
 
 

 
 
 
 
 
 
 

 
Data Diversification in Credit 
Underwriting 
Research Brief 

Concerns about the reliability of traditional credit data in rapidly changing economic conditions and the need to 
expand financial inclusion are strengthening incentives to adopt new information sources and predictive models. 
This Research Brief summarizes recent developments and challenges. 

As digital information has exploded in the past 15 years, the U.S. financial sector has been 
searching for “alternative” or “non-traditional” data to improve credit scoring and underwriting. 
Incentives to adopt new data sources and models have further increased in the last six months, as 
the pandemic recession and mass movements for racial justice have further underscored the need to 
address weaknesses and gaps in traditional information sources. 

This Research Brief catalogues recent initiatives to tap non-traditional data sources and update 
scoring and underwriting models. FinRegLab has not independently evaluated these efforts, but 
rather describes them here as part of its series about efforts to facilitate a more inclusive recovery 
to the Covid-19 pandemic and as a follow up to its prior report, The Use of Cash-Flow Data in 
Underwriting Credit: Market Context & Policy Analysis.1 For example, the brief provides overviews of 
the following initiatives: 

» New scoring products that use bank account data, professional licensures, and 
other non-traditional information sources  

» Recent credit bureau initiatives to provide lenders with access to information 
from utility and telecom records and bank account data 
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» Heightened scrutiny of cash-flow information by individual lenders 

» Initiatives to distill additional insights from traditional credit reporting data in 
connection with economic downturns 

» Recent activities by federal financial regulators signaling openness to the 
adoption of new sources of financial information and updated models in credit 
underwriting  

The increased interest in alternative information sources and expanding range of data and model 
options could prove particularly helpful for smaller lenders seeking to adapt their processes and 
systems. Yet the events of the last six months have also increased competing demands for resources 
and exacerbated some market and policy challenges. While short-term risk management is still the 
dominant industry focus in light of uncertainty about the broader economy, strategic decisions by 
policymakers, industry, and advocates in coming months will shape credit markets’ ability to 
facilitate a more inclusive recovery and make broader long-term changes. 

Background 
Consumer credit markets today are heavily dependent on credit reports from the three 

nationwide consumer reporting agencies (NCRAs)— Equifax, Experian, and TransUnion—that each 
maintain files on more than 200 million U.S. residents. These reports often in turn serve as the basis 
for calculating credit scores that group applicants into bands based on the groups’ predicted relative 
likelihood of default. Some sources estimate that third-party credit scores from models developed 
by the Fair Isaac Corporation (FICO) and NCRA joint venture VantageScore are used in more than 
90% of underwriting decisions for mortgages, credit cards, and auto loans.2 Small business lenders 
also frequently use owners’ personal credit history and scores in their underwriting processes.3 

The creation of a nationwide credit information infrastructure, use of third-party credit scores, 
and adoption of automated underwriting models by individual lenders are credited with helping to 
fuel a substantial expansion in U.S. credit markets over the last several decades. In particular, the 
ability to access information that previously would only have been available to companies that have 
already done business with an applicant has been transformational. Studies suggest that the three 
developments have tended to lower underwriting costs and default losses and increase competition 
for borrowers.4 They have also tended to reduce reliance on subjective decision-making, which can 
be particularly vulnerable to conscious discrimination or unconscious bias.5 

Yet for all of these benefits, the traditional credit information system is still subject to significant 
limitations. Because reporting is voluntary and most information comes from particular categories of 
lenders, there is relatively little data about consumers or small businesses who do not already have 
and use those types of credit products. There are incentives for companies to withhold information, 
and accuracy has been a substantial concern historically though it may have improved in recent 
years.6  More fundamentally, even for applicants with relatively robust, accurate credit files, reports 
from the three NCRAs cannot provide a complete assessment of their finances because they do not 
provide direct information on income, reserves, or even a complete picture of all recurring expenses.7   
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Concerns about the reliability of traditional credit information and existing scoring and 
underwriting models have increased substantially in recent months in response to both the pandemic 
recession and racial justice movements. In particular, stakeholders have focused on three sets of 
issues:  

