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Abstract: The paper analyses development and drivers of accelerated growth of peer-to-peer (P2P)
lending in Lithuania and its impact on the consumer credit market with a focus on related sustain-
ability issues. Legislative discrepancies between the P2P and banking segments are analysed and
their role in predetermining the different development trends within the segments is highlighted.
The research is composed of several steps, where each step analyses a certain problem with the
aim to compare the processes in both segments, and is using two different approaches based on
macroeconomic data and legislative environment analysis. The applied setup of the research allows
for distinguishing and quantitative evaluation of the impact on the segments caused by various
internal and external factors, such as macroeconomics, technological advantages of P2P platforms,
and discrepancies within business regulation. The obtained results could fill in the scientific literature
gaps by providing quantitative evidence of the influence the analysed internal and external drivers
have on the growth rate of the consumer credit market segments in Lithuania and how this could
affect the performance of the whole market, including its sustainability. Conclusions made could be
of interest to researchers and practitioners in other countries too, especially those which have similar
legislation and regulations within the consumer credit market. Methods used: a scientific literature
analysis and generalisation, comparative analysis, statistical data analysis, correlation-regression
analysis, mathematical modelling.

Keywords: households; finance; consumer credit market; regulations; peer-to-peer platforms (P2P);
commercial banks; macroeconomic indicators; modern borrowing trends

1. Introduction

The main clients of the consumer credit market and generators of its turnover are
households. An aggregate flow of household-related financial resources, which typically
makes about 60% of the GDP of almost every country around the world, is extremely
important for the economy and its financial sector and is often used as an essential variable
for economic analysis (The World Bank 2022). The volume of this flow, which is made up of
households” own and borrowed resources, is not only subject to the current condition of the
country’s economy or its fluctuations, but also depends on various overall shocks. From
the beginning of the year 2020, when COVID-19 pandemic started, the world’s economy is
facing new challenges (European Central Bank 2022). The unemployment rate was getting
higher, an increasing number of household members have been losing jobs, and the ability
to permanently generate necessary income was declining. In such a situation, in order to
maintain balanced budgets, the affected households should adjust their consumption to the
reduced income, but usually this does not happen in all the households and at least a part
of them try to maintain the accustomed level of consumption and look for opportunities to
borrow extra. Borrowing in traditional financial institutions, such as commercial banks, is
quite strictly constrained by various formal and informal regulations, and such affected
households may be denied loans. On the other hand, the financial services market has
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become particularly dynamic due to innovations and new IT technologies, which offer
new borrowing possibilities. As a result, households can borrow not only from traditional
financial institutions, but also from new and fast-growing alternative sources as peer-to-
peer (P2P) platforms, which in literature can appear under alternative names, such as
“fintech credits”, “crowdfunding credits”, or “marketplace lenders”, or the umbrella terms
“internet finance” or “digital finance”. They all encompass “credit activity facilitated by
platforms that match borrowers with lenders (investors)” (Claessens et al. 2018). Due
to them, the borrowing aimed at compensating the shortage of funds in households has
become much easier. Statistics show that borrowing through P2P platforms is steadily
increasing, at least in some countries (Yeo and Jun 2020). According to CNBC (2021), P2P
lending is gaining traction throughout the world, with the sector growing at a 17% annual
pace, and is likely to increase in the future. Should the income level not recover in a
relatively short period of time and reach the pre-COVID-19 level, an increased number
of borrowers might face difficulties with repaying their loans. As a result, the volume of
non-performing loans (NPL) might rise and negatively affect the whole consumer credit
system. Therefore, analysis of trends within the consumer credit market, triggered by the
emergence of peer-to-peer platforms, is much needed at this time.

Aspects related to the latest household borrowing issues are being analysed not only
by scientists (Dorfleitner et al. 2021; Wright and Feng 2020; Bangham and Leslie 2020;
Cloyne et al. 2020; Almenberg et al. 2020; Gilchrist and Mojon 2018; Faia and Paiella 2017;
Fuster and Willen 2017; Zeng et al. 2017; de Roure et al. 2017), but also by financial and
other institutions as well (OECD 2021; European Central Bank 2021; The World Bank
2021; Federal Reserve Bank of America 2021; Federal Reserve Bank of New York 2021; UK
Parliament 2021; Bloomberg 2021; International Monetary Fund 2019, etc.). Numerous
investigations analysing the impact of coronavirus pay attention to the potential threats
that can appear after the pandemic. For example, Bangham and Leslie (2020) claim that
“families in Great Britain are faced with the most severe economic contraction in more than
100 years”. Wright and Feng (2020) highlight that “fallout from the COVID-19 outbreak now
threatens to intensify the financial risks arising from the increase in household borrowing.”

The above-mentioned studies, as well as many others, limit their research mainly to
the traditional credit system and commercial banks, while new borrowing alternatives,
such as relatively recently emerged P2P platforms and their growth trends, are still left
out of the scope. Information on how the loan volume correlates with the macroeconomic
indicators of the country, and especially with legal environment and regulations specifically
in the P2P and traditional banking segments, is very limited.

