A recent credit practice known as authorized user abuse is making it difficult for financial institutions to accurately assess and manage consumer credit risk.  Sometimes called credit boosting or piggybacking, authorized user abuse occurs when low-risk consumers rent their tradelines with extensive credit histories, high credit limits and solid repayment profiles to other consumers seeking to inflate or boost their credit scores.

Approximately 5.7% of the tradelines on Transunion’s credit database have authorized user status representing more than 203 million accounts.  While the majority represent legitimate relationships, a rising proportion of these authorized user tradelines have been established for the express purpose of lowering the perceived credit risk of the associated consumers.  While this practice may not be illegal, it is deceptive and poses significant risks to financial institutions.  Extending credit without an accurate assessment of the true risk involved can result in increased delinquencies and defaults, unanticipated losses, inaccurate risk ratings of portfolios, understand loan loss reserves and incorrect risk ratings for capital markets.
This phenomenon originally gained national attention via the mortgage industry, where there is significant motivation for consumers to improve their perceived credit risk to receive preferred pricing on home loans and save thousands of dollars in interest charges.  However, this dynamic also presents significant risks to other portfolios, such as auto loans and credit cards.  Consumers who may have paid significant fees to obtain an inflated credit risk score may take advantage of that temporary status to gain preferred pricing and larger credit limits on other loan products.  This helps explain why the credit boosting phenomenon is a pervasive one that can affect lenders both large and small.

Financial institutions should take steps to identify and manage authorized user abuse at acquisition and throughout the customer lifecycle to better control credit risk.

