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Abstract: Financial intermediaries offering alternative forms of lending are
becoming more and more popular on the financial markets. These online
marketplace-based lenders act as intermediaries between the credit provider
and the borrowers. Community lending is one such alternative form of lending,
which is called peer-to-peer lending. This business model is still relatively new,
but the market is growing strongly. Peer-to-peer lending platforms have spread
mainly in the United States and the United Kingdom. They are even less known
in Europe, and especially in Eastern Europe. Compared to traditional financial
institutions, these platforms have many advantages. These include low
administrative costs and efficient operation. It is also important to note that
peer-to-peer lending is coupled with high returns on the lender side and
cheaper borrowing on the borrower side. However, this business model comes
with several risk factors. These include a lack of liquidity and transparency,
operational and technical failures, legal risk, and excessive leverage. The
biggest risk for Creditors is default and total loss. As a result of the global
economic crisis of 2008, platforms dealing with community loans began to grow
rapidly. This will be a challenge in the future for both regulators and
commercial banks, which may even see the platforms as potential competitors.
The study reviews the FinTech industry, including the historical development,
benefits and potential risks of peer-to-peer lending. It introduces the most well-
known P2P platforms such as Zopa and Lending Club. Overall, it describes
how technological innovations are shaping the modern financial world.
Keywords: credit, FinTech, peer-to-peer, platform, technological innovations

INTRODUCTION

In recent years, significant innovations have taken place in many industries of
the economy. This has resulted in a change in the hotel industry in terms of
hotel bookings (Sava, 2012), but also in the music industry, agriculture,
winemaking (Kismarjai et al., 2024), the food industry, trade and other
industries (Zsotér—Kaliczka, 2014). A new digital model has replaced the
previous traditional business models. The financial sector has not been spared
this change either (Kerényi—-Molnar, 2017). Innovative digital solutions are
already present not only in the everyday lives of companies, but also in the
everyday lives of households and even families (Kothencz, 2012). For
households, families, and foster parents, fintech (financial technology) is now
not only a convenience tool (Kothencz, 2024b), but also a key arena for
educating about financial literacy and reducing administrative burdens
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(Kothencz, 2024a). While traditional families primarily use applications that
help manage pocket money and set savings goals, for foster parents, digital
tools also serve to help young people in child protection care to catch up with
society (Kothencz et al., 2024). FinTech players are also increasingly present
in the field of financial services. FinTech companies offer personalized, user-
friendly financial solutions that make consumers' everyday lives significantly
easier (Hampel et al., 2023). Here, it affects not only the above-mentioned
sector, but even religious communities (Maté-Toth—Nagy, 2008), as in many
cases the achievements of fintech are used/can be used to maintain the
community (Torok et al., 2008). FinTech is a technological innovation in the
financial sector, the digitization of financial services. This can be defined as a
financial revolution triggered by advances in technology that results in
innovative business models, products and applications. All of this together
affects financial services, markets, and institutions (Droppa-Becsky-Nagy,
2019). In many cases, digital finance solutions themselves are capable of
building new types of social capital (Nagy, 2017) and trust (Nagy, 2011). It
should be noted that the fintech sector and sustainable development can be a
common element of innovation-based responsibility, which helps achieve
environmental, social and economic goals through digital solutions (Lacrama
et al., 2024).

Financial Technology Revolution

Financial Technology, abbreviated as FinTech, refers to modern technological
solutions used in the financial sector that aim to increase efficiency and
improve the customer experience. This includes digital payment systems,
blockchain technology, cryptocurrencies, artificial intelligence, and
automated financial services. FinTech companies are often startups that enter
the market with innovative solutions and challenge traditional financial
institutions. For customers, these new technologies offer faster, cheaper and
more convenient services. FinTech includes smartphone applications, such as
online banking systems or peer-to-peer lending platforms. Alternative
financial service providers allow customers to use the necessary financial
services by bypassing traditional banks (Szobonya, 2020).

The term "FinTech" first appeared in the name of Citigroup's project in
the early 1990s, called the "Financial Services Technology Consortium." The
aim of the project was to support the development of innovative solutions
between the actors of the financial sector (Horvath, 2020). The development
of FinTech began about 150 years ago (Arner et al., 2017).

