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The factors of the post-crisis development of the world banking system, the strengthening of the role of
information technology in all industries, the increasing role of innovative Fintech intermediaries in the banking
market encourage the management of banks to revise traditional business models and to form new approaches to
managing the modern bank. In the article the authors aimed to investigate the impact of digitization on the choice
of banking business model and the development of algorithm for estimating a bank’s business model.

Traditionally banks choose one of five business models: lending, high leverage, investment, fee, margin. Most
operating banks opt for traditional models because the business environment requires it. However, maintaining the
bank’s competitiveness, enhancing its efficiency and resilience to financial imbalances is possible by building an
innovative business model that takes into account the modern diffusion of information technology and the
functioning of FinTech companies as an alternative to traditional banking business. Although nobody knows yet
what will replace the current business model, there are currently three approaches to assimilating FinTech in
banking: the Financial Control Center, Banking-as-a-Service, the Niche Bank. The choice of the banking business
model and its transformation should be accompanied by an assessment of the bank’s business model.

Thus, an important component of banking management in an unstable environment is the analysis of the
business model of the bank and its transformation in order to minimize the impact of possible negative effects of
financial crises on the performance of the bank. The proposed algorithm for estimating a bank’s business model
includes 6 stages: preliminary assessment of the main components of the bank’s business model; assessment of the
business environment of the bank; stress festing of the viability of the bank’s business model; evaluation of the
bank’s strategy; identification of key vulnerabilities to which the bank’s business model is prone or likely to be
vulnerable; and justification of the results and formation of effective conclusions.
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INTRODUCTION

In recent decades, the global banking market has undergone significant transformations.
Banking market leaders, as well as global financial centres, have shifted from Europe to Asia.
In addition, inclusive digitalization has a significant impact on the formation of business
models of modern banks. Sustainable business model innovation is increasingly seen as a
lever for changing systems for sustainability in businesses and industries. Banks play a
unique intermediary role in sustainable development, but also have a difficult position after
the 2008 financial crisis. Together, the factors of the post-crisis development of the world
banking system, the strengthening of the role of information technology in all industries, the
increasing role of innovative Fintech intermediaries in the banking market encourage the
management of banks to revise traditional business models and to form new approaches to
managing the modern bank.

Changes in the banking business model under the influence of the digitization of the
economy are explored in the works of many foreign researchers, in particular Berghaus S.,
Back A. [2], Japparova I., Rupeika-Apoga R. [5], Lee I., Shin Y.J. [7], Nowinski W., Kozma
M. [10], Yip AW.H., Bocken N.M.P. [11] and others. However, the issues of assessing the
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effectiveness of the new banking business model in terms of environmental volatility and the
impact of various threats remain under-researched.

AIM
The aim of the research is to investigate the impact of digitization on the choice of
banking business model and the development of algorithm for estimating a bank’s business
model.

RESULTS

In terms of doing business, there is no single right way to manage a bank and make it
profitable. The success of banking is the result of the proper performance of many small
things and transactions. In particular, the components of a bank's success are good customer
service, a combination of banking products, the use of marketing, a strong sales culture, good
underwriting and profitable customer management. This is just a list of the most common
components that can distinguish an average performing bank from a top-performing bank.
Analyzing the types of business models used by banks, they can be summarized in five main
categories, each with its own strengths and weaknesses.

Banks generally tend to cluster around one of five business models: lending, high
leverage, investment, fee, margin. The quick summary and some characteristics of the most
common models are shown in Table 1.

Table 1 — Characteristics of banking business models (based on [9])

Policy on other banking

Impact of financial crises and

capital leverage; niche
customers and assets

specializing financial
services

Model Main source of income activities imbalances
Lending Net interest income, solid Average margins, “+” stable earnings;
deposits and loans minimum investment “~vulnerable to credit shocks
portfolio
High leverage Operating, deposit and High fees on “+” often produce an above-average

performance;
“- the widest volatility of earnings

specialize in a single loan
category

cost of funds, lower
leverage

Investment Securitizations or pooled Cheap deposits “+” excels in a stable or falling rate
sales of an asset class environment;