The goal of this study is, therefore, to analyse the development and drivers of accel-
erated growth of P2P segment of the consumer credit market in Lithuania in comparison
with its traditional segments. The interaction between the P2P and commercial bank seg-
ments under the country’s changing macroeconomic situation and the segment-specific
regulations is being analysed and the respective correlation links revealed. The study
should fill in the existing scientific literature gaps through identification of the factors that
predetermine an accelerated growth of P2P segment and quantitative estimation of their
impact on the overall performance of the whole consumer credit market and its segments.
The results should be of interest to researchers and practitioners in other countries, first of
all with similar legislation, because some of the identified trends may be similar in these
countries too.

2. Review of Related Scientific Investigations on Peer-to-Peer Lending

Contemporary technologies bring modern trends to the financial services market and
enable FinTech development. According to Mansilla-Fernandez (2018), the segment is
increasing in European countries, especially in more financially developed countries, such
as Great Britain.

Fintech refers to the novel processes and products that become available for finan-
cial services thanks to digital technological advancement. The areas Fintech covers are:
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transactions execution (payments, clearing, and settlement); funds management (deposits,
lending, capital raising, and investment management) and insurance (Navaretti et al. 2018).
As a result of FinTech development, households have a much wider choice for financial
services and their providers and can borrow not only from traditional financial institutions,
such as commercial banks and credit unions, but also from such fast-growing alternative
sources as peer-to-peer lending companies.

P2P concept analysis in the scientific literature. FinTech based online P2P lending, as a
popular form of personal loans, has emerged in the credit market during the past decade
(Wang et al. 2021). According to Babaei and Bamdad (2020), P2P lending has attracted
many investors and borrowers since 2005. According to Huang (2018), “China’s online
P2P lending market has undergone a period of explosive growth in the past few years to
become the largest in the world”.

The P2P financial market helps investors and borrowers to invest in or obtain loans
without a traditional financial intermediary. It transfers the traditional way of face-to-face
personal loans through online services (Bachmann et al. 2011). Foo et al. (2017) described
P2P lending as a fast-growing financial technology trend that can displace traditional
retail banking.

Other researchers describe P2P lending very similarly—it is an electronic marketplace
where individual lenders provide loans to individual borrowers. It is pervasive, conve-
nient, efficient, and low-cost without the involvement of traditional financial institutions
(Guo et al. 2016). Bauwens et al. (2019) claims that P2P is a social/relational dynamic
through which peers can freely collaborate with each other and create value in the form of
shared resources. Wang et al. (2021) proved that, differently from traditional banks, lenders
provide loans to borrowers directly through P2P platforms, but P2P loans are unsecured
personal loans, so credit rating of loans is vital in order to control default risk and improve
profit for lenders and platforms as well.

The peer-to-peer-related topic is relatively new, but despite this, it is widely discussed
around the world in finance and IT-related scientific literature. In this article, we define P2P
lending as a financial term that means “individuals lending money to other individuals,
without the intermediation of a financial institution” (Serrano-Cinca et al. 2015).

P2P lending and its impact on traditional banking. One of the most debatable questions
related to the P2Ps is whether the P2P platforms will replace traditional banking in the
future. For example, Dermine (2018) claims that “Fintech is disrupting banking markets”.
Buchak et al. (2018) has proved that “commercial banks lose lending volume and take on
riskier borrowers in response to peer-to-peer lending encroachment, while large bank loan
volumes appear to be unaffected by the increase in competition.” Additionally, investment
in FinTech companies is larger in countries with lower competition in the banking sector
(Mansilla-Fernandez 2018). According to Dermine (2018), on the credit side, Lending Club,
Prosper, and SoFi in the US, the British Zopa and Funding Circle, the French Przt d’Union,
or Alibaba in China are competing with established banks in the unsecured consumer
loan and small and medium-size enterprises (SME) markets. Moreover, Navaretti et al.
(2018) demonstrated that “a substantial fraction (26.7%) of the peer-to-peer loan volume
substitutes for small commercial bank personal loans. Competition will enhance efficiency,
bring in new players, but banks will not disappear. If some do, they will be replaced by
others, more efficient ones”. The idea that P2P platforms will not replace traditional banks
is supported by Boot (2018) as well.

However, some researchers claim that P2P platforms are not competitors for commer-
cial banks, because they serve a lower quality borrower segment that is underserved by
other traditional financial institutions. For example, de Roure et al. (2017) has made an
investigation in German consumer credit market and claimed that “when banks are faced
with higher regulatory costs, the riskiest bank loans will migrate to P2P lenders first”. Tang
(2019) agrees that P2P platforms attract those risky customers that traditional banks refuse
to serve: “In that case, the borrower pool of P2P platforms is of worse quality than banks.
Upon the shock to bank credit supply, the borrowers switching from banks to P2P platforms
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will improve the quality of the P2P borrower pool”. It is likely that P2P platforms tend to
lend money to financially vulnerable individuals. de Roure et al. (2018) point out that “P2P
lending is substituting the banking sector for high-risk consumer loans”. The majority of
conclusions made in these studies are logically grounded, but usually not supported by
quantitative evidence.