The rise of the FinTech sector

From the nineties, the number of FinTech players has gradually increased.
This can be attributed to the 2008 global crisis and technological innovations
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(Arner et al., 2016). More and more money is being invested in the FinTech
sector. While 15 years ago, $1.2 billion was invested in the sector, eight years
later it exceeded $22.3 billion. It is important to note that consumer habits have
also changed in recent years (Kerényi et al., 2017). Today, there are more than
20,000 non-bank startups operating in the financial and payment sector
globally (Kerényi—Molnar, 2017). FineTech services are gaining ground in
both developed and developing countries from traditional banking. They
appeared primarily in the field of payment and lending.

FinTechs in lending

Technological innovations have played a major role in the development of
credit institution models. The cost reduction due to digital operations and the
use of online marketing provide opportunities for alternative credit
institutions. This gives them the opportunity to gain a larger market share in
the lending business (Kerényi—Molnar, 2017).

Following the economic crisis, interest rates were low, banking
regulations were tightened, and confidence in the banking sector also declined
significantly. Together, these have favoured the emergence and spread of new
services.

Banks had to significantly increase their capital adequacy ratios as a result
of tightening regulations. As a result of tightening regulation, credit supply
constraints have emerged in many markets and sectors (Mills-McCarthy,
2014). This tightening was necessary to prevent the market from similar
systemic collapses as before. Taking advantage of the credit crunch,
alternative loan providers entered the market for riskier loans and provided
personal, small business and student loans to customers who could not access
funds from banks (Droppa-Becsky-Nagy, 2019).

With the help of platforms, groups and users can find each other without
an intermediary, intermediary actor who could basically only contact each
other at high search costs (Csontos—Szabd6, 2018).

New entrants have entered the competition with a number of new business
models. Of these, online marketplace-based lending (peer-to-peer lending,
platform lending) and crowdfunding have become the most widespread.
Online marketplace-based lenders act as intermediaries between the loan
provider and the borrower. With the development of the market and due to the
low-interest rate environment, institutional investors have also become
increasingly interested in the market (Kirby—Worner, 2014).

In recent years, a process has started in many areas of the economy, which
has resulted in the buyers and sellers of certain products and services finding
each other directly, by eliminating the intermediary segment. This process is
facilitated by digitalization and increasingly innovative technological
solutions. In addition to traditional financial intermediaries, new
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intermediaries are appearing one after the other, offering digital solutions not
only in the field of additional banking services, but also in lending, which is
the main activity of banks. Peer-to-peer lending is an online platform that
connects customers looking for credit directly with investors. The aim of this
is to offer a more cost-effective solution by eliminating the intermediary
segment (Démotor—Olvedi, 2021).

PEER-TO-PEER LENDING

Recently, the expansion of FinTech has accelerated the online peer-to-peer
lending market, known as pee-to-peer lending in Anglo-Saxon areas. This
market offers a huge investment opportunity for lenders.

The term "peer-to-peer" describes the cooperation between two parties
without a central intermediary. The term comes from the field of computer
networks. To describe a network where any computer can act as a client or
server for other computers on the network without having to connect to a
centralized server. The Internet itself is a P2P network. The growth of the
internet and its ability to facilitate the elimination of intermediation between
users has resulted in a number of more specific P2P activities. The first such
activity that became widespread was peer-to-peer file sharing, where users
could connect directly to other users on the network who had similar software
to share files such as photos, music, movies, and games by installing the
necessary software on their computers. The widespread adoption of P2P file
sharing has had a huge impact on the music and film industry. Providers such
as Napster, Gnutella, Kazaa, LimeWire and, more recently, BitTorrent,
dominate the market. The question arises, was the impact on these industries
positive or negative? In any case, it can be said that industries have
fundamentally changed since the release of Napster in 1999 (Milne et al 2016).