“~" the largest standard deviation of
earnings

Fee Fees generated through Low leverage, limited | “+” the smallest volatility of

operational risk credit exposure earnings;

“~ high fixed costs or high barriers
to entry

Margin High net interest margins, | Higher than the average | “+” usually keep high liquidity;

“~ yulnerable to credit and interest
rate movement

Of course, most banks do not use “pure” business models, but hybrids of the above to
generate profits in different ways. In addition, many banks have a business model that is
simply not revealed by the statistical clustering of several performance variables that are key
to the models under consideration. The advantage of having a clear business model is that it
allows the bank’s management to concentrate its resources in a particular area and improve
over time. Not surprisingly, banks with a defined business model tend to outperform hybrid
banks by a significant margin. This is confirmed by the fact that in the top 100 banks in the
world, about 70% of banks are banks with one of the above business models.

If the bank’s management understands what business model or mix of business models they
are using, it helps to set the strategic direction and give a clearer picture of the risks.
Compliance with the chosen business model in practice is a sign of a high-performing bank.

Smart banks understand their strengths and weaknesses and choose a model to best
enhance their core competencies and environment. Business model knowledge gives bankers
the ability to manage strategic and tactical decisions to take full advantage of their platform.
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Unfortunately, many banks do not choose their own initiative and do not use their model as
a basis for strategic decisions. As a result, their actions often contradict their very balance
sheet. A classic example is a bank that relies on income from loans and leverage, but still
strives for yield over liquidity in its investment portfolio [9].

Nowadays a significant impact on the formation of banking business models is made by
the digitalization. Over the last ten years, banking has slowly embraced the modern
technology suite. FinTech has undoubtedly modernized the tired, internally oriented industry,
but one crucial legacy aspect of its operation still remains. The two main components of the
banking industry’s business model, namely fee and float income, remain the main
benchmarks for many top managers [8].

Commercial banks make money in two main ways: about 65% of their income is float
income, and about 35% of their income is fee and commission income. Both of these revenue
lines are contracting. For net interest income, margins between deposits and loans have been
squeezed for most major currencies since the 2008 financial crisis. Base lending rates on
GBP, USD and EUR have been fluctuating around zero as central banks have purchased huge
amounts of government bonds in an effort to stimulate their economies. For net fee income,
many competitive FinTech products have created competition and reduced prices. FinTechs
are unbundling and re-doing all major traditional bank product offerings, so that fee income
is much harder to capture [3, 4].

Nobody knows yet what will replace the current business model; since modern
commercial banking began, it has remained relatively undisputed. However, there are
currently three approaches in the FinTech ecosystem:

- the Financial Control Centre;

- Banking-as-a-Service;

- the Niche Bank.

The Financial Control Center refers to managing a current account and then adding
additional products according to customer needs. This can be an external product menu, more
deeply integrated partnerships, or a suite of internally developed products.

The approach of the Financial Control Center views banking products as modular and
discrete, with the current account existing as a central “hub” to which all other products are
connected.

In the abstract, the concept of the Financial Control Center is attractive. The menu of
additional financial products for your current account is simple and elegant. In practice, this
structure has not yet achieved significant customer acceptance [6].

Banking as-a-Service offers a plumbing of financial services — clearing access to the
system, current accounts and debit cards — as a neatly consumable API for individual
customer offers. It produces back-office banking features, allowing other businesses to grow
on their basis to create new and exciting customer experiences. There are numerous FinTech
companies that offer certain aspects of Banking-as-a-Service, such as:

- white-label accounts and domestic clearing access;
white-label Direct Debit payments;
off-the-shelf core banking systems;
agent-access to e-money accounts;

API access to bank account data.

Although outdated banks can technically offer these products themselves, their
intertwining of front-office and back-office systems means that they lag behind in efficiency.
They also have a much higher cost base and therefore would struggle for competitive prices
[12].

Banking-as-a-Service has numerous counterparts in other industries. Just as AWS has
developed a technical infrastructure for a whole generation of technology companies,
Banking as-a-Service will relieve the strain of an existing financial infrastructure for new
technologies.

