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Introduction
Twelve years ago, the global financial system nearly collapsed under the weight of real estate debt. The Great
Recession impacted millions of Americans and created a fundamentally new dynamic in the U.S. consumer
financial services business. Compared to the free-flowing credit markets of the early part of the decade, the new
dynamic prioritized fiscal responsibility, household debt management, and retrenchment on the part of lenders
themselves.
The Great Recession provided a stark reminder of both the cyclical nature of the U.S. economy and the toughness
and flexibility of the American consumer. The recovery years that followed saw not only unprecedented growth in
the stock market, but historically low unemployment and substantial economic growth. In the wake of the COVID19 pandemic and the resulting shock to the global economy, all of that seems as far in the past as 2008.
It is important to remember that this recent turbulence is not a given, nor is it easy to predict. Prior to 2008, the
market was experiencing “the best economy in 50 years.” Lenders were relying on offers such as zero-percent
interest rates to extend “teaser offers” for new credit cards and other forms of consumer credit. Even in the best
of times, volatility can exist under the surface. While the U.S. credit card industry was growing quarter over
quarter, many issuers still experienced double-digit delinquency and loss rates.
For lenders seeking to remain one step ahead of challenging economic circumstances, it is not enough to say that
change is the only constant. The complexity of U.S. consumer lending, its increasingly digital nature, and
exogenous events of many kinds are making the business cycle, and entire economic cycles, more complex to track
and harder to predict.
After acting more conservatively during the growth years following the Great Recession, U.S. lenders reverted to
many of the practices that had been common form in the business for decades. While there may be nothing
inherently wrong with these practices — the securitization of assets, for example, or the extension of credit to
broader demographic swathes — their continued use in the face of volatile business cycles demands predictive risk
management tools that offer more than a risk snapshot of accounts and consumers today. Lenders need the ability
to predict how behaviors will change under different economic conditions. The long-term prosperity of the U.S.
financial services business going forward will increasingly depend on the ability of credit-granting institutions to
use data to guide their account management and to prepare for the next inevitable downturn in the business
cycle. Importantly, increasing the precision with which financial institutions can evaluate and plan for these
downturns ultimately benefits consumers as well, by helping credit to continue to flow during good times and bad.
Consumer credit is a staple of the U.S. economy, with more than $4.1 trillion in outstanding debt as of May 2020. It
has been evident for some time to industry observers that American consumer lending is at an inflection point. In
markets such as credit cards and personal loans, many of the positive behaviors induced by the Great Recession
have faded, exposing the need for the industry to implement more precision in its lending. Change is always
imminent, and the industry is constantly seeking tools that will continue to unlock the benefits of electronic
payment at the point of sale, maintain the ability of consumers to revolve debt as their household needs evolve,
and responsibly control risk.
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One such tool is the FICO® Resilience Index (FRI), a new offering from FICO, the leading provider of consumer
credit scores. When paired with the FICO® Score, the industry standard for evaluating credit risk across economic
conditions, the FICO® Resilience Index offers lenders and other financial institutions (FIs) a new way to consider
account risk and steer their balance sheets before, during and after choppy economic waters.

