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WAYS OF FINANCIAL ENGINEERING
DEVELOPMENT IN COMMERCIAL BANKS

Saipnazarov Sherbek Shaylavbekovich

Abstract— In this article, the author has studied a number of categories related to “financial management”, “financial engineering” by
systematizing the approaches of scientists in the field of methods and results of financial engineering. As a methodological basis, a set of
general scientific methods was used: induction, deduction, and comparative methods. At the end of the article, the author suggests ways to

develop financial engineering in commercial banks.

Index Terms— financial engineering, financial management, innovation, subject, object, methods, result, financial situation.

1 INTRODUCTION

N the financial market, credit organizations that
introduce new services and products are leaders. The
domestic banking system currently uses in practice the

most modern technologies
Innovative services include: Internet banking, online
trading, credit products, quick money transfer systems and
much more. But despite the fact that modern technologies
are used at the organizational level, banks spend a huge
amount of time on customer service. The introduction of
new services is often chaotic, meanwhile, in world practice,
there have long existed and used standards for modeling
business processes that help to systematize this process and
make it the most effective.

The relevance of this study is due to the fact that in
recent years, the development of the banking sector has
undergone qualitative changes and this determines the
level of development of competition in the market of
banking products and services. Banking innovations are an
important and stimulating direction for the further
functioning of domestic banking institutions.

Innovation at present is not just one of the phenomena
that determine economic growth, development, and
structural changes. They have become the essence of
modern development in all areas of the economy, including
in banking.

Financial engineering as an activity to create new

and banking products.

financial products is still an insufficiently studied area of
economic science. There are no universally recognized
theoretical concepts of financial, and especially banking
engineering. Foreign studies in this area are applied in
nature or reduce the theoretical content of financial
engineering to individual economic, organizational, legal
aspects of activity. The situation when engineering as a
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phenomenon of economic life, as practice exists, but there
is no single system of scientific views, predetermines
significant interest in its research and further development.

In world practice, targeted research has been conducted
to provide solutions to a number of problems aimed at the
efficient use of economic mechanisms of resource saving in
textile enterprises. In particular, the introduction of
innovative technologies in textile enterprises, energy
consumption in industrial enterprises, increasing economic
potential through innovative approaches. Therefore, the
main scientific trends are the further improvement of the
research on improving the organizational and economic
mechanism of increasing the resource efficiency of textile
enterprises.

2 LITERATURE REVIEW

The degree to which the problem is developed. The first
mention of innovation is found in the works of such
prominent representatives of economic thought as A. Smith
and D. Ricardo. In its entirety, the theory of innovations
was first presented in the works of I Schumpeter.
Mentioning economists who have made a significant
contribution to the development of the theory of
innovation, it is worth mentioning also domestic scientists,
both classics of economic theory (N.D.Kondratyev), and
our contemporaries (V. Kushlin, B. Kuzyk, A. Folomey,

etc.).

Actual issues of innovation and innovation
management were investigated in the works of domestic
and foreign authors - such as L.Yu. Andreeva, LT.

Balabanov, J.I.C., Barutin, A.S. Batrutdinov, S.D. Besheley,
L.S. Blyakhman, V.P. Bocharov, V.V. Gorshkov, P.N. Zawlin,
AJL Ipatov, C. B. Ildemenov, S.D. Ilyenkova, N.D.
Kondratiev, E.A. Kretova.,, A.G. Kruglikov, U.C. Kulagin,
N.L Lapin, G.I. Morozova, N.I. Morozova, A.L. Prigogine, B.
Santo, B.A. Soloviev, S.F. Spitsyn, B. Twiss, M.I. Tugan-
Baranovsky, R.A. Fathutdinov, Yul. Howstov, L
Schumpeter, E.A. Utkin, Yu.V. Yakovets, . Glukhov M.Yu.
[3], Zhukov E.N. [4] and others.
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The developers of the theory of innovation in the
banking sector were LV. Bu-kato, B.C. Vikulov, E.A.
Zabashta, O.V. Miroshkina, A.. Polishchuk, T.B. Ru-
benstein, H.-U. Derig, P. Rose, ]. Cinky, etc.

The problems of financial and banking engineering
were dealt with by Z.A. Vorobeva [2], C. B. [ldemenov, Yu.l.
Kapelinsky [1], A. Kovalev, P.V. Kutelev, V.G. Medynsky,
Y.M. Mirkin, B.M. Rapoport, A.I. Subchenko L. Galits, ]J.F.
Marshall and V.K. Bansal, J. Finnerty et al.

