Surprise Bankruptcy - Canada 
Prior to COVID, the Canadian credit market was going through significant change. Debt-to income levels had been stuck at historically high levels after a prolonged period of credit growth. Government regulations have slowed the mortgage market in recent years, but non-mortgage products remained strong. Lines of credit, particularly Home Equity Lines (HELOC), represented 45% of the non-mortgage debt outstanding. As interest rates started to rise in 2017, those carrying large balances on lines of credit felt the strain given the use of variable rates. 
With lines of credit feeling the impact of rising interest rates, there was a significant shift in the market. Older borrowers, who tended to use these products more often, felt the weight of rising interest rates. Those with HELOC balances over $50,000 became much less likely to pay their credit cards in full, a good signal of cash flow constraints. 
Combined with stressed out borrowers, a new trend emerged. Consumer proposals escalated sharply in mid-2018 as higher interest rates dug in. This sharp rise came despite a benign trend in overall delinquency trends. Prior to that period, there was an 80%+ correlation between delinquency and bankruptcies with a 3 month lag. From mid-2018, that correlation dropped to 6X%. The traditional early signals were no longer evident in some cases. As importantly, the consumer profile was shifting. Seniors were experiencing significantly more bankruptcies, not the typical demographic. 
The breakdown in connection between bankruptcies and delinquencies meant that many lenders were caught off guard. The traditional process for accepting consumer proposals was stressed, as lenders gave them more consideration. The existing bankruptcy scores still worked well, but there was a significant portion being missed. Traditional loss models were not accounting for these losses effectively. 
After a number of discussions with lenders, Equifax started to model early indicators for these “surprise” bankruptcies developing a short term insolvency score complementary to our existing models. This short term insolvency score was designed to capture current micro market changes driving variation in the insolvency risk our standard models were unable to identify. Leveraging both short & long term trended credit data and advanced modeling, new triggers were evident from this approach. 
While a Canadian event, the implications of the surprise bankruptcy model is applicable to many markets with high levels of indebtedness. The presentation will highlight the early trends that drove the need, outline the key data inputs and modelling used to identify the surprise bankruptcies.