Regulations and legislation of the P2P lending segment. Efficient regulation of the financial
services market combined with technological innovation make P2P platforms more competi-
tive compared to commercial banks. According to Nemoto et al. (2019), “the regulation of P2P
lending has evolved significantly in recent years globally, with mostly beneficial effects on the
diversification of funding for individuals and corporations”. Fintech has a welfare-enhancing
disruptive capability, but regulation needs to adapt so that the new technology delivers the
promised benefits without endangering financial stability (Vives 2017).

Bofondi and Gobbi (2017), Vives (2017), point out that “an excessively light approach
to the regulation of FinTech today may lead to similar consequences that financial market
faced after 2008 crisis”. According to Farnish (2019), “legislation defines P2P lending as a
new financial services activity from 2014 in Great Britain”. Ferrarini (2017) has proved that
“a case-by-case regulatory approach should be implemented, essentially applying existing
regulations on Fintechs, depending on the type of services they carry out”.

According to Huang (2018), “China has recently established a relatively complete
regulatory regime for online lending, introducing a number of significant changes, such
as the restriction on the business model that can be adopted by platforms, registration
requirements, custodian requirements, information disclosure requirements and lending
limits”. Nemoto et al. (2019) states that in some countries “P2P platforms have engaged
in fraudulent behavior. On the other hand, stringent regulation in the United States has
excessively impeded new entrants from providing competition to established platforms
<...>. In our view, the United Kingdom can be suggested as an effective model to follow
because of its tailormade and flexible regulation”. Most of the authors agree that P2P
market regulation appears to be essential for the efficient functioning of the market, both to
ensure investors against loss of funds and to clearly regulate the borrowing process.

Navaretti et al. (2018) claims that “the same regulatory framework is imposed on all
institutions on the basis of the functions they perform, the playing field is levelled. Then
the only competitive advantage is the one granted by technology and the organization of
activities. The framework becomes one of pure competition with technological innovation”.
Taking this as a guidance, and the Claessens et al. (2018) note that “the regulations can vary
significantly depending on country”, we shall analyse the current regulatory framework in
Lithuania from the point of view of its efficiency and sustainability of the whole consumer
credit market and its segments.

3. Methodology of the Research and Credibility Issues

The research is composed of several steps, where each step analyses a certain problem
with the aim to quantitatively evaluate and compare the development and performance
of P2P and banking segments. Section 4 compares development trends and main perfor-
mance indicators of the segments; Section 5 analyses the correlation of the indicators with
macroeconomic determinants in both segments and compares their growth rates; Section 6
analyses drivers that stimulate an accelerated growth of the P2P segment compared to
traditional banking and highlights the role of legislation.

The applied setup allows to distinguish the impact on the analysed segments from
the side of various internal and external factors, such as macroeconomics, technological
advantages of P2P platforms, and discrepancies of business regulation within the segments.

The correlation regression model used in the research deals with population data of
the selected period of time instead of sample data and therefore is free from sampling errors.
Moreover, analysis of correlation between the growth of lending volume in the market
segments and the macroeconomic indicators was performed, taking into account their
aggregate influence instead of one selected, e.g., GDP, wages, or unemployment rate, thus
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avoiding issues related to multi-collinearity. The reliability was tested by specific indicators,
shown in Table 1. All the calculations were performed by using the SPSS program.

Table 1. Results of the correlation—regression analysis.

Savy PK Swedbank SEB
GDP 0.674 GDP 0.835 GDP 0.650 GDP 0.717
Correlation coefficients Wage 0.824 Wage 0.856 Wage 0.863 Wage 0.818
Unemployment rate Unemployment rate Unemployment rate Unemployment rate
—0.662 —0.855 —0.657 —0.787
Coefficients of R2=0.734 R2 =0.912 R2 = 0.817 R? = 0.854
determination
ANOVA p-value p<o=0.05 p<oa=0.05 p<oa=0.05 p<oa=0.05
Multicollinearity VIF <2 VIF <2 VIF <2 VIF <2
Cook’s measure 0.204 0.100 0.114 0.099
Standardised residual Normality satisfied Normality satisfied Normality satisfied Normality satisfied
Kolmogorov-Smirnov p > 0.05 p > 0.05 p > 0.05 p > 0.05

and Shapiro-Wilk tests

Source: created by authors.

The monthly statistics provided by the Bank of Lithuania on the whole consumer credit
market, as well as on the main players within the P2P and banking segments provided by
the institutions themselves, were used in the research.

Performed analysis is based on statistical data, which covers a 4-year period from 2016
to 2020:

1.  Consumer credits from two main traditional banks in the market: Swedbank and SEB,
and two P2P platforms: Savy and Paskolu klubas;

2. The selected key macroeconomic indicators, such as gross domestic product (GDP),
wages, and unemployment rate;

3. Forty-eight time series were used for each institution (two banks and two P2P plat-
forms) and each indicator (GDP, wage, unemployment). A total of 192 data lines were
used for the regression analysis (monthly data from January 2016 until January 2020).

