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Inherent Limitations 
This report has been prepared as outlined in the Introduction.  The services provided in connection with this 
engagement comprise an advisory engagement, which is not subject to assurance or other standards issued by the 
Australian Auditing and Assurance Standards Board and, consequently no opinions or conclusions intended to convey 
assurance have been expressed.  
No warranty of completeness, accuracy or reliability is given in relation to the statements and representations made 
by, and the information and documentation provided by, parties consulted as part of the process. 
Where applicable, KPMG have indicated within this report the sources of the information provided.  We have not 
sought to independently verify those sources unless otherwise noted within the report. 
KPMG is under no obligation in any circumstance to update this report, in either oral or written form, for events 
occurring after the report has been issued in final form. 
The findings in this report have been formed on the above basis. 
 
Third Party Reliance 
This report is solely for the purpose set out in the Introduction in the report and for use by the Australian Retail Credit 
Association (ARCA) and its legal advisers in connection with its authorisation application to the Australian 
Competition and Consumer Commission (ACCC), and is not to be used for any other purpose or distributed to any 
other party without KPMG’s prior written consent.  However, consistent with the terms of engagement entered into 
between KPMG and the ARCA, KPMG consents to the disclosure of this report to the Australian Competition and 
Consumer Commission (ACCC) and to the members of the ARCA.  KPMG acknowledges that this report may become 
publicly available as a result of possible disclosure by the ACCC. 
This report has been prepared at the request of the ARCA in accordance with the terms of KPMG’s engagement letter 
dated 19 August 2014.  Other than our responsibility to ARCA, neither KPMG nor any member or employee of KPMG 
undertakes responsibility arising in any way from reliance placed by a third party on this report.  Any reliance placed 
is that party’s sole responsibility. 
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Executive Summary 
 
This report has been prepared by KPMG at the request of the Australian Retail Credit 
Association (ARCA) in connection with ARCA’s promotion of the proposed Principles of 
Reciprocity and Data Exchange (PRDE).  The purpose of the report is to evaluate the 
economic and wider public benefits associated with the exchange of comprehensive credit 
data between credit providers and credit reporting bodies and to assess the extent to which 
these benefits may be further enhanced as a result of the PRDE. 
 
Importance of lending in the economy and financial system 
 
Retail lending forms a very important part of the Australian economy.  It funds a 
substantial proportion of household and small business consumption expenditure and 
thereby makes a significant contribution to Australia’s gross domestic product.  Retail 
lending is also an important element of the Australian financial system; loans to the 
household sector and small businesses form a substantial proportion of the balance sheets 
of most of the banks, building societies and credit unions operating in Australia.  
Reflecting this, the quality of retail lending and associated credit risk have a major 
influence on the prudential soundness of financial institutions and the stability of the 
financial system.  Through its impact on resource allocation, household debt and asset 
prices, retail lending is also important for the longer term health of the economy.   
 
Poor credit decisions can lead to a misallocation of resources, with the potential to 
destabilise individual financial institutions, the financial system as a whole and the wider 
economy.  In contrast, sound credit decisions, based on a prudent, well-informed and 
realistic assessment of risk, provide one of the essential prerequisites for financial stability 
and sustainable economic growth. 
 
Credit data 
 
An important factor influencing the quality of credit decision-making and credit risk 
management is the quality of credit data.  Lenders rely on a wide range of data in order to 
assess the risk profile of a prospective borrower and to determine whether they are 
creditworthy.  The data are also used to influence the decisions as to the terms on which 
any lending should be made, including lending limits, collateral requirements, guarantee 
requirements, events of default and credit pricing.  The more comprehensive the data 
available to lenders, the better placed they are to undertake a credit assessment.  All else 
being equal, the better the credit assessment is, the better the outcome will be for the 
lender, the borrower, the financial system and the real economy. 
 
The importance of high quality credit data and credit risk analysis is well recognised by 
the financial sector regulators, with both the Australian Prudential Regulation Authority 
(APRA) and Reserve Bank of Australia (RBA) placing considerable emphasis on these 
factors in their oversight of the banking system.  High quality credit data and analysis are 
becoming more important, given the increased focus being placed by APRA and RBA in 
their regular stress testing of the banks and other Authorised Deposit-taking Institutions 
(ADIs).  Stress testing relies heavily on the quality of credit data and risk analysis, as do 
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the capital adequacy measurements in the capital framework applied by APRA to ADIs.  
Any move towards a more proactive approach to macro-prudential policy by APRA and 
RBA will also rely, to some degree, on the comprehensiveness and integrity of credit data, 
given that some of the key macro-prudential instruments work through the influence of 
bank credit channels.  Accordingly, anything that can assist in strengthening credit data 
analysis by the banks and other ADIs is likely to be supported by APRA and RBA. 
 
In March 2014, new reforms to credit reporting were given effect by the commencement 
of the Privacy Amendment Act 2012 (which amended the existing Privacy Act 1988), the 
Privacy (Credit Reporting) Code 2014 (CR Code) and the Privacy Regulations 2013 
(collectively, the Privacy Reforms).  These reforms enable credit providers and credit 
reporting bodies to exchange credit data of a comprehensive nature, rather than the limited 
‘negative’ data to which they were constrained under the former arrangements.  This has 
the potential to provide lenders with a much greater capacity to share credit data and 
undertake more sophisticated credit analysis, and thereby make better-informed credit 
decisions, than was previously the case. 
 
Benefits of enhanced credit data exchange 
 
The exchange of comprehensive credit data between credit providers and credit reporting 
bodies has the potential to bring many economic and other public benefits for Australia.  
These include the following: 
 
• The promotion of better credit management by financial institutions through widening 

the range and depth of credit information available, and enabling more comprehensive 
risk analysis to be undertaken.  This could be expected to strengthen the prudential 
soundness of financial institutions and enhance their resilience to economic shocks, 
thereby making financial institutions safer for depositors and other investors.1 
 

• The promotion of greater stability of the Australian financial system as a result of 
improved financial institution resilience and, potentially, reduced contagion risk. 

 
• Facilitating the more effective use of credit risk data in capital adequacy requirements 

in the context of a global transition to enhancements to the Basel III capital framework, 
and in the possible adoption of more active macro-prudential regulation in Australia. 

 
• The enabling of a more productive allocation of resources in the economy, thereby 

assisting in the promotion of higher trend growth and reducing the risk of economic 
instability associated with the misallocation of credit. 

 
• Reduction in the risk of disequilibria in asset markets as a result of excessive lending 

to particular sectors of the economy.  A good example of this may be the potential for 
enhanced credit data and analysis to assist financial institutions, over time, to better 

1 For analysis of the economic, social and risk-related benefits of enhanced credit reporting frameworks, see the 
OECD publication: Facilitating access to finance: Discussion Paper on Credit Information Sharing.  
http://www.oecd.org/investment/psd/45370071.pdf 

KPMG Report to ARCA on PRDE issues - January 2015 - Version 1414 – 23 January 2015 2 

© 2014 KPMG, an Australian partnership and a member firm of the KPMG network of independent member 
firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights 

reserved.                                     
KPMG and the KPMG logo are registered trademarks of KPMG International. 

 Liability limited by a scheme approved under Professional Standards Legislation. 

 

                                                      



 
ABCD 

Report to the Australian Retail Credit Association 
The benefits of enhanced credit data exchange 

January 2015 

manage their lending secured against residential properties, thereby potentially 
lowering the risk of residential property price bubbles and the economic and financial 
instability associated with this. 

 
• Supporting the goal of responsible lending by creating more transparent and 

comprehensive information on borrowers’ credit worthiness and assisting lenders to 
better assess the ability of borrowers to service a given level of debt.  Enhanced credit 
data exchange may also assist in the monitoring and enforcement of responsible 
lending by making it easier for regulators to assess the adequacy of a lender’s enquiries 
in relation to a borrower. 

 
• The promotion of a more competitive lending environment, with the potential for a 

lower cost of credit for lower-risk borrowers.  In particular, a more comprehensive 
exchange of credit data could be expected, over time, to assist smaller credit providers 
to compete in the credit-providing sector by strengthening their capacity to assess 
prospective borrowers and tailor credit products and services to particular niche 
sectors. 

 
• An improved capacity to identify gaps in the credit-providing sector and enable credit 

providers to develop new or modified credit products and payment services to better 
meet the needs of borrowers.  For example, this could potentially assist in better 
meeting consumer needs through the development of credit products and services that 
are more sensitive to particular niches in the credit market, including greater flexibility 
in the design of terms and conditions of credit. 

 
• The capacity for credit providers to better meet the needs of those currently impeded 

in their access to credit.  Under current credit data exchange arrangements, some 
persons seeking credit have difficulty accessing funds due to a lack of credit data being 
available in relation to them.  In a more comprehensive credit data environment, there 
is greater scope for lenders to assess potential borrowers, including those with a limited 
or impaired credit track record, thereby providing the scope for tailoring lending 
products to these types of borrowers. 

 
• A reduction in the current level of cross-subsidisation between different risk categories 

of borrowers that arises from insufficiently granular credit data with which to assess 
the credit risk of individual borrowers.  As a result, over time, more comprehensive 
credit data should enable better-risk borrowers to obtain credit at lower cost than is 
currently the case relative to average lending interest rates.  Conversely, higher-risk 
borrowers could be expected to pay a higher rate relative to average credit costs.  This 
more tailored pricing of credit should help to strengthen the incentives for borrowers 
to better manage their credit risk and financial position, with associated wider social 
benefits. 