The FinTech industry has launched a number of technology applications
and financial assistance services with the goal of creating a new credit market
that supports and meets a large part of the needs of consumers. Bank lending
is a complicated and time-consuming process, and the applicant must fill in a
series of documents for the authorisation procedure. In order to simplify this
procedure, the first breakthrough was the introduction of the peer-to-peer
lending model on the credit market. The biggest advantage of this was the
simplification of the lending process for people, and it also made it possible
for people with lower incomes to borrow and the availability of personalized,
flexible conditions (Shin, 2015). Peer-to-peer lending involves two different
activities, the first being the intermediary/brokerage function, which includes
financial settlement services, financial advice, issuance, insurance, financing,
as well as due diligence and quality review. The other activity is risk and
maturity development, as well as money creation (Démétdr—Olvedi, 2021).
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The appeal of P2P lending lies in its simplicity and the mutual benefits it
offers. The essence of the platforms is that a relationship can be established
between savers and loan applicants without banks in exchange for a relatively
low commission, reducing the spread between loan and deposit interest rates
(Olvedi, 2020). This form of lending has emerged as a revolutionary model in
the financial sector, challenging traditional banking and credit systems. This
innovative approach connects individuals who need to lend money with those
who have money to invest, avoiding traditional financial institutions as
intermediaries (Gabossy, 2016). Unlike banks, newly emerging online lending
platforms do not collect deposits and provide loans, so they do not take risks.
They have no interest income, their income comes only from management
fees, fees and commissions received from borrowers and lenders and investors
(Deloitte, 2017). The platforms themselves often benefit from increasing fees
for successful completed transactions (JIBC, 2011).

Borrowers often get loans with lower interest rates than banks usually do,
while investors enjoy higher returns on their cash than savings accounts or
other investments (FasterCapital, 2024). To operate the system, there are
online platforms available that facilitate these transactions, provide tools for
credit checking, credit listing, and payment processing.

Its peer-to-peer model is built around modern technology that enables
highly effective customer acquisition. In contrast, most banks' operating
models include legacy, outdated, high IT costs and significant regulatory
costs. All these factors increase the average cost of credit and thus put
traditional banks at a disadvantage compared to peer-to-peer lending
platforms. Lenders in the market benefit from the financial system with
minimal costs. They have no capital requirements, can use existing payment
infrastructure for virtually free, and have lower operating costs, all of which
allow them to offer lower fees to borrowers (Zentraler, 2017).

Among peer-to-peer lenders, US-based Prosper and Lending Club have
made their past loan data publicly available, creating greater transparency and
allowing their users to view past loan performance. Peer-to-peer lending
platforms reduce the risks inherent in transactions between strangers and the
lack of trust (Matescu, 2015).

The market and target groups of P2P lending

The spread of online peer-to-peer platforms is reinforced by the change in
customer expectations. Consumers are increasingly willing to experiment with
new providers, even for services where trust is required. The peculiarities of
crowdlending create opportunities for all individuals and businesses who have
short-term financial needs, as well as want cheaper loans, or cannot rely on
bank loans because they do not meet the criteria. In the case of Germany, there
are so many restrictions compared to the Anglo-Saxon countries that minimum
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requirements have been imposed on local lending platforms. A person who
does not receive a loan from the bank for creditworthiness reasons can only
participate in P2P lending if he meets certain minimum requirements, such as
no private bankruptcy proceedings pending against him. Borrowers on
German platforms must always undergo a creditworthiness check (Zentraler,
2017).

Although the practice of crowdlending is still in its early stages, the
statistics of recent years show dynamic growth. The platforms differ from each
other in terms of business model and strategy. Some sites are only available to
citizens of that country, while others allow cross-border transactions. The
majority of the participants on the investor side are private individuals,
although institutional investors have also appeared on the market recently.
This further strengthened the growth in lending volumes. Debtors are also
private individuals, but small and medium-sized enterprises can also apply for
financing if they choose a platform specializing in business loans (Olvedi,
2020).

Based on the market overview prepared by CCAF (2020), loans to
individuals account for the largest share of the alternative financial market,
which reached USD 32 billion internationally in 2018; This is followed by
business loans with a volume of USD 8 billion. In the United States, the total
stock of consumer credit in 2018 was approximately USD 3.458 billion, so
overall, we can see that the proportion of loans provided by platforms is not
outstanding for the time being. Only 1.1 percent of the total lending volume,
but there has been a significant increase in recent years. The major platforms
are concentrated in the United States and Europe. In the case of the latter, the
Baltic region and the United Kingdom are worth highlighting, as the market is
the most developed in these areas.