Research limitations: the analysed number of issued loans and lending volume is
linked only to main macroeconomic indicators. Other factors, such as the age, gender of
the borrower, place of residence, the purpose of the loan, etc., were not investigated. These
factors could be included in further research in the future. The analysis is based on limited
time period data. At the time of research, not all necessary data was available for the year
2021; therefore, analysis includes data until 2020 only. The performed research is limited to
Lithuania’s case and may lack the potential for in-depth comparative analysis with other
countries, but this limitation was determined by the necessity to link the research results
with the country-specific legislation.

4. Peer-to-Peer Lending in Lithuania: Development and Comparison with Traditional
Segments of the Consumer Credit Market

According to The Central Bank of Lithuania (2019) to date, the following mutual
lending platforms have been registered in Lithuania: Savy, (established in 2014), Neo
Finance (est. 2014), Procentas (est. 2019), FinBee (est. 2016), Eurocredit, and Oz Finance
(est. 2019).

The world’s first P2P platform to start operation in the year 2005 was Zopa (United
Kingdom), later followed by Lending Club (USA, 2006) and Finansinspektionen (Sweden,
2007). The majority of platforms operating in other countries were started after the financial
crisis of years 2008-2010 and at approximately the same time as in Lithuania—SocietyOne
(Australia, 2012), Harmoney (New Zealand, 2014), Mintos (Latvia, 2015), and WeLab (China,
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2016) (P2P Market Data 2021). Although, the first platform in Latvia was registered even a
year later than in Lithuania, its platform Mintos together with Zopa (United Kingdom) are
currently the two largest lending platforms on an international scale (P2P Market Data 2021).

The number of borrowers and investors in Lithuanian P2P platforms is permanently
growing. According to P2P Market Data (2020), Lithuania had a total funding volume of
€121.8 million in 2018, up from €61.3 million in 2017, which corresponds to the growth rate
of 98.7%. This placed Lithuania’s crowdfunding market at that time in 15th position in
Europe and 31st in the worldwide crowdfunding statistics.

Figure 1 presents data on the number of lenders and the issued loans from 2016.
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Figure 1. Number of lenders and credit recipients of P2P platforms in Lithuania (created by authors
based on data from Taraseviciené 2019; The Central Bank of Lithuania 2020).

Figure 1 shows that during the period from 2016 until 2020, both the number of lenders
and the number of credit recipients in P2P platforms have increased 4-5 times (Taujanskaité
and Karklyte 2021), while the number of loans and volume in P2P segment rose 2.5-3 times
and 7-8 times, respectively (Figure 2).
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Figure 2. Relative growth of the total number (units) and volume (eur) of issued consumer loans of
the whole market versus its P2P segment (created by authors based on data from The Central Bank of
Lithuania 2021).

Interest rate and the total cost of loans have shown resemblance in the whole consumer
credit market and its P2P segment soon after the emergence of peer-to-peer platforms (see
Figure 3), which serves as an indicator of strong competition in the consumer credit market.
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Figure 3. Changes of interest rate and total cost of consumer credits in P2P and banking segments
(created by authors based on data from The Central Bank of Lithuania 2021).

Although, the share of P2P lending in Lithuania is still relatively small compared to
the whole consumer credit market and its monthly turnover makes between 5 to 10% by
volume, its relative growth is exceptionally high; should this trend remain unchanged in
the future, it may turn the P2Ps into a major market player soon. Besides more competition
and increased efficiency, which is undoubtedly positive, this may also have a certain
negative affect on the market. For example, a permanent growth of overdue loans’ share
was observed in the P2P segment.

Figure 4 shows that in 2016, this share in the P2P segment made 17% and was signifi-
cantly lower than average of the whole market. The latter at that time reached 23%. In 2020,
the situation has radically changed—while this share in the whole market has dropped
to some 13-14% from previous 23% in the P2P segment, on the contrary, it has increased
to 22%. The causes, which drive the fast expansion of the segment and deterioration of
its loan portfolio, could also affect the future development of P2P segment as well as the
whole consumer credit market. The key question is if such a growth rate is only subject to
internal factors, such as previously mentioned technological advantages and the related
new business ideas, or there are also some overall factors, e.g., macroeconomics or specific
business conditions due to regulations differing from those applied to the traditional bank-
ing. To verify this, we have analysed the correlation of growth trends within the P2P and
traditional banking segments with the macroeconomic determinants as a first step.
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Figure 4. Change of overdue loan share in the P2P and banking segments, years 20162020 (created
by authors based on data from The Central Bank of Lithuania 2021).
5. Growth Trends and Interaction between the P2P and Banking Segments

Macroeconomic factors, such as GDP, wages, and the unemployment rate, are likely to
affect both segments of the consumer credit market; therefore, they have been selected as
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independent variables in the analysis. If GDP gets higher, salary should get higher too, the
quality of living should rise, unemployment rate decrease, and HH probably will start to
consume more, thus fuelling the borrowing. These economic indicators are interconnected
and inseparable from the object of the research, and the change of each of them is likely to
have an impact on borrowing.

