Credit Risk Models for Unbanked people: use of alternative data and advanced methodologies to open up access to credit
One of the great challenges of the financial industry is getting people who are unbanked into the system. The greatest difficulty lies in risk management since, as they are people without a history of behavior, it is difficult to predict if they are going to pay or not. At Equifax we have made great efforts to improve the performance of our models for the unbanked which in many Latin American countries represents almost half of the population.
The success of a model rests mainly on three elements: the number of observations to develop the model, the technique that is used, and the quantity and quality of information that is counted. Regarding the population, Equifax has mostly all the universe available. About the last two points, we had been making emphasis during the last years to improve it.
Regarding the information, we have incorporated new sources. On one side, with geographic information we have considerably improved the quality of data to capture socioeconomic conditions and we have expanded coverage. Therefore, we have also been able to add information from people's family environment. These sources are not only valuable on their own but, combined with financial information, allow estimating, through aggregations (where the unit can be a geographic radius or family group), the financial behaviour of people who have not yet had it.
Furthermore, we have also tested the use of new algorithms, such as RandomForest, XGBoost or LightGBM, which allow us to increase the predictive capacity, allowing a better interaction between the variables. This new technique, added to the availability of new information, is letting us to considerably increase the performance of our models.
These innovations have a real impact as many major banks have trusted us for their risk management of the unbanked population. The results, on average, show an improvement of 20% in the predictive capacity of the models, which implies that many people who were previously rejected due to a deficiency of the models can now be considered to access their first credit product and expanding the market for financial institutions.
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