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ABSTRACT

Native Community Development Financial Institutions (NCDFlIs)
promote financial inclusion in financially underserved Native
communities by adopting innovative lending strategies, including
designing their own soft-information-based measures of borrower
risk. Drawing on business loan data from one prominent NCDFI, a
nonprofit loan fund, we examine to what extent the NCDFI-
generated borrower risk measures help explain the NCDFI's loan
performance and pricing above and beyond the effect of the credit
score, a conventional credit-bureau-produced, hard-information-
based metric. All else equal, both loan delinquency hazard and
loan interest rate are robustly predicted by one of the NCDFI's two
proprietary soft-information-based measures, the character score,
but do not vary with the other one, commitment to business
score. The credit score is an important determinant of loan
delinquency hazard but, all else equal, does not exhibit a
detectable relationship with the loan interest rate. We do not find
evidence of noteworthy interactions among the three NCDFI-used
borrower risk measures. Our study offers evidence in support of

the unique underwriting practices and relationship-based lending

operations that characterize the NCDFI industry.
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