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How Alternative Credit Data Reframed Credit Risk
Often, the biggest risks yield the greatest rewards. 

As reasonable as this conventional wisdom seems today, 10 years after the Great 

Recession sent the world into economic panic and forced many lenders to reevaluate 

credit risk, the financial industry needed help redefining its relationship with subprime 

borrowers. 

To a significant degree, alternative credit data became necessary to support and 

grow subprime lending; an immense challenge since so many prior prime consumers 

entered a new demographic. Despite the grim outlook then, we can take stock in today’s 

economy. According to the various metrics of big-picture stability, the long effort to 

regain financial wellness appears to have paid off: 

• Unemployment has plummeted since hovering at or near 10% in 2011. Currently, it 

stands at 4%, according to the United States Bureau of Labor Statistics. 
• Today’s economy is pulling once-estranged workers back into the labor force while 

hiring those who are new to the labor market. 

• The current GDP growth rate is 2.3%, a healthy range to provide jobs, but not so fast 

that it will create an asset bubble or inflation, according to the U.S. Bureau of Economic 

Analysis.1    

• Housing prices and foreclosure rates are back to normal.

• According to Mastercard’s SpendingPulse, consumer confidence hit a 17-year high in 

late 2017 and holiday sales jumped nearly 5% versus 2016, the largest year-over-year 

increase since 2011.

• The average VantageScore was 675 in 2017, which is just a few points off from 2007’s 

average of 679. More Americans have super-high credit scores than very low credit 

scores.2  

The recovery has incurred important changes. Whereas this new economy features 

drawbacks including flat wage growth and a lower homeownership rate, the lending 

industry has benefited from an interesting development – alternative  

credit data. 
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Still Behind the Pre-Crisis Trend  

Despite surviving the financial crisis, the reality remains that the economy is 

still considerably smaller now than was projected pre-crisis. In fact, a recent 

study shows how the average American lost an average of $70,000 of lifetime 

income as a result of the recession.3  

That may help explain the challenged financial state that millions of Americans 

find themselves in today:

• 138 million adults are struggling financially, according to the Consumer 

Financial Protection Bureau (CFPB).

• 44% of adults could not cover an emergency expense of $400 without selling 

an asset or borrowing money, according to the Federal Reserve, 2015.

• 121 million adults are credit-challenged with thin-to-no credit file and 

subprime scores of below 600.4

• 78% of full-time workers say they live paycheck-to-paycheck and 71% of U.S. 

workers say they live in debt, according to a recent study.5

Academics and policymakers do not forecast the U.S. economy making up the  

7 percent of economic growth that was shaved by the crisis a decade ago. Other 

economies around the globe were similarly affected.

The Market Responded 
By early 2009, the storm’s aftermath included nearly $2 trillion worth of 

liquidity being pulled from the consumer credit markets. Several mainstream 

financial institutions were put out of business, and many surviving companies 

were bought out or merged with others. New policies restricted funding.  

Meanwhile, consumer demand to borrow money remained. In fact, because of 

the losses, the need for lending services increased. As a result, a new market of 

consumers sought liquidity from alternative financial services.

 

The “New Normal”

During the recovery, the “New 

Normal” became the go-to term to 

contextualize fiscal conditions moving 

forward. 

It is estimated that 30 to 40 million 

consumers suffered major damages 

to their credit shortly after the crisis, 

with 15 to 20 million consumers 

seeing their score drop below 600.6 

The credit score plunge caused 

further account closures and reduced 

lines of credit, creating the perfect 

credit storm. Almost no one saw it 

coming. But after it had hit, most were 

rethinking the value of economic risk 

amid the turmoil, and risk tolerance 

decreased.
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Alternative Financing Doubles In One Year and 
Attitudes Shift 

From 2014 to 2015, traffic in alternative financing increased by 212 percent!7  The 

dramatic increase makes sense when considering one report found that a majority of 

Americans had bad credit in 2015,8  a year that saw rapid economic growth. By then, it 

was clear that a significant portion of the economy would be determined by subprime 

consumers in need of alternative products.

Historically, alternative financers did not normally report consumer performance to 

traditional credit bureaus. Meanwhile, a growing consumer segment sought new ways 

to borrow money, creating demand for visibility on a new breed of consumer profiles. 

To establish the creditworthiness of these underbanked and nonprime consumers, who 

often go overlooked due to lack of known history, a new kind of bureau took on the task 

of collating the new data to bridge the credit gap. 

With the blossoming of alternative credit data bureaus, lenders of alternative financing 

products were better able to make beneficial, revenue-generating decisions and service 

responsible borrowers.
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Where Are We Now? (A Brief Glance at Clarity’s Data Findings)

This year, Clarity released 
an authoritative study: 
2018 Alternative Financial 
Services Lending Trends. 
In it, Clarity analyzed 
the trends and financial 
behavior of subprime 
loan users by looking at 
application and loan data in 
Clarity’s database, as well 
as overlaying VantageScore 
insights from Experian from 
2013 to 2017.
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sample.jsonWhile the number of loans increased 

by 12% and the number of borrowers 

by only 9%, the dollar value 

grew by 30%.