Lenders Need New Tools to Manage Risk Amid Economic Shocks
COVID-19 is only the latest example of how both exogenous and cyclical events impact the availability of consumer
credit, the risk profile and even the marketing and product design of FIs. While the virus is currently top of mind
across the lending value chain, few have forgotten the effects of the more “traditional” economic collapse of 2008,
which spurred dramatic changes in the borrowing behaviors of U.S. consumers and the lending behaviors of FIs.
Exogenous events like pandemics generally cannot be anticipated. While sharp-eyed observers may be able to see
cyclical economic conditions deteriorating, both types of economic downturn highlight a pressing challenge for
lenders: consumers who demonstrate similar risk profiles during normal economic conditions may behave very
differently once placed under stress.
The early effects of COVID-19 on the credit card industry illustrate the effects of such stress on U.S. consumers and
lenders. As Figure 1 illustrates, players in the credit card industry have already felt COVID-19’s pronounced impact.
Consumer budgets are adversely impacted, evidenced by steadily rising unemployment claims, recently projected
by The New York Times at 40 million.i Credit card call centers have been flooded with requests for payment
deferments. Financial institutions, which recently began to see improvement in their Return on Asset Model in
2018, now face credit card charge-offs that may dwarf even what they saw at the depths of the Great Recession.
Figure 1: COVID 19 has impacted all interested consumer credit participants.
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In addition to their ongoing monitoring of stress on the consumer from environmental factors, whatever their
source, regulatory mandates require that banks of all sizes be ready for headwinds, especially in regards to
capitalization. All banks required to undergo annual stress testing, a regulatory requirement under Dodd-Frank for
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18 of the largest financial institutions, have demonstrated their ability to withstand the stress under severely
adverse circumstances. Stress tests analyze if the top banks can withstand a six-point increase in unemployment, a
50% decline in stock value, and a 25% drop in residential home valuation.ii It remains unclear how well equipped
smaller financial institutions are to deal with that level of pressure.
Within specific segments of credit lending, there are additional demands, such as the new requirement for Current
Expected Credit Losses (CECL).iii CECL requires top banks to change how they reserve for loan losses. Rather than
modeling and reserving for losses under an incurred loss model, lenders must accelerate their reserves by allowing
for losses based on account level performance. Accounting firms, financial institutions, and trade associations have
noted that CECL was one of the most significant accounting changes in industry history.iv
Lenders today face an immense challenge to manage these regulatory requirements and also work through the
anticipated wave of credit losses, adjust credit policies, and prepare for recovery. Successful issuers, who adapt
quickly to the current environment and the post-COVID recovery, will be best suited to return to profitability in the
decade ahead. In other words, an essential element — time — must be added to the relatively static tools that
currently sit in the issuer’s risk arsenal.

Credit Scoring Remains a Key Tool for Assessing Consumer Credit Risk
Figure 2: Top issuers use credit scores to assess risk throughout the credit lifecycle.
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The primary tool issuers have today to gauge consumer risk is, of course, the FICO® Score. It remains an
indispensable instrument for issuing credit, managing portfolios and guiding treatment. FICO® Scores are
empirically derived from robust data sources, reflecting consumer behaviors and characteristics indicative of risk.
As such, they remain a reliable, trusted viewpoint from which to gauge consumer risk in a way that is agnostic of
economic conditions.
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Beyond the operational use of FICO® Scores in origination and portfolio management, are the needs of investors,
when they consider the quality of collateral involved in an ABS trust, or in the risk of
the general portfolio. Mercator Advisory Research finds that more than 98% of
asset-backed securitizations rely on FICO® Scores for ABS offerings. This metric is
similar to the level of usage at the acquisition point. It makes sense that the credit

98% of asset-backed
securitizations rely on
FICO® Scores for ABS
offerings

scoring model used at account booking largely flows through the entire credit
management cycle. The FICO® Score is also a critical tool for the investor who has increasingly returned to
securitized consumer debt as a source of liquidity.
Figure 3 demonstrates how the FICO® Score is broadly predictive of consumer credit behavior (each subsequent
FICO® Score band has a lower bad rate than the previous) and that every FICO® Score band sees higher
delinquency rates during periods of economic stress.
Figure 3: Delinquency rates increase during periods of economic stress.