The third approach is the Niche Bank. As technology and regulatory components become
more accessible to the bank, it is possible to create banks which are targeted to specific
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demographics. The benefits of this are twofold. First, a Niche Bank can build its brand to
strongly identify it with its target customers, rather than the awful general banking branding
that is prevalent today. Second, it can build a set of features and partnerships that are very
specific to these customers [1].

Niche banks are often provided by Banking-as-a-Service. Operations on a standardized
infrastructure speed up time to market, reduce technical complexity and allow banks to focus
on their unique offerings rather than technologies of banking [8].

Choosing a banking business model and following it when developing a banking strategy
and tactics is one of the conditions for ensuring the success and stability of the bank. Most
operating banks opt for traditional models because the business environment requires it.
However, today, in the context of digitalization, banking business models can transform. This
is especially true for Ukrainian banks. And since Ukraine is characterized by internal crises,
banking business models should be aimed at minimizing internal risks.

Thus, an important component of banking management in an unstable environment is the
analysis of the business model of the bank and its transformation in order to minimize the
impact of possible negative effects of financial crises on the performance of the bank.

A feature of business model analysis is the comprehensive systematic assessment of
financial information, strategy, short- and long-term plans, the results of which can be used
to identify potential weaknesses in the business model and adjust the bank’s plans.

We propose the following algorithm for the process of estimating a bank’s business model
(Figure 1).

1. Preliminary assessment of the main components of the bank’s business model

S

2. Assessment of the business environment of the bank

S

3. Stress testing of the viability of the bank’s business model

=~
v

5. Identification of key vulnerabilities to which the bank’s business model is prone or likely

to he villnerahle

6. Justification of the results and formation of effective conclusions

4. Evaluation of the bank’s strategy

Figure 1 — Algorithm for estimating a bank’s business model

The results of the business model analysis provide the management of the bank and
regulatory authorities with an instrument for early identification of potentially hazardous
risks or actions taken by the bank to generate current or future profits that could lead to
increased crisis potential and ultimately bankruptcy.

If the results of the assessment lead to the conclusion that the business model is not viable
or unstable, they should take timely preventive actions in accordance with the identified
source of increasing crisis potential, even if the bank has not yet violated any applicable
norms and regulations.

An indispensable part of the analysis is microeconomic stress testing. It should provide
analysis and regulatory bodies with information about the conditions under which the bank’s
strategy and position may be most vulnerable. This information will allow to reconcile the
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strategy and position of the bank with the peculiarities of risks arising in its activity under
the influence of exceptional but possible events (stressful situations, shocks).

Particular attention in stress testing at the micro level of the banking system should be
given to markets and financial instruments that are characterized by the highest concentration
of banking business (as in crisis situations these positions may be more difficult to balance)
as well as to indicators of the global financial and economic environment. Also, stress tests
help to identify potential problems in the context of high correlation between different risks.

In addition to analyzing the quantitative aspects of the bank’s activities, there are also
qualitative aspects to be analyzed, such as the quality of corporate governance and the
effectiveness of risk management and control, including internal audit.

The results of such an assessment allow the bank’s management to determine the
reliability of its own risk management and control processes, which in turn will identify crisis
zones. They also apply to banks that have inadequate corporate governance, risk management
and control processes, early preventative measures, even if their sustainability is at an
acceptable level. In doing so, the choice of instrument and time limits for the application of
impact measures should be proportionate to the level of risk that the identified vulnerability
poses to the bank or the system in whole.

CONCLUSIONS

An important component of banking management in an unstable environment is the
analysis of the business model of the bank and its transformation in order to minimize the
impact of possible negative effects of financial crises on the performance of the bank. Most
operating banks opt for traditional models because the business environment requires it.
However, maintaining the bank's competitiveness, enhancing its efficiency and resilience to
financial imbalances is possible by building an innovative business model that takes into
account the modern diffusion of information technology and the functioning of FinTech
companies as an alternative to traditional banking business. There are currently three
approaches to assimilating FinTech in banking: the Financial Control Center, Banking-as-a-
Service, the Niche Bank. The choice of the banking business model and its transformation
should be accompanied by an assessment of the bank’s business model.

