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CREDIT BUREAU BENCHMARKING AS A TOOL FOR ESTIMATION
OF BANK'S POSITION AT THE MARKET

The article presents the conception of benchmarking on the market of consumer loans. The essence of such benchmarking is
comparative analysis of bank's activity parameters with market average values from bureau of credit histories. Such benchmark-
ing using is considering as a tool for estimation of bank's market position.
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The problem statement.

Consumer lending, originating from the time of ancient
Greece, gained significant development in the second half
of the XX century. This is due, primarily, to the end of the
Second World War, after which the gap between produc-
tion and consumption demanded the creation of a mecha-
nism to stimulate demand by the population and the rapid
development of computer and information technologies.
Banks have played the important role in this segment
through high resource potential and opportunities in tech-
nology development lending. This segment differs from
others by mass character of loan granting, standardized
credit products, scoring tool for estimation of creditworthi-
ness and risk of the borrowers. As addition, this segment is
characterized by relatively high profitability and dynamic
changing of the market opportunities.

Today the product range of consumer crediting includes
mortgage, car loans, unsecured loans, express loans in
stores, credit cards and more. During the global financial
crisis of 2007-2008, the most dynamic segment of lending
was mortgage. It was due to the presence of "long" money
and their relatively cheap price. After the financial crisis
lending segment shifted to unsecured consumer loans. The
development of information technology is also constantly
stimulates the development of the credit card segment.

Dynamic development of bank consumer crediting can
be observed in Eastern and Central Europe. With the tran-
sition from a command to market system began to develop
the banking sector. At the beginning of XXI century these
countries experienced a boom in consumer lending. For
example, quarterly growth in lending to households in Po-
land, Russia and Hungary for the period 2007-2008 years
was 20-80% [1], [2], [3].

The consumer crediting had dynamically developing in
Ukraine over the past 10 years. Dynamics included several
stages. At the first stage, which began in 2004-2005 and
continued until the 2008 financial crisis, banks are actively
issued mortgages, car loans and loans for the purchase of
home appliances. Moreover, a significant portion of mort-
gages and car loans issued in foreign currency (dominantly
in USA dollars). The share of consumer loans in the struc-
ture of the total bank's loan portfolio amounted to about
one-third. At the stage of the financial crisis, consumer
credit stood still, and the post-crisis stage began to emerge
with significant changes in the structure of banks supply.
Specifically, since 2010, banks began to actively promote
the market in unsecured no-purpose loans and credit
cards. In mid-2013 formed sufficiently rich offerings of con-
sumer loans proposition. Approximatively 50 banks are
offering different proposition. The average monthly amount
of lending to households from July 2012 to July 2013 was
8.5 billion [4]. At the same time, the share of loans to indi-
viduals in the structure of the total bank's loan portfolio has
fallen to one-fifth and not growing, which is a consequence
of focusing on the issuance of short-term loans.

Political turbulence impacted to the consumer lending in
Ukraine at the first half of 2014. The focus was concentrated
to revision the strategies of consumer lending development
and reallocation capital for credit granting between regions.

So, we can see that credit market opportunities, re-
source support lending, profitability of different credit prod-
ucts dynamically changing in the last 10 year. These
changes we observe as at the world market as in Ukrainian
market of the consumer crediting.

Based on abovementioned, the banks in the consumer
lending market face the challenge of qualitative competitive
analysis for the development and implementation of optimal
development strategy. That would allow them to take and
hold (or expand) their own niche in this segment. For the
development of optimal strategies in such competitive envi-
ronment, banks have used a variety of methods and ap-
proaches. One such method is method of benchmarking,
which originated in the 1970s in the United States, con-
stantly improved, and today is a powerful tool of competitive
advantage [5]. The problem which is analyzed in this article
is to use potential of bureau of credit histories for creation
benchmarking methodologies. These methodologies provide
banks by good instrument for improving their market position
and construct adequate strategies for competitiveness.

Analysis of recent researches and publications.

Benchmarking is recognised as an effective tool for
permannt improvement of quality of different objects or
processes. Since its origin in the middle of 1970-th there
were published a lot of papers which covered different
questions of its essence and applications in different
spheres. Reviews of literature on benchmarking have been
done in some special articles such [6] and [7].

