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: The Logic of
..h.m.cm.m[ Information Sharing
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Solidly established that full-file, comprehensive
reporting:
* reduces “asymmetric information” problems, that
Is, lender can better assess the likelihood of
repayments
= limits “moral hazard”, by creating an additional
incentive to pay on-time
= Replaces collateral in the form of assets with
“reputational collateral”

= Solution to the problem faced may many SMMEs,
which have insufficient fixed assets for collateral
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() Variations in the 1
mmmmr Structure of Reporting
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= Full-file reporting: The reporting of both positive payment information and negative
information such as delinquencies, collection, bankruptcies, and liens. Late and on time
payments are reported.

VS.
= Negative-only reporting: The reporting of only negative information, such as
delinquencies, defaults, collection, bankruptcies, and liens.

= Segmented reporting: A system of reporting information, whether full-file or negative-
only, in which only data from one sector, e.g., retail or banking, are contained in reports.

VS.

= Comprehensive reporting: A system of in which payment and account information,
whether full-file or negative-only, are not restricted by sector, that is, the system contains
information from multiple sectors.
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Why Full-File, Comprehensive
i ol ot oo Credit Information Sharing?

History of and experience with broader information sharing
shows:

= increased lending to the consumers and SMMEs especially
among lower social segments and informal businesses; and,

= Dbetter loan performance, i.e. more stable lending.
hen lenders can use behavior to assess risk, lending is
broader and safer

Private sector services previously excluded social segments
as borrower history is used to assess risk

Especially true when privately owned credit bureaus are in
the market




. Overlaps of Consumer and
u--wmmm[ Commercial Credit Reporting

l =
Shared logic:

= Similar in that solution to “asymmetric
information” and “moral hazard” problems

* For many economies with large informal sector,
much commercial lending in the small and even
medium space is lending to consumer

* Research indicates that propiertor’s credit report
often better predictor of risk than business plan
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, Measured Changes
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(Without the US and UK, which have high
private sector lending, the estimated
R squared 07075 06883 increase is still more than 45% of GDP.)
F-stat 16.93 44.9
value’ (1.88e-012) (1.887e-015)
Residual Standard Error 29.45 29.12
N 6_5 65

*p <0.1, ** p <0.05, **p < 0.01. Private full-file bureau captures effects of

credit information (strongly correlated). 65 countries were examined. 2

outliers, which were removed, had recently experienced financial crises. As

mention removing the US and the UK as outliers, does not alter results 8

significantly. R C




- How Information Sharing Solves .
m—mmcmmm[ Challenges of SMME Financing
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Traditionally, SMME financing reliant on:

= Local lending, and

= Qualitative risk measures, e.g., knowledge of business by loan

officer (relationship lending)

= Bank lending was limited, as consequence
Credit reporting for SMMEs

= Has reduced the importance of distance for lending

o Small businesses increasing not depending on local lending
o Development of Small Business Credit Scoring and other analytic tools

= Enabled also by inclusion of trade credit provides data to ‘populate’

credit records
= Has made relationship lending more efficient in some economies
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r Assisting Development of a Financial |
serasencan | [NfOrmation Sharing Infrastructure
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Key aspects of a well-functioning reporting

system

= Allow positive and negative reporting

= Discourage fragmented reporting, encourage reporting of retail
credit and non-financial obligations

= Private sector bureaus try to find solutions for risk assessment

= Understand the interface with consumer reporting; think of them
both as important for SMME financing

= Give data subjects right to access, review, dispute and correct
data--leads to improved data quality
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