» The sensitivity and timeliness of traditional information sources: Because lenders 
typically file updates with the NCRAs on a batch basis and NCRA reports reflect payment 
history only for selected types of expenses, it may take weeks or months for substantial 
changes in borrowers’ financial circumstances to manifest fully in their reports and scores. 
This can make it particularly difficult for lenders to predict default risk accurately both for 
applicants who have recently experienced financial difficulties and for applicants who are 
rebounding from past income or expense shocks.8   

» Inclusion and fairness concerns: About 20% of U.S. adults—including disproportionate 
numbers of African-American, Hispanic, and low-income borrowers—lack sufficient credit 
history to be scored using traditional models.9 Disparities in scores between different 
demographic groups also appear to be driven in significant part by disparities in income 
and assets, which in turn have been affected by historical discrimination in such fields as 
employment, education, housing, and lending. Concerns have also been raised that racial 
minorities’ scores may be disproportionately affected to the extent that they may lack 
geographic access to banks and are targeted by lenders who offer credit products with 
higher prices and riskier structures.10 Although Federal Reserve Board research has found 
that traditional credit scoring models have substantial predictive value across different 
demographic groups,11 concerns that  traditional credit information and scoring systems are 
perpetuating disparities have received increased attention in recent months as part of 
broader debates about systemic racial justice.12 

» Model performance in unprecedented economic conditions: Even for populations 
that are not historically underserved, existing scoring and underwriting models simply were 
not built for such extreme economic conditions. Particularly in the face of continuing 
uncertainty about future prevalence of Covid-19 and government relief initiatives, industry 
confidence in traditional models’ ability to predict default risk has eroded in the face of 
the worst unemployment levels since the Great Depression, growing small business 
closures, and unprecedented use of short-term loan forbearances.13 Some sources have also 
suggested that the fact that average credit scores have actually edged upward in recent 
months due to pandemic relief programs, deleveraging by consumers, and federal 
consumer reporting legislation may be further undermining confidence in traditional 
information and models.14 

In the short run, capital requirements and concerns about the performance of existing credit 
scoring and underwriting models are prompting many lenders to tighten their credit criteria, for 
instance by requiring higher minimum credit scores for new loans.15 But such categorical credit 
overlays can be both over- and underinclusive, since they may cause lenders to turn away applicants 
who in fact would repay and fail to detect applicants whose financial circumstances are rapidly 
deteriorating. A growing number of stakeholders have voiced concerns that overly rigid overlays 
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could exacerbate systemic barriers to credit access and dampen attempts to facilitate a broader and 
more rapid recovery.16  

Thus, recent developments are substantially strengthening business and policy incentives to 
diversify data sources and update models, despite a number of factors that can tend to slow or 
discourage changes in more ordinary circumstances. For example, developing and validating new 
models can take substantial time and resources, particularly for banks that are subject to ongoing 
monitoring for safety and soundness.17 Adopting novel data or models may make it more complicated 
for lenders to securitize loans and attract investors, since third-party credit scores are often used as 
a benchmark for comparisons across companies and portfolios.18 Use of new data types and models 
also requires careful vetting for fair lending, privacy, and other consumer protection concerns.19     

Such factors can affect the pace of innovation even for models that rely solely on data in NCRAs’ 
credit files. For example, FICO and VantageScore have each released two major model updates in the 
past decade to account for changes in consumer behavior since the 2008 financial crisis, 
modifications in consumer report data, and advances in modeling techniques; the most recent of 
these initiatives is FICO 10, which was announced in January 2020.20 Yet the most popular third-party 
scoring model in use today is FICO 8, which was developed based on data from before the crisis.21 
And thanks to special market and regulatory factors, mortgage securitization currently relies on even 
earlier FICO models that were developed in the late 1990s. Government-sponsored entities Fannie 
Mae and Freddie Mac are in the process of analyzing and validating more recent models for use, but 
approval and implementation are expected to take another two to three years to complete.22  

