
White Paper

Risk Solutions
Alternative Data and Fair Lending

August 2013

By Jeffrey Feinstein, PhD

Alternative Data and Fair Lending

81% of historically underserved minority customers that are  
unscorable using traditional credit bureau scores are scorable  
using alternative data.
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Alternative Data and Fair Lending 

Alternative Data refers to the set of data that could be used for credit risk or fraud decisions.  Some examples of this 
data include: 

(1)  public and institutional data such as educational history, criminal history, and professional licensing;
(2)   property asset and ownership data such as home ownership, deed and appraisal sourced residence 

valuation, and recreational licensing; 
(3)  court sourced derogatory items such as foreclosures, evictions, bankruptcies, and tax liens; and
(4) economic health such as address instability and cost of living economic trajectory.

This data is incremental to trade-line level information that summarizes a consumer’s recent account-level history 
on a credit bureau-based report. Alternative data is sourced from public and private data sources.  Most of these 
sources don’t report to the traditional credit bureaus and aren’t included in commercial credit bureau scores.1

A lender may believe consumers without credit experience or activity pose a high risk of default and the lender may 
decline these customers automatically.  However, lenders can identify lower risk consumers that don’t receive a 
traditional credit score by incorporating alternative data into a responsible credit strategy.   

In order to be scorable by credit-bureau based scores, consumers must have a credit-data footprint by actively 
participating in the banking and credit system.  A disproportionate percentage of low income and historically 
disadvantaged minority consumers use alternative credit products (like payday loans and prepaid cards) and lack 
these traditional banking relationships .2  As a result, these historically underserved consumers may lack traditional 
credit profiles, are unscorable by credit-data scores, and are often declined opportunities to open credit cards, 
auto loans, and mortgages. This research examines the use of alternative data in identifying credit-worthy African 
American and Hispanic consumers that may be declined for credit based on their lack of credit footprint.

This study simulates a credit application process for scorable and unscorable consumer populations to highlight the 
untapped opportunities of unscorable consumers.  For this study LexisNexis  used a random sample of individuals 
who had applied for credit products of any type.  The research sample covered a representative cross-section of 
credit scorable and credit unscorable applicants that were booked for credit.  

The consumers that did not have a deep enough credit history to be scorable satisfied at least one of the following 
conditions:

• No recent activity on their credit;
• No credit obligations open for a long enough duration; or
• Only non-tradeline data (e.g., inquiry or public record)

The LexisNexis® RiskView™ credit risk score is built using alternative data and is used here to demonstrate the power 
of alternative data in helping to extend credit to unscorable consumers.  The RiskView score can be used to rank 
order 240+ million consumers including about 40 million that are bureau-unscorables.  Those with a high RiskView 
score demonstrate low default rates  and should be considered candidates for non-subprime credit products such as 
credit cards and standard auto loans.  

LexisNexis does not store information specifically related to a consumer’s race, gender, or credit trade-line history.  For 
purposes of the research, relevant credit and demographic information was appended from third party data providers.  

1. Two examples of credit bureau scores are FICO score and VantageScore.

2. Pew Charitable Trust Report:  “How Borrowers Choose and Repay Payday Loans”; 
     http:fjwww.pewstates.orgjuploadedFI S/PCS     Assetsj2013jPew_ChoOSing_Borrowtng_Payday_Feb2013.pdf
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The research sample presented here was limited to consumers who were unscorable on a credit snapshot, but 
became scorable 18 months later. The sample therefore represents underbanked consumers who are applying for 
(and receiving) mainstream credit.3  The demographics of the research database were 13% Hispanic and 4% African 
American. The credit profiles of these two groups were combined and compared to the remaining consumers.  
Because minority groups are generally less likely to apply for credit, these minority groups are underrepresented 
in the sample compared to more traditional census measures.4  We’ll refer to this combined group as historically 
underserved minorities.

Overall scorable rates for the entire population and underserved minority population were calculated first.  For the 
entire sample, the overall unscorable rate was 24%.  However, the unscorable rate for the underserved minority 
population was 1.7 times higher at 41%.  This means that 2 out of every 5 customers from this group are at risk of being 
shut out of credit because they lack a credit footprint. Only 1 in 4 consumers in the entire population share a similar 
risk.