Current trends in the development of the banking
business were highlighted in the works of a number of
scientists, such as N.V. Beketov, G.N. Beloglazova, L.G.
Bokareva, A. Buzdalin, N. Valentseva, O.A. Gavrilova, G.G.

Gospodarchuk, A.M. Donskikh, D.V. Erokhin, K.V.
Zamyshlyaeva, O.A. Zverev, M.Yu. Zdorenko, LV.
Izvolskaya, L. Krasavina, E.A. Laricheva, A.B.

Letunovskaya, Yu.S. Maslenchenkov, Kurseev D.V. [5].

Despite the large number of works, among them there
are no those that would consider banking innovations, the
innovation process in a commercial bank, and banking
engineering comprehensively. In particular, views on the
essence and content of banking innovations remain
debatable. The issues of financial and banking engineering
remain poorly understood. In addition, in the work of most
economists, insufficient attention is paid to methodological
approaches to the production and dissemination of
banking innovations. The above indicates the need for
further research aimed at solving theoretical and applied
problems of innovative activities of commercial banks, and
also determined the choice of topic, goal and objectives of
the this research.

3 ANALYSIS AND RESULTS

Assessing the degree of knowledge of the problems
of the spread of innovation in general, it should be noted
the lack of theoretical generalizations and the lack of a
comprehensive assessment of the practical achievements of
recent years in the field of development of financial
innovations in the banking sector of the country. A
comprehensive analysis of innovative risks in the banking
sector, especially in the context of the financial crisis, has
not yet been sufficiently conducted.

The scientific novelty of the dissertation research is
the additional argumentation of the diversity and
multicomponent nature of financial innovations in the
credit system, as well as the identification of the role of
banks
innovations and stimulating economic growth

Marketing is one of the effective ways to increase the

in the context of the formation of financial
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efficiency of banks. A modern credit institution implements
a strategy of creating competitive advantages of one of the
following three types: a strategy of expanding the range of
services, a strategy of cost dominance, and a strategy of
focusing on a limited and homogeneous group of
customers (market niche). Promotion of sales of packages
of banking services allows you to increase the commission
income of the bank by increasing sales [7].

Define the meaning of the term banking service. The
following synonyms of banking services are distinguished:
banking product, banking operation.

It is generally accepted that the beginning of the
development of the theory of banking services was the end
of the 60s - the beginning of the 70s of the XX century, at
which time the scientific works of scientists from the
University of Michigan, the University of Wales, the
University of Geneva, and the work of Brian were
published.

The second stage in the development of the theory of
banking services occurred during the late 80s and early 90s
of the XXth century. This stage is characterized as attempts
to study the characteristics of the credit and financial
systems of individual countries the possible
consequences of the impact of globalization and
centralization of banking capital on the banking services
market.

The largest contribution to science was made by the
scientific studies of such authors as F. Derek, V. Malpas and
many others.

The third stage in the development of the theory of
banking services began in 1991 and continues to this day.
The beginning of this period was characterized by the
introduction of a single European currency - the euro in
1999 and the creation of the European monetary union in
1992, which entailed a revision of the concept of banking
customer service.[8]

To begin, consider what the term "product" is. The
product or product in economic theory means "economic
goods that are sold and bought." Since the bank produces
products that are significantly different from the product of
the sphere of material production, i.e. goods in the form of
money, means of payment, so the banking product has its
own specifics. A credit institution provides preferential
monetary services; one of the most popular products is the
provision of credit.

Until recently, four groups of banking products were
identified (Fig. 1). But currently, banks around the world
are developing Internet banking, which includes a full
range of retail banking services.

and
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Fig.1 Small and Medium Enterprises (SMEs) role in
the World economy

Small and Medium Enterprises (SMEs) play a major
role particularly in developing
countries. SMEs account for the majority of businesses
worldwide and are important contributors to job creation
and global economic development. They represent about
90% of businesses and more than 50% of employment
worldwide. Formal SMEs contribute up to 40% of national
income (GDP) in emerging economies. These numbers are
significantly higher when informal SMEs are included.
According to our estimates, 600 million jobs will be needed
by 2030 to absorb the growing global workforce, which
makes SME development a high priority for many
governments around the world. In emerging markets, most
formal jobs are generated by SMEs, which create 7 out of 10
jobs. However, access to finance is a key constraint to SME
growth, it is the second most cited obstacle facing SMEs to
grow their businesses in emerging markets and developing
countries. [20]

