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CONSUMER LENDING BUSINESS PROCESSES FOR BANKING AND NON-
BANKING FINANCIAL INSTITUTIONS: CORE DIFFERENCES

The article explores the fundamental distinctions between banks and non-bank financial institutions in the consumer
lending sector, emphasizing Make-and-Sell (M/S) and Sense-and-Respond (S/R) business strategies. To define these strategies, four
key criteria were analyzed.: "profit focus,” "know-how,” “general business process,” and “organizational priority.” Banks traditionally
adopt a structured M/S approach that prioritizes long-term planning and standardized processes. In contrast, non-bank financial
Institutions use the adaptive S/R strategy, characterized by flexibility, modular customization, and rapid innovation. These
Institutions emphasize agility in responding to customer needs and utilize advanced technologies to optimize their processes.

The research highlights how these differences impact customer relationship management (CRM) processes and credit risk
assessment. Banks primarily rely on traditional credit scoring models, classifying borrowers into "good" or "bad" categories based on
their delinguency. In contrast, non-bank financial institutions adopt a segmented approach based on profitability. This
segmentation, represented through the Whale curve, allows non-bank institutions to identify high-profit clients and tailor strategies
to maximize returns. The difference is also present in the usage of credit bureau data.

The findings underscore the dual impact of fintech innovation on financial stability. While non-bank financial institutions
have expanded access to credit and driven innovation, they operate in higher-risk environments with less regulatory oversight,
contributing to potential financial instability. Conversely, banks face increasing competitive pressures, necessitating the adaptation
of rigid traditional processes to remain viable in this evolving landscape.

Keywords: financial and economic instability; bank loan, bank; financial stability; banking system, loan price; fintech.

KAMIHCBKUMN Annpiit, [IMCAHELD KoctsaTun

KuiBcbkuil HalioHanbHKI yHiBepeuTeT iMeHi Tapaca llleBuenka

[MIETPOBCBKUU Onexciii

Harmionansunii yHiBepcuTeT « KHeBo-MOrHISTHChKA aKkaieMishy

BIBHEC-IIPOLIECH CITO’KUBYOI'O KPEAUTYBAHHSA BAHKIBCBbKHUX TA
HEBAHKIBCBKUX ®IHAHCOBUX YCTAHOB: OCHOBHI BIIMIHHOCTI

Y crarTi JOCMKYIOTEC QYHAAMEHTAIbHI BIAMIHHOCTI MK OaHKaMU Ta HEOAHKIBCLKUMU QIHEHCOBUMYU YCTaHOBaMU B
CEKTOPI CIIOXUBYOIrO KDEANTYBAHHS, Po3rrisaaroym 6iaHec-cTparerii «3pobutv i npogatm» (M/S) i «sig4yv 1a Bigpearysamn» (S/R).
LLo6 BusHaynTm Ui cTpaTerij, 6y/10 MpoaHa/i30BaHO YOTUPHU KIIKOHOBI KPUTEDII: «OpIEHTALIS Ha MPUBYTOK», <HOY-Xay», «3ara/ibHiui
BIBHeC-rpoLec» | «opraHizauiviHmi rpiopuTeT», baHKu TPaanUiiHO BUKODHCTOBYIOTE CTPYKTYpOBaHmi rigxigd M/S, sk Hagae
rpiopnTeT  [OBrOCTPOKOBOMY [/IaHYBAHHIO Ta CTaHA3PTU30BaHuM rpoyecaM. HebGaHKIBCbKI @IiHaHCOBI yCTaHOBY, HAaBakv
BUKOPUCTOBYIOTb  a4antuBHy CTpaterito S/R, SKa XapakTepu3yeTbCS [HYYKICTIO, MOAY/IbHUM HAanalTYBaHHSIM Ta LLUBUAKUMU
[HHOBAaLsIMU. Lfi KOMIIaHIT MatoTb OfIbLLy THYYKICTb Y pearyBaHHi Ha oTpebu KIiEHTIB | BUKOPUCTOBYIOTL HOBI TEXHOJIOr A1
OnTUMI3aLii CBOIX npoLeciB.