The 41% unscorable rate observed in this study is within range of the findings in prior studies of minority unscorable 
rates4.  Depending on the sample population, the definition of unscorable or thin or no file, the inclusion of 
underbanked consumers in the sample,and the measurement method, unscorable rates for underserved 
minorities have ranged between 13% and 49% across studies [see footnote 4].  Because the current study included 
underbanked and unbanked consumers, it is not surprising that the 41% unscorable rate for minorities is on the high 
side of this range.

 
3.   When analyzed separately, results were directionally similar and consistent for African American and Hispanic Consumers.   

We also examined the population of credit-unscorable women.  The research showed unscorable rates and performance consistent with the general population.

4.   Example studies are listed here.  All studies were based on either ”thin credit file” which are unscorable or direct measures of unscorable and include either full 
file consumers or niche segments of the underbanked.  Unless otherwise noted, all unscorable rates below are for African American and Hispanic consumers 
respectively. These studies include: Philadelphia Federal Reserve Bank (18% and 13%), two studies from the Policy and Economic Research Council on utility 
consumers (study 1:28%,32%; study 2:48%,40%), Financial Industry Regulatory Authority (49%,42%), and National Council of LaRaza (44% on Hispanics only).

Image 1. Credit Bureau Score Unscorable rates of Total Population and Underserved Minorities

Traditional Credit Scores
Total Population

Traditional Credit Scores
Underserved Minority Population

24%76%
41%

59%

Unscorable
Scorable
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Alternative Data Highlights Credit Risk for the Entire Sample
The full results for the total sample can be found in the below figures.  As we saw, 24% of these consumers are 
unscorable using traditional credit scores.  However, using RiskView score, the unscorable rates are much lower.  
Of the 24% of consumers without a credit bureau score, a full 86% become scorable using the RiskView score. 

We can then examine these 86% of newly scorable consumers to determine if there are opportunities for lenders 
to extend credit products and services that are designed for consumers with mid to high credit bureau scores.
These results can be found in the below figure. In this figure, we see the delinquency rates for these newly scorable 
consumers based on RiskView.5

The delinquency rates for RiskView score tiers ranged from 51% in the riskiest score to 0% in the highest scores.  Score 
tiers of 650 and higher each had 10% delinquency rates or lower.  In total, all bureau-unscorable consumers with a 
RiskView score greater than 650 have a delinquency rate of 4.6%.6

 
5   Delinquency rates were calculated based on a consumer going 3+ cycles, or 90 days delinquent, within 18 months after application is scored.]

6   Strategies using traditional scores such as FICO Score often rely on 620 and 680 cutoffs.  FICO score odds-to-score relationship can vary as a function of type of credit being 
underwritten and scored consumer population.  Because RiskView score is based on different data and is being applied to a subset of consumers not currently scored by 
FICO Score, the odds to score relationship is likely to differ from that of FICO Score and VantageScore on scorable applicant populations.  In this example, we used a RiskView 
cutoff of 650 to represent an acceptable level of risk for a typical underwriting campaign.

Image 3. Risk Rank Ordering of RiskView Scorables that are Credit Bureau Unscorables

Traditional Credit Score - Scorable Rates
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Delinquency Rates by RiskView Score
Total Unscorable Population

24%76%

0%
500-

<530    
530-

<560    
560-

<590    
590-

<620    
620-

<650    
650-

<680    
680-
<710   

710-
<740     

740-
<770    

770-
<800    

800+No RV

21%

100%

51%

86%

41%

85%

32%

84%

23%

81%

16%

75%

10%

64%

6%

51%

3%

37%

2%

23%

1%

13%

0%

7%

10%

20%

30%

40%

50%

60%

D
el

in
q

u
en

cy
 R

at
e

Delq Rate

% accept at cutoff

Unscorable
Scorable
Delq Rate

Image 2. Unscorable rates of Credit Bureau Scores and RiskView Score on the total population

Traditional Credit Scores
Total Population

RiskView Score
Total Unscorable Population

24%76% 14%86%

Unscorable
Scorable
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RiskView can be used to offer credit to those most at risk of being shut out of affordable credit products such 
as credit cards, mortgages, and car loans.  Lenders who use alternative data are better positioned to offer credit 
products to this potentially profitable population.  Unscorable consumers with a higher RiskView score perform 
consistently with a population that could be considered for standard credit offers. 

Alternative Data Makes Credit More Available for Protected Groups
The results for unscorable consumers provide strong evidence in favor of using alternative credit decisioning tools 
such as RiskView score in credit underwriting to typically underserved consumers.  In this section, we will see the 
results of applying the alternative data score to unscorable minority consumers to demonstrate how alternative data 
can be more inclusive of these underserved minorities.   