Recent Data and Model Initiatives 
Incumbents in the credit reporting system have been working to supplement traditional 

underwriting information with rental and utility payments history for more than a decade, though 
practical, legal, and policy considerations have affected the pace and scope of such efforts.23 More 
recently, attention has shifted to bank transaction account records and other sources of cash-flow 
information that reflect not only payment of recurring expenses but also information about income 
and reserves.24 For lenders who are not already providing transaction accounts or other services to 
borrowers, such information is typically obtained via “data aggregators,” which are a type of 
intermediary that has developed over the last two decades largely to move account data between 
different kinds of financial institutions.25 In some cases data aggregators are partnering with 
nationwide consumer reporting agencies and/or credit score model developers, and in other cases 
they are functioning as agents on behalf of individual lenders, who then process the data using 
proprietary models. 

A number of actors had launched or announced initiatives to diversify data sources and develop 
new models for use in credit scoring and underwriting in 2019. Recent developments have both 
spurred market interest in these initiatives and prompted additional efforts to distill more insights 
from both alternative and traditional data sources. This section provides a brief overview of recent 
commercial and regulatory developments.  
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New scoring models using alternative data 

In addition to an earlier alternative product called FICO XD that uses telecom, utility, and public 
records to evaluate applicants who cannot be scored using traditional FICO models,26 FICO and 
Experian each launched pilots in 2019 of alternative scoring models for more generalized use that 
draw on non-traditional information such as bank account data and professional licensure 
information. In summer 2020, a new startup called Harvest also started offering a credit scoring 
model that combines a traditional score with analysis of cash-flow data. 

» UltraFICO: FICO began piloting a scoring product called UltraFICO in 2019 in partnership 
with Experian and Finicity, a data aggregator. The scoring model relies on consumers’ 
permission to access their checking, savings, or money market data to generate a separate 
credit score using both cash-flow and traditional consumer report attributes.27 The cash-
flow elements include such factors as the length of time that accounts have been open, 
recency and frequency of transactions, evidence of consistent cash on hand, and history of 
positive account balances. The score is frequently being used in a “second look” process for 
consumers who do not qualify for credit or for favorable terms using traditional scores. 
UltraFICO organizers have estimated that 15 million consumers can be scored using the new 
model even though they may lack sufficient credit history to generate a traditional FICO 
score, and note that UltraFICO may also be particularly helpful to consumers with low 
scores, marred credit, or relatively short payment histories.28  

» Experian Lift Premium Score: Experian has begun piloting a new credit score product 
that combines analysis of trends in consumers’ traditional credit report data over 24 
months (including on-time rental payments where such information is available) with non-
traditional data (specifically professional licensures and payment history on payday and 
certain high-cost installment loans).29 Experian has estimated that the model increases 
predictiveness by 23% compared to other scores when evaluating thin and no file 
consumers and could benefit up to 40 million consumers.30 The score could be used as a 
primary score for consumers who lack traditional credit files or as a supplemental or 
second-look product in combination with traditional scores. The program builds on 
Experian’s prior acquisitions of specialty credit bureaus and in particular on an earlier 
initiative called the Experian Clear Early Risk Score that incorporates payday and 
installment loan data.31  

» Harvest Pro Index: Harvest is a fintech that provides automated personal financial 
management services and advice relating to bank fee negotiation, debt management, and 
other topics. In summer 2020, it launched a new scoring model called Pro Index that factors 
in traditional credit scores, average debt to income ratios, and average expense to income 
ratios based on an analysis of bank account information that is compiled by various data 
aggregators with consumer permission. The product is designed for use as a tool to help 
consumers understand their own financial health, as well as for lenders in originations and 
portfolio monitoring. The company reports that several New York credit unions and a large 
U.S. financial institution have signed up to use the score.32 
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Credit bureau initiatives to leverage utility/telecom records and bank account data 
New initiatives to supplement traditional data at all three nationwide consumer reporting 

agencies with payment history reflected in utility/telecom records and bank account information 
were announced prior to the pandemic. The programs differ as to whether they are focusing on direct 
consumer sign up or recruiting individual lenders to participate, as well as to whether the 
supplemental information is provided via the NCRAs’ main reports or as a separate data source. Two 
other credit bureaus announced initiatives relating to cash-flow data in September 2020. 