HocnikerHs MoKasye, 5K Ui BIAMIHHOCTI BI/IMBAKOTL Ha MPOLECH YIIpaB/IiHHS BiAHOCHHamMu 3 KaieHTamu (CRM) i oLiHKY
KDEANTHOrO pu3NKy. baHku NEDEBAXHO [MOKIAAAIOTLC HA TPAAMUIVIHI MOAET OLIHKH KDEAUTOCTIPOMOXHOCTI, KAacu@Iikyroumn
11031Y4a/IbHUKIB HA KAaTEropii «XopoLUi» Ta <«roraHi» Ha OCHOBI HAsIBHOCTI B HUX MPOCTPOYEHOI 3860proBaHoCTi. B Tov xe 4ac,
HEOAHKIBCLKI  IHAHCOBI  YCTaHOBH BUKOPUCTOBYIOTb CErMEHTOBaHMU 114X, CQOPMOBaHMI Ha OCHOBI IpuGyTKOBOCTI, La
cermeHTayis, npeacrasieHa 3a goriomoroo  kpuBoi  Whale, [03BosISE  HEOAHKIBCbKMM  yCTaHOBaM  [AEHTUQIKyBaTH
BUCOKONMPMOYTKOBUX KITIEHTIB | GAANTYBaTH CTPATerii /19 MaKCUMI3aLli npmbyTKy. TakoX BiAPI3HAETLCA BUKOPUCTAHHI AarHnx 6i0po
KPEANTHUX ICTOPI.

OTpuMaHi gari rMigKpeconTs NOABIMIHUA BIUMB IHHOBAaUIWI QIHTEX Ha QIHAHCOBY CTAGINIbHICTb. He3BaXxatoun Ha Te, LYo
HEBAHKIBCbKI QDIHAHCOBI YCTaHOBH pPO3LIMPUIIM [OCTYIT A0 KPEAUTIB | 3aIpoBafXyroTb [HHOBALMHI MAX04M, BOHU IPaLo0TL Y
CepeaoBuLYi MIABHLLUEHOrO PUNKY 3 MEHLLINM DErY/ISTOPHUM HAr/ISAO0M, YO CrpUSE MOTEHUIVHIV @iHaHCcoBiVi HecTabinbHocTi, I
HABIaky, GaHKU CTUKAIOTLCS 3i 3POCTa0YMM KOHKYDEHTHUM TUCKOM, YO BUMArac B HUX afantauyii Tpaguuivinux ripoyecis A1
36epeXeHHS] KOHKYPEHTO34aTHOCTI.

KI1to40Bi c/r10Ba: QiHaHCOBO-EKOHOMIYHA HECTABI/IbHICTL, GaHKIBCLKMI KDEAUT; GaHK; @iHaHCOBa CTabi/IbHICTb, GaHKIBCbKA
cucTema; LiHa KpeanTy, QIHTEX.

STATEMENT OF THE PROBLEM IN A GENERAL FORM
AND ITS CONNECTION WITH IMPORTANT SCIENTIFIC OR PRACTICAL TASKS
Credit markets around the world are experiencing certain transformations. Although banks, credit unions,
and other traditional lenders remain the primary sources of financing for companies and households in most
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economies, new lenders have recently emerged. This refers to non-bank financial institutions, characterized by the
term “fintech”. There is a wide range of causes for their active development, and two main reasons can be identified.
The first reason is a significant tightening of the regulatory function in relation to banks after the crisis of 2007-
2008. Therefore, financiers were incentivized to switch to this less regulated form of lending. Less regulation is
partly due to non-bank financial institutions' lack of a deposit function. The second reason is digitalization and the
active use of these technologies in finance. Financial companies are more flexible and adapted in this aspect. A
separate, very dynamic sector of fintech is online lending. Digital technologies have made it possible to completely
transfer it online and switch to remote interaction with the borrowers.

From the point of view of credit process development, this trend can be considered in the context of
adaptation to the needs of borrowers. Adaptation primarily to the segment of short-term loans or payday loans.
Getting a loan in a few minutes without leaving home is a substantial market driver. At the same time, the rapid
development of fintech has generated an ongoing debate about the financial system's stability. On the one hand, the
development of this segment carries an inherent risk. On the other hand, it has become a decisive competitive factor
for banks. Banks began to seek ways to develop in this competitive environment actively. However, according to the
traditional “competition-fragility” view, increased competition with fintech and among banks leads to potential
financial instability.

Indeed, non-bank financial institutions are in a higher-risk segment of the consumer lending market. Firstly,
because they actively use various innovative technologies. Secondly, online payday loans are inherently
characterized by a higher level of risk. Both factors generate a higher level of financial instability in this segment. In
turn, non-bank financial institutions "bite off" some of the borrowers from banks. Banks feel a growing competition
and themselves generate an increase in financial instability.

