











New to Credit from Alternative Data

V. How does this affect
lender portfolio?

Give Credit Where Credit is Due establishes
that on the whole, the use of alternative data in
the credit scoring rubric does not worsen credit
scores for most borrowers in the short-term.
The key benefit is that many who were unscore-
able became scoreable, and many received prime
scores. And the scores that incorporated alter-
native data were more predictive of payment
outcomes -- that is, outperformed -- the scores
generated without alternative data. Using the
alternative data would allow lenders to increase
the size of their portfolios, reduce delinquency
rates, or some combination of the two. In short,

alternative data enables lenders to better assess

consumer risk and make better lending decisions.

You Score, You Win shows that the use of alterna-
tive data also does not, on average, worsen credit
scores over time. This suggests these consumers
are not becoming overextended. The evidence
shows that these consumers are able to leverage
their new scores into mainstream credit access.
This suggests that over the longer term, consum-
ers gaining access to credit via alternative data
are not becoming increasingly overextended or
experiencing increasing payment and credit dif-
ficulties. Rather, credit scores tend to rise over
time for those who access credit based on alterna-
tive data.

Taken together these results imply that by using
alternative data in underwriting, lenders can
extend credit to many that would have previously
been excluded, make better lending decisions for
thin-file consumers in general, and at the same
time not fear long-term negative impacts on their
portfolios.

Whenever any new approach is taken in lending,
it is prudent to first thoroughly test the new ap-
proach. And we certainly recommend the usual
sorts of lending analysis as are highlighted for the
case of using alternative data in Using non-tra-
ditional data for underwriting loans to thin-file

borrowers: Evidence, tips, and precautions *2.

2> Turner, Michael and Amita Agarwal. “Using non-traditional data for underwriting loans to thin-file borrowers: Evidence, tips, and

precautions”. Journal of Risk Management in Financial Institutions. 1:2, pp.165-180. Available: http://www.infopolicy.org/files/down-

loads/pp165-80.pdf



V1. Conclusion

Given the current credit crisis, PERC’s research
on alternative data identifies timely opportunities
for both the underserved consumer market and
lenders. Lenders will be able to use non-financial
information to extend credit to the financially
excluded. A Fair Isaac Corporation estimate
predicts that if just 3% of the underserved market
is accessed via the risk information that alterna-
tive data provides, the benefit to lenders would be
substantial, equaling approximately $2.3 billion
for mortgage lenders, $750 million for automobile
lenders, and $113 million for credit card issuers®.
If GE Money’s estimate that 40% of the thin-file/
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no-file population can be extended credit profit-
ably using current credit instruments, this would
mean $30.67 billion for mortgage lenders, roughly
$10 billion for automobile lenders, and $1.5 billion
for credit card issuers?*.

The real beneficiaries, however, are the credit
underserved. With access to affordable and
responsible credit, new to credit consumers are
able to build assets. Those financially underserved
consumers who have a positive payment records in
non-financial obligations will have the ability to
access affordable credit. Importantly, this can be
done without having to take on credit. It enables
individuals to break free from the “credit Catch
227 of having to have credit experience in order to
qualify from credit.

Additionally, consumers who do not pay on time
are protected from receiving offers of credit that
would cause them financial hardship. That s,
fully reporting non-financial payment obliga-
tions to credit bureaus and CR As offers both
compelling consumer benefits—access to afford-
able mainstream credit—and powerful consumer
protections—credit offers that match a borrower’s
capacity to repay.

#Maas, Ericca. (2008) “Credit scoring and the credit-underserved population” The Federal Reserve Bank of Minneapolis. (16 Sep 2008)
Available: heep://www.minneapolisfed.org/publications_papers/pub_display.cfm?id=2452 .

**These figures are derived by multiplying FICO’s estimates based upon 3% of the underserved These figures are derived by multiplying

FICO’s estimates based upon 3% of the underserved population by 13.333 to adjust for GE Money’s estimate that 40% of the thin-file/

no-file population could qualify for credit using existing credit instruments. GE Money estimate from transcript of event at Brookings

Institution titled “Extending Credit: Helping Americans Build Solid Financial Futures.” Downloaded from: http://www.brookings.
edu/~/media/Files/events/2007/0109metropolitan%20policy/20070109.pdf



New to Credit from Alternative Data

Widespread reporting of non-financial payment
obligations to credit bureaus and CRAs is much
needed in the wake of the recent US financial
crisis whereby various parties either misused or
failed to use credit information appropriately for
assessing risk. Broadening the quantity of verifi-
able payment data is a credit file should go a long
way toward making lending broader, faster, and
smarter. Reporting alternative data to consumer
credit bureaus and CRAs is not a magic bullet so-
lution to today’s credit crunch and financial crisis,
but it one powerful tool that can be used to repair
and rebuild a devastated retail credit sector.
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