 
Preconditions for achieving the benefits of credit data exchange 
 
The achievement of these benefits will depend on the extent to which lenders use the new 
comprehensive credit data exchange arrangements.  Use of more comprehensive credit 
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data exchange arrangements is only likely to occur when certain preconditions have been 
met.  This recognises that the transition from negative to comprehensive credit reporting 
entails many changes, both at an industry level and by individual credit providers, if it is 
to be implemented effectively.  These preconditions are likely to include: 
 
• Systems changes - The implementation by credit providers of the necessary IT system 

changes and other process and governance frameworks required to facilitate the 
exchange of comprehensive credit data in accordance with the new credit reporting 
standard (the Australian Credit Reporting Data Standard).  These changes would 
typically include, among other matters, systems, internal controls, policies and 
procedures required for obtaining more comprehensive credit data from applicants for 
credit, the provision of credit data in required formats to credit reporting bodies, the 
receipt of similarly comprehensive credit data from credit reporting bodies, and the 
assimilation of such data into credit analysis and lending decisions.  The required 
changes would also include policies and procedures for informing credit applicants of 
the use to which data provided by them may be put and to whom it may be made 
available, and associated policies and procedures for credit provider staff dealing with 
applicants for credit.  All of these changes need to be seen as part of the wider 
frameworks that credit providers maintain for credit risk appetite and management. 
 

• Reciprocity framework - The establishment of a framework for reciprocity of data 
exchange, whereby credit providers may only obtain credit data from other credit 
providers to the extent they have supplied data of an equivalent nature – i.e. a ‘like-
for-like’ exchange of data. 
 

• Standardised legal framework - A standardised legal framework for credit data 
exchange, under which all participants agree to exchange credit data within a common 
platform of rules, as opposed to a set of non-standardised bilateral credit data exchange 
arrangements. 

 
• Enforceability - Enforceability of the rules under which credit data may be exchanged, 

whereby participants are required to comply with the obligations to which they have 
signed up under the data exchange agreement. 

 
• Transparency - A reasonable degree of transparency in the compliance by credit 

providers with a standardised framework for reciprocal credit data exchange. 
 
Aside from the matters that are under the direct control of each credit provider, such as 
their internal IT system changes and credit risk management policies and procedures, the 
other preconditions referred to above are ones that substantially rest on the development 
of an agreed industry framework for reciprocal credit data exchange or, alternatively, 
regulations that set minimum standards for mandatory comprehensive credit data 
exchange. 
 
Since the establishment of the new credit reporting framework, anecdotal evidence 
suggests that there has been only very limited exchange of comprehensive data – i.e. data 
beyond that which was able to be exchanged before the new standard came into force.  
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This is not surprising given the recency of the new standard and the need for many credit 
providers to make major changes to IT systems and associated processes to report 
comprehensive credit data.  These changes are costly and take time to implement, 
especially for the large credit providers.  Moreover, credit providers that are subject to 
APRA regulation are also dealing with many other regulatory compliance challenges.  
These challenges further impede the rapid adoption of the frameworks required for credit 
data exchange of a more comprehensive nature. 
 
However, aside from these considerations, the other main impediment to the adoption of 
comprehensive credit data exchange is the absence, currently, of a formalised and 
standardised industry agreement on reciprocity of data exchange.  Our research and 
enquiries suggest that the industry is waiting for the establishment of the PRDE or 
something with equivalent features as a fundamental prerequisite to credit data exchange.  
This recognises that credit providers need assurance that they will gain as much as they 
give in the credit data exchange process before they are prepared to give access to their 
credit data.  This is especially true of the major lenders, who have the most at stake in 
releasing comprehensive credit data. 
 
The role of the PRDE in promoting enhanced credit data exchange 
 
ARCA has responded to this situation by developing, in consultation with stakeholders, a 
proposed industry framework for credit data exchange – the PRDE. 
 
KPMG believes that the PRDE has the attributes required to provide an efficient and 
effective framework to encourage the enhanced exchange of credit data.  It is based on the 
fundamental concept of reciprocity, which we see as key to the exchange of 
comprehensive credit data.  Reciprocity is recognized internationally as an important 
element in promoting effective credit data reporting frameworks2.  The PRDE also 
contains mechanisms to facilitate the enforceability and transparency of credit provider 
obligations under the PRDE, which are essential if the PRDE is to be effective. 
 
We view the PRDE as a superior alternative to mandatory comprehensive credit data 
exchange.  The introduction of a mandatory credit data exchange framework has been 
raised as a possibility in the Financial System Inquiry’s Interim Report.  In KPMG’s 
assessment, a voluntary, industry-based credit data exchange framework would be 
preferable to the introduction of a mandatory regulatory framework.  An industry-agreed 
arrangement is likely to be better tailored to the needs of stakeholders and involve lower 
compliance and administration costs than would a regulatory framework.  Conversely, a 
mandatory credit data exchange framework creates risks of regulatory requirements being 
misdirected, with reduced effectiveness, or being over-reaching, with higher-than-
necessary costs for industry.  A voluntary industry framework also avoids the risks which 
can potentially arise from government-mandated requirements, such as economic agents 
adopting a regulatory compliance-driven approach to lending, rather than necessarily 
adopting sound management practices on their commercial merits. 

2 See, for example the report issued by The World Bank in September 2011: General Principles for Credit Reporting. 
http://siteresources.worldbank.org/FINANCIALSECTOR/Resources/Credit_Reporting_text.pdf   
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KPMG is therefore of the view that an industry-agreed framework for the exchange of 
comprehensive credit data is more likely to achieve the economic and other public benefits 
associated with comprehensive credit data exchange – and at lower operational cost (and 
therefore a lower cost to consumers) – than would a mandatory, regulatory driven 
framework. 
 
Our discussions with industry participants suggest that there is a high level of support for 
the PRDE and that it is seen as a necessary element in promoting enhanced credit data 
exchange.  Provided that sufficient numbers of large credit providers enter into data 
exchange agreements within the PRDE framework, as could be expected, KPMG believes 
that the PRDE will be instrumental in facilitating and encouraging the transition from the 
current exchange of negative data to an environment in which comprehensive data are 
exchanged. 
 
It will not necessarily happen quickly.  The adoption of comprehensive credit reporting, 
with the associated IT system changes and modifications to credit risk management 
policies and procedures required to facilitate this, necessarily takes some time to achieve.  
Experience in other countries suggests that it can take a few years before financial 
institutions accept the benefits of enhanced credit data exchange and participate in it on a 
comprehensive basis.  However, we believe the PRDE will be an important foundation to 
achieving that outcome, and that progress towards comprehensive credit reporting is likely 
to occur much more quickly with the PRDE in place than in its absence. 
 
If there is significant participation in the PRDE framework (e.g. PRDE signatories with 
around 25%3 or more of retail credit), we believe this will make a substantial contribution 
to the achievement of the economic and other public benefits associated with enhanced 
credit data exchange. 
 
KPMG therefore views the PRDE as both an essential and appropriate framework through 
which to extract the economic and other public benefits associated with enhanced credit 
data exchange.  In the absence of the PRDE or an equivalent, it is doubtful that the industry 
will evolve as quickly or as fully to comprehensive credit data exchange.  Some credit 
providers would likely adopt a form of comprehensive credit reporting in the absence of 
the PRDE.  However, it would likely take the form of bilateral credit data exchange 
arrangements.  These would lack the consistency of an industry-based multilateral 
framework, such as that provided for in the PRDE.  Bilateral arrangements would also 
likely disadvantage smaller credit providers relative to a situation where there is a 
multilateral framework, given that the bilateral agreements would tend to be between 
larger credit market participants. 
 

3 The suggestion of 25% is merely indicative.  There is no precise quantitative threshold as to what would constitute a 
‘significant’ proportion of private sector credit in this context.  However, KPMG would regard 25% of private sector 
credit as being significant in the sense of being sufficient to influence the overall benefits flowing from enhanced credit 
analysis and more precise risk pricing by lenders.  We would also regard it as being sufficient to trigger incentives for 
non-participating lenders to become participants in comprehensive credit data exchange – ie a type of ‘critical mass’. 
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In this context, if the PRDE is not established, it seems likely that at least some of the 
current deficiencies in the credit market in Australia would continue to prevail and that 
the benefits of comprehensive credit data exchange would not be harnessed to the same 
extent as with the PRDE.  These deficiencies would include a lower level of competition 
in the provision of credit, especially by smaller credit providers, a less than optimal 
assessment of credit quality by credit providers, and an insufficiency in risk differentiation 
in the terms on which credit is provided.  This would be to the detriment to Australia’s 
economy and financial system and to those who are disadvantaged by the current lack of 
comprehensive credit data exchange. 
 
