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The questions that we seek to investigate are: -

Do scorecards deteriorate in a predictable way?

Does economic change have an impact on scorecard performance?

Can the changes in scorecard performance be traced back to changes in 
predictive variables?

Can we categorise variables by how they will change and by how much?

Can we build more stable scorecards by using this information in our 
variable selection?
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Historical context …

Source; pH Group – an Experian company

Insolvency rate looks at aggravated failures 
such as insolvencies, liquidations and 
compulsory winding up orders amongst live, 
active companies, generally over 2 years old.

1990 1992 1994 1996 1998 2000 2002 2004 2006 2008

Insolvency rates have been at an historically low level for 
10 years but the impacts of the recession can already be 
seen towards the tail end of 2008.



© Experian Limited 2009.  All rights reserved.
Confidential and proprietary. 4

Some historical background

� Failure rates have been falling in the UK until very recently

Historical context …

Source; pH Group – an Experian company

These impacts appear to disproportionately effect 
mid-corporate companies over the very smallest .
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Historical context …

Source; pH Group – an Experian company

Incorporation volumes (and rates) have been at an all 
time high in the last 5 years.  There has been a 30% 
increase in active limited companies in the last 5 years.
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Example of a pure class migration
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Example of a pure alignment shift

0%

10%

20%

30%

40%

50%

60%

1 2 3 4 5 6 7 8 9 10

Categorical variable

F
ai

lu
re

 r
at

e

0%

2%

4%

6%

8%

10%

12%

14%

16%

18%

20%

%
 o

f c
om

pa
ni

es

% of companies

'% of companies after alignment shift

Expected failure rate

Actual failure rate (misaligned)



© Experian Limited 2009.  All rights reserved.
Confidential and proprietary. 8

Observed Scorecard Deteriorations 
Commercial Delphi Score band and odds movements 200 0 - 2005
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Commercial Delphi scores give relatively stable 
score to odds relationships

Commercial Delphi Score odds over time
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Observed Scorecard Deteriorations (Gini)
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Can we trace changes in performance back to 
individual variables?

Percentage change in shareholders funds
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Can we trace changes in performance back to 
individual variables?

Number of current directors
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Can we trace changes in performance back to 
individual variables?

Return on assets
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Can we trace changes in performance back to 
individual variables?

Lateness of accounts
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Can we trace changes in performance back to 
individual variables?

Payment performance - Average Days Beyond Terms

0.00

5.00

10.00

15.00

20.00

25.00

30.00

35.00

40.00

45.00

50.00

No
data

0 1-10 11-30 31-60 61-90 91-Hi

DBT

V
ol

um
e 

(%
)

0.00

20.00

40.00

60.00

80.00

100.00

120.00

O
dd

s

Development volumes

validation volumes

Development odds

Validation odds



© Experian Limited 2009.  All rights reserved.
Confidential and proprietary. 16

Do scorecards deteriorate in a predictable way?

The scorecards didn’t deteriorate in the way that I had predicted!

The variables that I expected to exhibit class migrations did not do so in 
a classical way.  

Key point is that whilst we may be observing the start of the recessions 
impact on failure rates, we may not be seeing its impact on the 
descriptive data.

The variables that I expected to exhibit alignment shifts did not do so.

The non-static nature of the overall population means that these 
variables are more fluid than predicted.  For instance, the high growth 
rate in companies has changed the overall profile of limited companies 
over the last 5 years.
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Does economic change have an impact on scorecard 
performance?

Economic turbulence changes failure rates.  As the scorecard variables 
are not manifesting pure class migration, this will have an impact on the 
scorecard’s ability to rank risk and accurately predict failure rates.

Economic turbulence also changes the scorecard variables in terms of 
volume distributions and predictive nature. 

The combination of these factors has had a significant impact upon the 
observed scorecards
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Does economic change have the expected impact on 
scorecard variables? 

No.

“Class Migration” variables have by and large not had sufficient time to 
move due to long time lag between cause and observed effect. 

Even variables that we might expect to react quicker to changing
economic conditions have not behaved as expected.  The payment 
performance trade credit data shows a small class migration but a large 
alignment shift.

“Alignment shift” variables have also been impacted by other events 
skewing expected impacts and making future shifts unpredictable.
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Can we predict how variables will change and use th is in 
model development?

Not yet.

No variable examined so far has exhibited the classical class migration 
that would result in it being a stable scorecard attribute.  

The fact that over a period of relative stability these variables showed 
unexpected and inexplicable variations suggests that we would struggle 
to predict future changes with any degree of confidence.



© Experian Limited 2009.  All rights reserved.
Confidential and proprietary. 20

Summary of Results

Over periods of economic stability, the changes in scorecard performance are 
slow and steady.

The pace of economic change appears to accelerate the pace that scorecard 
deteriorations occurs at.

These changes appear to impact scores as class migrations rather than major 
alignment shifts, in this instance.

The manifestation of these impacts in individual variables does not occur in the 
expected way.

Further research is needed to determine whether variables can consistently be 
categorised as “Point in time” or “Through the Cycle”

The evidence seen so far does not build a case for selecting variables for 
scorecard development based on their apparent stability.
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Conclusions …or how to live in an ever changing 
world

� Selecting variables with a view to stability is sensible scorecard 
development practice.

� It would be foolish to assume that doing this alone will result in a 
stable scorecard

� Unexpected population migrations and alignment shifts will occur…so

� …There is no substitute for close scorecard monitoring and regular 
model redevelopment, especially at a time of rapid change.
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