Credit services - the main type of services of a
commercial bank, which bring it the largest share of
income. Credit products, as a rule, should be specially
adapted to the requirements of specific customers,
therefore, when developing both the set of lending services
themselves and the strategy for their promotion, banks
should take into account the specific needs of certain
groups of customers (industry-specific, by the nature and
size of activities, patterns of ownership ) and the individual
characteristics of each potential borrower.

in most economies,
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Sources of Credit
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Fig.2. The Sources of Credit.[22]

Domestic banks produce the following loan
products:

- lending to projects;

- mortgage credit lending;

- lending to legal entities by overdraft;

- lending on a syndicated basis;

- lending to legal entities based on the opening of a
credit line;

- lending to individuals for housing construction;

- lending to individuals for consumer purposes.

Figure 2 shows the classification of loans.

CLASSIFICATION OF
CREDIT CARDS

Based on mode
of credit
recovery

Based on
status of
credit card

Based on
issuer
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Internation-
al Card

Domestic
card

Revolving
credit card

Domestic
Tie-up
Card

Master
Card

Proprie-
tary card

| Business
Card

Standard

Cardl Gold Card

Fig. 3. Credits classification. [21]

Credit, as a banking product, has qualitative,
quantitative and temporal characteristics. Consider each
feature in more detail. So the time characteristics depend
on the types of lending and the quality of the resource base.
Qualitative characteristics are determined by the fact that
the bank offers a wide range of banking products to its
customers. The quantitative characteristics of credit
products are determined by the size of credit limits, the
size of the bank’s equity, the solvency of the borrower, as
well as the size of the loan security. The most promising
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areas for the provision of credit services are regions where
the credit market is not developed or poorly developed,
and the potential of the creditworthiness of the population
is growing.[18]

Retail credit services are the most profitable business
for the bank. This conclusion is determined by the
following premises:[16]

- reduction in interest margins on operations with
corporate clients, caused by lower interest rates in the
domestic market;

- low capitalization of domestic banks and the
weakness of the resource base, which limits the ability of
banks in terms of lending to corporate business.

- lending to the population brings high income and
stable, as well as the diversification of credit risks due to
the differentiation of credit services by terms and
customers.

Banking innovation goes through a series of stages,
which in turn are collectively called the life cycle of
banking innovation. The life cycle of banking innovation is
a period of time, during this period the innovative banking
product has the greatest active life force and brings profit
to the bank (producer) or other real benefit. The producer
of banking innovation is the producer of this banking
innovation. The concept of the life cycle of banking
innovation is most important in the planning of production
and organization of the innovation process of this banking
innovation. This value is manifested in the following:

1. The concept of the life cycle allows the bank
management to analyze banking activities in the future
development perspective, and in the present. Also, it
should be noted that some changes cannot be attributed to
banking innovations, such changes include those that do
not change the essence of the banking product, for
example, changes in interest rates. In view of the foregoing,
a product is a banking innovation if it:

a) a new credit banking product, which first
appeared on the domestic financial market, that is, only in
one bank;[15]

b) a new foreign credit bank product for the Country,
that is, a new banking product that has appeared on the
domestic financial market, but is being sold on the foreign
financial market.

¢) new financial technologies.

2. The concept of the life cycle of banking innovation
implies the need for a systematic phased work on planning
the production of innovations (searching for an idea,
organizing an innovation process, creating a banking
its  market and diffusion
(recession)). If banking innovation is acquired, then this

innovation, promotion
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implies: a
bengmarketing.[17]

3. The concept of the life cycle of banking innovation
is the basis of the mechanism of analysis and planning of

study of demand, banking marketing,

innovation. If we analyze banking innovation, we can
establish at what stage of the life cycle it is and predict
what will happen to it when diffusion begins, and when
banking innovation generally ends. Such planning can be
carried out throughout the existence of banking innovation,
i.e. life cycle innovation. [14]

The bank as a producer of banking innovation has to
constantly solve four problems:

1. What needs to be done to expand existing and
develop new financial markets?

2. What needs to be done to develop banking
innovation?

3. What needs to be done to introduce banking
innovation in the market?

4. How to manage banking innovation most
effectively?

The solution to these problems is necessary to
determine the costs

financial, informational, material, labor resources.