KPMG therefore sees the PRDE as an important step in reducing the deficiencies in the 
current credit market and in promoting the economic, financial stability and social benefits 
of enhanced credit risk management.  
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Introduction 
 
1. KPMG has been engaged by the Australian Retail Credit Association (ARCA) to 

prepare a report on the economic and other public benefits associated with enhanced 
credit data exchange.  The report was commissioned by ARCA to provide an 
independent assessment of the benefits associated with comprehensive credit data 
exchange and to inform ARCA in its application to the Australian Competition and 
Consumer Commission (ACCC) for authorisation of certain provisions in the 
Principles of Reciprocity and Data Exchange (PRDE), pursuant to the Competition 
and Consumer Act 2010. 
 

2. This report: 
 

• provides context for the discussion of credit data reporting in Australia, including 
by reference to information on the retail credit-providing sector in Australia and 
the development of a new credit reporting framework; 
 

• discusses the economic and other benefits associated with enhanced exchange of 
credit data between Credit Providers and Credit Reporting Bodies; 
 

• discusses the impediments to credit data exchange in Australia; 
 

• provides a brief summary of the PRDE in the context of its role in promoting 
more effective and efficient credit data exchange; 

 
• sets out KPMG’s assessment of how the PRDE could be expected to provide a 

framework to better facilitate credit data exchange and to realise the benefits 
associated with the exchange of such data.  We focus in particular on three 
aspects of the PRDE - namely, that the exchange of data under the PRDE will be 
done on a reciprocal basis, that the obligations under the PRDE will be 
enforceable, and that the arrangements will entail a high level of transparency; 
and 

 
• summarises the precedent in other countries for initiatives similar in concept to 

the PRDE. 
 

3. The report has been prepared following KPMG’s review of relevant legislation, 
including the Privacy Act 1988, the National Consumer Credit Protection Act 2009, 
the Privacy Amendment (Enhancing Privacy Protection) Act 2012, and the Privacy 
(Credit Reporting) Code 2014.  We have also reviewed the relevant provisions in 
the Australian Credit Reporting Data Standard.  Preparation of this report has also 
been informed by discussions with ARCA, members of ARCA, and other financial 
institutions and interested parties. 
 

4. The views expressed in this report are those of KPMG and do not purport to 
necessarily represent the views of any other party.  The report has been prepared 
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solely for use by ARCA in connection with its application to the ACCC for 
authorisation of the relevant provisions of the PRDE.  
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Background – Australian credit sector / credit reporting requirements 
 

The retail credit sector in Australia 
 

5. Retail credit is a very substantial part of the Australian economy.  Total retail lending 
in Australia in 2013 amounted to approximately $280 billion, representing 
approximately 18% of Australian GDP4.  Retail lending funds a substantial 
proportion of consumption expenditure, which in turn is a major part of Australia’s 
economic output.  Reflecting this, household consumption expenditure represented 
around 53% of Australia’s GDP in 20135.  Australia’s economy, like most OECD 
economies, is substantially driven by household consumption expenditure, a 
significant proportion of which is funded by household borrowing. 
 

6. Reflecting the extent of borrowing by the household sector, household debt currently 
amounts to a substantial $1.8 trillion.  This exceeds Australia’s annual GDP, which 
stands at $1.6 trillion6.  Australia, like many advanced economies around the world, 
has displayed a strong appetite for credit, especially in the household sector, over 
the last twenty years or so.  As a portion of annual household discretionary income, 
household debt has risen from under 120% to almost 180% since 20007.  The RBA 
point out that Australia’s debt is also high relative to all other G7 countries (see 
graph below). 
 

7. For Australia then, the efficient allocation and pricing of consumer credit takes on a 
particular importance, given that credit is a major source of funding for household 
expenditure, including for expenditure on housing and education.  As a consequence, 
the allocation and pricing of credit is also an important influence on the rate of 
economic growth. 

 

 

4 Australian Bureau of Statistics 
5 Australian Bureau of Statistics  
6 Reserve Bank of Australia, 4102.0 - Australian Social Trends - Trends in Household Debt (6 May 2014) 
7 Reserve Bank of Australia, 4102.0 - Australian Social Trends - Trends in Household Debt (6 May 2014) 
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8. In Australia there are multiple sources of retail credit.  It is estimated that there are 
over 5,700 licensed providers of credit, including 70 banks, 8 building societies, 
over 80 credit unions, several hundred non-ADI licensed credit providers, and a 
number of telecommunication and utility companies8.  The vast majority of 
consumer finance in Australia is provided by the banks (comprising over 80% of 
lending in the year to June 2014), with building societies, credit unions, wholesale 
lenders and other lenders contributing less than 10% of all commitments by 
significant lenders in the year to June 2014 (see graph below).  

 

 
9. As might be expected, housing finance dominates over other borrowing purposes.  

This is reflected in the balance sheets of banks, where housing loans account for 
around two-thirds of all loans and advances (up from 47% in 19979), while credit 
cards and other household loans make up just 5 per cent10. 
 

10. Housing takes prime position in the psyche of the nation.  Rice Warner research11 
shows that investment properties comprise 47% of all personal investment assets 
owned by Australians.  Accordingly, house price inflation is a major influencing 
factor in household wealth and, through wealth effects, on household consumption.  
The last 15 years or so has seen a dramatic increase in house prices in Australia.  
They have now reached a level which puts them at historical highs relative to 
common benchmarks, such as housing rental yields and the ratio of house prices to 

8 Data obtained from various sources, including ASIC, APRA and a presentation by Michael Saadat the Credit Law 
Conference in October 2014: http://www.slideshare.net/informaoz/michael-saadat-asic?related=1 
9 Financial System Inquiry, Interim Report, Jul-14 
10 Australian Prudential Regulatory Authority (APRA), Table 2 - Monthly Banking Statistics, Jun-14 
11 “Personal Investment Market Projections Report”, Rice Warner, 2014 
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household income.  By these metrics, Australian house prices are currently among 
the most expensive among the advanced economies according to data produced by 
the International Monetary Fund12.  The increase in house prices has been aided to 
a substantial degree by greater availability of credit and historically low interest 
rates. 

 
11. As noted later in this report, high house price inflation creates a risk of macro-

financial instability.  A critical element in reducing this risk is the ability of financial 
institutions to have access to high quality credit information in order to make prudent 
lending decisions and to price credit appropriately in relation to risk.  A system of 
effective, efficient credit data exchange is an important component of this.  This will 
become more important in the environment Australia is now in and increasingly 
moving towards – i.e. one in which residential property lending is becoming higher 
risk.  In such an environment, it will become increasingly important for lenders to 
have access to high quality credit data.  This is especially so as the prudential 
regulator, APRA, and the RBA place greater emphasis on residential lending risk 
and associated stress testing of banks’ lending portfolios. 

 
Overview of credit reporting in Australia 
 
12. To date, credit reporting arrangements in Australia have been relatively limited.  

Reporting of credit data has generally been limited to bilateral exchanges of data 
between Credit Providers (CPs) and a small number of credit agencies (referred to 
as ‘Credit Reporting Bodies’ or CRBs).  Veda Group has the largest share of the 
CRB industry, accounting for 41% of the total retail and non-retail sector (see graph 
below), and an estimated 85% of the retail sector13.  Under the former ‘negative’ 
reporting arrangements that prevailed until March 2014, relatively little information 
was exchanged directly between CPs, generally being limited to ‘bankers’ 
opinions’14. 
 

12 http://blog-imfdirect.imf.org/2014/06/11/era-of-benign-neglect-of-house-price-booms-is-over/ 
13 Sebastian Chia, IBIS World Industry Report N7293b, “Credit Agencies in Australia”, March 2014, page 19 
14 In this context, a ‘banker’s opinion’ refers to arrangements entered into between banks or other ADIs, whereby one 
party agrees to provide information to the other in relation to opinions in related to the creditworthiness of a borrower. 
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13. Until March 2014, when new credit reporting arrangements came into force, lenders 

had access to only limited information, such as major credit infringement and credit 
applications, often referred to as ‘negative data’.  This meant that consumer credit 
reports could only contain information such as credit enquiries (typically 
applications for credit - e.g. a personal loan or credit card), credit payment defaults, 
serious credit infringements and publically available information such as court 
judgements and bankruptcies.  This changed in March 2014 when the Privacy 
Reforms came into force.  Under the new credit reporting system comprehensive 
data is able to be included in credit reports.  This brings Australia into alignment 
with the credit reporting legal framework in many developed countries. 

 
14. The Privacy Reforms are intended to increase the efficiency of Australia’s consumer 

credit sector by enabling, but not requiring, CPs to exchange credit data of a more 
comprehensive nature, including in respect of borrowers’ credit history and debt 
servicing capacity. 

 
15. The Privacy Reforms permit CRBs to provide CPs with information on the: 
 

• date on which a credit account is opened; 
• maximum amount of available credit on a credit account; 
• nature of a credit account; 
• date a credit account is closed; and 
• account payment history over a running two-year period. 

16. Repayment history information can only be provided by and shared with licensed 
credit providers (i.e. those licensed under the National Consumer Credit Protection 
Act 2012 by the Australian Securities and Investments Commission (ASIC)).  This 
does not include telecommunication and utility companies. 