From the current point of view all publications devoted
to benchmarking can be divided for convenience into three
groups. First group includes papers devoted to general
aspects of concept of benchmarking and fundamentals of
benchmarking using. May be paper [8] is a good overview
for this. Second group is devoted to specific applications of
benchmarking and case studies in different fields. It is rea-
sonable to point out article [9]. Finally, the third group de-
scribes innovation techniques of benchmarking using [6].

There are a lot of literature devoted to different ques-
tions of bureau of credit histories functioning and applica-
tions of bureau information. Original paper [10] by David
Birch presents approach of using the information from the
private credit bureau Dun's Market Identifiers (DMI) to iden-
tify the impact of moving companies from one state to an-
other for employment in the U.S. The article [11] presents
overview of credit bureau in European countries. In [12]
authors analyze the bureau development in Ukraine. The
ideas about using benchmarking concept based on infor-
mation from bureau are presented in [13].

Methodology.

Benchmarking is the term formed from word "Bench-
mark"” which means "basis for comparison". In manage-
ment and marketing benchmarking is the process (proce-

© Kaminsky A., 2015



ISSN 1728-2667

EKOHOMIKA. 1(166)/2015

~ 61 ~

dure) comparison of the company with the best analogs on
the market or industry. The aim of benchmarking is to initi-
ate changes for improving competitiveness and perform-
ance. First benchmarking as a method of analysis was
generate in 1972. The U.S. research and consulting com-
pany PIMS proposed approach to finding effective solu-
tions in a competitive environment, based on the knowl-
edge and use of best practices of similar companies in
similar circumstances. American company "Xerox" suc-
cessfully used benchmarking to analyze the costs and
quality of their products in comparison with Japanese coun-
terparts. After that benchmarking had quickly become one
of the most effective methods of competitive analysis. To-
day benchmarking as a method of analysis of competitive-
ness improves business performance, gain early warning
signals about the lag, the level of performance compared
with the best models in the industry, reduce the cost of
developing a competitive advantage.

We offer to use the potential of bureau of credit histo-
ries for developing and implementing benchmarking on
consumer lending market. There are a lot advantages in
this approach which are presented below.

Bureau of credit histories are the credit market infra-
structure institutions that accumulate information about
credit histories and provide their exchanges. The bureaus
are multifunctional institutions. The main functions of the
bureau in modern credit markets are:

e Reduce the cost of collecting and analyzing infor-
mation. If the institution of bureau of credit histories is ab-
sent on the market the creditors should spend a lot of effort
to search for information about borrowers from different
sources. When the market has a system of credit bureaus,
the creditor immediately receive the necessary information.

e Reduce the risk of information asymmetry. This risk
is present because the lender and borrower are in different
information situations. Bureaus of credit histories reduce
the risk of the lender by means of providing information
about borrower. Borrowers with negative history rejected
and borrowers with positive history can obtain better condi-
tions for borrowing.

e Reducing the moral hazard of the borrower. Avail-
ability of credit bureau encourages the borrower to fulfill
credit obligations more responsibly. Otherwise, the bor-
rower will be limited access to credit granting through the
display of negative information in credit bureau.

In general, banks in conjunction with the credit bureau
can significantly improve risk management and improve the
process of making credit decisions.

Bureau of credit histories collect and store the informa-
tion about credit transactions in the market. The presence of
huge volume of data can serve as a basis for benchmarking.
In various countries functioning of credit bureau organized
differently. It may be one bureau on the market. It may be
many bureaus which are competitors. State may be directly
involved in organizing the bureau, and can act only as regu-
lator of office, which are private institutions. The collection of
information may be required, or may be voluntary.

For example, in Ukraine the credit bureau system is
developed as a set of private institutions. The state acts
only as market regulator. Transmission of credit information
from banks to bureau is not mandatory, but the National
Bank of Ukraine encourages banks to pass information to
the bureau through regulations of reserves. In Ukraine, the
credit bureaus operating through 2005 after the adoption of
the Law of Ukraine "On organization of formation and circu-

lation of credit histories". There are 9 bureaus include in
State register in Ukraine (as of April 2014). The largest in
terms of data among which are the following three:

e Ukrainian bureau of credit histories (UBCH);

e First credit bureau of Ukraine (FCBU);

¢ International bureau of credit histories (IBCH).

Information taken from the official websites of these bu-
reaus as of the first quarter of 2014, indicating that UBKI
has amount of 35 million credit histories. IBCH and FCBU
have above 16 million each. Almost all large banks en-
gaged in consumer lending transmit information into bu-
reau's databases. According to the author investigation,
96% of the borrowers inflow in early 2014 had a credit his-
tory of at least one of these three bureaus.