Analysis was performed for two major business players from each of the segments:
traditional banking, represented by Swedbank (2021) and the SEB bank (2021) and the
P2P segment, represented by Savy (2021) and Paskolu klubas (PK, 2021). The two selected
banks and the P2P platforms control more than half of the loan volume in own segments.

Datasets comprising of monthly data from 2016 until 2020 were used for each analysed
institution and the macroeconomic indicators (GDP, wage, unemployment).

A relatively strong correlation was found between the selected macroeconomic indica-
tors and the growth of volume indicators within the P2P platform and commercial bank
segments. The correlation coefficients calculated were in the range from 0.650 to 0.863.

Results of the performed correlation-regression analysis are displayed in Table 1.

The received coefficients of correlation and determination of the final models were
obtained large enough, the regressors that were left in the equations were statistically
significant, the multicollinearity indicator was less than 2, and received data of residuals
showed that the assumptions of model normality are satisfied.

The obtained correlation-regression equations are presented in Table 2.

Table 2. Correlation regression equations.

Financial Institution

Correlation Regression Equations

Savy Y = 1,045,720 — 142 + GDP + 654 * Wages — 100, 971 x Unemployment
PK Y = 3,402,422 — 273 * GDP + 1531 * Wages — 432,702 x Unemployment
Swedbank Y = 330,149 — 23« GDP + 75 « Wages — 11,995 « Unemployment

SEB Y = 444,734 — 37.5% GDP + 89.7 x Wages — 26,884 x Unemployment

Source: created by authors.

Annual GDP is expressed in mln EUR, monthly wages after taxes in EUR, and un-
employment rate in %. The equations produce monthly volume of loans issued by P2P
platforms are expressed in EUR while the banking segment is expressed in thous. EUR.

Analysis of growth trends within the segments of consumer credit market based on
statistical data by The Central Bank of Lithuania (2021), has revealed that in some cases
a very strong interaction exists between them. For example, at the end of 2015, the time
when P2P lending platforms emerged, a sudden drop of volume and number of issued
loans was registered in the banking segment (Figure 5). Some experts from The Central
Bank of Lithuania link this drop with tightened regulations on consumer loans introduced
in 2016 (The Central Bank of Lithuania 2016). Impact of this factor can hardly be disputed;
nevertheless, this does not seem to have any visible effect on P2P lending (Figure 2).

Performed correlation analysis using real statistical data on both market segments dur-
ing the period of 20152020 has revealed a strong association between both segments. For
example, Pearson coefficients found between the same properties in both segments, were:

R = 0.904—between the total cost of credit

R = 0.881—between interest rates

R = 0.781—between the volume of loans

R = —0.415—between the number of loans

R = —0.805—between the number of loan recipients

R = —0.785—between the loans overdue for more than 90 days
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Figure 5. Relative changes in the number and volume of consumer loans in the banking segment,
years 20132020 (created by authors based on data from The Central Bank of Lithuania 2021).

Thus, a strong positive correlation was found between the interest rates and total
loan prices, which might be caused by competition in the market. The same applies to the
volume of loans. A strong negative correlation was found between the number of loan
recipients and poorly performing loans. This means that a sharp growth of the number of
loan recipients in the P2P segment was associated with its decline in the banking segment.
A similar relationship was found in the statistics of poorly performing loans. A moderate
downbhill (negative) linear relationship was registered between the number of issued loans
in the segments.

Such relationships suggest that between the two market segments exists strong inter-
action, and processes in one of them affect the other. The slowdown of growth and even
decline in the banking segment can, at least partly, be explained through pressure from the
emerged P2P segment.

Relationship between the Macroeconomic Indicators and the Growth Rate of Loan Volume in the
P2P and Banking Segments

Regression equations and their coefficients were used as a tool for analysis of the
sensitivity (response) of loan volume within the consumer loan market segments to the
deviation of independent macroeconomic indicators used as predictors in previous analysis
(GDP, wages W, and unemployment rate UR). The response was calculated as an aggregate
relative rise of loan volume within each of the segments in response to 1% deviation of all
the predictors one by one:

AVs = (AVepp® + AVi2+ AV %)% (1)

where AV spp—expresses the relative rise of loan volume in response to the deviation of
GDP by 1% at a constant wages W and unemployment rate UR:

Y N(GDP, x Kgpp)

AVgpp = NxU
n

, % 2

where:
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GDP,—the n-th value of GDP

Kgpp—value of GDP coefficient in regression equation

V,—the n-th value of loan volume calculated at constant values of macroeconomic
predictors (GDPn, wages Wn and unemployment rate URn)

N—the number of observations.

Accordingly:

AVyw—expresses relative rise of loan volume in response to the deviation of wages W
by 1% at a constant GDP and unemployment rate UR:

_ Y (Wa x Kwy)

AV,
w NV,

, % ®)
AV r—expresses relative rise of loan volume in response to the deviation of unem-
ployment rate UR by 1% at a constant GDP and wages W:

Y (URy = Kyg)

AVur = N+V,
n

, % 4)

Performed analysis has revealed that P2P institutions appear to be much more sensitive
to these changes compared to the banks. For example, the deviation of predictors by 1% has
caused an aggregate change of loan volume in Swedbank by 0.58% and in SEB by 1.18%,
while in P2P segment the changes were significantly higher, making 2.48% in Savy and
even 8.27% in PK.