Veda
42%

Dun & Bradstreet
16%

McGraw-Hill 
(Standard & 

Poors)
11%

Moody's 
Investors Services

7%

Fitch Australia
4%

Experian 
Australia

2%

Other companies
19%

Credit Agencies in Australia
Market Share

Source: IBISWorld Industry Report N7293b, "Credit Agencies in Australia", Mar-14
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17. A key component of the Privacy Reforms is the CR Code, which is a code developed 
by ARCA and registered by the OAIC that operationalises the requirements in the 
Privacy Act.  The CR Code binds all CRBs and CPs.  The Code was established 
under section 26N(1) of the Privacy Act 1988, as amended by the Privacy 
Amendment (Enhancing Privacy Protection) Act 2012.  The CR Code is an 
important part of the regulatory framework for the comprehensive credit reporting 
system in Australia.   

 
18. The CR Code was designed to meet a number of objectives, including to: 
 

• improve the economic effectiveness of credit reporting; 
• ensure the privacy of enhanced credit reporting information; 
• improve the integrity of credit reporting information; 
• improve transparency in credit reporting processes; and 
• provide credible monitoring and enforcement of compliance15. 

 
19. The CR Code aims to protect the personal information and privacy of consumers, 

while meeting the operational requirements of a credit reporting system, which has 
an integral and highly relevant role in responsible lending.  It is not intended to be a 
stand-alone document, but rather a key component of Australia’s overall credit 
reporting framework.16  Within this framework also sits the Principles of Reciprocity 
and Data Exchange (PRDE) and the Australian Credit Reporting Data Standard 
(ACRDS). 

 
20. While only the CR Code will be binding and have legislative effect, the PRDE and 

ACRDS are important to the operation of the overall credit reporting framework 
structure.  The PRDE is intended to regulate industry17 conduct and detail the 
conditions of participation within the credit reporting system for equity and 
transparency.  The ACRDS is the technical standard set by industry, which ensure 
data quality, consistency and inter-changeability.  Both the PRDE and ACRDS are 
subject to change from time to time and will be set, maintained and updated in a 
different way to the CR Code. 

 
21. The commencement of the Privacy Reforms and the increased availability of 

comprehensive data could potentially give rise to a number of important economic 
and public benefits.  These are discussed in the next section of the report.  However, 
the extent of benefits realised will depend very substantially on the extent of data 
exchange between CPs and CRBs.  The more limited the participation of CPs in the 
exchange of credit data, the more limited will be the benefits associated with the 
data exchange arrangements. 

15 ARCA Executive Summary in support of the CR Code Application dated 1 July 2013, page 1 
16 ARCA Executive Summary in support of the CR Code Application dated 1 July 2013. 
17 In this report, when reference is made to the ‘industry’ in the context of the PRDE, it is a reference to the credit-
providing industry as a whole.  This reflects the intention that the PRDE will desirably become a framework used 
commonly by industry members, regardless of whether they are members of ARCA.  In recognition of this, although 
ARCA developed the PRDE primarily for application to its members, in the development of the PRDE ARCA consulted 
participants in the wider industry who are not ARCA members. 
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22. As noted later in this report, anecdotal evidence suggests that there is only very 

limited data exchange of a comprehensive data nature under current arrangements.  
The lack of effective credit data exchange has been recognised by many parties, 
including the Financial System Inquiry in its Interim Report issued for public 
consultation in July 2014.  The proposed PRDE provides a response to this 
deficiency. 

 
23. The PRDE provides a framework which could be expected to facilitate a 

considerably more effective and efficient exchange of credit data than currently 
exists by providing an enforceable industry-agreed platform for reciprocity of data 
exchange.  As noted in discussions between KPMG and credit providers and CRBs 
in the preparation of this report, reciprocity is regarded as being key to the exchange 
of comprehensive credit data.  Without an industry-agreed framework for the 
reciprocal exchange of credit data, credit providers have limited incentive to provide 
credit data.  Accordingly, as argued later in this report, the PRDE offers the potential 
to realise the benefits associated with credit data exchange by providing the 
incentives for credit providers to supply comprehensive credit data and by setting 
out a standardised platform (the subject of broad consultation) for doing so. 
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Importance of credit data exchange – economic and public benefits 
 

24. The development of the Privacy Reforms recognises that the exchange of credit data 
between financial institutions has important benefits for the economy, the financial 
system and society.  This section of the report briefly sets out the main potential 
economic and public benefits associated with a framework that facilitates the 
exchange of credit data between credit providers and CRBs.  The following section 
then discusses the key factors essential to realising these benefits and the role that a 
framework like the PRDE plays in that regard. 
 

Improved ability to manage credit risks 
 
25. The exchange of credit data between financial institutions is important to the ability 

of financial institutions to manage their credit risk – i.e. the risk of loss arising from 
the default by a borrower in respect of money lent by the financial institution.  Credit 
risk is the single largest financial risk faced by most banks and other lenders.  
Reflecting this, most episodes of bank distress or failure globally have arisen 
primarily because of inadequate management of credit risk.  The management of 
credit risk is the single biggest factor that influences the prudential soundness of 
individual financial institutions and the stability of the financial system. 
 

26. Banks and other credit providers manage credit risk in a number of ways, but a key 
component of their risk management framework is the assessment of the ability of 
the borrower to service their debt, including under stressed conditions.  Making a 
reliable assessment of this is an important element in determining whether to lend 
to a particular borrower and, if so, how much to lend and on what terms, including 
the nature of collateral required.  Credit providers use a range of techniques to 
undertake this analysis, drawing on data from a variety of sources, including stress 
testing borrowers’ debt servicing capacity under different economic and financial 
scenarios, the reliability of a borrower’s income, the borrower’s existing debt 
obligations, the borrower’s history in servicing debt and making repayments, their 
employment and/or business history and their available collateral. 

 
27. The effectiveness of a lender’s credit assessment – and therefore their ability to 

identify, measure, monitor and manage credit risks – depends on the range, depth 
and quality of data available on prospective borrowers.  That effectiveness is 
enhanced where a credit provider can access credit data, at reasonable cost, sourced 
from other lenders, given that it enables them to undertake more comprehensive 
assessment of the risk profile of the borrower.  It also enables them to make better 
informed decisions about lending limits, collateral requirements and credit pricing.  
Ultimately, individual financial institution soundness and the stability of the 
financial system as a whole is enhanced where credit providers can access credit 
data sourced from other credit providers. 
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28. Veda, the largest consumer credit reporting body in Australia, ran a pilot study to 
simulate the likely impacts of comprehensive credit data on default rates18.  The 
study involved 10 Australian lenders and 24 portfolios.  The exercise produced a 
number of pertinent findings: 

 
• Data on the combination of products held is a key determinant of credit risk.  For 

instance, customers holding a personal loan were approximately 3.5 times more 
likely to default on their credit card or home loan, while those holding a mortgage 
were approximately 20% less likely to default on their credit card than those 
without. 
 

• Customers who conduct their borrowing through multiple institutions have a 
significantly higher level of credit risk.  Those with three relationships with 
different lenders were more than twice as likely to default. 
 

• The power of statistical models to predict credit defaults, measured by a Gini 
score, increased by 26% with the additional comprehensive data. 
 

• The additional data would enable credit providers to maintain their current level 
of credit risk while growing their approval rates by 12.2%.  Alternatively, they 
could maintain the approval rate and still reduce the default rate by 24.9%. 

29. Veda’s study clearly supports the notion that, given a reasonable degree of data 
exchange, comprehensive credit data can make a sizeable difference to a CP’s ability 
to manage credit risk. 
 

Stress testing 
 

30. Enhanced access to credit data is also an important element in the ability of financial 
institutions to undertake stress testing analysis and to determine their capital position 
on a risk-adjusted basis.  Stress testing is becoming an increasingly important tool 
in the financial system for assessing potential vulnerability to economic and 
financial shocks, both at an individual financial institution level and across the 
financial system as a whole.  It is also increasingly being used as a tool for assessing 
appropriate capital buffers for financial institutions and for the calibration of their 
risk appetite and risk limits. 

 
31. Reflecting this, APRA has placed increased emphasis on stress testing in its 

assessment of the strength of the banking system in Australia.  APRA conducts stress 
tests on a periodic basis by providing banks with a scenario of stressed economic 
and financial conditions and requiring them to calculate credit losses under that 
scenario.  Banks use the scenarios to evaluate potential loan losses for each scenario, 
drawing on historical data and internal models that take into account expected 
probabilities of default by borrowers and loss associated with loan defaults. 

 

18 Information obtained from Veda Advantage Ltd. 
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32. APRA is also placing greater importance on stress testing by individual banks in 
their risk management and capital planning processes, including through the new 
Prudential Standard CPS220 – Risk Management, which came into force on 1 
January 2015.  Under this standard, stress testing will become a more important 
element in financial institutions’ risk management frameworks.  Banks and other 
ADIs will be expected to undertake regular stress testing as part of their processes 
for setting risk appetite, establishing risk tolerances, calibrating lending policies and 
setting capital buffers. 

 
33. Effective stress testing requires, among other matters, good quality credit data with 

which to assess the probability of default and loss-given-default across different loan 
categories.  Banks and other lenders use a range of techniques, including economic 
models, to assess these variables, drawing on the data they have available to them.  
Any enhancement to the depth, range and overall quality of credit data will therefore 
be beneficial to their ability to undertake stress testing.  Accordingly, a reliable credit 
data exchange framework would assist in this process, to the benefit of the financial 
system, individual financial institutions and their customers and shareholders. 