As we saw before, 41% of the traditionally underserved minority consumers are unscorable using traditional credit 
scores. These consumers are almost two-times more likely than the general population to have no credit profile and 
are more likely to fall into the unscorable population. This makes it harder for lenders to lend to these consumers. 
However, when focusing specifically on these unscorable customers, we see that most of them—a full 81%— are 
scorable using alternative data.

We then examined the RiskView distributions of these new scorable consumers to determine what percentage would 
qualify for standard non-subprime credit offers.  Based on our general population results, we used a RiskView score of 
680 as a threshold to indicate a customer that should be considered for a lower cost non-subprime credit product.  
In our research we found the following:

• 43% of minorities without a valid traditional credit score had a RiskView score of 680 or greater. 
• Minority consumers with a RiskView score of 650 or greater have a total default rate of 6.3%.

These results suggest that using alternative data would help lenders serve this key underserved segment with 
affordable credit opportunities.  These consumers demonstrate a default rate consistent with mainstream credit 
opportunities. 

Image 4. Unscorable rates of Credit Bureau Scores and RiskView Score on the traditionally underserved Minority population

Traditional Credit Scores
Traditionally Underserved Minority Consumers

RiskView Score
Underserved Minority Consumers

41%

59%
19%81%

Unscorable
Scorable
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Image 5. Risk Rank Ordering of Minority Consumers that are RiskView Scorables and Credit Bureau Unscorables

Traditional Credit Score - Scorable Rates
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As a proportion of all consumers that are from traditionally underserved minority groups, we see a dramatic change 
in scorable rates.  We measured incremental pass rates across the risk spectrum by examining swap-in rates using 
a variety of cutoffs.7  Depending on a lenders risk strategy, we see that between 6% and 23% of all applicants from  
underserved minority groups can be offered credit when alternative data is used as part of an underwriting strategy.  
Put differently as many as 1-in-4 of all minority applicants could  transition from unscorable to scorable and can be 
eligible for reasonably priced credit

The above table reflects results given that 41% of all minorities are unscorable.  Because we observed varying 
unscorable rates across prior studies (see footnote 6), we recalculated this table to indicate the % of underserved 
minority consumers that become eligible for credit for different unscorable rates and different lender approval 
cutoffs that correspond to different levels of risk tolerance.  These results can be found in the below sensitivity 
table.  If the true unscorable rate is at the upper range of prior studies (50%), the percentage of all members of these 
underserved groups that become credit eligible using a 620 RiskView cutoff is 29%.  At a wide range of unscorable 
rates and traditional score cutoffs, the overall increase in credit eligibility is 3% to 29%.  Alternative data clearly can 
help lenders to extend credit more broadly to minority populations.

Score Cutoff % of all Minorities that become eligible for credit using RiskView

620 23%

650 17%

680 10%

710 6%

Score Cutoff
Minority  

Unscorable Rate
20%

Minority  
Unscorable Rate

30%

Minority  
Unscorable Rate

40%

Minority  
Unscorable Rate

50%

620 11% 17% 23% 29%

650 8% 125 17% 21%

680 5% 8% 10% 13%

710 3% 5% 6% 8%

7.  Swap-in rate refers to the percentage of consumers that would be declined by an incumbent strategy that now become accepted using a new strategy.  In this case, 
the incumbent strategy uses credit bureau score with all unscorable consumers being declined, and the new strategy includes the use of RiskView score based on 
alternative data.
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Conclusions
One of the key use cases for alternative data has been the ability to rank-order consumers who do not have a 
traditional credit data footprint.  In this analysis we demonstrated that roughly 1 in 4 consumers in the general 
population can fall into this group, and the highest scoring 64% of these consumers represent a high scoring, low risk 
population that is likely to be good and profitable customers for lenders and credit card issuers.  

This analysis also demonstrated that African American and Hispanic populations are more likely than the general 
population to be unscorable by traditional credit scoring solutions.  Most of these consumers are scorable 
by alternative data scores like RiskView, and in this study and as many as 23% of all minorities would become 
non-subprime credit-eligible.  This research indicates that alternative data can help lenders serve historically 
disadvantaged groups with traditional credit products.

Alternative credit decisioning tools like RiskView help lenders identify good customers from unscorable populations, 
and can increase the reach of credit card, auto loan, and home equity products to underserved minority populations.  
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