This closely correlates with the statistical data of both market segments (Figure 6),
showing the fast growth of number and volume of loans in P2P segment in years 20162020,
while the same indicators were flat or even declining (e.g., the number of loans) in the
banking segment.

Loan volume change, %
O B N W B U1 OO N O ©

SAVY PK Swedbank SEB

Credit institution

Figure 6. Response of loan volume in P2P and banking segments to 1% deviation of macroeconomic
predictors—GDP, wages W, and unemployment rate UR (created by authors).

The macroeconomic environment and its indicators used as predictors in the analysis
are the same for both segments and should not cause any significant difference in growth
rates unless there are certain segment-specific drivers capable of doing so. With the aim to
identify them, we have made a review of certain internal and external factors, which may
lead to accelerated growth of the P2P segment: (a) technological advantages of the P2P
segment, known for being a strong driver of growth in this segment (Buchak et al. 2018),
and (b) the discrepancies within legislation applicable to the segments. The latter aspect
has not been paid much attention in the literature yet, especially in Lithuania. As admitted
by Claessens et al. (2018), the regulations can vary significantly depending on country,
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therefore identification of aspects, which could be in favour of the development of any of
the segments, is important.

With this, we will try to support two claims: (a) the technological and legislative
factors together are the main drivers of accelerated growth of the P2P segment, and (b) the
impact of each factor can be identified and distinguished, at least qualitatively.

6. Growth Trends and Interaction between the P2P and Banking Segments: The
Drivers Stimulating an Accelerated Growth of P2P Lending

The drivers that stimulate the development of the consumer credit market segments
can be divided into internal and external based on the character of their impact.

Internal drivers. Internal drivers that specifically stimulate the fast growth of the P2P
segment of the consumer credit market mainly include technological advantages, first of all
the IT-based, which enable: (a) direct and efficient communication between potential credit
providers and recipients through an online platform; (b) transfer of relevant information
on the borrower for assessing creditworthiness; (c) simple and easy-to-implement contract
conclusion procedures; (d) reduction of operating cost due to simplified and minimized
infrastructure of the platform, especially compared to the banks. These and some other
advantages employed by P2Ps and other FinTech credit providers are well known and their
role in stimulating the high growth rate of P2P segment has been justified (Navaretti et al.
2018; Siemionek-Ruskan and Fanea-Ivanovici 2021). Nevertheless, not all of the observed
phenomena in the market, e.g., significant difference in the level of non-performing loans,
could be justified by the influence of technological advantages only. It appears that quality
of borrowers’ pools in the P2P and banking segments is significantly different for some
reason(s) and results in a different level of overdue loans in them (see Figure 4). Obviously,
the roots of this should be sought elsewhere as the influence of technological factors should
not cause the migration of lower quality clients only from traditional banks over to P2P
segment. Therefore, we will additionally compare business conditions set by specific
regulations of each segment, which cannot be attributed to internal drivers.

External drivers. Besides the macroeconomic environment, which is identical for
both segments and should not cause any significant difference in their growth rates, the
other external drivers are first of all related to the legislation and regulations within the
consumer credit market of Lithuania. In 2008, the European Parliament and Council have
adopted the Directive 2008/48/EC (Directive 2008) that harmonises the laws, regulations,
and administrative provisions of the EU Member States concerning credit agreements
for consumers. The Directive sets principles, which legislations of all the EU member
states should follow, but not the legislative documents themselves. The countries are to
implement their own laws, which can be country-specific; consequently, there might also be
certain differences among the legislations in different countries (EUR-Lex 2008), therefore a
short look into related Lithuanian legislation is relevant. The Directive was transferred into
Lithuanian national law by the Law on Consumer Credit in 2010 (LR Seimas 2010). Later,
in 2015, the law was supplemented with Section 5, which expanded its scope by adding
provisions related to mutual lending platforms (P2P). Mutual lending does not fall within
the scope of Directive 2008/48/EC, but the Directive itself does not preclude its extension
to national law either (LR Seimas 2020).

The aspects that are not covered by the Law on Consumer Credit fall under regulation
by the General Contract Law and provisions of the Civil Code (Register of Legal Acts 2000),
as well as the Law on Consumer Protection and some other legal acts aimed at consumer
protection (LR Seimas 1994).

The Bank of Lithuania has adopted a number of documents applicable to the consumer
credit market: the Responsible Lending Regulations of consumer credit recipients (LR
Seimas 2011), which detail the creditworthiness assessment criteria established by the Law
of Consumer Credit; the Rules for Calculating the Annual Percentage Rate of Charge for
Consumer Credit (LR Seimas 2016), which set the rules for calculation of the annual rate
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of the total consumer credit price; and in 2013, the Rules for the Handling of Complaints
received by financial market participants (LR Seimas 2013).

