Annex B

Empirical Evidence from Research Studies

Supporting Comprehensive Information Sharing

A number of studies conducted in overseas countries have proven the predictive value of credit information provided by a well established credit reference agency in reducing default rate and increasing lending.

2.
One of these studies was conducted by a major credit reference agency in the UK, which compared the bad debt charge of a given credit portfolio under three scenarios (i.e. not using CRA data, using negative CRA data only, and using both negative and positive CRA data).  In order for the comparisons between the three scenarios to be valid, the comparisons were carried out at the same reject rate for each credit portfolio.  The bad rates were then measured at the particular reject rate for each portfolio.  The study showed that default rate could be significantly reduced with the use of negative and positive credit information provided by a credit bureau (see below).  Although the study only made use of consumer credit data, the theory should equally apply to commercial credits.
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1.
Asset quality with no CRA data.
Bad Rate = 7.3%
Bad Rate = 6.8%
Bad Rate = 8.4%

2.
Asset quality with negative CRA data.
Bad Rate = 5.6%
Bad Rate = 5.0%
Bad Rate = 6.8%


Reduction in bad debt (2 vs. 1)
25.3%
27.4%
20.7%

3. Asset quality with positive and negative CRA data.
Bad Rate = 4.7%
Bad Rate = 4.3%
Bad Rate = 5.6%


Reduction in bad debt (3 vs.1)
38.0%
38.4%
35.9%


Reduction in bad debt (3 vs. 2)
16.9%
15.1%
19.2%

In addition to the reduction in bad debt charges quoted above, it can be conservatively assumed that collections/recovery costs are reduced proportionally.

3.
Another study commissioned by the Centre for Studies in Economics and Finance, University of Salerno, Italy in 1999 reached a similar conclusion
.  The study gives a cross-country comparison of the effect of credit reference service on the credit market.  The empirical analysis was built upon a specially designed data set collected via questionnaires sent to 49 different countries.  These countries cover a wide range of credit reference practices – some have no credit bureaux at all; others have credit bureaux of different forms (either privately run or public credit registers or a combination of both).  In order to test the theoretical hypothesis that information sharing among banks may increase lending and reduce defaults, the study collected a wide range of statistics from these countries as far as possible on data such as bank claims on the private sector, loan loss provisions, GDP, growth rates and other relevant indicators.  The results showed that there is a notable difference in bank lending and default rate depending on whether (i) no credit bureau existed; (ii) only negative information was exchanged or (iii) both negative and positive information was shared (see below).

Variable
Total

Sample
No Information

Sharing
Negative 

Information Only
Negative and Positive

Information







Bank Lending / GDP(%)
60.53
31.10
67.57
66.42

Loan Loss Provisions / Total Loans (%)
0.88
1.31
0.86
0.81

Log GDP
7.19
5.96
6.77
7.79

GDP Growth Rate (%)
3.45
4.53
2.87
3.38

Rule of Law
7.24
4.80
8.14
7.59

Creditor Rights
2.15
3.14
2.20
1.83

French Origin
0.40
0.43
0.20
0.48

German Origin
0.12
0.00
0.00
0.22

Scandinavian Origin
0.10
0.00
0.30
0.04

English Origin
0.37
0.57
0.50
0.26







Number of observations
40
7
10
23

4.
However, the correlation needs to be qualified e.g. information sharing is found in countries with higher GDP per capita, better law enforcement and safeguards for creditor rights, which may well themselves be correlated with bank lending and default.  To control for the effect of these variables, a regression analysis was performed in the study.  The conclusion was still that the breadth of credit markets is correlated with information sharing.  Total bank lending scaled by GDP is larger in countries where information sharing is more solidly established and intense.  This relation persists even when one controls for other economic and institutional variables such as economic size and growth rate, rule of law and protection of creditor rights.  The analysis also showed that defaults are mitigated by information sharing although the correlation is slightly weaker than in the case of bank lending owing probably to the limitations of the study’s proxies for defaults.  There also seems to be no material difference in the impact of private or public arrangements to share credit information.
� Jappelli and Pagano, “Information Sharing, Lending and Defaults: Cross-country Evidence”, Centre for Studies in Economics and Finance, Working Paper No. 22, 1999.  Please see � HYPERLINK "http://www.info.gov.hk/hkma/eng/ccra/information_sharing.pdf" ��here� for the full report.
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