Within the specified framework, our study focuses on one component that also affects the level of financial
instability. This component is the organization of business processes in the online payday loan lending segment.
Incorrectly structured and inefficient organization of credit processes can increase the risk caused by loss-making
loan portfolios. Therefore, the correct organization of lending business processes is an essential factor in the stable
development of this segment. One of the problems is the transfer of the banking model of credit business processes
to non-bank financial institutions. At the same time, this problem has a reversible character. Rigid, inflexible
classical organization of credit business processes in banks' consumer lending complicates their adaptation in a
competitive environment.

Thus, the basis of our study was formed by the problem of adapting models of business processes to the
specified transformational changes. Within the framework of this task, we complete a comparative analysis of two
models of organizing business processes. Such an analysis is important for both non-bank financial institutions and
banks. Moreover, this problem is connected with the mentioned financial stability problem.

ANALYSIS OF RECENT RESEARCH AND PUBLICATIONS

The rapidly growing influence of Fintech on the modern financial system is described in the report by
Harvard Business Review Analytic Service [1]. The authors analyze the results of a survey of 300 heads of classic
financial institutions. Two-thirds of respondents identified fintech development as a threat to the “classics”. The
article by G. Cornelli et al. [2] presents the results of an extensive (79 countries) study of fintech development in
2013-2018. Authors found that new digital lending forms are larger in countries with higher GDP per capita. The
authors also examine the assertion that fintech credit is a complementary form of credit rather than a substitute for
them. In modern publications, much attention is paid to the problem of financial instability associated with fintech
development. Q.K. Nguyen and V.C. Dang [3] present the results of similar studies on emerging markets. In
particular, they analyzed data from 37 commercial banks in Vietnam. Their research showed that FinTech
development negatively affected financial stability and is a factor of instability in the modern financial system. The
crucial factor for this is market discipline.

The relationship between fintech and financial stability has been explored in previous research, though the
findings remain inconclusive. D.W. Fung et al. [4], using data from listed banks in 84 countries, analyzed the
varying impacts of fintech shocks on financial stability when fintech regulatory sandboxes were implemented. Their
findings suggest that fintech shocks reduce the fragility of financial institutions in emerging markets but increase
fragility in developed markets. However, their study did not address how ongoing fintech development contributes
to financial instability following such shocks, leaving unanswered questions about the long-term effects of fintech
growth on financial stability. Similarly, S.N. Daud et al. [5], using data from 63 developing and developed countries,
observed that fintech generally enhances financial stability and plays a role in promoting it.

It is worth noting that in modern literature, the very essence of financial instability is the subject of
research. In the article, M. Dubyna [6] considers theoretical provisions on the essence of financial instability and the
features of its formation within the financial system of the country. Attention was also focused on analyzing the
definition of "financial stability” and the approaches to studying its nature. The essence of financial instability was
investigated based on the theoretical provisions that explain the content of financial instability and its specific
features.
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In the article, N. Ismayilov [7] describes changes in financial architecture. This paper provides an overview
of the fintech market and its impact (actual and potential) on the financial system’s architecture based on a
comprehensive review of the theoretical and empirical literature. L.O. Prymostka [8] also investigates the factors,
forms, and directions of financial sector transformation. M. Dubyna [9] presents an important factor in financial
sector transformation.

The main idea of our work is based on applying the adaptive approach to business management presented
in S.H. Haeckel's book Adaptive Enterprise [10]. In particular, the study divided business management into S/R
(Sense and Response) and M/S (Make and Sell) principles. The application was carried out to determine the
business processes of consumer lending in non-bank financial institutions and banks.

We also note work by M. van de Ven et al. [11]. In this research-in-progress study, the authors considered
KPIs for business models and the development of methods and tools for business model management.
Methodological aspects of business process comparison are investigated in the work of A. Syamsiyah et al. [12].
The study [13] provides a full-scale analysis of the extent and nature of current FinTech credit activity. Except for
other things, the authors indicate that credit business models are in the early stages of development. And their
implementation practices will continue to evolve. Some backgrounds of our approach were presented in our
publications [14] and [15].