Risks of P2P lending

The emergence of online P2P lending has not only changed the lending
business, but also brought new types of risks. P2P lending, as a new type of
financial service, is currently still in the early stages of its development,
without proper laws and regulations specifically designed for online lending.
There is no credit insurance guarantee system in place for the return on loans
(Nasdaq, 2017).

In addition to the lack of clear industry standards, the quality of a P2P
lending platform is difficult to verify. Nine types of risks are identified in the
online lending industry that emerge at different stages of P2P transactions:
insufficient credit verification, inadequate intermediation, early repayment,
lack of liquidity, lack of transparency, operational and technical error, legal
risk, excessive leverage and lack of ethics. In many cases, the risk is caused,
for example, by inadequate mediation and lack of transparency (Yan et al.,
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2015). From the point of view of creditors, the biggest risk is non-payment
and total loss (Zentraler, 2017).

History and current situation of peer-to-peer lending

The global financial crisis has paved the way for innovators. As a result of the
crisis, banks have suffered heavy losses and this has forced them to reduce
riskier consumer and small business loans. This was because increased
regulatory oversight and capital requirements made these loans less attractive
to banks. This is the reason for the strengthening and rise of peer-to-peer
lending. Its rise can be dated to the period following the 2008 global financial
crisis. In the period after the financial crisis, the rules of lending and risk
management procedures became even stricter. Applying for loans was a long
and energy-intensive process for the population (Kerényi et al., 2018). These
effects have enabled new, innovative solutions, resulting in online platforms
that have made borrowing simple, transparent and faster for users (Viktor et
al., 2021).

The first online peer-to-peer lending platform, Zopa, was launched in the
UK in 2005. The market began to grow, and many competitors appeared in
different parts of the world. Several business models have emerged. Its market
share is 6.7 percent. In 2020, it received banking authority from the
supervisory authority, so it retained the previous platform within the
framework of the Zopa Group, but also launched a digital bank that offers both
a savings account and a credit card (Bholat-Atz, 2016).

The market-leading platform in the field of peer-to-peer lending is
Lending Club (Galloway, 2009/2010). Over the past decade, with nearly $57
billion in outsourced loans, it has dominated more than half of the market. It
was one of the first to be founded in 2007 in the United States, and in 2014 it
was listed on the New York Stock Exchange. It built an online lending
business by providing fast, low-cost loans to consumers, but the platform saw
great potential in business lending (Alois, 2015). With the emergence of
institutional investors, it began to grow strongly. In 2020, Lending Club
merged with Boston-based Radius Bank. It closed its business to retail
investors and began operating as a digital financial technology (fintech) bank
in the future.

Another major player in the US market is Prosper, which has a loan
portfolio of nearly USD 17 billion (Mach et al., 2014). It became a market
leader when Lending Club withdrew from the market.

In 2015, a new platform called Mintos was launched. In recent years, it
has become the most important player in the Baltic region. Its market share is
6 percent.

RateSetter is the second most significant online platform in the UK with
a volume of nearly $5 billion. In 2020, he announced that he would sell his
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loan portfolio to Metro Bank in London. With this decision, its operation
ceased in its current form.

The application of the model raises a lot of questions. Can this form of
financing pose a threat to traditional financial institutions, or is P2P just an
attempt to take advantage of a low-interest rate environment that does not look
to a long-term future.

This question also arises because although peer-to-peer lending has been
a dynamically growing market segment in the past decade, this growth has
slowed down in recent years.

2020 was a turning point in the field of peer-to-peer lending. Some of the
market leaders have abandoned their operations based on the original business
model. With the emergence of institutional investors, the market has
increasingly lost its interpersonal character (Horvath, 2020), (Horvath, 2019).

One of the reasons is attributed to the economic shutdown caused by the
pandemic in 2020.

PEER TO PEER LENDING IN HUNGARY

The National Bank of Hungary considers the regulation of FinTech in
Hungary to be a priority issue, so they are examining the practices of other
central banks around the world (Kerényi—Miiller, 2019).

The MNB considers it important to support the development of FinTech.
An innovation hub (multilateral consultation platform) has been established.
This platform helps startups navigate FinTech startups. It also helps players
already on the market to navigate regulatory issues (Viktor et al., 2021).