 
Macro-financial stability 
 
34. Another benefit of enhanced exchange of credit data is the promotion of macro-

financial stability.  As noted earlier in this report, retail lending is a major part of the 
Australian economy.  It plays a critical role in resource allocation across many 
sectors of the economy and thereby influences economic productivity and the long-
run performance of the economy. 
 

35. As has been seen in many countries - most recently in the global financial crisis - 
the misallocation of resources as a result of poor lending decisions can have severe 
consequences for the economy.  Poor lending decisions by credit providers can 
contribute to over-lending to particular sectors of the economy, resulting in 
excessive asset price inflation.  Subsequent deflation of asset prices can result in 
severe economic dislocation, particularly where asset prices fall rapidly and over-
shoot in the adjustment process, as often tends to be the case with asset price 
corrections.  This can have adverse consequences for financial stability and for 
economic growth. 

 
36. The global financial crisis provided graphic evidence of this in the United States, 

United Kingdom and Ireland, among other countries, where excessive and poorly 
managed lending to the housing and commercial property sectors resulted in major 
asset price bubbles.  The subsequent bursting of these bubbles created the conditions 
for multiple financial institution failures, a severe contraction in lending, a 
protracted weakening in the real economy and a major and prolonged increase in 
unemployment. 
 

37. Over the longer term, poor quality lending decisions by financial institutions can 
also have adverse and protracted impacts on the productivity of the economy and 
the trend rate of economic growth.  The slow and uncertain recovery in the major 
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world economies following the global financial crisis is partly attributable to the 
long-term impact of resource misallocation. 
 

38. In recognition of the importance of credit allocation to the stability of the economy 
and long-term economic growth prospects, policy-makers and regulators 
internationally have taken many initiatives to promote an environment conducive to 
sound credit allocation decision-making.  An important element of this is to promote 
the circumstances in which credit providers can make well-informed credit 
decisions, drawing on as much data and credit analysis as is practicable.  An efficient 
and reliable system of credit data exchange is an important element in this.  It assists 
credit providers to make better-informed credit risk assessments than they could do 
in the absence of credit data sourced from other lenders.  Better credit risk 
assessment in turn increases the probability of achieving better risk-adjusted 
resource allocation in the economy, with benefits in terms of enhanced productivity 
and economic growth, and reduced risk of asset price bubbles and associated 
economic instability. 

 
39. Improved credit data also facilitates better quality credit analysis by the CRBs, given 

their ability to draw on a wider range and greater depth of data for borrowers.  Such 
data could be expected to facilitate a strengthening in the credit analysis services 
provided by CRBs to credit providers.  In turn this could be expected to assist credit 
providers in their lending, credit management and credit pricing decisions. 

 
Macro-prudential policy 

 
40. The quality of credit data and associated credit risk analysis is also relevant in the 

implementation of macro-prudential policy by financial sector authorities.  Macro-
prudential policy involves the use of prudential regulation, such as capital ratio and 
exposure limit requirements, for the promotion of macro-financial stability 
objectives.  Since the global financial crisis, macro-prudential policy has received 
greater attention from financial sector agencies in many countries and from 
international bodies such as the International Monetary Fund and Financial Stability 
Board.  The aim of this work has been to develop prudential policy tools for use in 
the management of macro-financial risks in the economy and financial sector, 
including reducing the severity of asset price cycles and associated impacts on 
financial system stability. 

 
41. An important element in the development of macro-prudential policy is the 

refinement of the data used to measure banks’ credit risks, so that this data can be 
more efficiently and reliably incorporated into the calibration of prudential 
regulation to achieve the desired macro-financial policy objectives.  This is 
especially relevant for credit data and the measurement of credit risk, given the 
importance of credit risk to the use of capital ratios and credit exposure limits in 
macro-prudential policy.  In that context, any improvements that can be achieved 
through enhanced quality of credit data could be expected to assist in the 
development of effective macro-prudential policy. 
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Proposed changes to international bank capital requirements 
 

42. A further example of the importance played by high quality credit data and credit 
risk management is in the increasing emphasis that regulators are placing on credit 
risk measurement in the calibration of capital requirements for banks.  The Basel II 
and Basel III capital requirements established by the Basel Committee on Banking 
Supervision – the international standard-setting body for bank prudential regulation 
– incorporates banks’ credit risk measurement and management frameworks into the 
calculation of capital ratios applied to banks.  Recently announced proposals by the 
Basel Committee19 set out new proposals that, if implemented, would see significant 
changes to the risk weights applied to banks’ credit exposures for banks using the 
standardised framework for capital calculation.  These proposals include moving 
away from the use of external credit ratings and standardised risk weights for loan 
categories as a basis for calculating capital ratios, replacing them with risk weights 
that rely instead on the key drivers of credit risk – eg debt servicing ratios of 
borrowers and loan-to-valuation ratios for residential lending, and asset quality 
measures for banks’ exposures to other banks. 
 

43. These proposals recognise that the most meaningful way to assess the required 
capital for a bank is by the accurate measurement of credit risk (and other risks), 
rather than through proxies such as external credit ratings or standardised categories 
of lending by type of counterparty or collateral.  If implemented, as seems likely, 
the Basel Committee’s new capital proposals will therefore increase the importance 
of banks’ credit risk measurement frameworks.  In turn, this will place greater 
emphasis on the need for high quality credit data, including data and associated 
analysis of borrowers’ debt servicing history, current and prospective debt servicing 
capacity, and collateral.  Accordingly, this is likely to be an important driver for 
banks and other financial institutions to strengthen their credit data and analysis 
frameworks, including through the exchange of comprehensive data. 

 
Responsible lending 

 
44. A further benefit associated with enhanced exchange of credit data relates to 

responsible lending – i.e. ensuring that borrowers have access to credit on reasonable 
terms and are not provided with credit which they cannot readily service, especially 
in periods of financial stress. 
 

45. Under the responsible lending requirements of the National Consumer Credit 
Protection Act, a financial services provider must do three things to be satisfied that 
a credit contract is "not unsuitable" for a borrower.   It must: 

 
• make reasonable inquiries about a borrower's requirements and objectives; 
• make reasonable inquiries about the borrower's financial situation; and  
• take reasonable steps to verify the borrower's financial situation. 

19 See the press release issued on 22 December 2014 by the Basel Committee: “Revisions to the standardised approach 
for credit risk: Basel Committee issues consultative document”  http://www.bis.org/press/p141222a.htm 
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46. In order to lend responsibly, credit providers need to be able to assess the ability of 

a borrower to service a given level of debt relative to their disposable income and 
other debt commitments, including under stressed conditions.  This requires lenders 
to undertake an analysis of a borrower’s income, existing debt, other commitments, 
debt servicing history and other considerations bearing on their ability to service 
debt under a range of scenarios.  Lenders routinely do this using a range of data 
available, including data sourced from CRBs as well as data obtained directly from 
the borrower in question. 
 

47. A framework which facilitates enhanced exchange of credit data could be expected 
to assist the ability of credit providers to make responsible lending decisions, given 
that it would give them access to a wider range of data on borrowers’ existing debt 
and their debt servicing track record.  This would enable lenders to more thoroughly 
assess the capacity of a borrower to service a given level of debt, including under 
stressed conditions.  It would also enable lenders to more accurately price credit, 
taking into account the specific risk characteristics of the borrower.  In a competitive 
lending market, this could be expected to benefit the borrower by lowering the risk 
of irresponsible lending (while acknowledging that responsible lending behaviour 
also relies on many other considerations). 

 
48. Comprehensive credit reporting could be expected to assist ASIC in assessing 

compliance with responsible lending requirements.  Under the current process, an 
assessment of whether a credit provider has acted as a responsible lender would 
depend on, among other matters, a qualitative assessment of the nature of the 
enquiries made and analysis undertaken by a credit provider before making a credit 
decision.  This can be a difficult and time-consuming process and is inherently 
subjective.  A comprehensive credit data exchange framework could be expected to 
lead to a presumption that a responsible lender would, as a minimum, access and 
analyse the data available via CRBs in the course of making a credit decision.  This 
could assist in promoting a more objective and efficient process for the assessment 
of compliance with responsible lending requirements – both by the regulator and by 
credit providers themselves. 

 
Improved access to credit  

 
49. The adoption of more comprehensive credit exchange could also assist credit 

providers to meet the needs of those currently impeded in their access to credit.  
Under current credit data exchange arrangements, it is believed that some persons 
seeking credit have difficulty accessing funds due to a lack of sufficiently detailed 
credit data being available in relation to them.  Such data that are available may be 
limited to information on previous defaults, without providing a more complete 
assessment of the person’s credit history and current debt servicing capacity.  This 
can lead to a binary ‘yes’ or ‘no’ credit approval decision being made, rather than a 
credit decision that takes into account the particular credit characteristics of the 
person in question. 
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50. In a more comprehensive credit data environment, there is greater scope for lenders 
to assess potential borrowers, including those with limited or impaired credit track 
records, thereby providing the scope for tailoring lending products and offers to 
these types of borrowers.  Access to more comprehensive credit information, and 
the capacity to better analyse borrower risk, may equip lenders to make more 
granular assessments of the ability of borrowers to service debt, thereby reducing 
the proportion of credit applications declined on a relatively arbitrary basis due to 
lack of credit data.  In turn, this could provide considerable social benefits to those 
currently marginalised by the financial system. 