FORMULATION OF THE ARTICLE'S OBJECTIVES
The purpose of this article is to study the differences between banks and non-bank financial institutions in
managing business processes for online consumer lending. It applies an adaptive approach and analyzes conceptual
dissimilarities in a credit risk management system based on correlation analysis. The study highlights the differences
in credit risk assessment and data mining based on data from credit bureau. The problem of creating inefficient
business processes is analyzed as one of the factors of financial instability associated with fintech development.

PRESENTATION OF THE MAIN MATERIAL

1. M/S and S/R business strategies for banks and non-bank financial institutions

S.H. Haeckel, in his book [10], offers the following classification of business strategies: Make-and-Sell
(M/S) and Sense-and-Respond (S/R) strategy. The M/S business strategy is for the company to develop a specific
product and form sales proposals. The essence of this strategy is to focus on mass production and the sale of
relatively identical products to consumers. The S/R business strategy is focused on the dynamic adaptation of its
products to changes in demand. In their pure form, strategies are quite rare. However, clearly expressed
characteristics of one or another strategy are quite common.

S.H. Haeckel also identified a number of criteria by which the strategies differ [10, Table 1.1]. We applied
these criteria to analyze consumer lending businesses of banks and non-bank financial institutions (financial
companies). As a result, our analysis allows us to conclude that banks generally use an M/S strategy, while financial
companies use an S/R strategy.

As the first criterion, we analyzed “Profit focus”. According to Haeckel’s approach, the “Profit focus™ for
the M/S strategy is the profit margin on products. The “Profit focus” of the S/R strategy is the return on investments.
Comparing banks and financial companies, we find the following. Banks’ income is based on the income from the
loan portfolio, which is formed mainly by attracting deposits. Thus, the difference between interest rates on loans
and deposits forms the “Profit focus”. Even though the margin can be high in emerging markets, it does not provide
the same profitability as financial companies can potentially have. Income is achieved through mass. The financial
companies cannot attract deposits, and the credit process is carried out through investments (equity or attracted
capital). At the same time, the return on investment is not limited. However, it reflects clients' profitability, which
can be quite large (this aspect is discussed below).

The second criterion that we will consider is “know-how”. According to this criterion, the M/S strategy
tends to embed in products, but the S/R strategy supposes embedding in people and processes. Of course, all
elements (products, people, and processes) are important elements for the business development of both types of
institutions. At the same time, banks focus more on product innovations. The factor for this is, first of all, the mass
nature of the “sale” of their products (according to the first criterion). The innovative product will have its
consumers, and at the same time, the cross-selling effect will be achieved. In particular, this aspect is discussed in
[16]. At the same time, banks have more structured business processes. Also, banks are under strict regulation.
Therefore, product development is a systemic business process. The product must comply with regulatory standards.
At the same time, fintech lenders have more freedom in implementing innovative products. Their implementation is
faster. The sense and response effect is more tied to the creativity of developers.

The next criterion is “General business process”. According to Haeckel’s approach, the general business
process for M/S is the “organization of mass production”. At the same time, for S/R, it is @ modular customization
structure. The move towards modular customization is one way of meeting customer requirements. In this
framework, both banks and financial companies tend to modular customization. Banks combine mass production
and modular customization at the same time. The number of modules for banks is significantly greater. Competition
from fintech was the incentive for banks' introduction of module customization.
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The fourth criterion for comparison is “Organizational priority”. According to this criterion, the M/S
strategy assumes long-term planning and control over implementing the “sales plan”. At the same time, the S/R
strategy assumes the formation of a system of rapid switching between modular customization. In our opinion,
banks correspond to this criterion of M/S, while online lenders implement the S/R strategy.

The comparison of the two strategies is not limited to the criteria considered. We focused on them because
of their direct link to the organization of business processes. We will consider other criteria related to the
information component, leadership, etc., separately in the context of the task under study.

2. Credit CRM-based business processes

In this section, we would like to present a comparative analysis of one of the main business processes of a
financial institution — the CRM (Customer Relationship Management) business process. Both banks and non-bank
financial institutions have many business processes. However, the difference in the CRM business process, in our
opinion, is significant. Transferring business process patterns from the banking segment to the non-bank segment
can lead to losses in the lending process. Together, it could lead to financial instability. The relevance of the
problem of transferring patterns is explained by the fact that a significant part of financiers in online lending are
“originals” of the banking system.