» Experian Boost: NCRA Experian and data aggregator Finicity launched “Experian Boost” 
in 2019 to augment consumers’ credit files where they authorize pulling positive payments 
information for designated utilities and telecommunications companies from their checking 
accounts. In July 2020, Experian announced it would also consider positive payments 
history with Netflix streaming services.33 The results are reflected in any scores that are 
generated based on Experian credit files for as long as consumers’ bank accounts are 
connected, without lenders having to purchase a separate score. Overall, nearly 5 million 
consumers have connected their accounts, adding an average of two trade lines. About 
65% of consumers overall experience a score increase. The average improvement among 
all consumers who experience a gain is 13 points, compared with 19 points for consumers 
who start with scores below the “prime” range.34 About 12% of consumers experienced a 
significant enough increase to move into a higher score band. There is no charge to sign up 
for Boost.35  

» TransUnion/eCredable Lift: This initiative was announced in late 2019 as a way to 
reflect consumers’ telecom and utility payment history in their TransUnion credit files. 
Consumers designate which accounts they want listed and provide their telecom or utility 
account credentials to eCredable, which works with a data aggregator named Urjanet to 
provide up to 24 months’ of account history from the designated companies to TransUnion 
and then updates the information on a monthly basis for as long as the accounts are 
connected. The information, which includes both positive and negative payments history, 
is then accounted for in credit scoring models that are generated based on TransUnion 
credit files, without lenders having to purchase a separate score. eCredable reported in late 
May that the average score increase is 30 points but did not provide information on how 
many people had enrolled to date. The cost is $19.95 per year.36 eCredable provides a similar 
service for small business owners seeking to report accounts to commercial credit 
bureaus.37  

» Equifax partnerships: Equifax launched two partnerships in 2020 with data aggregators 
to provide customer-permissioned bank account and utility/telecom data to participating 
lenders. The information is not feeding into Equifax’s main credit files and does not involve 
a consumer fee for sign up. One initiative called Snapshot is a partnership with aggregator 
Envestnet/Yodlee where consumers authorize pulling information from their financial 
accounts about income, assets, and cash flow. The reports provide attributes, but not a 
specific predictive score.38 The second product, called Credit Risk, involves a partnership 
with Urjanet to provide up to 12 months of payment history from telecoms and/or utilities 
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with consumer permission. The partnership will be able to access data from companies that 
are not members of the National Consumer Telecom & Utilities Exchange, which is a 
separate specialty consumer reporting agency that Equifax helps to administer and that 
provides data for some specialty credit scoring models.39  

» Finicity Lend: Separate from its other partnerships discussed above, Finicity announced 
in late September 2020 that it was expanding analytical services on its lending support 
platform to provide an enhanced group of attributes distilled from bank account data for 
use by individual lenders in their proprietary underwriting systems.40  

» Nova Credit: Nova Credit is a consumer reporting agency that helps people who have 
recently moved to the U.S. by collecting their credit report information from their home 
countries and analyzing it to produce a standardized score and report that are similar to 
domestic analogues for use by U.S. lenders. It announced in September 2020 that it was 
partnering with international data aggregator Salt Edge to supplement its “Credit Passport” 
reports with bank account data for customers who move to the U.S. from more 31 
European countries.41  

Heightened scrutiny of cash-flow data by individual lenders 

Interviews with industry stakeholders also suggest that some individual lenders are using their 
own proprietary analyses to look more closely at cash-flow information as a way to assess 
applicants’ financial capacity and payment history. Banks can tap such information internally where 
they provide both transaction accounts and credit products to particular consumers or small 
businesses, although it may be more difficult and/or expensive for small banks to do so given their 
reliance on “core processor” vendors and limited modelling resources.42 Where lenders are assessing 
applicants that are not already customers, they typically rely on data aggregators as discussed above 
to gain access to the data. In the small business context, some companies also use accounting 
software or payment processing feeds as sources of cash-flow information.43 