 
More competitive pricing of credit 

 
51. A further benefit associated with credit data exchange is more competitive pricing 

of credit.  Where lenders have the ability to access a wide range of credit data, and 
can do so on a broadly level playing field, they are better placed to assess the risk 
profile of borrowers, taking into account a borrower’s credit history, existing debt, 
collateral and other considerations.  This information enables them to more 
accurately price credit relative to the risk profile of the borrower.  In a competitive 
lending market, such as Australia’s, where there are multiple lenders for each niche 
sector, enhanced data exchange offers the potential for a more competitive pricing 
of credit than in a situation of limited data exchange.  This offers the potential for 
borrowers to access credit on more favourable terms – both in terms of pricing and 
other terms – than in the absence of enhanced data exchange. 

 
52. More comprehensive data exchange could be expected to reduce the current cross-

subsidisation between different borrowers that arises from insufficiently granular 
credit data with which to assess the credit risk of individual borrowers.  As a result, 
over time, more comprehensive credit data should enable better-risk borrowers to 
obtain credit at lower cost than is currently the case relative to average lending rates.  
Conversely, higher-risk borrowers could be expected to pay a higher rate relative to 
average credit costs.  This more tailored pricing of credit should help to strengthen 
the incentives for borrowers to better manage their credit risk and financial position, 
with associated wider social benefits. 

 
53. Comprehensive credit data also assists in reducing the information asymmetry 

problem that is characteristic of the retail credit market – i.e. the gap between the 
data available to a credit provider and the data available to a borrower.  Under a 
comprehensive reporting environment, borrowers will have greater access to more 
comprehensive data on their credit position, including the analysis undertaken by 
CRBs.  This will better equip them to challenge credit providers and CRBs if they 
believe the information on their file is misleading, inaccurate or incomplete, and 
could therefore assist in lifting the quality of reporting.  It also creates greater 
opportunity for borrowers to challenge credit decisions and offers made by credit 
providers and to shop around for the best deal available to them. 
 

54. A more comprehensive credit reporting framework may also assist to enhance 
competition in the lending sector by enabling new entrants and small lenders to 
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better position themselves in niche lending sectors.  Access to more comprehensive 
credit information could facilitate this by providing small lenders with an improved 
basis for assessing lending opportunities and pricing credit in closer alignment to 
assessed risk. 

 
Credit product innovation 

 
55. A further potential benefit associated with enhanced exchange of credit data is the 

insight it may provide to lenders as to current gaps or deficiencies in credit products 
and payment mechanisms.  More granular credit data and deeper analytics associated 
with the data may assist credit providers to develop new or improved credit products 
and payment features that better serve niches in the sector than is currently possible 
with existing limited credit data exchange. 
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Current constraints on credit data exchange  
 
57. The benefits referred to above are only likely to be realised where there is an efficient 

and effective framework for credit data exchange between CPs and CRBs.   The 
realisation of the benefits will much depend on the quantum and quality of credit 
data exchanged and the resultant analysis of that data for credit risk management 
and lending decision purposes.  
 

58. Despite the introduction of the Privacy Reforms, with the legal entitlement it 
provides for the exchange of comprehensive credit data, there appears to be limited 
exchange of data currently in the sector.  Veda report that no CPs have disclosed 
borrowers’ repayment history information or credit liability information to them in 
the quarter to June 201420.  Other observations made to KPMG in the course of its 
enquiries in preparing this report suggest that relatively few CPs are exchanging 
comprehensive credit data.  Relatively small lenders appear to be more ready and 
willing to exchange credit data than the large lenders.  The large lenders have been 
hesitant to participate in enhanced credit data exchange arrangements for a range of 
reasons.  
 

59. One of the main impediments to credit data exchange appears to relate to a ‘free 
rider’ concern by financial institutions and an associated asymmetry for incentives 
by credit providers.  All credit providers have strong incentives to access as much 
credit data as they can, subject to cost, given that the information will assist them to 
better assess, manage and price their credit risk.  However, they have weaker 
incentives to provide credit information, given that the provision of the information 
will advantage their competitors.  This creates an incentive asymmetry and a so-
called ‘free rider’ problem.  Reflecting this, there is an understandable reluctance on 
the part of lenders to be ‘first movers’.   Rather, the incentives tend to operate in the 
opposite way – i.e. lenders have incentives under current market frameworks to wait 
to see which other lenders will supply credit information via the CRBs before they 
offer supply of information.  This is especially so for the large lenders, given that 
they already possess large amounts of credit data and therefore have relatively less 
to gain from the exchange of credit data than do smaller providers of credit.  Even 
so, in absolute terms large lenders would benefit greatly from a reciprocal credit data 
exchange framework, particularly the benefits associated with enriching their credit 
data analytics with credit data and enhanced credit analysis available from other 
large lenders and the credit reporting bodies. 

 
60. Addressing the incentive asymmetry and free rider problems would require either a 

new law that requires the supply of comprehensive credit data by all CPs or an 
industry-agreed framework that changes the incentives to supply comprehensive 
credit data.  Industry-agreed frameworks are generally the more cost-effective route 
to achieving desired outcomes compared to regulation.  The PRDE is designed to 
address the incentive and free rider issue by providing for reciprocity of data 

20 “Credit Reporting Privacy Code Annual Report” for the period 12 March 2014 to 30 June 2014, Veda 
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exchange – i.e. a CP will only be able to access data of a similar level to that which 
they supply. 

 
61. The costs associated with exchanging credit data are also an important consideration 

in the willingness of lenders to participate in enhanced credit data exchange 
arrangements.  In particular, IT system changes are relevant in this context.  KPMG 
understands that this is part of the reason for the postponement by some lenders to 
participate in an enhanced credit data exchange framework.  A further factor has 
been the extent to which large financial institutions have also had major challenges 
meeting compliance obligations in respect of a range of other regulatory 
requirements. 

 
62. The costs of providing credit data – including IT costs, changes to credit assessment 

protocols, staff training, etc – will arise regardless of the framework for facilitating 
credit data exchange.  For example, set-up costs and compliance costs would also 
arise with a regulatory system of compulsory credit data exchange.  In that sense, 
the costs associated with compliance with the PRDE are likely to be no greater (and 
quite possibly less) than with a compulsory credit data exchange arrangement.  
Moreover, the costs associated with complying with an industry-agreed framework, 
such as the PRDE, are likely to be considerably less than in the case of a series of 
bilateral credit data exchange arrangements, given that the latter approach would 
involve multiple contracts, each with their own particular characteristics.  A 
standardised multilateral framework is likely to be lower in cost, especially over the 
longer term. 

 
63. The limited exchange of credit data currently occurring was noted in the Financial 

System Inquiry’s Interim Report, published in July 2014.  The report noted 
“However, [comprehensive credit reporting] (CCR) is voluntary and the Inquiry 
understands that, to date, none of the major banks have participated.  This is likely 
because the cost of sharing their information with competitors is greater than the 
benefit of gaining access to other competitors’ databases.  Some submissions 
propose making CCR mandatory, which may improve the value of CCR for smaller 
lenders.”21 

 
64. Submissions to the FSI Interim Report suggest that a number of financial institutions 

and other parties also recognise the current inadequacy of credit data exchange22.  
There is a recognition by many parties that the slow pace of adoption of data 
exchange is impeding achievement of the benefits alluded to earlier in this report.  
Accordingly, there appears to be considerable support for measures to strengthen the 
exchange of credit data.  Some parties advocate a system of mandatory credit data 
exchange.  Others prefer a system of voluntary data exchange, but where the 
exchange of data is on reasonably standardised terms and on a reciprocal basis. 

 

21 Page 2-18 of the Financial System Inquiry Interim Report. 
22 ANZ, submission to Treasury, Financial System Inquiry, 26 August 2014, Commonwealth Bank of Australia, 
submission to Treasury, Financial System Inquiry 29 August 2014, COBA, submission to Treasury, Financial System 
Inquiry, August 2014, NAB submission to Treasury, Financial System Inquiry 2014 
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65. In response to this demand, ARCA has been in discussion with its members and 
other stakeholders to develop a voluntary framework under which a more efficient 
and effective system of credit data exchange can be achieved.  This is discussed in 
the following section. 

 
66. In the Final Report issued by the Financial System Inquiry in December 2014, the 

Inquiry noted the development of the PRDE by ARCA.  It expressed support for the 
development of a voluntary industry agreement to facilitate comprehensive credit 
data exchange.  The Inquiry did not favour a legislated framework for mandating 
credit data exchange, but recommended that the Government consider this option if 
voluntary data exchange does not develop through industry-based exchange 
agreements.  To that end, the Inquiry recommended that the Government review the 
progress of credit data exchange in 2017 to assess whether regulatory incentives 
through legislation may be required. 
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Overview of the Principles of Reciprocity and Data Exchange 
 

Key features of the Principles of Reciprocity and Data Exchange 
 

68. In consultation with stakeholders, ARCA has developed a proposed framework for 
the exchange of data, referred to as Principles of Reciprocity and Data Exchange 
(PRDE).  This is intended to be a voluntary arrangement under which CPs and CRBs 
would agree, on standardised terms under the PRDE, to exchange credit data in 
accordance with rules set out in the PRDE. 
 