Loan Growth
Installment Lending

Online installment lenders had 
the greatest percentage increase 
in average loan amount.

From 2014 to 2015, 
traffic in alternative 
financing increased 

by 212%7  
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Fast-forward to 2018 and Clarity Services, Inc., a part of Experian, is the leading source of alternative credit data 

with more than twice the amount of unique subprime and near prime consumer identities in its database than its 

nearest competitor. 
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Economists Find Subprime Lending Didn’t Trigger 
the Recession

In 2015, two Wharton economists released a retrospective study from 1997 to 2012 

and found that prime mortgages did more to trigger the recession than subprime 

mortgages.11  While increased foreclosure activity started in the subprime market, 

foreclosures in the prime market quickly outnumbered subprime mortgages. 

The economists concluded that increased regulations put upon 

the subprime market would not have prevented the recession. 
 
A model that takes into account bubbles and cycles of real estate prices still does not 

exist, and there is no formula to predict another mortgage crisis.   
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Today, “subprime” doesn’t have the same connotation it did a decade ago. Not only 

do lenders have a reliable way to track subprime and underbanked histories, more 

people in the mainstream also understand that having a lower credit score isn’t 

necessarily a reflection of an applicant’s character. 

Unforeseeable circumstances that drastically lower a consumer’s credit can 

happen to most people. Additionally, more people are receptive to consumers with 

a thin file or no file in their history. Increased opportunities to borrow means a 

better chance of improving one’s credit standing. That is all thanks to a willingness 

from lenders to expand their consumer universe – facilitated in part by a new 

brand of credit bureaus.

Alternative Credit Data: A New Paradigm
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About Clarity Services

Clarity Services, a part of Experian, is a credit bureau that provides reporting 

on near-prime, nonprime and subprime consumers. Clarity’s growing database 

of more than 62 million unique consumer identities helps financial institutions 

and lenders better serve this market by examining alternative credit data not 

available from traditional sources.

As an FCRA-regulated credit reporting agency, Clarity delivers data to  

enhance risk management, portfolio monitoring and underwriting.  

Our real-time credit reporting services offer unparalleled insight when  

combined with traditional information.  

Unique Identities
+62

Clarity Services has the 

resources to help businesses 

convert more new applicants 

into lifelong, brand-loyal 

customers. 

View this report online at clarityservices.com/insights/reports/evolution-of-credit-risk 

or contact us today at 727-953-9725 or claritymarketing@experian.com

 

 1. Aversa, Jeannine; Mataloni, Lisa; Pinard, Kate. U.S. Dept of Commerce. 
National Income and Product Accounts. https://www.bea.gov/
newsreleases/national/gdp/gdpnewsrelease.htm.  

 2.     Experian, State of the Credit: 2017. https://www.experian.com/blogs/
ask-experian/state-of-credit/.   

 3.     Barnichon, Regis; Matthes, Christian; Ziegenbein, Alexander. “The 
Financial Crisis at 10: Will We Ever Recover?” Federal Reserve Bank of 
San Francisco. https://www.frbsf.org/economic-research/publications/
economic-letter/2018/august/financial-crisis-at-10-years-will-we-
ever-recover/ 

  4.    2015 FDIC National Survey of Unbanked and Underbanked Households.

  5.     CareerBuilder. http://press.careerbuilder.com/2017-08-24-Living-
Paycheck-to-Paycheck-is-a-Way-of-Life-for-Majority-of-U-S-Workers-
According-to-New-CareerBuilder-Survey. 

  6.     FICO™, April 2010. 

7.      In the Americas. Cambridge Centre for Alternative Finance, along with their 
project partners the Polsky Center for Entrepreneurship and Innovation 
at the University of Chicago, KPMG and the CME Group Foundation. (April 
2016). Breaking New Ground: The Americas Alternative Finance 

8.     Benchmarking Report. Retrieved from http://bit.ly/1Mr9MH0.

9.      Corporation for Enterprise Development (CFED). Found at https://www.
washingtonpost.com/news/get-there/wp/2015/01/29/the-majority-
of-consumers-have-subprime-credit-scores-report-says/?utm_
term=.1e5ddc016886. 

10.    “Prepared Opening Statement of CFPB Director Richard Cordray Before the 
House Committee on Financial Services - Consumer Financial Protection 
Bureau.” Consumerfinance.gov. 5 April 2017. 

 11.   Rappeport, Alan. Flitter, Emily. New York Times. “Congress Approves First 
Big Dodd-Frank Rollback.”22 May 2017.

  12. Ferreira, Fernando. Gyourko, Joseph. “A New Look at the U.S. Foreclosure 
Crisis: Panel Data Evidence of Prime and Subprime Borrowers from 1997 
to 2012.” June 2015.

Resources:

The Evolution of Credit-Risk Evaluation 1.0  08/22/18
© 2018 Clarity Services, Inc  All rights reserved

http://www.clarityservices.com
http://clarityservices.com/insights/reports/navigate-fraud-risk