Although patterns are complicated by the fact that demand for most types of loans dropped at 
the same time that credit standards were tightening in response to the pandemic,44 aggregators 
indicate that they have seen an increase in the volume of activity from new and/or existing lender 
clients particularly in the last few months as lenders have adjusted their operations and business 
strategies in response to the pandemic. Some lenders are using the information to monitor their 
existing portfolios, while others are using it to increase their originations activity. In both contexts, 
stakeholders say many lenders are digging more deeply into the data to distill additional insights 
that may be useful in current conditions. Individual lenders who were relying on bank transaction 
account data before the pandemic report that it is proving particularly useful during the downturn 
to evaluate shifts in consumers’ reserves, income, and expense patterns in response to changes in 
the broader economy.  

Commercial relationships and industry initiatives to support movement of account data have 
also continued to evolve over the course of the pandemic. Payments network Mastercard announced 
in June that it was acquiring Finicity, following on the heels of a similar January announcement by 
Visa regarding its acquisition of aggregator Plaid. Both acquisitions are subject to regulatory 
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approval.45 Large banks have also continued to push aggregators to sign bilateral agreements 
governing their collection and transmission of consumers’ account data from the banks’ platforms; 
for instance, Wells Fargo announced in September that it has signed 17 such agreements with 
aggregators and large fintechs that will govern 99% of the information being collected from its 
platforms for use by other financial institutions.46 An industry initiative to develop more consistent 
technology infrastructure and standards for data transfers has also gained an additional 40 members 
since March 2020, with increasing international participation.47   

Initiatives to distill more insights from traditional data regarding economic downturns 

A number of initiatives have also been announced to distill additional insights from traditional 
credit reports with regard to economic downturns generally or the Covid-19 pandemic in particular. 
In June 2020, FICO announced a new general product that analyzes which consumers are likely to be 
relatively sensitive to or resilient in the face of economic downturns relative to peers with 
comparable traditional credit scores. The three nationwide consumer reporting agencies each also 
announced new products in summer 2020 that distill traditional credit reporting data to provide 
greater insights about consumers who have obtained short-term forbearances and other points of 
uncertainty with regard to current economic conditions.  

» FICO Resilience Index: FICO announced a new product in late June called a “Resilience 
Index” that is designed for use in conjunction with traditional FICO scores to evaluate which 
consumers within any particular scoring band are likely to be relatively sensitive to or 
resilient in the face of economic downturns.48 While defaults tend to go up for consumers 
in all score bands during such periods, the model was developed based on data from the 
2008 financial crisis using variables that are derived from traditional consumer reports to 
determine which consumers’ performance was better than average for their scoring 
cohorts. For example, the model finds that consumers with longer experience managing 
credit, lower balances, and fewer active accounts tend to have fewer defaults relative to 
other consumers with the same credit score during downturns.49 A white paper 
commissioned by FICO concludes that the product could substantially increase access to 
credit during downturns in middle and low score bands by giving lenders a way to evaluate 
which consumers are less likely to default, rather than setting higher score cut offs based 
on average default rates for credit score bands as a whole.50  

» TransUnion Acute Relief:  Announced in June, the Acute Relief products are designed to 
help lenders better gauge credit risk among consumers who have obtained a short-term 
loan forbearance or otherwise indicated that they are experiencing pandemic-related 
financial distress. The Acute Relief products rely on data from traditional consumer reports 
using trended history over a 30-month period. TransUnion has identified dozens of 
attributes from the reports to shed light on consumers’ risk levels depending on the 
particular types of credit accounts they have. The company has also generated a risk score 
that relies on various trends in payment behaviors but not account delinquency to predict 
likelihood of default.51 
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 TransUnion has specifically restricted use of its Acute Relief products by contract to 
prohibit their use in negative credit decisions, such as rejecting applications or restricting 
credit lines. Instead, the products can be used for general risk monitoring of portfolios and 
potentially for determining which consumers are sufficiently financially stable that lenders 
may want to extend a prescreened offer of credit.52  