The amount of data accumulated in the credit bureaus
usually are representative samples of market data. For
example, the amount of data in any of these three Ukrain-
ian bureau of credit histories, is sufficient for the evaluation
of various market indicators. Therefore, they can realize
the concept of benchmarking model developed in this arti-
cle and is presented below.

The author believes that the benefits of using bureaus
data for benchmarking are that the data consist of real sta-
tistical market information which updated regularly. It is
important also that the performance can be calculated de-
lay in payments and credit risk across the market. Such
information is usually not disclosed by individual banks.
Also benchmarking can explore the figures for individual
products, market segments and regions.

The goal of the article.

The purpose of this article is to present the design of
benchmarking on the market of consumer bank lending. A
distinctive feature of the proposed benchmarking is to use
information from bureau of credit histories. The advantages
of this type of benchmarking and its implementation on the
Ukrainian market of consumer lending are considered.

Results.

Model of bureau's benchmarking based on the data
presented in the bureau. The proposed model based on
the structure of the information that is reflected in the bu-
reau under the Ukrainian legislation. Given that the Ukrain-
ian legislation bureau was developed taking into account
the international experience, the conceptual model does
not significally vary from other markets.

The information contained in the bureau may be struc-
tured in the following content blocks:

¢ information about identification of borrower;

e information about liabilities of borrower (loan prod-
ucts, their types, number of open and closed loans, pa-
rameters of loans, etc.);

e information about the borrowers from public regis-
ters and other public use databases;

e information about operations with credit histories
(number of requests for stories during different intervals).

On the basis of these data and information it is possible
to form the set of indicators for benchmarking model. Indica-
tors can be grouped into 4 blocks as presented at the pic-
tured on Picture 1. Each block contains a lot of indicators.
That gives the possibility to compare average market values
with values of these indicators for individual creditors.
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Fig. 1. The benchmarking model based on bureau of credit histories information

Source: composed by authors' calculations

The description of block's constituents is following.

Block "Indicators of credit activity".

Following indicators may be included:

1) monthly or quarterly growth/declining rate of queries
to the bureau for all credit products;

2) approval rate (the ratio of number of granted loans
to number of queries).

This block may include sub blocks devoted to: 1) queries
for different type of loans (installment loans, credit cards etc.);
2) region differences in applicant's activity; 3) segments differ-
ences (such microcredits, large credits and so on).

Block "Characteristics of borrowers".

There are different social-demographic indicators and
indicators of regional specificity can be proposed to includ-
ing into this block. The most important are:

1) average age of applicants;

2) marital status;

3) average number of dependents;

4) region of living (geographically or cities/villages);

As addition it is possible to calculate indicators of bor-
rower's activity:

1) Average total number of credits in applicant's credit
history;

2) Average number of open installment credits in ap-
plicant's credit history;

3) Average number of active credit cards which appli-
cant has in applicant's credit history;

4) Average number of closed loans in credit history.

Block "Characteristics of granted loans".

This block includes basic parameters of granted loans.
The basic indicators which can be received from bureau of
credit histories are:

1) average granted loans amount;

2) average duration of granted loans;

3) average credit rate;

4) average monthly payments for granted loans.

Block "Indicators of delinquency and risk".

These are extremely important indicators for competi-
tive analysis, which includes level of delay for varying de-
grees of arrears severity (Bad Rate) — 1 month, 3 months,
12 months and more. Especially important the indicator of
the percentage of loans on which no payment was made
(so called FPD — First payments default). Also is important
indicator is the average amount of overdue.

The principal difference between benchmarking of bu-
reau of credit histories is used the average market per-
formance. Classical benchmarking is used best examples
on the market. When we use benchmarking of bureau of
credit histories we can consider following logic. Variations
in the positive direction show some competitive advantages
in comparison with the market and variations in the nega-
tive direction show weaknesses of the lender. Considered
average market indicators and indicators of individual

banks enable an objective assessment of the market posi-
tion of the bank.

It is necessary to take into account some aspects when
proposed model in use. First, you must decide to which
type of average value is used for comparison. There are
arithmetic average and weighted average. It is important by
fact that market has small and large retail lenders. When
considering the average-weighted value it may be some
shift to the side of large lenders. Secondly, the comparison
may be between the absolute values and between relative
values. The comparison of absolute values can effectively
illustrate deviations for individual indicators, but not always
correct to consider the cumulative integral comparison. To
review and assess the position of the bank in total should
take 1 (100%) for average performance. The values from
the bank deduct a percentage of the market average.
Thirdly, it is advisable to compare all the criteria arranged in
one direction (maximize or minimize). Of course, this does
not always have a direct economic sense. For example, the
parameter "average loan amount" cannot be determined as
indicator for maximization or minimization. However, the
criteria related to the delay in payments are clear.

