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  Apple Card’s bias charges could contain a silver lining for small businesses 
     By     Sam Taussig     November 21, 2019, 9:00 a.m. EST  


4 Min Read     	 Facebook 
	 Twitter 
	 LinkedIn 
	 Email 

  
   Twitter exploded this month with concerns that the Apple Card algorithm might be discriminating against women. 

A renowned programmer pointed out that his wife (who has better credit) was offered just 5% of the spending limit Apple offered him. American inventor and Apple co-founder Steve Wozniak also confirmed on Twitter a similar experience with his wife, along with hundreds of more applicants who echoed concerns that credit lines and interest rates offered by Apple were disadvantaging women. 
  
Almost instantly, the New York State Department of Financial Services announced an inquiry, and consumer activists called for greater transparency. 
Apple Card’s partner, Goldman Sachs, told Gizmodo that it never at any point — before or after issuing an Apple Card — did it collect data on employment status, marital status, gender or whether the customer had children. However, from a regulatory standpoint, this occurrence is part of a larger issue looming over the small-business credit market. 
  
A section in the Dodd-Frank Act of 2010 clearly requires that financial institutions, including small-business lenders, collect protected-class data to provide a baseline to test for discriminatory lending practices. In response, the Consumer Financial Protection Bureau promised to “expeditiously” develop specific rules on data lenders collect from women- and minority-owned business credit applications. That was almost nine years ago and as of this month, it’s finally showing signs of life.
 Though broadly written, the still-unspecified rule actually requires small-business credit providers to collect data about applicants’ protected class status (gender, race, ethnicity, etc.); and the subsequent loan approval information so that lenders and regulators can better test for disparate impact. Once the requirements are clearly established, financial institutions will be responsible for the fair-lending outcomes of their small-business credit models. 
   

 
Regulators have implemented similar regimes for the mortgage industry, but not as much for consumer lending. The alleged disparities with Apple Card approvals could have been easily recognized in internal testing if they were able to apply an applicant’s demographic data into their models for robust bias testing. 
All financial institutions and nonbank lenders do test for disparate impact today, as required by law. But the process relies on backward-looking data and is imprecise, difficult and expensive. 
In the future, data collected and tested under the Dodd-Frank Act requirements will quickly return signs of discriminatory patterns — results having nothing to do with the creditworthiness of each borrower — that can be expeditiously removed from the model. 
An algorithm returning a flawed risk assessment is an expensive problem to have regardless of whether it was the result of historically biased data, statistical error or an unknown factor. Biased approvals may be expensive to fix, but it’s even more expensive not to fix.
Though this specific requirement in Dodd-Frank impacts small-business credit providers, the lessons learned will help the industry move holistically toward democratizing access to credit for all. 
To be clear, the Dodd-Frank requirement does not allow underwriters to use protected-class data in the underwriting model. It simply provides an account-level baseline to radically improve today’s imprecise methodologies to test for discrimination. 
With small businesses, only quantifiable business performance — not demographic traits — should dictate creditworthiness. Understanding protected-class demographic traits will give model validators greater visibility into model performance and equality. 
In many ways, commercial lenders are lucky to soon collect borrower demographic information. 
Small-business credit is a prime sector to begin refining how lenders think about credit equality, with a focus on being transparent about the data used. Commercial data is considerably more straightforward and less fraught than financial data about consumers. 
By collecting previously restricted protected-class data, small-business lenders will be able to empirically test more robust metrics for equality than current methodologies allow.
For this specific data collection requirement to function as Dodd-Frank intended — and genuinely protect small businesses — every institution, from the largest to the smallest, must be held to the same standard for data collection, compliance and transparency.
High-emotion, social media-fueled narratives like Apple’s alleged discrimination won’t help create real accountability or make progress toward credit parity. 
Machine learning and automation is evolving unbelievably fast. But there are so many questions yet to be answered about democratized access to financial services. The CFPB should move quickly to establish the necessary rules to ensure standardized, robust testing of small-business lending models. 


 
 
     Sam Taussig 
  Head of global policy, Kabbage Inc. 
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  BMO drops anti-coal policy amid Wall Street rebuke of ESG 
 The change came to light Monday after West Virginia Treasurer Riley Moore took a victory lap in an announcement of the financial firms it was adding to its boycott list, which doesn't include BMO.

     By Amanda Albright, Bloomberg News 
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  We need more transparency and competition in international payments 
 Federal regulators need to mandate full disclosure of total costs for international money transfers, including all exchange rate markups, and to allow nonbanks access to the Fed's payment system.

     By Rina Wulfing 
 
 
 2h ago
 
 
 
 
	     Payments 
 
  A material difference: The wood credit card takes root 
 It's a substance that literally grows on trees, and is just as compostable. But like any other proposed alternative to first-use plastic, wood comes at a premium to any issuers that want to adopt it.

     By Daniel Wolfe 
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   Scott introduces measure to overturn CFPB late fee rule  
 Sen. Tim Scott, R-S.C., ranking member of the Senate Banking Committee, introduced a Congressional Review Act resolution to undo the Consumer Financial Protection Bureau's credit card late fee rule.

     By Claire Williams 
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   Schumer presses Capital One, Discover on merger deal  
 Senate Majority Leader Chuck Schumer, D-N.Y., said that he would like to examine the proposed acquisition on "narrower bases."

     By Claire Williams 
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   Young Women's Leadership Award college scholarship: Apply now  
 The $5,000 scholarship from American Banker and Discover is for high school seniors in New York City who are the first generation in their family to attend college. The deadline to apply is May 8, 2024.

     By Chana Schoenberger 
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   CFPB warns banks of video games' money laundering, fraud risks  
 A new report sheds light on the lack of player protections against scams and exploitive data collection practices of video game companies.

     By Carter Pape 
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   Fifth Circuit keeps CFPB $8 late fee case in Texas  
 The case over the Consumer Financial Protection Bureau's $8 late fee rule has emerged as a flashpoint in a larger debate over "judge shopping," whereby plaintiffs seek venues with judges sympathetic to their complaints.

     By Claire Williams 
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           THE MEGABANK THAT IS ALWAYS REBUILDING 
 Citigroup has long been criticized as overly complex and underperforming. Will CEO Jane Fraser succeed where her predecessors failed in pushing through a corporate transformation?
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