AHOTALNIA

Tlocmkpu3zosuil po3eumox c6imogoi OanKi6cbKkoi cucmemu, NOCUnen s poi inghopmayiiinux mexHoao2iil y 6cix
cpepax i canyssx, spocmaiova pons innosayitnux @InTex nocepeOnuxie Ha OGAHKIECLKOMY DUHKY CHOHYKAIOMb
Meneddcmenm 6anKie nepeznsioamu mpaouyiiuni Oiznec-mooeni ma gopmysamu HO8i NiOXoo0u 00 YNpaguinHs
cyvacnum 6amnkom. Y cmammi aemopu manu na memi Oocaioumu enaue Oidxcumanizayii Ha eubip mooleni
OaHKiBCbKO20 Di3HeCy ma po3pooumu areopumm oyiHKu biznec-mooeni OAuKy.

Tpaouyiiino 6anxu obupaioms 00ny 3 n’amu 6izHec-mooeneil. MoOenb Kpeoumyeanis, Mooeib 1e6epuodiCcy,
iHeecmuyitiny Mooenb, KOMICIliHY MoOenb abo MOOelb MAapHCUHANbHO20 00X00y. bBinvwicme Oitouux Oawxie
subupaiomv — mpaduyiini - mMoOeni, OCKibKU —ybo2o eumazac  Oisnec-cepedoguwe. Oouax  3bepeemu
KOHMKYPEHMOCHPOMOIICHICIb OANKY, NIOGUWUMU 11020 e(eKmUsHiCmb ma cmitikicms 00 inancogux oucobaiancie
MONCTUBO TULE UTAXOM NOOYOOBU IHHOBAYINIHOT Oi3HeC-MOOel, SIKA 8PAXOBYE CYUACHE NOUWUPEHHS IHPOPMAYIUHUX
mexnonozii ma @ynxyionyeanns @PinTex KoMnawivi sk arbMepHAMUGU MPaAOUYiHOMY OAHKIGCLKOMY Oi3Hecy.
Hessaowcarouu na me, wjo Ha HUHIWHLOMY emani 8i0CYMHE OOHO3HAYHE BAYEHHs MO20, WO came 3aMiHUMb ICHYIYI
banxiecoki 6isnec-wooeni, na oanuil Momenm c@opmyeanocs mpu nioxoou 0o acuminayii @inTex cexmopy y
obanxiecoky Oismbnicmy: Llenmp ginancosoeo konmpomo, bank sax yenmp ¢inancosux nocnye, Hiwesuii 6anx. Bubip
Modeni baHKiscbko2o bisHecy ma it mpancghopmayis NOBUHHI CYNPOBOOHCYBAMUCS OYIHKOI Di3Hec-Mo0eNi OaHKY.

Taxum yuHoM, 8adNCIUBOIO CKAAOOBOI0 OAHKIBCLKO2O MEHEONUCMENMY 8 HeCMADIIbHOMY cepedosuwyi ¢ anariz
0inoeoi modeni 6anky ma ii mpancopmayia 3 Memor MiHIMI3ayii 6NAUBY MONCTUBUX HE2AMUBHUX HACTIOKIE
@inancosux kpu3 na pezyrvbmamu OiIbLHOCII 6aHKY. Y cmammi 3anponono8ano aicopumm oyinku Oiznec-wooeni
6aHKy, AKull eKu0Yae 6 emani: nonepeoHs OYiHKA OCHOBHUX CKAA008UX Oi3Hec-Moodeni 6aHKY, OyiHKa Oil08020
cepedosuwa OAHKY; CmMpec-mecmy8aHHs HCUmme3oamuocmi 0OizHec-mooeni OaHKy, oyinka cmpameii OaHKYy,
BUABNEHHS KTIOYOBUX YPA3IUBUX CUMYayill, 00 AKUX 6i3Hec-Mo0enb 6anKy cxuibHa abo modce Oymu pasiueoro,; ma
OOTPYHMYBAHHS pe3yIbmamie i PopMy6aHHs eheKmuBHUX BUCHOBKIE.

Knwuosi cnosa: banxu, modenv b6anxiecokozo 6iznecy, OAHKIGCHKUL MeHeOlICMeHm, Yupposa eKoHOMIKd,
innosayitina oisnec-mooei.
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