An important aspect is to compare the results of com-
paring the integral index, which describes the cumulative
deviation parameters of an individual bank from bench-
marking. As an integral performance comparison can enter
the following:

TUW (Time under the water). It shows the percentage
of indicators on which bank deviates from the average in
the market in an unfavorable direction.

Semivariation. Let benchmarking process includes n

indicators. The value of the indicators i to denote as x; for
particular bank and the value of benchmarking bm; (taking
into account the above proposed approach bm; taken as 1).
Then the semi-standard deviation defined as follows:

n
Xi_p9i(X; —bm; )?

n
220
aj = 1, if Xj > bm,-,

o, =+/semivar, , where semivar, =

o :0, if X; < bm,-.

n 2
2i=2Bi(X; —bm;)
2i=2P1
Bi :1, if X >bm,',
Bi :0, if X < bm,-.

o_ =./semivar_ , where semivar_ =

In fact, these values show the mean square deviation up
and down from benchmarking. If o, > o_, then the integral
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index variations in the direction of positive integral index
higher deviations in the negative direction. This is an indica-
tion that the bank's market position in the consumer credit
market as a whole is better than the average market values.
In order to reflect the importance of variations on vari-

ous indicators to calculate formulas semivar, and

semivar, need to enter weights ;. They should satisfy

conditions: ®; >0 and 2;721(0,- =1.

For example, formula to calculate semivar, will be fol-
lowing:
n 2
2% 0;+(X; —bm;)

n
21 91°01
o :1, if Xj > bm,-,

semivar,(®)=

o :0, if Xf Sbm,

Example. Let us supposed that someone choose 10
indicators for comparison by benchmarking model. All indi-
cators correspond to maximization criteria. Average market
value (calculated on the basis of the credit bureau) for
these criteria selected as 1. The problem is to compare two
banks A and B with average market values. The values of
selected indicators (P1, ..., P10) are shown in the table.

P1 P2 P3 P4 P5 P6 P7 P8 P9 P10
Bank A 0.7 1.4 11 16 1.2 0,5 0,8 0,95 1,05 15
Bank B 13 0,6 14 14 0,7 15 0,6 0,4 0,67 1,05
Market Benchmarking 1 1 1 1 1 1 1 1 1 1

Weights o 0,05 0,1 0,05 0,05 0,2 0,15 0,1 0,05 0,1 0,15

The calculation of TUW values provide us by following
results: TUW for bank A is 40%. TUW for bank B is 50%.
The calculation of o, and o_ shows following results:
c,(A)=0,37 and o_(A)=0,30. This means that "posi-
tive" deviations are more significant than negative devia-
tions. The situations with bank B is reverse: ¢, (B)=0,36

and o_(B)=0,42.

If we use weights presented in the last row in table then
results will following: ¢,(A)=0,12 and c_(A)=0,31. The

relation between deviations became reverse. The situa-
tions with bank B is following: o,(B)=0,13 and
c_(B)=0,14.

Visual representation of benchmarking is present at
Picture 2.
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Fig. 2. Visual presentation of comparison with benchmarking

Source: composed by authors' calculations

Conclusions and discussion.

Let us form the conclusions. Modern market of con-
sumer lending is a highly competitive and dynamically
changing environment. To make profit at this market banks
need to build effective strategies for the development of
crediting business, which in turn means the market analy-
sis and formation of their own niche products. An important

tool for this can be benchmarking provided by bureau of
credit histories. Its essence lies in the possibility to com-
pare parameters and credit risk of a separate bank with the
parameters of the total market and its separate segments.
The advantage of bureau benchmarking is that it accumu-
lates a large amount of significant credit information that
representatively reflects market parameters. In presentation
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materials is represented a model of such benchmarking,
which makes possible to perform complex (in the context of
the four blocks of parameters) comparative assessment of a
separate bank with the market. Based on the proposed
model it can be developed an advanced business develop-
ment strategies and created unique credit offers.
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KviBcbkui HalioHanbHUI yHiBepcuTeT imeHi Tapaca LUeBuyeHka, KuiB, YkpaiHa