69. In summary, the PRDE has the following features: 
 
• The PRDE is intended to facilitate data exchange in accordance with, and 

anchored to, the ACRDS, under which CPs would provide data to CRBs in the 
format specified under the ACRDS. 
 

• CPs and CRBs would voluntarily determine whether to enter into the PRDE.  If 
they agree to do so, they would be bound by the rules set out in the PRDE, given 
effect by the execution of a deed poll by each party, where the deed poll imposes 
an obligation to comply with the PRDE, which will be annexed as a separate 
document to the deed poll. 

 
• Under the PRDE, each CP may elect to determine the level at which it will supply 

credit data.  There are three Tier Levels: 
 
• ‘Negative information’ – being credit information (as defined in the Privacy 

Act), and CP/CRB derived information, other than consumer credit liability 
information and repayment history information. 

 
• ‘Partial information’ – being credit information (as defined in the Privacy 

act), and CP/CRB derived information, including consumer credit liability 
information, but excluding repayment history information. 

 
• ‘Comprehensive information’ – being all credit information (as defined in the 

Privacy Act) and CP/CRB derived information, including consumer credit 
liability information and repayment history information. 

 
• Under the PRDE, for a CP to contribute partial or comprehensive information to 

a signatory and/or obtain supply of partial information or comprehensive 
information which has been contributed by a signatory it must also be a signatory 
to the PRDE and its nominated Tier Level must be either partial information or 
comprehensive information (as applicable).   For a CRB to receive contribution 
of partial information or comprehensive information from a signatory it must 
also be a signatory to the PRDE.  For a CRB to then supply that contributed 
partial information or comprehensive information to a CP it must ensure that CP 
is a signatory to this PRDE and each recipient of such information must have 
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nominated a Tier Level of either partial information or comprehensive 
information (as applicable).   

 
• A CRB may receive contribution of partial information or comprehensive 

information from a non-signatory CP, and a CRB may also supply that partial 
information or comprehensive information to a non-signatory CP.  However, a 
CRB must not supply signatory CP partial information or comprehensive 
information to a non-signatory CP.  

 
• Another key feature of the PRDE is that a CP may only access credit information 

from another PRDE signatory at the same level at which it agreed to provide 
credit information.  On this basis, if a PRDE signatory elects to supply credit 
information at the ‘partial information’ Tier Level, then it is restricted to 
accessing credit information at that same level.  This is an important provision, 
given that it creates reciprocity of data exchange.  In effect, it means that a CP 
only gets back what it puts in.  It therefore creates incentives for CPs to elect a 
higher Tier Level for the supply of credit information, given the desire to obtain 
as much credit information as they can.  It also addresses the concern over 
asymmetry between information supply and access, and the associated free rider 
problem. 

 
• A further important feature of the PRDE is that it requires a CP to provide the 

same Tier Level of credit information to all CRBs with which it has entered into 
a data exchange agreement.  For example, if a CP elects to provide credit 
information at the level of ‘partial information’, then it must provide all CRBs 
with which it has entered into a data exchange agreement under the PRDE with 
credit information at that Tier Level.  This requirement is designed to strengthen 
the incentives for a uniformity of data exchange between a CP and CRBs so as 
to promote more comprehensive and consistent data across the CRBs.  It will 
also assist in promoting credit provider access to a more consistent set of credit 
data, regardless of which CRB they deal with.   

 
• The provision of consistent data by a credit provider to all CRBs with whom they 

have dealings is also likely to strengthen the incentives for CRBs to compete on 
the basis of the analytics they perform on the data, rather than on differences in 
the data they hold.  Over time, KPMG would expect to see this result in a 
strengthening in the quality of credit analytics across the CRB industry, with 
flow-on benefits to credit providers and borrowers.  It might also assist smaller 
CRBs to compete with larger CRBs relative to the current situation, with 
potential benefits for credit-providing industry and borrowers. 

 
• The PRDE includes a number of enforcement provisions, with a range of dispute 

resolution arrangements to facilitate cost-effective resolution of disputes 
between signatories to the PRDE. 

 
• There will be some costs associated with becoming a signatory to the PRDE.  

One of these costs includes a fee payable to the PRDE administrator to fund 
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administration services.  The amount of the fee is under negotiation, but is likely 
to be modest relative to most lenders’ operating costs and will be scaled to their 
size.  Other expenses associated with the PRDE will include the costs of 
extracting data into the format specified by the CRBs and associated IT 
development costs.  CPs will also incur costs associated with changes to their 
internal guidelines, risk management frameworks and staff training in 
association with moving to comprehensive credit reporting.  However, it is 
important to note that these costs would be incurred with any transition from 
negative to comprehensive credit reporting, regardless of whether this is done 
within the context of the PRDE or some other vehicle. 

 
• Costs would also be incurred where there is a dispute over compliance with the 

PRDE, including the costs associated with the dispute resolution process.  It is 
important to note, however, that a CP or CRB would only incur external costs if 
the dispute process reaches the stage of appointing an Eminent Person to resolve 
the dispute. 

 
There are restrictions on credit data exchange associated with the PRDE.  A 
signatory to the PRDE is not permitted to provide signatory credit data (other 
than negative data) to a non-signatory.  (In that regard, the PRDE arrangements 
do not alter the current ability to exchange negative credit data.)  The purpose of 
this restriction is to strengthen the incentive for participation in the PRDE.  To 
the extent it does this, it could be expected to enhance the effectiveness of the 
PRDE as an industry-wide data exchange framework.  This should not be viewed 
as a constraint on competition because, under the PRDE, any credit provider and 
CRB may join the PRDE and that the costs of doing so are expected to be modest. 
In that regard, KPMG understands from its discussions with ARCA that the entry 
costs and ongoing membership costs for the PRDE are likely to be tailored to the 
size of a credit provider, taking into account a number of metrics.  This will result 
in substantially lower PRDE-related costs for small credit providers relative to 
those borne by larger providers. 

 
 
Parallels from other OECD jurisdictions 

 
70. The PRDE has broad parallels in other OECD jurisdictions. 

 
United Kingdom 
 

71. In the United Kingdom, the Principles of Reciprocity were first established in the 
1990s by the financial industry.  The most recent version was approved in September 
201423.  The Principles were established through consultation with industry trade 
associations and regulatory bodies.  They cover the supply of and access to consumer 
credit performance data about parties located in the UK, as well as the recording of 

23 http://www.scoronline.co.uk/files/scor/por_version_36.pdf  
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rules on credit search footprints, shared through credit reference agency (CRA) 
databases. 
 

72. The UK Principles are similar in concept to the PRDE and seek to meet similar 
objectives.  They are based on the principle of reciprocal exchange of data, such that 
a credit provider may only access data of an equivalent nature to that which it 
provides via credit reporting bureaus.  However, the UK Principles have some 
deficiencies compared to the PRDE framework, most notably the lack of specific 
obligations in relation to data exchange and associated enforceability arrangements 
that are contained in the PRDE.  These deficiencies could be expected to impede the 
realisation of the benefits of comprehensive credit data exchange in the UK.  Partly 
in recognition of this, KPMG understands that the Bank of England, as lead regulator 
of the UK banking sector, is taking actions to encourage lenders to share credit 
information to a greater extent than has been the case to date.  It is possible that 
further regulatory requirements could be developed in that context. 

 
New Zealand 

 
73. In New Zealand, until 1 April 2012, credit reporting had been largely limited to the 

fact that a credit enquiry has been made and to details of any payment defaults – 
essentially ‘negative’ credit information. 
 

74. From 1 April 2012, it became possible for credit reporting to be extended to cover a 
wider range of credit information – similar to the comprehensive reporting 
framework established in Australia in 2014.  This was intended to allow 
participating credit providers to see an individual’s existing use of credit and 
whether they are making repayments on time.  In March 2013, in order to encourage 
comprehensive credit data exchange, the New Zealand finance industry, led by the 
Retail Credit Association of New Zealand (RCANZ), established the Principles of 
Reciprocity for Comprehensive Credit Reporting.   

 
75. The New Zealand Principles are similar to the PRDE in concept and, again, are 

founded on the principle of reciprocal exchange of credit data.  However, unlike the 
PRDE, which will be legally binding on signatories, the New Zealand Principles 
merely take the form of a Heads of Agreement.  Moreover, the obligations contained 
in the New Zealand framework are higher-level and more general in nature than the 
more concrete approach adopted in the PRDE.   
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Will the PRDE assist in promoting comprehensive credit data exchange? 
 

76. The main impediment to the adoption of comprehensive credit data exchange is the 
current absence of a formalised and standardised industry agreement on reciprocity 
of data exchange.  KPMG’s research and enquiries suggest that the industry is 
waiting for the establishment of the PRDE or something with equivalent features as 
a prerequisite to comprehensive credit data exchange.  This recognises that credit 
providers need assurance that they will gain as much as they give in the credit data 
exchange process before they are prepared to give access to their comprehensive 
credit data.  This is especially true of the major lenders, who have the most at stake 
in releasing comprehensive credit data given that, of the lenders, they possess the 
largest databases on credit data. 
 

77. KPMG believes that the PRDE has the features required to provide an efficient and 
effective framework to encourage the enhanced exchange of credit data.  The PRDE 
is based on the fundamental concept of reciprocity, which in our assessment and as 
is internationally recognized, is central to the exchange of comprehensive credit 
data.  It also contains mechanisms to facilitate the enforceability and transparency 
of credit provider obligations under the PRDE, which are essential if the PRDE is to 
be effective.   