» Equifax’s Response Recovery: Equifax announced in August that it was providing 
trended consumer report data and analytics for both consumers and small businesses, for 
instance to enable lenders and servicers reach out to customers who may already have 
received credit accommodations from other institutions and monitor predictors of small 
business distress. The company is also providing a “sandbox” to allow companies to analyze 
aggregated data across multiple Equifax datasets to identify general trends for purposes 
of portfolio management.53  

» Experian Economic Response and Recovery: Experian announced in September that 
it was enhancing earlier Covid-19 related initiatives to provide approximately 300 credit 
report attributes, including trended data, to help lenders work with customers who have 
taken loan accommodations. The suite of products also includes a free business risk index 
to assess which companies most need assistance and general market trends data.54  

Federal financial regulator initiatives  

Federal financial regulators issued an interagency statement on the use of alternative data in late 
2019 that signaled particular openness to the use of cash-flow information from transaction 
accounts,55 and have followed up in 2020 with several additional statements and initiatives to 
facilitate the use of new data and models. Recent activities include: 

» Prudential regulators’ statement on responsible small dollar lending:  In the 
course of a broader May 2020 statement emphasizing the role that responsible small dollar 
lending could play in pandemic response, the agencies noted the roles that both innovative 
technologies and data sources such as deposit account activity can play in underwriting 
consumers and small businesses who do not meet supervised institutions’ traditional 
standards.56 

» CFPB no action letter template:  The Consumer Financial Protection Bureau issued a 
template for “no action letters” to the Bank Policy Institute in May to facilitate the approval 
of plans by individual lenders to offer small-dollar credit products based on an assessment 
of cash-flow data and other standardized elements. Each lender’s plan will require a further 
submission and approval based on additional information.57 

» CFPB focus on adverse action notices:  The Consumer Financial Protection Bureau in 
June announced a fall tech sprint focusing on the provision of “adverse action notices” 
explaining the reasons for particular credit decisions to consumers.58 The agency also 
published a blog in July discussing the fact that compliance concerns with the disclosure 
requirements may be affecting the pace at which lenders adopt new underwriting models, 
particularly ones involving alternative data sources or machine learning techniques. The 
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blog described the regulatory provisions as providing “built-in flexibility” and noted topics 
that the Bureau is particularly interested in exploring with stakeholders.59  

» FDIC initiative on model due diligence:  The Federal Deposit Insurance Corporation in 
July issued a Request for Information to explore ways to facilitate community banks’ 
adoption of new technologies and partnerships with fintechs by increasing the efficiency 
of vendor due diligence. Among other topics, the RFI seeks input about the potential use 
of standard setting organizations and voluntary certification programs to help lessen the 
burden on individual banks of validating vendors’ models for underwriting and other 
purposes.60  

» OCC Project REACh:  The Office of the Comptroller of the Currrency in July convened 
representatives from national civil rights organizations and the banking, business, and 
technology industries through a Roundtable for Economic Access and Change (REACh) to 
address barriers that prevent full, equal, and fair participation in the nation’s economy.61 
One of the project’s initiatives is focusing on the potential to assess consumers who lack 
sufficient credit history to be scored using conventional models by leveraging bank account 
information, rent payments, and/or utility payments. The workstream is focusing on 
encouraging the development of alternative credit scoring methods based on such data 
and on addressing related infrastructure issues concerning data flows.62 Institutions that 
are participating in this workstream include Affirm, Bank of America, Citibank, Credit 
Karma, JPMorgan Chase, National Urban League, Operation HOPE, Plaid, Steady, U.S. Bank, 
and Wells Fargo.63  

Market & Policy Considerations 
It is too early to gauge the practical impact of many of these initiatives, but stakeholder 

interviews suggest that there is a substantial increase in interest among lenders and investors about 
changing their business processes compared to when FinRegLab published its last major report on 
the potential use of cash-flow data in credit underwriting in late February 2020. While industry 
stakeholders’ immediate focus is primarily risk management given continuing uncertainty about the 
broader economy, there is also greater sensitivity to the need to address systemic barriers to access 
to credit going forward. Thus, efforts to regularize access to new data sources and assess their short-
term utility may also lay the groundwork for longer-term efforts to expand credit access to 
historically underserved populations as economic conditions begin to stabilize. Stakeholders have 
emphasized that strengthening data infrastructure and providing additional third-party scoring 
models could be particularly important to help smaller players adapt their processes and systems in 
light of internal data and resource constraints. 