BEHYMAPKUHI BIOPO KPEAUTHUX ICTOPIA
AK IHCTPYMEHT OLIHKW PUHKOBOI MNO3ULII BAHKA HA PUHKY

Cmammsi npe3eHMye KoHuenyito 6eHYMapKuH2y Ha PUHKY Croxue4ux kpedumie. CymHicmb mako2o 6eH4YMapKuHay y nopieHsiIbHOMY aHani3i
napamempie 6aHKy ma cepeGHbO PUHKOBUX 3Ha4YeHb, PO3pPaxoeaHUx Ha OCHosi iHghopmauii 3 610po KpedumHux icmopiii. BukopucmaHHs 6eHYMap-

KuH2y po3ansidaembcsi K iHcmpymMeHm 0551 OUYiHKU pUHKO80i no3uyii 6aHKy.

Knroyoei croea: 6eHYmapkuHzy; 610po KpedumHux icmopili; KOHKYPeHMOCPOMOXHICMb; 6aHKiecbke KpedumyeaHHsI; PUHOK CrIoXue4ux Kkpedumie.

A. KamuHCKui, A-p 3KOH. HayK, npod.

KueBckuit HauMoHanbHbIW YHMBepcuTeT UMeHn Tapaca LLleByeHko, KueB, YkpanHa

BEHYMAPKUHI BIOPO KPEOUTHbIX UCTOPUMA
KAK UHCTPYMEHT OLEHKW PbIHOYHOWU NMNO3ULIMK BAHKA HA PbIHKE

Cmambsi npe3eHmyem KoHuenuyuto 6eHYMapKuHaa Ha pbiHKe nompebumenbckux Kkpedumos. CyujHocmb mako2o 6eHYMapKuHa2a 8 CpaeHU-
menbHOM aHanu3e napamempoe 6aHka u cpedHepPbIHOYHbLIX 3Ha4YeHull, paccYumaHHbIX Ha 0cHoge UHghopmayuu u3 610po KpedumHbIx ucmopud.
Hcnonb3oeaHue 6eHYMapKuHaa paccmMampueaemcsi Kak UHCIMpyMeHm 01 OUeHKU pbIHOYHOU no3uyuu 6aHka.

Knroyeenie cnoea: 6eHumapkuHz; 610po KpedumHbIX UCmopuli; KOHKYPeHMHOcnocobHocmb; 6aHKo8cKoe KpedumoeaHue; pbIHOK nompebu-

mesnbcKkux kpedumoe.
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DEVELOPMENT OF SELF-EMPLOYMENT IN GLOBAL ECONOMIC CONDITIONS

The article analyses factors effecting the development of self-employment activities in global economic conditions and,
namely, liberal professions. The aim of this article is to identify the factors affecting the development of liberal professions. The
methods used in this investigation are followers: scientific literature analysis, collection of information, comparison, generaliza-
tion and logical analysis. The authors of this article concludes that the emergence of knowledge sector, increasing differentiation
and flexibility of production and the growing role of creativity in value creation process determine the rising importance of liberal

professions as one of the self-employment forms.

Keywords: liberal professions, self-employment, creativity, professional career.

Introduction

Economic activities carried out by individuals, through
which they seek to earn their income or receive other
economic benefits, can be classified based on various
criteria: sphere of activity, legal organization and
ownership, scope and aim of activity, the number of
involved individuals, etc. It is common practice in foreign
countries to provide employment qualification statistics in
terms of job creation criteria, in other words, to separate
self-employed and employed individuals. Generally,
individuals creating jobs (for themselves and others) are
perceived as self-employed. Individuals who are hired for
jobs created by others are perceived as employed. Self-
employment can be collective (businesses with multiple
owners) or individual (business license, liberal professions,
independent creators and performers, freelance artists,

individual craft companies). Due to perpetually rising scope
of self-employment a need to define separate segments of
this activity and regulate the participation of self-employed
individuals in the society has emerged.

European Commission stresses the importance of
economic analysis in respect to self-employment and
dedicates much attention to liberal professions, which are
labeled as one of the important sectors of European
economy, providing considerable public services. European
Economic and Social Committee in Information memo "The
role and future of the liberal professions in European civil
society 2020", notes that these professions assist in creating
production structure, jobs and ensure considerable public
services; they are a driving force of innovations,
development and production, as well as an important
measure in overcoming economic and social crisis (1).
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