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In 2014, the former chairman of the Federal Reserve, Ben Bernake – the man who was once responsible for 
setting the United States’ interest rate policy – was summarily rejected by his bank when he tried to refinance 
his mortgage.  The reason: he just changed jobs, which, according to an anachronistic credit metrics, indicated 
an intolerably heightened credit risk. 

BY DREW F. COHEN

The credit analysis did not weigh his 
future earning potential – he was 
gainfully employed by a think tank 
and had just signed a one million 
dollar book deal. In fact, even the 
most cursory web search would 
have revealed that refinancing Ben 
Bernake’s Washington, DC house is 
one of the safest bets a local bank 
could make.

Although ubiquitously accepted 
today, the idea that a company could 
numerically quantify the chances 
that an individual would repay a loan 
predicated on past performance is a 
relatively new market phenomenon. 

FICO, one of the country’s leading 
providers of consumer credit 
analysis, began marketing a formula 
to assess a purchaser’s creditwor-
thiness to banks and department 
stores as recently as 1956. Although 
the term “credit score” was popular-
ized in the 1980s, the basic formula 
for determining credit worthiness 
has not changed – except the 
degrees of automation – since the 
mid-1950s. 

Under the traditional model, a 
consumer’s credit history, as well as 
his or her likelihood of repayment of 
a future loan, are scored between a 

low of 300 and a high of 850 based 
on factors like “total debt burden, 
payment history, types of loans and 
the number of requests for credit.” 

Today, credit scores influence all 
aspects of American life, sometimes 
with profound effects in situations 
that seem to bear little relation-
ship to one’s financial wherewithal. 
Decisions as varied as admissions to 
hospitals for treatment, to exten-
sions of job offers, have been based 
on an individual’s FICO score. Even 
dating websites have asked appli-
cants to list their scores as part of 
their online profile.
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“Credit scores are like the dating 
equivalent of a sexually transmitted 
disease test,” said Manisha Thakor, 
the founder and chief executive 
of a financial advisory firm in a 
recent New York Times article. “It’s 
a shorthand way to get a sense of 
someone’s financial past the same 
way an STD test gives some informa-
tion about a person’s sexual past.”

Critics have bemoaned the lack of 
accuracy of traditional credit scores 
as both over- and under-estimations 
of creditworthiness. Credit “fixers,” 
such as debt repair firms, game the 
system to increase their customers’ 
credit scores through an array of 
tactics including contesting late 
payments, adding a name to a 
newly paid loan or credit card and 
submitting fraudulent pay checks. 
Meanwhile, widespread, undetected 
and uncorrected identity theft 
and administrative errors cause 

many scores to underestimate the 
consumer’s ability to repay a loan.

As the case of Ben Bernake’s 
mortgage refinancing kerfuffle 
best illustrates, concerns over the 
reliability and inflexibility of tradi-
tional credit metrics have reached 
a tipping point; opening expansive, 
well-funded opportunities for entre-
preneurs to create new alternative 
scoring models.

In January and February of this year 
alone, venture capital firms poured 
over $340 million into 17 lending 
start-ups, with the average deal 
valued at $24 million.

The lenders of tomorrow plan to 
make credit decisions based on 
hundreds, if not thousands, of data 
points aggregated from a potential 
customer’s personal electronic 
activity.  Over 100 companies track 
every mundane millisecond of a 

person’s browsing activity – e.g. 
websites visited, purchases made, 
emails sent, friends friended —
creating a rich mosaic of intimate 
personal data. In lieu of credit 
history, start-ups such as Earnest 
and ZestFinance will rely on a multi-
tude of zany factors such as whether 
a potential customer completed a 
standardized form in ALL CAPS or 
how long a mouse cursor hovered 
over the terms and conditions page 
of a website or whether his Uber 
driver gave him a high passenger 
rating.

Online web browsing history, more-
over, can be combined with a user’s 
offline data through third party data 
brokers. In other words, a list of a 
user’s Facebook friends, Twitter 
tweets or LinkedIn connections can 
be linked to physical demographic, 
financial and geographic records 
housed by offline data brokers. The 
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amalgamation of offline records and 
online activity data and connections 
creates a powerful “social graph” 
that further enriches a credit risk 
analysis to an eerily granular degree.   

“The reason these alternative 
lending platforms are coming up is 
that platform lending is simply more 
efficient for both the borrower and 
the lender, said Stuart Ellman, a 
managing partner at leading venture 
capital firm, in a recent Tech Crunch 
article on the alternative lending 
industry. “The borrower is able 
to find loans that they otherwise 
weren’t able to get – either from 
the banking crisis or from banks 
tightening up their lending process 
– and lenders have the ability to do 
their diligence, see the risk and the 
interest rates, and make the loans 
they want to on an a la carte basis.”

Until recently, most VC-backed tech 
lending start-ups have concen-
trated on general peer-to-peer 
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lending. However, buoyed by the 
overwhelming success of large peer-
to-peer lenders such as Lending 
Club and Prosper, nascent tech-
based lending firms have begun 
to concentrate on niche lending 
areas or verticals. Upstarts such as 
DriverUp and SoFi, which focus on 
automobile and student lending and 
have recently closed $50 and $200 
million dollar rounds in venture-
backed financing, respectively, 

have opened up ever-increasingly 
discrete lending verticals.

Expect the splintering of such 
verticals to intensify as alternative 
lending firms aggressively expand 
from peer-to-peer to business-to-
business ventures, as general proof 
of the data-mined lending concept 
is verified. Perhaps then, one day 
soon, Ben might be able to refinance 
his home. •
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