There are no FinTech companies with sufficient growth potential in the
domestic market yet, but the willingness to invest is high, as a result of which
a boom is expected in this area in the coming period. In Hungary, very few
people are yet familiar with this form of financing, the P2P model, which
already works in other countries. The majority of domestic consumers still
prefer the credit facilities offered by traditional banks. The majority of
Hungarians consider it risky to take out a loan on an online platform (Juhész,
2018).

In Hungary, the P2P model is not very well known and popular even as a
form of investment. Domestic consumers prefer to invest in government
securities that are considered safer, as it involves minimal risk and realizes a
higher return compared to the interest rate of a bank deposit. Among those
with higher savings, investment funds are the most popular form of
investment, followed by shares.
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SUMMARY

In recent years, significant innovations have taken place in many industries of
the economy. This has resulted in a change in the hotel industry in terms of
hotel bookings, the music industry, the food industry and other industries
(Zsotér—Csaszar, 2013). A new digital model has replaced the previous
traditional business models. The financial sector has not been spared this
change either. Innovative digital solutions are now increasingly present in the
field of financial services. FinTech players have appeared on the market,
which are often startup companies. FinTech companies offer personalized,
user-friendly financial solutions that make consumers' everyday lives much
easier.

From the nineties, the number of FinTech players has gradually increased.
This can be attributed to the global crisis of 2008 and technological
innovations. In recent years, a process has started in many areas of the
economy, as a result of which buyers and sellers of certain products and
services find each other directly, by eliminating the intermediary segment.
Technological innovations have also played a major role in the development
of credit institution models. In addition to traditional financial intermediaries,
new intermediaries are appearing one after the other, offering digital solutions
not only in the field of additional banking services, but also in lending, which
is the main activity of banks. The appeal of P2P lending lies in its simplicity
and the mutual benefits it offers. The essence of the platforms is that a
relationship can be established between savers and loan applicants without
banks for a relatively low commission, thus reducing the spread between loan
and deposit rates.

Although the practice of crowdfunding is still in its early stages, the
statistics of recent years show a huge increase. Each of the platforms is slightly
different in terms of business model and strategy. There are platforms
operating in many countries. This will enable cross-border lending
opportunities, which can be particularly attractive in regions with high interest
rates or limited access to traditional banking services. Some sites are only
available to citizens of that country. The participants on the investor side are
mostly private individuals, although institutional investors have also appeared
on the market recently, which has further strengthened the growth of lending
volumes.

The emergence of online P2P lending has not only changed the lending
business, but also brought new types of risks. As it is still a new type of
financial service and is currently in the early stages of its development, there
are no appropriate regulations and regulations specifically designed for online
lending.
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P2P lending is subject to different levels of regulation around the world.
Some countries have specific regulations to ensure investor protection and the
accountability of platforms, while in other countries, peer-to-peer lending
regulations are still under development. While P2P lending can offer higher
returns, it also comes with risks. Borrowers may not be able to perform, and
since these loans are usually unsecured, investors may lose their capital.
Platforms reduce this risk by credit checks and sometimes pooling investor
funds to cover defaults.

The advantage of peer-to-peer lending from the investor side is that
investors can distribute their money between several loans, thus reducing their
risk.

Last but not least, the positive impact of peer-to-peer lending on the
economy should also be mentioned. This type of lending can also stimulate
economic growth by providing capital to small businesses and entrepreneurs
who may not qualify for traditional bank loans. This can lead to increased
innovation and job creation.

The first online peer-to-peer lending platform, Zopa, was founded in the
UK in 2005. The market began to grow, and many competitors appeared in
different parts of the world. The market-leading platform in the field of peer-
to-peer lending is Lending Club. Institutional investors appeared and with this,
the platform started to grow strongly. In 2020, it merged with Boston-based
Radius Bank. It closed its business to retail investors and began operating as a
digital financial technology (fintech) bank in the future.

2020 was a turning point in the field of peer-to-peer lending. Some of the
market leaders have abandoned their operations based on the original business
model. With the emergence of institutional investors, the market has
increasingly lost its interpersonal character.

While writing the present article, the author Patricia UDVARDI-KISS used ChatGPT for
literature search support, reference verification. After using this tool/service, the author
reviewed and edited the content as needed and take(s) full responsibility for the content of the
published article.
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