
The economic downturn 
and slow recovery, com-
bined with continued 
regulatory overhead and 

uncertainty, have rendered many 
lending products potentially obso-
lete for large portions of a portfolio.  
This in turn will reduce the amount 
of capital a credit union is willing 
to invest in a product line or line of 
business for new loan growth.  

To offset these pressures and 
generate returns required to drive 
greater earnings, which will fuel future 
loan growth, portfolio managers are 
aggressively expanding their policies 
and practices to drill more deeply 
and frequently into their portfolios 
by identifying those members where 

relationships can be expanded and 
conversely identify those which are 
accelerating debt and stress.  

To do that, a growing number of 
lenders are finding that it pays to 
look not only at a score or snapshot 
of a consumer profile, but take into 
consideration the magnitude and di-
rection of change as well as frequency 
of review on all obligations and be-
yond the obligations they manage. 

Increasingly, this requires the 
ability to trend consumer credit data, 
identify specific member metrics, 
and track those changes over time. 
The most successful lenders have 
incorporated these metrics into 
their day-to-day processes. They 
consider trending one of the most 
important and effective techniques 
used to vector behavior and segment 
appropriately. 

Lenders today look at internal and 
external trended data, for both tra-
ditional risk uses, such as in under-
writing, as well as expanded uses that 
help identify retention, cross-sell and 
revenue opportunities.  Trended data 
has the ability to focus on short-term 
changes (1-3 months), and longer 
periods (6-24 months), thus provid-
ing deeper behavioral transparency.  
One such solution, for instance, uses 
a consumer’s trended credit data to 

estimate an individual’s annual spend 
on each credit and charge card. It 
then aggregates those trade lines to 
provide a full view of an individual’s 
discretionary spending power.  

The spend algorithm strongly 
correlates with income, deposit 
balances and net worth, therefore 
helping lenders differentiate the 
highest spenders from non-spend-
ing populations, allowing them to 
focus their capital where it counts. 

Importance of Trended Data
By quantifying a direction and 

magnitude of change, lenders are 
finding that while two members 
might have the same credit score 
and credit card debt today, they 
fall within two markedly different 
risk profiles.

For instance, just focusing on 
card data for the past five months, 
one member we’ll call Mary might 
show that her debt has declined to 
$12,000 from $29,500, reducing the 
utilization on Mary’s $50,000 credit 
line to 24% from 59%. At the same 
time, the other member, let’s call 
him Peter, has debt that has climbed 
to $12,000 from $4,100, increasing 
the utilization of Peter’s $50,000 
credit line to 24% from 8%.  Who is 
likely the best credit risk?  Is the fact 
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that Peter’s monthly payments have 
almost tripled in the last five months 
an early sign of stress?

Using trended data gives lenders 
the ability to segment portfolios into 
homogeneous populations. allowing 
them to:

• Build stable risk models.
• Identify consumer stress.
• Target higher-spending members 

(or prospects).
• Assign credit lines (and pricing) 

based on actual spending need.
• Retain members that contribute 

to the bottom line.
Portfolio management is a science, 

but there is no all-encompassing 
solution or standard approach to 
maximizing return on an investment.  
With more than 7,000 NCUA-
insured credit unions and an equal 
number of banks, creating an efficient 
process to manage risk and return is 
a continuous challenge.  Below is a 
basic set of capabilities that can be 
modified to suit a lenders portfolio 
or budget:    

• As a foundation, lenders should 
periodically analyze all existing 
members’ credit risk on a monthly 
or quarterly basis; this data allows 
for transparency in business 
planning and provides the ability to 
take actions if business, economic 
or consumer conditions change.

• Consumer stress happens 
quickly. Continually monitor key 
credit events such as bankruptcy 
filings, which have nearly 100% 
expected loss rate. This can help 

reduce any open exposure.
• Conversely, your best members 

may be seeking credit elsewhere. 
Why lose wallet share when simple 
notifications can be automatically 
sent to you allowing you to retain 
your existing members?

• Continually revalidating and 
calibrating strategies is basic safety 
and soundness. Risk thresholds 
and models, such as credit scores, 
must be adjusted quarterly.  In 
addition, when considering the 
changing economic landscape and 
consumer behavior, revenue and 
usage assumptions change even 
more frequently.

• Use all member information 
available when making decisions. 
“Risk Score”-only decisions didn’t 
predict the economic downturn.  Any 
risk score should be combined with 
income, spend and an understanding 
of all obligations when assigning 
pricing or credit lines.  Bypassing 
any data reported about a customer, 
can leave gaps in risk assessment. For 

example, mortgage lenders should 
examine those consumers who are 
very late in their auto payments 
and those whose cars have been 
repossessed. They’re probably in 
such financial straits that they’re 
doing everything they can to make 
their home-loan payments.

What You Should Be Following
• Follow credit-reporting devel-

opments closely. A trade line item 
on a credit report refers to a past or 
present credit relationship for ve-
hicle loans, credit cards, mortgag-
es, leases and other loans. A credit 
report lists separate trade lines for 
each account or credit card number, 
whether open or closed. A seasoned 
trade line is one that’s current with 
a history of timely payments. Also, 
public record items such as bank-
ruptcy, court judgments and tax 
liens are key to completing the full 
picture of risk. 

While there’s no crystal ball we 
can peer into to adapt to a changing 
economic and consumer landscape, 
adding trending capabilities and 
increasing the frequency of review 
can help create a more stable and 
predictable portfolio, generating 
not only the return needed but 
confidence that your product line 
or line of business deserves more 
capital for growth.  
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