Source: FICO®

It is clear why stakeholders across the consumer credit system rely on the FICO® Score as the industry standard for
measuring credit risk. However, a better understanding of the resilience level of consumers when economic
conditions take a turn for the worse is similarly important for gauging portfolio risk, future performance and
investor return. It is critical that these parties have the tools to understand imminent credit risk amidst regulatory
environments, within the United States and globally.
Thus, the critical question becomes: when presented with consumers of similar credit risk during normal economic
circumstances, is there a way to know which of them is more likely to stay resilient in the face of economic shocks?
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The FICO® Resilience Index Extends the Power of the FICO® Score
The FICO® Resilience Index represents a breakthrough in consumer risk assessment. When paired with the FICO®
Score, it enables creditors to understand the level of additional risk faced by a given consumer, if the economic
climate changes. Similar to the FICO® Score, it has applications throughout the credit cycle, from acquisition, to
credit management, and stress testing.
FICO was able to develop the FRI thanks in part to the availability of vast historical data from the Great Recession,
including changes in consumer behaviors and characteristics and attributes under stressed economic conditions.
FICO applied its deep expertise in data analytics to build an analytic model like FRI, which is designed to predict a
consumer’s ability to manage financial stress across credit scoring profiles, helping to pinpoint which consumers
are more or less likely to be resilient in the face of economic challenges.
The data scientists at FICO achieved this by isolating and comparing consumers who had highly similar credit
behavior attributes. These “twinned” accounts fall within a few points of each other on the standard FICO® Score
scale, say 681 and 678. By comparing how these similar credit profiles react under stress against how they behave
in a healthy economic period, FICO was able to isolate the characteristics and attributes that are specifically
predictive of behavior under stress. The baseline stable economy used for FRI development was 2013-2015; the
stressed period, not surprisingly, was 2007-2009. The difference in outcomes for these sets of “twin” consumers
under normal versus stressed conditions isolated the predictive attributes and characteristics, forming the
analytical basis for the FICO® Resilience Index.
When presented with two seemingly mirror-image accounts (those with similar FICO® Scores), the FRI is designed
to identify latent credit risk under stress in a way that adds depth and focus beyond the FICO® Score itself. Figure 4
shows how consumers within a narrow FICO® Score band (640-659) exhibit vastly different behavior under
stressed economic conditions when sorted by FRI quintile. Consumers who the data reveals to be highly resilient
tend to exhibit the following credit behaviors: more experience managing credit, lower total revolving balances,
fewer active accounts, and fewer credit inquiries in the last year.
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Figure 4: The FICO® Resilience Index predicts performance under stressed conditions even within narrow FICO®
Score bands.

Source: FICO®

The FICO® Resilience Index is designed to rank-order
consumers on a scale from 1 to 99, with 1 representing
the most resilient consumers and 99 representing the
consumers most sensitive to an economic downturn. On a
consumer-level basis, credit managers might express the
account rating as one with “a 720 FICO® Score and 40
FICO® Resilience Index” or “a FICO® Score of 720 and
FICO® Resilience Index value of 40.” In short, the FICO®
Score provides a relative ranking of the accounts’ credit risk under normal economic conditions, and the FICO®
Resilience Index offers a view of the account’s relative ability to withstand an economic downturn.
This new dimension of consumer credit risk can be a game-changer for lenders’ bottom lines. According to FICO
research, less than 8 percent of consumers with FICO® Scores between 600 and 619 were deemed “very sensitive”
under FRI, but those consumers account for more than 25 percent of the loans that reached 90 days past due
during the recessionary period analyzed (between 2007 and 2009). Figure 5 shows that the same is true across
FICO® Score bands, from the most creditworthy consumers to the least: the consumers whom FRI deems to be
“very sensitive” account for a disproportionate amount of lender losses during periods of economic stress. Armed
with this information, lenders can act with greater precision when making credit decisions in — or in preparation
for — a chaotic economic environment.

© 2020 Mercator Advisory Group, Inc.

8

The FICO ® Resilience Index: Addressing Economic Volatility in Credit Risk Management

Figure 5: Consumers very sensitive to economic stress disproportionately drive losses.

