Financial Exclusion, Alternative Data, and Responsible Innovation in Credit Scoring

Access to credit is fundamental to economic participation. It enables individuals to
manage financial shocks, invest in education or businesses, and improve long-term
financialresilience. Yet financial exclusion remains a global challenge, affecting
millions of people across both developed and developing markets.

As financial institutions seek growth while maintaining prudent risk management, the
way creditworthiness is assessed is evolving. Alternative data has emerged as a
powerful tool — but its use must be balanced, transparent, and well governed.

The Limits of Traditional Credit Assessment

Traditional credit markets are increasingly saturated, making organic portfolio growth
more difficult. At the same time, traditional credit assessment techniques rely heavily
on one assumption: that a borrower has previously borrowed and repaid credit.

This works well for established customers with long financial histories, but it fails those
who are credit invisible or thin-file. In both developed and developing economies,
large segments of the population have limited or no formal credit history — including
young adults, migrants, gig-economy workers, and unbanked or underbanked
communities.

The consequence is a structural gap in access to finance. Individuals who may be
perfectly capable of repaying a loan are excluded simply because traditional models
lack sufficient data to assess them. This exclusion constrains personal opportunity and
limits broader economic potential.



A World Rich in Behavioural Data

At the same time, there has been a dramatic increase in the volume and variety of data
generated through everyday life. Mobile devices, utilities, digital platforms, and financial
apps all generate behavioural signals that can offer insight into stability, consistency,
and financial discipline.

This has led to the rise of alternative data — non-traditional data sources that
supplement conventional credit information.

Examples include:

e Mobile phone usage: time of first daily use, regularity of activity, number of
applications, calendar usage, and top-up behaviour

¢ Savings and investment patterns: consistency, frequency, and longevity of
contributions

o Utility payments: regular payment of electricity, water, or internet bills

While these sighals may be weak in isolation, collectively they can provide meaningful
insight into repayment capacity — particularly for individuals with limited formal credit
histories.

Turning Behaviour into Credit Insight

For example, a mobile phone that is first used at a consistent time each day, follows a
regular weekday movement pattern, and is topped up reliably may indicate stable
employment or income-generating activity. While not a direct measure of income, such
patterns reflect routine and predictability — key factors in assessing credit risk.

These behavioural indicators are applicable across markets. In developing economies,
they may serve as a substitute for missing financial infrastructure. In developed
markets, they can enhance decision-making for thin-file or emerging customer
segments.



Combining Traditional and Alternative Data

Financially, alternative data should not replace traditional credit scoring. Instead,
the most effective approach is a blended one — combining proven traditional credit
metrics with carefully selected alternative data sources.

Traditional bureau data, repayment histories, and financial ratios remain highly
predictive where available. Alternative data extends these frameworks, enabling:

¢ Inclusion of previously excluded populations
e Improved risk segmentation within thin-file groups
e Continued alignment with regulatory expectations and risk governance

This balanced approach supports both financial inclusion and sustainable portfolio
growth.

The Risks of Al-Driven Credit Scoring

The growth of alternative data has naturally driven interest in artificial intelligence and
machine learning for credit decisioning. While these techniques can unlock value, they
also introduce significant model risk if not applied carefully.

Large, complex datasets increase the likelihood of spurious correlations —
relationships that appear predictive but lack a causal basis. These correlations may fail
when economic conditions change or models are deployed in new markets.

There is also a heightened risk of overfitting, where models perform wellin
development but deteriorate rapidly in production. Perhaps most importantly, complex
Al models can result in a lack of model understanding and explainability, making it
difficult to:

e Identify and manage emerging risks
e Detect bias or unintended exclusion
e Satisfy regulatory and audit requirements

e Maintain confidence during periods of stress



In high-impact decisions such as credit approval, opacity can amplify rather than
mitigate risk.

Responsible Innovation Requires Discipline

Innovation in credit assessment is essential — but it must be disciplined. Interpretable
models, robust validation, clear governance, and ongoing monitoring are critical,
particularly when alternative data is involved.

The objective is not simply higher predictive power, but sustainable, explainable, and
fair decision-making.

How APDS Supports Responsible Credit Innovation

APDS works with financial institutions, fintechs, and lenders to design, build, and
implement alternative credit scoring frameworks that balance innovation with control.

Our credentials lie in:
o Deep expertise in credit risk, data science, and model governance
e Proven experience integrating traditional and alternative data sources
¢ Strongregulatory awareness across developed and emerging markets

e A pragmatic approach that prioritises transparency, explainability, and
robustness

Rather than deploying “black-box” solutions, APDS partners with organisations to
ensure models are understood, governed, and fit for purpose. We help clients identify
which data adds real value, how to incorporate it responsibly, and how to deploy
models that can scale across markets while remaining compliant.



Why Partner with APDS

Organisations looking to expand access to credit face a complex challenge: balancing

growth, inclusion, regulatory scrutiny, and risk management. APDS acts as a trusted
partner in navigating this complexity.

By combining technical expertise with a deep understanding of credit risk and
regulation, APDS enables organisations to:

¢ Unlock new customer segments responsibly
¢ Innovate with confidence rather than experimentation alone

¢ Build credit models that perform — and can be defended

A Global Opportunity for Inclusive Finance

Financial exclusion is a global issue, and the tools to address it are now widely
available. By thoughtfully combining traditional credit scoring techniques with
alternative data— and applying advanced analytics responsibly — lenders can support
inclusive growth in both developed and developing markets.

The future of credit is not about choosing between tradition and innovation, but about
bringing them together with clarity, discipline, and purpose.