The life cycle of an innovative loan product includes
the following seven stages:

1. Development of an innovative loan product.

2. Entering the market.

3. Market development.

4. Market stabilization.

5. The decrease in the market.

6. The rise of the market.

7. The fall of the market.[15]

Of course, the first stage is considered to be the most
important stage, since it is on it that the probability of
further success of the innovative loan product
implementation, its profit, demand volume and the amount
of money received from the sale of the product are
determined. At the first stage, the manufacturer carries out
work to initiate, search for an idea, feasibility study and
create a new product. Initiation is an activity that consists
of choosing the goal of innovation, setting goals, finding an
idea, feasibility study for innovation and developing a new
product. The producer pays all costs associated with the
development of banking innovation. At this stage, the
producer invests financial resources in banking innovation
in order to make a profit in the future.[14]

The second stage is indicated by the introduction of
an innovative product in the economic life of investor-
buyers. The next stage of market development is

determined by the growth in sales of a banking product in
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the financial market. The duration of this stage shows the
time when a new banking product is actively used and the
market is saturated with it. These two stages are associated
with the promotion and diffusion of the banking product.
Diffusion of innovation is the spread of already popular
innovation.

Based on theoretical principles and practical
recommendations for implementing the strategy of
penetration of financial innovations into the credit services
market, authors like D.Ya. Rodin and 1.V. Surin carried out
predictive calculations of quantitative and qualitative
parameters of the designed credit innovations at each stage
of their life cycle.[13]

Their methodology allows us to more accurately
determine the indicators of the effectiveness of the
implementation of the marketing strategy of the bank at
each stage of the implementation of credit innovations. At
the same time, special emphasis is placed on the qualitative
parameters of the degree of satisfaction of consumer
demand with innovative credit products of the bank and
the socio-economic efficiency of credit engineering and the
implementation of marketing strategies of the bank.

Consider several points of view of some scientists
who have identified the role of banks in the context of the
formation of financial innovation and stimulate economic
growth.

So, E. I. Deputatova, considering the problems of
forming an innovative economy, noted that the lack of
impedes the development of
innovations in the countries. The necessity of more active
use of banking resources for long-term lending to the
economy was substantiated. It was noted that the
development of a banking risk management system is
impossible the of
innovations in the practice of banks, which, due to
institutional and legislative problems, have not yet spread.
In this regard, special attention was paid to asset
securitization, as well as to structured financial products of
banks, allowing to meet specific customer needs through a
combination of traditional (bonds, deposits, bills) and
derivatives (forwards, swaps, options, credit derivatives)
financial instruments. This problem, according to E.L
Deputatova, can be solved by qualified structuring of
transactions, allowing to reduce credit risks.[11]

KV Savchuk noted that focusing on the innovative
development of the country's economy in the conditions of
the global financial crisis places high demands on the
of banking, banking technologies
services, and risk management. This determines the need
for a systematic approach to the integration of operational

financial resources

without introduction financial

effectiveness and
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risk management with the participation of key departments
of the bank [8].

At the present stage of development of financial
innovations in the domestic banking sector, the following
areas are manifested:

- virtualization of financial innovations (the
introduction of remote service channels, such as Internet
banking, a round-the-clock hotline, electronic money
transfer technologies);

- Technologization of financial innovations (using the
latest developments in the field of technology, improving
banking equipment, accelerating the work process);

- the use of social connections and circles of
communication to include customers in the work of the
bank, if they want to. Crowdsourcing is becoming
increasingly popular, and Widiba (Italy), an example of
this, asked customers to develop the functional features of
their new mobile bank [5].

Financial innovations are becoming a means of
increasing competitiveness in the banking market, where
everyone strives to take a leading position by providing
new, high-quality and profitable services. Active
implementation of financial innovations leads to changes in
the behavior of credit organizations, which change the
intensity of competition in the banking market [10].

4.CONCLUSIONS

Thus, having analyzed all of the above, we can
conclude that innovation contributes to economic growth,
development and structural changes. An innovative
banking system in Countries is just beginning to take
shape. To be at a high level of innovative development,
domestic banks need to rely on the experience of leading
foreign and their forecasts innovative development to
identify priority areas for the development of banking
technology.[9]

To survive the competition, banks The following
tasks need to be solved:

- increase flexibility and adaptability to the market,

- automate banking processes, use new computer
technologies, virtual banking and financial technologies,

- switch to remote service, use of Internet banking,

- create and introduce new banking products or
services based on new technologies,
information and

communication technologies for electronic marketing,

- introduce innovations in the field of forms and
methods of management, changes in the qualifications of
employees.[12]

Thus, innovations in the banking sector in the
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context of globalization are an urgent need for domestic
banks. To successfully participate in the competition,
domestic banks need to focus only on the most advanced
technologies and products.
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