But a number of other market and regulatory factors could also affect the pace and scale of 
longer-term changes to credit information systems. As detailed in FinRegLab’s previous cash-flow 
data reports, such issues include: 
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» Business model factors, such as operational costs that affect banks’ willingness to make 
relatively small loans in both consumer and commercial markets and capital structures that 
affect fintech lenders’ pricing and capacity to operate in difficult economic conditions.64 

» Investors’ need for common benchmarks across lenders and portfolios.65 

» Business and regulatory requirements for individual firms to validate their models for 
general performance and stability as well as for fair lending risk.66 

» Challenges in securing reliable data access, including development of consistent technology 
standards and resolution of regulatory compliance and liability issues as the volume of data 
transfers between firms continues to increase.67 

» Management of privacy tradeoffs and potential concerns about fairness, accuracy, data 
security, and transparency with regard to the use of new types of data to underwrite 
consumers and small businesses.68 

And while the events of the last six months have increased momentum in some respects, they 
have also exacerbated various market and policy challenges. For instance, banks’ technology and 
modeling resources are stretched thin as they have to respond to changes across multiple aspects of 
their businesses, and many are funneling money to loan loss reserves. Non-banks have had to 
recalibrate their originations strategies as investors have become more cautious, and a number of 
lenders (both bank and non-bank alike) have laid off workers to cut costs.69 Regulators and advocates 
are also having to prioritize resources as between long-term projects and short-term issues arising in 
connection with the pandemic. 

Model building is also likely to prove particularly challenging in the wake of the pandemic 
recession. While the recent downturn has in one sense addressed concerns that many of the models 
that have been developed over the last decade using non-traditional data had never been tested in 
adverse economic conditions,70 the current downturn is aberrant in its scale and cause. The fact that 
an applicant has experienced a short-term disruption in their ability to repay a loan because of the 
pandemic may not yield much insight about their long-term propensity to repay in normal conditions, 
but the negative effects of that short-term disruption will generally remain on their credit reports 
for 7 years.71 At the same time, consumer behavior may shift in response to recent stresses in ways 
that cannot yet be predicted. The fact that the pandemic’s health and economic impacts are 
disproportionately harming communities of color and exacerbating historical financial disparities also 
underscores the challenges of determining what further adjustments to historical models may be 
warranted to increase predictiveness and fairness going forward.  

Industry processes for making long-term adjustments to credit models in the aftermath of an 
economic downturn do not typically begin until the particular downturn has bottomed out and 
several months of subsequent data have accrued. But the actions that policymakers, industry, and 
advocates take in coming months could make a substantial difference as to the extent of financial 
damage that accrues in the meantime, lenders’ ability to help bridge shortfalls and facilitate a more 
rapid recovery in the short term, and the strength and effectiveness of long-term efforts to make 
credit markets more inclusive and resilient. Beyond the work of individual firms to develop, adjust, 
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and validate new credit models and data sources, three sets of near-term activities could be 
particularly important to sustaining the current momentum:   

» Approving further pandemic relief and organizing related outreach efforts: The 
decisions Congress makes on further pandemic relief programs for particular populations 
will have a substantial effect on the finances of affected consumers and small businesses, 
the extent to which financial damage manifests itself in both traditional and new data 
sources, and the need for private credit sources to fill short-term gaps.72 These issues in 
turn will shape which individuals and businesses can qualify for credit to support business 
reopenings, major household purchases, and other activities during the recovery phase. 
Certainty about pandemic relief programs would also help lenders act with more 
confidence in calibrating risk levels and credit standards.73 Requiring households and small 
businesses to rely solely on amassed savings and private sources of credit to bridge through 
the pandemic recession would exacerbate current hardship patterns among low- to 
moderate-income populations and slow the pace of the broader recovery for communities, 
states, and the nation as a whole.74 