Moreover, some other documents adopted by the Bank of Lithuania regulate the
market, namely the Rules for Providing Mandatory Information to Consumer Credit
Providers and Mutual Lending Platform Operators to the Bank of Lithuania, (LR Seimas
2012), Consumer Credit Provision Guidelines (Infolex 2015) and the Guidelines for the
Advertising of Financial Services (The Central Bank of Lithuania 2012).

These documents apply to all lending institutions/entities operating in the country;
therefore, there are no major differences in terms of the lending process, irrespective of
the segment the institution belongs to—the P2P or commercial banks. Only some minor
differences do exist, such as limitations set by the Law on Consumer Credit (article 25.2),
which limits to 500 EUR the total amount of credit in the P2P segment granted by a single
lender to a single credit recipient, but this does not apply to total amount of the credit if it
is granted by several lenders. This limitation does not apply to commercial banks.

On the other hand, there are significant differences in the requirements to credit insti-
tutions themselves belonging to different segments due to different laws, which regulate
them. Commercial banks fall under the Law on Banks (LR Seimas 2004) and have to follow
requirements related to risk provision and keep certain funds (Article 38, Section 6) needed
to safeguard the depositors. The P2P platforms fall under the Law on Consumer Credit
and are free from such requirements. Its Article 25.3 only puts certain limitations on the
amount of P2P remuneration until the loan is fully repaid: “At least 50 per cent of the
remuneration paid by the lender and/or the borrower to the operator of the platform shall
be calculated in proportion to the contributions reimbursed to the lender by the borrower”.
This requirement is exempted if the operator of the mutual lending platform provides each
credit recipient with at least 12 percent of the total amount of the credit from own funds
(Law on Consumer Credit). Thus, the main difference between the segments is that banks
are obliged to bear all the lending-related risk and fully safeguard its depositors, while the
maximum risk of the P2P platform is a 12 percent amount of its own funds and only in the
case it has been used as a P2P contribution to the loan. Moreover, the authorized capital
of the mutual lending platform operator must be at least 40,000 EUR (Law on Consumer
Credit, article 25.3), while the value of the bank’s equity shares must be at least 5 million
EUR [Law of Banks, article 44].

These legislation-related differences determine the specific setup of the lending process
in the segments and, consequently, different attitude towards handling of this process.

Specific Setup of Lending and Borrowing Processes in Peer-to-Peer Platforms and the
Outcomes Thereof

The differences in legislation result in different setup of peer-to-peer lending and
borrowing processes compared to traditional banking. The banks usually act as special
legal entities, which collect funds from depositors and afterwards lend them on their own
to borrowers, generating income this way. The peer-to-peer (P2P) platforms, instead, only
offer a specially arranged platform for direct business communication between the lenders
and borrowers, earn from its use, but undertake very little or no responsibility at all for
the deal made between the two parties independently from the platform. This means that
in case of P2P lending, the funds’ transfer path from depositor over to borrower misses
a special link—the banks—which among other duties undertake to provide guarantees
against the lending-related risks. All the EU banks are obliged to book provisions for
absorbing the losses in case the granted loans would become non-performing, but no such
imperative requirements exist for P2Ps.

The banks, which bear full responsibility for every transaction, are forced to act in the
market in a conservative way, while the P2P platforms, on the contrary, can be more liberal
as almost all consequences for the transaction-related risk are on the lenders side. Although
this is a simplified picture and currently P2P platforms voluntarily implement various
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measures aimed at better risk control, it puts some light on differences of the lending and
borrowing process in banks and P2P platforms and the possible outcomes thereof.

To support this prediction, the statistics indicating the change of the level of overdue
loans in both consumer loan market segments was analysed (see Figure 4). It can be seen
that only at early stages of the P2P emergence, its share of overdue loans was lower than the
market average but was growing fast and surpassed the average in 2018, and the growth
rate remains higher since then, further increasing the gap. Such a trend fully supports the
prediction about the different attitudes of the segments towards the borrowers—a more
liberal attitude in the case of P2P and a stringent attitude in the case of banks. Another piece
of evidence that becomes obvious is that not only technological factors, but also differences
in regulations affect the lending process, stimulating a fast and somehow risky growth of
P2P lending followed by higher share of non-performing loans. If growth of P2P lending
remains significantly higher compared to the rest of the market and regulations shall be
further favourable for it, some inevitable consequences may become urgent, such as certain
sustainability threats, increased level of non-performing loans, and the related social and
economic problems.

7. Scientific Discussion

In this research, an attempt was made to quantitatively evaluate and compare the
development trends within P2P and traditional consumer credit market segments during
the period since the emergence of P2Ps in Lithuania in 2016 until the end of 2020. The
key parameters, such as growth rate of volume and the number of issued loans as well
as parameters describing the quality of loan portfolios (non-performing loans), have been
compared. The correlation links between those parameters and potential development drivers,
such as macroeconomics, technological advantages, and, especially, the regulations and
legislative environment, were established, including the corresponding quantitative indexes
expressing the strength of these links. The obtained results show that correlation exists
between the analysed drivers and performance indicators of both segments as well as between
the segments themselves, and from this point of view they comply with those presented by
Claessens et al. (2018) and some other authors too. Quantitative indicators presented in our
research make it possible to go further than other authors do and compare the strength of the
influence of analysed drivers. For example, the results suggest that discrepancies between
the regulations of the segments appear to be the main factor to determine a much faster
growth of the P2P segment compared to traditional. Furthermore, such legislation-induced
fast growth can lead to performance problems not only within the P2P segment, but also in
all the consumer credit market. The importance of legislation factors to the development of
FinTech sector admit Vives (2017), Ferrarini (2017), Nemoto et al. (2019).

