
service Lending Club (with participation of Union
Bank). The Ukrainian financial market offers an origi-
nal version of integration of different types of financial
services — the service of P2P lending organized by the
leader of the banking market PJSC “Privatbank”.

The dynamics of the market of peer-to-peer lend-
ing is the most intensive in comparison with other
areas of the credit system — the volumes of P2P



credits in the world increased from the level of 1.2
billion dollars in 2012 to 64 billion dollars accord-
ing to the results of 2016 (BP2PFA).

It is interesting that the major creditors are increa-
singly becoming banks themselves, which use this
form of financial intermediation. According to the
Economy Watch agency (World Bank), in the US,
about 80% of big loans are provided by banks
through the platforms of online lending. This me-
chanism has fundamental differences from online
banking. In particular, more often than not, the
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borrower does not know exactly who gave him a
loan, while lenders know exactly whom and for
what purposes they provided with loans. This me-
chanism incorporates the best characteristics of
consortium lending (association of creditors),
online banking and social investment.

It should be noted that P2P lending has several disad-
vantages in comparison with bank lending and that
they stand in the way of its further development. The
comparative characteristics of P2P lending and bank
lending is presented in Table 1.

Table 1. Characteristics of P2P lending and bank lending

Criterion of comparison Traditional bank lending

P2P lending

Accessibility of services
regardless of the place of
residence

Available only in the region where the
borrower lives

There are no restrictions regarding the region. Currently, only one country is restricted
due to the lack of legal regulation of this type of services on the international level

Depending on the goals and forms can be

Package of documents for big enough. The proof of income is obligato-

In most cases, it is only the validation of identity, minimum of documents

United States — (on average, 6-12%)

receiving
ry.
. Clearly regulated, checked by the bank for A_t.the reque.stl of the borrower, a qlear formulatlon of goals increases the proba-
oals ; bility of receiving a loan. It is possible to obtain a loan for the implementation of
compliance ARV
social initiatives at reduced rates
Pretty low due to the constant monitoring by | High through the lack of control over the borrower. Written reports on the use of
Risk the bank of compliance with the lending credit resources may be in place (quite rare). In spite of this, the level of proble-
conditions matic loans granted through the online platforms of P2P lending is less than 2%
Low in the countries of Europe and the High, may reach 20-22%. However, in some cases, may be significantly reduced
Cost P if the lender is interested in getting other, non-financial effects from the loan, for

example, social ones

Regulated by banking programs. For
physical persons, it is almost impossible to
conclude an agreement on an individual
basis

Flexibility of conditions

All terms are individual. There can be restrictions of the maximum amount
of loans and maturities

Banks should actively participate in this mechanism of
lending in order not to lose their positions in the near
future. This can be done by introducing new hybrid
forms of financial intermediation — multi-participative
bank lending. This form of financial intermediation is a
combination of characteristics of the traditional bank
lending, bank intermediation and a new form of finan-
cial relations that have been formed outside the formal
financial market — P2P lending. In essence, remaining
a part of P2P lending, this service goes under the par-
tial control of the bank, because the bank is the orga-
nizer and provider of such services.

The production of this service by the Ukrainian
banks is expedient, because considering the low
levels of overall confidence of economic agents to
the financial sector, banks still remain the most pop-
ular and reliable financial intermediaries compared
to insurance companies, mutual and corporate in-
vestment funds, credit unions, pawn shops, etc. In
addition, based on the analysis of trends in the de-
velopment of forms of financial intermediation, it
can be argued that the Ukrainian society would ne-
gatively perceive a new form of financial intermedi-
ation, especially such a form that is not regulated by
the current legislation, whereas its belonging to

banks would create an atmosphere of confidence in
its reliability. It should also be noted that banks in
Ukraine are the most innovative financial interme-
diaries and have the best possibilities for the prac-
tical implementation of the necessary online re-
sources and platforms.

Given the complexity of the use of this hybrid form
of financial intermediation — multi-participative
bank lending, different actors can participate in the
process of its implementation. The most acceptable
would be the scheme of multi-participative bank
lending in Ukraine shown in Figure 2.

In this case, the bank, continuing to perform the
traditional functions of financial intermediary, con-
centrates its efforts mainly on the functions of in-
formational, legal and operational support, particu-
larly: the analysis and provision of information to
investors about the available projects, organization
of tenders for the financing of projects and reporting
about their results, the search of potential customers,
providing them with information about the terms of
lending; development of conditions for the participa-
tion of borrowers in tenders, control of the financial
obligations of the parties, etc.
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&— -risk of competition from
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Fig. 2. The mechanism of functioning of the system of participatory lending with participation of banks

Participating in the mechanism of multi-
participatory bank lending can be not only one
bank, but also correspondent banks (in the absence
of direct correspondent relations between the bor-
rower/investor and the bank that carries out multi-
participatory bank lending). The functions of the
correspondent bank, which will serve investors, are
to ensure the deposition of their funds, to provide
convenient instruments for the transfer of money,
to systematize the attracted investment capital by
maturity and currency, to provide complete infor-
mation to customers about the bank that conducts
multi-participatory bank lending. The functions of
the correspondent bank, which serves borrowers,
are to systematize the borrowers and their projects,
to authorize borrowers, to make initial evaluation
of projects, to accumulate reverse cash flows, to
calculate risks for lenders.

Multi-participatory bank lending gives a number
of benefits:

¢ for investors — a choice of favorable interestrate,
a choice of project, a choice of borrower, inde-
pendence in making investment decisions, high
level of transparency of credit agreements, a
choice of currency;
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¢ for borrowers — favorable interestrates, indepen-
dence from bank, minimization of the currency
risk and interestrate risk, high level of transpa-
rency of credit agreements, the possibility of
payment with goods.

¢ for banks — transferring liquidity risks to in-
vestors, minimizing currency risks, minimiz-
ing the costs of credit, financing of the highest
quality projects and social projects, promotion
of venture financing;

¢ for the state — restoring lending to the economy,
mobilization of resources of the population out-
side the banking system, possibility of financing
infrastructure projects, improving the stability of
the banking system;

¢ for the National Bank of Ukraine — reducing
the need of banks in refinancing, control over
transboundary movement of capital, diversifi-
cation of risks.

Given the fact that the share of problem loans, which
are provided by the platforms of multi-participatory
lending, in different countries, on average, do not
exceed 2%, it seems appropriate to introduce this
mechanism in the Ukrainian banks in the context of
improving the quality of their loan portfolios.



Conclusions and prospects for further research

The study of the development of P2P lending in the
world and Ukraine and its comparison with bank
lending in the post-crisis period made it possible to
identify a number of key problems in Ukraine that
restrain its development, namely:

¢ reduction of public confidence to the banks
(2008-2015 — by almost 3 times, namely from
59.2 to 21.2%), which caused a massive with-
drawal of deposits from banks;

¢ increase in the share of problem loans (for the
period 2008-2014 — by almost 10 times, namely
from 1.3 to 13.5%), leading to an increase of
losses in the banking system by 9 times;

¢ increase in the cost of credit (for the period
2008-2015, the weighted average interest-rate
on credits in the national currency increased
from 13 to 20.7%), resulting in lower credit ac-
tivity of domestic companies and, consequently,
the decline in the volumes of production;

¢ for the Ukrainian credit market, it is too early to
predict big growth rates in the development of
P2P loans, given the lack of mass information
provision regarding the credit histories of bor-
rowers, insufficient transparency of financial re-
porting of business entities, low level of finan-
cial literacy of private creditors and their pro-
pensity for conservative investment models.
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