 Greater public education, outreach, and counseling support for consumers and small 
businesses also appear critical in light of evidence of substantial gaps in public awareness 
and the fact that requirements are shifting as initial relief programs are modified or 
replaced by subsequent initiatives. For example, more than 530,000 homeowners have 
become delinquent on their mortgages since the pandemic began, despite being eligible to 
request up to a year of forbearance under federal law, and another 205,000 homeowners 
who did not extend their initial forbearances in June and July have since become 
delinquent.75 Stakeholders say many of the latter group may be in the course of negotiating 
long-term loan modifications, but more research would be helpful to determine exactly 
which consumers are failing to take advantage of relief programs and why. Surveys of 
housing counselors suggest that lack of awareness of the ability to request forbearances 
and concern about being required to make a single lump sum payment immediately upon 
the end of forbearance are substantial drivers.76  

» Additional public research on economic conditions, working with distressed 
borrowers, and the predictiveness, fairness, and inclusion effects of particular 
data sources: The need for quick, effective, and efficient action puts a further premium 
on public research to help identify and promote best practices and innovations that will 
benefit borrowers and lenders alike. Although the experiences of the 2008 financial crisis 
provide important lessons about working with distressed borrowers in severe downturns, 
the pandemic recession also presents substantial differences with regard to the source and 
breadth of disruption. Being able to identify meaningful recovery signals in different 
market segments, determine how to increase the effectiveness of relief and outreach 
programs, and validate available data sources and models for both short-term and long-
term use will be critical to increasing lender confidence, minimizing damage to consumer 
and small businesses’ finances and credit reports, and facilitating the adoption of changes 
to promote longer-term inclusion and resiliency. 
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» Firming up industry standards and regulatory requirements applicable to 
customer-permissioned data transfers: As discussed in previous reports, developing 
consistent technology standards and resolving outstanding regulatory questions about the 
ecosystem for customer-permissioned data transfers could substantially increase 
efficiency and security and give both industry and consumers greater confidence in 
structuring their activities as data sharing continues to accelerate.77 Industry 
standardization discussions are continuing, but stakeholders emphasize that greater 
regulatory certainty is also critical. Although federal financial regulators have signaled 
increasing openness to the use of cash-flow information and other non-traditional financial 
data in underwriting through various channels as discussed above, resolving regulatory 
questions about customer-permissioned data flows is likely to require formal action by 
individual agencies and/or Congress. Such questions include the application of the Fair 
Credit Reporting Act to underwriting information that is transferred via data aggregators 
for underwriting purposes, application of Electronic Fund Transfer Act protections 
concerning unauthorized transactions in cases involving misuse of consumers’ banking 
platform log-in credentials, and the parameters of consumers’ right to access their data 
under § 1033 of the Dodd-Frank Wall Street Reform and Consumer Protection Act.78 The 
Consumer Financial Protection Bureau announced in July 2020 that it intends to release an 
Advanced Notice of Rulemaking on § 1033 and its interaction with other statutes within 
the Bureau’s jurisdiction, but has not yet issued the notice or signaled a timeline for actual 
rulemaking.79 

Thus, sustaining the current momentum to produce long-term improvements in credit 
underwriting will depend both on the trajectory of the general economy and on strategic decisions 
by industry, policymakers, and advocates in the months and years to come. Stakeholders who have 
been seeking the adoption of nontraditional data sources and more inclusive lending practices for 
years express cautious optimism that 2020 is an inflection point, but they also emphasize how much 
hard work is still ahead. In the face of both the most severe economic crisis in decades and worsening 
historic disparities, building a more inclusive and resilient credit system has become more urgent—
and in some ways more challenging—than ever.  
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