The basis of the difference in the business processes under consideration is the difference in the credit risk
of the type “pure risk” — “speculative risk”. This disposition is well known, as shown by the formal definition in
[17]. Credit risk management in banks and, accordingly, the business process of issuing loans is associated with the
division into two categories: “Good” and “Bad”. “Good” are borrowers who do not have credit delinquency. “Bad”
are those borrowers who have credit delinquency. The risk premium is calculated by the share of “Bad” clients. For
simplicity, credit management is based on determining the credit scoring® cutoff point. This point corresponds to the
acceptable risk level. As a result, the CRM business process is based on making an offer to a new client whose score
is higher than the cutoff point. However, the interest rate is practically unchanged within a specific credit product.
The same approach is applied to existing clients. “Good” borrowers are offered a new loan. In this case, the offer, as
arule, includes loans of a larger amount.

When considering a similar business process for an online lender in the PDL segment, we can find a huge
difference in the profitability of “Good” borrowers. Borrowers differ in the frequency of taking out loans, exiting
and returning from delinquency, and, to a lesser extent, loan amounts. To visualize this difference, we suggest
dividing the loan portfolio into four segments: A, B, C, and D, determined by the Whale curve [15].
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Fig. 1. Whale curve

The main difference with the banking segment is the difference in the profitability of good clients. Loan
prices can reach high values. It is not limited economically, but it is limited by regulators.

The CRM business process for the borrowers presented in the portfolio should segment clients into A, B, C,
and D at the first stage. Borrowers from the C and D segments should be excluded from further consideration.
However, for clients from A and B segments, the business process should include the use of different strategies for
continuing credit interaction. This should also influence the distribution of marketing resources.

1 In this case, we consider scoring as integral scoring, which includes both application data and data from credit bureaus.
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Description of segments

Table 1

Segment | 25% of borrowers with higher profits are involved here. Borrowers from segment A raise up the Whale curve. The ratio of
A profit from them can be up (according to the results of our research) 200%-600% compared to the total profit from lending.
Segment | The segment includes borrowers who generate profit > 0 and those not in segment A. There are two types of borrowers here.
B The first type consists of borrowers who pay off fair and square. The Second type indicates borrowers who previously paid off
high but now demonstrate the last loan as C or D.
Segment | Borrowers who are in partial or complete default in the last loan in recurrence loan ordering
C
Segment | Borrowers with one loan, which is in total default. There are no payments.
D

In terms of new clients (borrowers), the business process must be able to identify the potential class to
which the client belongs at the very beginning. It requires the creation of 4 scorings that allow the determination of

the client's class. Then, the business process can be represented as follows [18].
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Fig. 2. Conceptual scheme of business process for new borrowers

We want to emphasize the usage of credit bureau information in these business strategies. In the classic
banking approach, attention is focused on the presence/absence of delinquency. However, the situation is different in
the segment of short online loans of non-bank financial institutions. A fairly large group of borrowers in this
segment has several loans. At the same time, they pay for some of them and do not pay for others, which should be
considered.

An interesting pattern in the behavior of short-term online loan borrowers is their active search for loans
after the end of the current loan. Our study revealed patterns between re-borrowing from a current lender and
another based on requests to credit bureaus. The histogram of requests is shown in Figure 3.
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Thus, it is logical to supplement the CRM-connected business process with requests to the bureau to
analyze the client’s behavior before the end of the current loan.

CONCLUSIONS FROM THIS STUDY
AND PROSPECTS FOR FURTHER RESEARCH IN THIS DIRECTION

The study has provided a comparative analysis of business processes in consumer lending across banks and
non-bank financial institutions, highlighting significant differences influenced by used approaches such as Make-
and-Sell (M/S) and Sense-and-Respond (S/R). While banks typically adhere to a structured and mass-production-
oriented M/S strategy, non-bank financial institutions demonstrate greater flexibility and adaptation using the S/R
strategy. These strategic differences are critical in shaping customer relationship management processes and credit
risk management approaches.

The findings underscore differences in the decision-making process for issuing new loans. While banks
relay on the system of “good” and “bad” borrowers depending on their previous performance and delinquency.
Fintech lenders pay attention to loan profitability rather than just focusing on the existence of delinquency, which
makes their business process more complex.

Future research should explore deeper integration of adaptive strategies within traditional banking
structures and assess long-term impacts on financial stability and borrower outcomes. By continuing to analyze and
refine the organization of lending business processes, stakeholders can better navigate the evolving dynamics of the
financial sector and promote sustainable growth.
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