Rupeika-Apoga and Wendt (2021) claim that legislative system in Latvia is not very
supportive of new developments in finance and disturbing the development of Fintech
sector, but our results show that in the case of Lithuania, the situation is quite the opposite
and legislation seems to be too liberal for the P2P segment, and this may be one of the
reasons for this sector’s extraordinary growth. The other claim that “a revision, modern-
ization, and harmonization of regulation are essential to create a level playing field for all
market participants: FinTech companies and traditional financial service providers <...>”
fully matches with our conclusions.

The insight by Bofondi and Gobbi (2017) and Vives (2017) point out that “an excessively
light approach to the regulation of FinTech today may lead to similar consequences that
financial market faced after 2008 crisis” also correlates with our results.

When estimating future prospects for the P2P lending segment, there are several
controversial aspects that attention should be paid to: (a) emergence of P2P lending can
be estimated as positive and beneficial as brings to the consumer credit market more
competition and stimulates the introduction of new technologies and novel business ideas;
(b) the P2P and banking segments fall under different regulations, and loans provided by
them cannot be considered full-scale substitutes as, contrary to banks, the P2P loans are
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not secured from lending-related risks and, therefore, might bring to the consumer credit
market certain threats; (c) the solution could be either unification of regulations for all loan
providers or clear distinguishing of the loans they offer in order to guarantee full awareness
of borrowers and, especially, the lenders.

8. Conclusions

Analysis of statistical data on the consumer credit market of Lithuania has revealed
that the growth rate of its peer-to-peer (P2P) segment was exceptionally high compared to
the whole market, demonstrating a 700% increase in volume and to 300% in the number
of issued loans in 2020 compared to 100% base of 2016. In contrast, the trends within the
whole market were ambiguous—a moderate growth of volume to ~120% was followed by
sharp decline in the number of loans, which in 2020 made only 40% compared to the 100%
base of 2016.

Despite its sharp growth, the share of the P2P segment still makes only 5% to 10% of
the whole market by volume, but if such a difference in growth rates shall remain, the P2P
segment can turn into a major market player relatively soon.

The effect of the COVID-19 pandemic on the consumer credit market was ambiguous.
A temporary ~20% decline in the number and volume of loans was observed in P2P segment
in the second quarter of 2020, but recovery of third and fourth quarters fully compensated it.
At the end of 2020, the number of loans was at its previous top height again, while volume
has even reached record high of 800% compared to 2016. Contrary to P2P segment, the
whole market, instead, has shrunk to ~25% by number and to ~75% by volume compared
to the same base of 2016.

Interconnection between the trends in macroeconomics and the development of the
consumer credit market and its P2P segment was confirmed by strong relevant correlation
links; nevertheless, it has not been proven that macroeconomics could be the main driver
of fast growth of P2P compared to the banking segment.

Review of factors that might stimulate an accelerated growth of the P2P segment has
revealed that not only internal, such as technological advantages and novel business ideas
induced by them, but also external, such as its specific treatment by legislation (regulations),
determine favourable conditions for the development of this segment.

Specific treatment by regulations, first of all the exemptions from liabilities related to
lending risks, is in favour of the more liberal attitude of the P2P segment towards borrowers
and the requirements to them compared to the banking segment.

Analysis has evidently supported the prediction that P2P and banking segments act
as competitors in the market and all their development indicators strongly correlate. For
example, correlation between the number of issued loans is strongly negative—the rise in
the P2P segment is followed by clear decline in the banking segment.

The growth of P2P lending can be associated with an increased level of non-performing
loans and higher risk, especially for lenders; therefore, the P2P expansion could cause dete-
rioration of performance of the consumer credit market, typically followed by undesirable
financial and social consequences and real sustainability threats.

The observed growing share of overdue loans in the P2P segment and permanently
increasing margin versus banking segment can only be explained by migration of “lower
quality” borrowers over to P2P segment due to its more liberal attitude to them.

Discrepancies within legislation predetermine certain confusion with the products
which P2P and banking segments provide, guided by their own specific laws. The assump-
tion that loans from P2Ps and banks are substitutes is partly true only from the borrower’s
point of view, while from lender’s point of view these products are different, as lenders in
P2Ps are poorly secured from lending-related risks.

The quantitatively justified results of the research on the most influential factors
that determine accelerated growth of the P2P segment and their impact on the overall
performance of the consumer credit market and its segments add new information to the
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literature and can be of interest to researchers and practitioners in other countries, especially
those having similar legislation and regulations within the consumer credit market.
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