Source: FICO®

Applying the FICO® Resilience Index to Day-to-Day Risk Management
It is easy to see how this flexibility of application can have immediate bearing on account treatment, and even on
marketing. As credit card issuers begin to integrate the model into their receivables, they will find that it reshapes
their standard decision-making procedures. Under normal economic circumstances, a consumer with a 680 FICO®
Score would be less likely to receive a credit line increase or credit card approval than a consumer with a 720
FICO® Score. If the consumer with a FICO® Score of 680 has a FICO® Resilience Index of 17 (more resilient), while
the consumer with a FICO® Score of 720 has a FICO® Resilience Index of 88 (less resilient), the 680 might actually
be a better candidate for a credit line increase or card approval than the 720 under stressed economic conditions.
While the real-world differences in FRI numbers may not be so stark, the addition of another dimension to risk
quantification enables a greater series of possibilities for portfolio management, credit authorization and account
origination.
The benefits of FRI extend to the decisions institutions have to make throughout every stage of the credit cycle. In
collections, account queuing might typically provide mail dunning for a 30-day delinquent account with a 760
FICO® Score. A revised strategy incorporating FRI might queue the borrower earlier if the FICO® Resilience Index is
98. Still, if the FRI is 22, then a more conservative treatment might be appropriate.
Similarly, consider the acquisition process and credit line management programs. If underwriting enhances the
visibility of account risk, credit line management programs might take FRI into account and be less aggressive with
specific ranges and more tolerant to other scores based on the individual consumer’s ability to withstand stress.
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A Practical Illustration of the FICO® Resilience Index
The FICO® Resilience Index provides a new dimension to consumer credit risk assessment because it complements
the FICO® Score to additionally predict the account’s sensitivity to economic change. Figure 6 shows how the index
can be incorporated into a standard credit decision tree (in this case, for a lender making decisions regarding credit
limit increases) in a way that enables more precise risk management decisions during economic downturns rather
than taking actions that impact entire FICO® Score bands uniformly and without exception. As the figure depicts,
the decision tree recommends a small credit limit increase for consumers determined to be “very resilient” by FRI,
even though they are in a lower FICO® Score band (670-680) than consumers who have higher FICO® Scores (680720), but are more sensitive to economic stress under FRI, for whom the model recommends no change to their
credit limit.
Figure 6: The FICO® Resilience Index adds a new level of depth to the traditional FICO® Score.

Source: FICO®

This scenario demonstrates how these new tools are a win-win for lenders and consumers. Without FRI, the lender
in this scenario would likely have to paint with a broader brush, avoiding issuing credit limit increases during a
downturn so as to avoid taking on too much additional risk in the face of economic uncertainty. Finely calibrated
line adjustments, new product offers, and cross-selling for the product that best meets a consumer’s needs and
credit requirements (e.g., HELOC or other kinds of credit) are all facilitated by the availability of FRI. The result is a
closer and more trusting relationship between lender and customer, greater customer satisfaction, and the
encouragement of more constructive and responsible credit behavior on the part of borrowers.

Conclusion
The COVID-19 pandemic offered a stark example of the importance to lenders of accounting for both cyclical and
exogenous economic shocks, during good times and bad. A few short months ago, no lender was making credit
decisions expecting that a pandemic would rattle the global economy and lead to an unprecedented rise in
unemployment over a short time period. Accounting for these risks – whether from unpredictable events or the
standard ups and downs of the economic cycle – is critical to both lenders looking to preserve the health of their
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balance sheets and consumers looking to maintain healthy credit without becoming overextended. With the
medium- and long-term economic impact of COVID-19 still to be determined, the road ahead is paved with
uncertainty.
Amid so much uncertainty, the only thing that is certain is that the dynamic economic landscape will continue to
change and the resilience of both U.S. consumers and financial institutions will continue to evolve. To better
manage portfolios and protect consumer credit health, lenders need additional analytic tools. The FICO® Resilience
Index arms lenders of consumer credit with something they’ve never had before: the ability to better gauge a
consumer’s credit risk specifically under stressed economic conditions. Rather than a wholesale retreat from
lending during downturns, this new offering will help lenders make more granular assessments of
creditworthiness, keeping credit flowing in recessionary periods for those borrowers who demonstrate the
resilience to withstand additional economic stress.
Paired with the FICO® Score, FRI gives lenders an unparalleled ability to fine-tune their portfolio at account
origination and during portfolio management. The paired scores can even influence product design and marketing.
In turn, as financial institutions are better able to account for consumer resilience and make credit decisions
accordingly, lenders themselves — along with their borrowers and the entire U.S. financial sector — will become
more resilient against future downturns and better positioned to meet any economic challenges to come.
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