Home run

Serving subprime borrowers requires specialist skills

THE word “subprime” may now send shudders down bankers’ spines. But a number of listed lenders that specialise in making loans to people with poor or no credit histories are proving that money can be made from even the riskiest customers. The way they operate may explain why mainstream lenders find it hard to descend the credit ladder.

Last month, Provident Financial, a British lender to what it calls “non-standard” borrowers, and International Personal Finance (IPF), a spin-off from Provident that operates in eastern Europe and Mexico, both issued relatively upbeat trading statements. Both reported growth in customer numbers, as other lenders have drawn in their horns. More impressively, they also said that customer arrears had remained stable.

Specialist lenders are not immune to the effects of the crisis, of course. Funding concerns have roiled the share price of Cattles, another British lender: it is seeking a banking licence so that it can gather deposits. The severity of the economic downturn will set a stern test of lenders’ credit management. But they have a number of things in their favour.

One is the frequency of their contact with customers. Both Provident Financial and IPF collect loan payments from borrowers’ homes each week, giving them instant information if a customer is struggling. Another is the incentive scheme they operate for their agents, the bulk of whose earnings is based on how much they collect. “It is better for agents to lend less and collect more than to lend more and collect less,” says Christopher Rodrigues, IPF’s chairman. IPF’s employees habitually offer less money to borrowers than the firm’s automated credit system says they can.

Mainstream lenders cannot easily follow this approach. IPF and Provident loan out smaller sums of money (the equivalent of a few hundred dollars, typically) at shorter durations and higher rates. Banks do not have teams of agents to knock on people’s doors. Specialists make a virtue of lending to people who cannot get credit elsewhere, because that means they are not loaded up with debt. But that is the point. The shift in Cattles’ business model over the past few years, to bigger loans and remote servicing, has increased its risk profile, says Robert Self, an analyst at Credit Suisse. When serving subprime borrowers, acting like a bank can be a hindrance, not a help.