 
78. However, as noted earlier in this report, the establishment and adoption by credit 

providers of the PRDE, while a key precondition for comprehensive credit data 
exchange, is part of a wider set of changes required.  These changes include, among 
other matters, IT systems, internal controls, policies and procedures required for 
obtaining more comprehensive credit data from applicants for credit, the provision 
of credit data in required formats to credit reporting bodies, the receipt of similarly 
comprehensive credit data from credit reporting bodies, and the assimilation of such 
data into credit analysis and lending decisions.  The required changes would also 
include policies and procedures for informing credit applicants of the use to which 
data provided by them may be put and to whom it may be made available, and 
associated policies and procedures for credit provider staff dealing with applicants 
for credit.  All of these changes need to be seen as part of the wider frameworks that 
credit providers maintain for credit risk appetite and management. 

 
79. Nonetheless, taking into account these factors, the PRDE is a fundamental 

foundation required for comprehensive credit data exchange.  It includes several 
features that serve as crucial prerequisites for industry buy-in to comprehensive 
credit data exchange. 

 
80. These key features are discussed briefly below: 
 

• The principle of reciprocity.  This is a core feature of the PRDE and is key to 
effective data exchange between credit providers.  As noted earlier, credit 
providers have limited incentive to provide data to CRBs or other credit 
providers unless they can expect a similar supply of information in return.  This 

KPMG Report to ARCA on PRDE issues - January 2015 - Version 1414 – 23 January 2015 31 

© 2014 KPMG, an Australian partnership and a member firm of the KPMG network of independent member 
firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights 

reserved.                                     
KPMG and the KPMG logo are registered trademarks of KPMG International. 

 Liability limited by a scheme approved under Professional Standards Legislation. 

 



 
ABCD 

Report to the Australian Retail Credit Association 
The benefits of enhanced credit data exchange 

January 2015 

may become a barrier to optimal exchange of credit data in future.  In particular, 
it requires critical mass for mutual data exchange to become a reality.  In effect, 
unless at least one of the major banks provides at least ‘partial’ information, and 
desirably ‘comprehensive’ information, it is unlikely that many others will 
follow suit.   
 
The principle of reciprocity helps to shift incentives in a positive direction, given 
that a lender will only have access to the level of data it has elected to provide 
under the PRDE.  Given the desire by lenders for access to comprehensive data 
(including repayment history and consumer credit liability data), it is likely that 
most lenders will opt for either the ‘comprehensive’ or at least the ‘partial’ tier 
level of information.  Over time, it could be expected that there may be a 
migration of credit providers from lower to higher tiers once participation in the 
PRDE increases. 
 

• A standardised framework.  An important benefit of the PRDE is its standardised 
rules of engagement for all signatories.  This could be expected to encourage 
participation, given that all signatories would be signing up to a uniform set of 
rules on the same terms.  In contrast, the existing network of bilateral exchanges 
of credit data, mainly between credit providers and CRBs, does not lend itself to 
uniformity of exchange data arrangements; each contract is unique, which 
reduces the market efficiencies compared to a standardised multilateral 
framework.  The adoption of a standardised framework should provide one of 
the prerequisites for multilateral data exchange. 

 
• Enforceability.  The PRDE provides a structured approach to the enforceability 

of obligations under the arrangements, including in respect of the specifications 
for the agreed supply of credit data.  Under the PRDE, credit providers and CRBs 
are bound by deed poll to adhere to their respective obligations.  PRDE 
signatories and, to some extent, the PRDE administrator provided for under the 
PRDE will have responsibility for monitoring compliance with the obligations 
under the PRDE and will have some authority to seek to enforce compliance with 
those obligations. Further, credit providers and CRBs will be able to institute 
action against a non-complying credit provider or CRB, where they become 
aware of such non-compliance.  There are formalised mechanisms to facilitate 
the resolution of a dispute.  The enforceability arrangements could be expected 
to instil confidence by credit providers and CRBs in the workability of the PRDE 
as a data exchange framework.  In turn, that confidence should assist in 
encouraging wider participation in the PRDE. 

 
• Transparency.  An important feature of the PRDE is the transparency it provides 

for credit data exchange arrangements.  Transparency applies in a number of 
areas, including in the clear identification of which credit providers have entered 
into the PRDE and in the tier of data supply that credit providers elect to adopt.  
There is also transparency in the compliance process.  The transparency 
arrangements assist in reinforcing industry confidence in the credit data 
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exchange framework and help to strengthen the incentives for compliance with 
the requirements of the PRDE. 

 
81. For the above reasons, KPMG believes that the PRDE has the potential to provide a 

considerably more efficient, effective means of facilitating and promoting credit 
data exchange between credit providers and CRBs than the existing partial bilateral 
arrangements. 
 

82. Based on its discussions with a representative sample of ARCA members and other 
stakeholders, KPMG believes that there is strong support for the PRDE and the 
concepts underlying it.  This support is based on a recognition that effective credit 
data exchange can only occur if there is a multilateral framework with strong 
industry support, reciprocity of data exchange and appropriate enforceability of the 
obligations associated with data supply.  If the PRDE is implemented, and if a 
substantial proportion of credit providers and CRBs become signatories to it, as we 
expect they will, the PRDE will provide a robust framework with which to promote 
an enhanced exchange of credit data across the credit provider and CRB industry.  
In our assessment, the PRDE therefore provides one of the key factors required to 
achieve the economic and wider public benefits of comprehensive credit data 
exchange. 

 
83. The PRDE has the potential to fundamentally change the credit data market in 

Australia, provided that it is supported by a critical mass of the credit providing 
industry.  Given the extent of support expressed by participants in the PRDE, and 
the extensive consultation that has occurred in the development of the PRDE, 
KPMG thinks it very likely that a substantial proportion of the credit providing 
industry will become signatories to the PRDE once it has been finalised. 

 
84. KPMG views the PRDE as an attractive alternative to mandatory comprehensive 

credit data exchange.  The introduction of a mandatory credit data exchange 
framework has been raised as a second-best possibility in the Financial System 
Inquiry’s Final Report.  In KPMG’s assessment, a voluntary, industry-based credit 
data exchange framework would be preferable to the introduction of a mandatory 
regulatory framework.  An industry-agreed arrangement is likely to be better tailored 
to the needs of stakeholders and involve lower compliance and administration costs 
than would a regulatory framework. 

 
85. Conversely, a mandatory credit data exchange framework creates risks of regulatory 

requirements being misdirected, with reduced effectiveness, or being over-reaching, 
with higher-than-necessary costs for industry.  A voluntary industry framework also 
avoids the moral hazard risks often associated with government mandated 
requirements. 

 
86. Assuming that the PRDE is finalised and receives the required authorisations by the 

ACCC, KPMG expect that it will significantly contribute to the benefits associated 
with enhanced credit exchange, as referred to earlier in this report.  As noted, those 
benefits would include: 
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• improved credit risk management by financial institutions, resulting in greater 

financial resilience to economic and financial shocks; 
 

enhancements to the quality of credit risk data, with potential benefits for the adoption of 
more granular credit risk weightings under possible future revisions to the Basel capital 
framework and for macro-prudential policy purposes; 

• reduced risk of mispriced credit and misallocation of lending, with attendant 
benefits in terms of financial system stability and macro-financial stability; 

 
• lending behaviour more conducive to achieving sustainable productivity growth 

and a higher trend growth rate in the economy; 
 

• reduced risk of irresponsible lending, given the enhanced capacity for lenders to 
better assess the debt servicing capacity of borrowers; 

 
• more effective and efficient enforcement of responsible lending by providing a 

minimum level of expected credit enquiry; 
 

• better access to credit by those currently impeded in the ability to access credit 
on any terms; and 

 
• more accurate pricing of risk in the provision of credit, potentially leading to 

lower interest rate margins than is currently the case and less expensive credit 
for lower-risk borrowers; 

 
• stronger incentives for borrowers to improve their credit scores, which in turn 

could lead to more prudent, sustainable household sector financial management; 
and 

 
• a more competitive and innovative credit-providing sector. 

 
87. KPMG therefore views the PRDE as both an essential and appropriate framework 

through which to extract the economic and other public benefits associated with 
enhanced credit data exchange.  In the absence of the PRDE or an equivalent, it is 
doubtful that the industry will evolve as quickly or as fully to comprehensive credit 
data exchange.  In that context, if the PRDE is not established, it seems likely that 
the current deficiencies in the credit market in Australia would continue.  These 
deficiencies would include a lower level of competition in the provision of credit, 
especially by smaller credit providers, a less than optimal assessment of credit 
quality by credit providers, and an insufficiency in risk differentiation in the terms 
on which credit is provided.  These deficiencies would be to the detriment to 
Australia’s economy and financial system.  They would also be to the detriment of 
those who are disadvantaged by the current lack of comprehensive credit data 
exchange, especially those at the margins of society. 
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88. If there is significant participation in the PRDE framework, as we believe there will 
be, KPMG believe the PRDE will make a strong contribution to the achievement of 
the economic and other public benefits associated with enhanced credit data 
exchange. 
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