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I. INTRODUCTION 

Financial distress has afflicted numerous local banks, many of which have been closed down by regulatory 

authorities or have been restructured under their supervision (Brownbridge, 1998).  In Kenya, 2 local banks and 

10 non bank financial institutions were closed or taken over between 1984 and 1989. A further 5 local banks and 

10 NBFI were closed or taken over in 1993 to 1994 and 2 more local banks in 1996 (C.B.K annual report, 2008). 

Brownbridge (1998) suggests that the problem for many of the failed banks was that they did not have adequate 

expertise to screen and monitor their borrowers and therefore distinguish between good and bad risks. The credit 

markets have been faced with adverse selection and moral hazard problems attributed to information asymmetry 

among lenders and borrowers. It is therefore important that lenders supplement their information about borrowers 

with that of other lenders (Japelli and Pagano, 2005). 

 

Credit Reference Bureaus complement the central role played by banks and other financial institutions in 

extending financial services within an economy. CRBs help lenders to make faster and more accurate credit 

decisions. They collect, manage and disseminate customer information to lenders within a provided regulatory 

framework – in Kenya, the Banking (Credit Reference Bureau) Regulations, 2008 which was operationalised 

effective 2nd February 2009. Credit bureaus assist in making credit accessible to more people, and enabling 

lenders and businesses reduce risk and fraud. Sharing of information between financial institutions in respect of 

customer credit behaviour, therefore, has a positive economic impact (C.B.K annual report, 2009).  Banks play a 

central role in extending financial services within an economy, in support of this role, credit bureaus help lenders 

make faster and more accurate credit decisions. With the newly introduced credit reporting that is regulated by 

the central bank of Kenya, the lenders are expected to submit negative information about their borrowers on a 

monthly basis. This information can only be accessed by the commercial banks since the CRB was formed under 

the Banking Act in 2008. The information is given to CRB Africa Ltd and Metropol CRB Ltd, which are currently 

the only licensed bureaus in Kenya, by banks and as such verification of the same is not easy. Positive information 

about a borrower is not a mandatory submission under the regulation. The study thus sought to find out the default 

predictive value of information from CRB in Kenya.  

Abstract: The Kenyan banking sector was in the 1980’s, 1990’s and early 2000 riddled with momentous 

Non-Performing Loans (NPLs) portfolio. This invariably led to the collapse of some banks. One of the 

catalysts in this scenario was Serial defaulters, who borrowed from various banks with no intention of 

repaying the loans. Undoubtedly these defaulters thrived well in the information asymmetry environment that 

prevailed due to lack of a credit information sharing mechanism. This study is going to shade light on how 

to establish whether through access of credit reports from the bureaus, commercial banks are able to better 

distinguish between bad and good borrowers hence reducing the likelihood of default on loan repayments. 

The objective was to establish the nature of information given by the credit reference bureaus and its 

reliability in assessing customers’ credit worthiness. The study used a Case Study research design. A case 

study of Barclays Bank- Eldoret branch was used whereby 55 questionnaires were distributed to all the 

branch staff members (respondents) who were very cooperative indicated by 54 questionnaires being 

returned with questions duly answered. Frequency tables were then used to present statistics pertaining to 

the demographic factors and the data collected was analyzed using descriptive statistics. The study findings 

showed that the bank is taking a keen look at the credit scores of all credit applicants in order to determine 

good and bad borrowers and thus reducing the likelihood of loan default. The study recommended that, that 

lenders, borrowers and CRBs should work closely to ensure that there is no information asymmetry and thus 

ensuring that credit flows to deserving borrowers. 
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1.1 Theoretical Framework 
The study was based on theory of market efficiency. McGuigan et al., 2008) developed a theory of market 

efficiency based on share prices and how they change to reflect information to avoid mispricing. This study seeks 

to find out if by assimilating information about borrowers, commercial banks are able to avoid bad debts.  

The efficiency theory also does not focus on the quality of information in terms of timeliness and accuracy. The 

study therefore seeks to explore the effect of these qualities of information on the decision by commercial banks 

to give out credit to borrowers. 

 

1.2 Nature of CRB Information 

A credit score is a number, generally between 300-850, assigned to you to rate how risk a borrower you are; the 

higher the score (positive score), the less risk you pose to creditors. Your credit score plays a vital role when 

lenders decide whether to extend you credit. According to Fair Isaac Company, over 75 percent of mortgage 

lenders and over 90 percent of credit card lenders use credit scores when making their lending decisions. A low 

(negative) credit score may result in a denial of credit. Furthermore, lenders will charge higher interest rates on 

loans to individuals with lower scores. This practice is known as risk-based pricing. 

 

Credit scoring models compute your score primarily from information contained in your credit report. Other 

information from credit applications taken into consideration, include your occupation, length of employment, 

and whether you own a home. Many credit bureaus keep the formula on how they calculate their credit scores 

secret. The Fair Isaac and Company has a formula called FICO scores that gives an idea on how the information 

collected by credit reference bureau is utilized in calculating an individual’s score. Payment history accounts for 

35%, amount of money owed accounts for 30%, 10% is accounted for by the new credit, 15% accounts for the 

length of credit history at Fair Isaac and Company while 10% is accounted for by the type and mix of credit an 

individual has. While different lenders may evaluate scores differently, generally, a score above 680 is considered 

to be adequate. Individuals with scores between 680-575 are likely to receive subprime loans, and individuals 

with scores below 540 will generally be denied credit altogether. 

 

The study focused on reliability of credit reference bureaus' information in assessing customers’ credit worthiness. 

Access to timely and accurate information is seen as a basis for making well informed decisions regarding issuance 

of credit to borrowers. The central bank of Kenya as a regulator of the financial market that consists of various 

financial institutions has a policy on information sharing that is covering only banks and ignoring the other 

financial service rendering institutions that engage in lending. The telecommunication industry also participates 

in lending activities for example the SACCOs, Safaricoms’ M- Shwari and the ‘’Okoa Jahazi’’ services that 

enables borrowing of e-loan and airtime respectively. Information on defaulters of such services is not available. 

Positive information on borrowers is not a mandatory submission under the banking (credit reference bureau) act 

2008 thus posing a bias on the credit rating of a borrower and jeopardising decision by banks to issue credit to 

such a borrower. 

II. METHODOLOGY 

The study used case study design as a research design. The case study was of Barclays Bank of Kenya- Kitale 

branch to determine the effect of CRB on loan default rate. Basically, a case study is an in depth study of a 

particular situation rather than a sweeping statistical survey. It is a method used to narrow down a very broad field 

of research into one easily researchable topic (Kothari, 2003). According to Donald and Pamela (2003), whilst a 

case study will not answer a question completely, it will give some indications and allow further elaboration and 

hypothesis creation on a subject. The case study research design is also useful for testing whether scientific 

theories and models actually work in the real world. The target population is the aggregate of the cases that 

conform to some designated set of specification (Nachmias and Nachmias, 2004). The study involved use of the 

entire 55 staff members of Barclays Bank Eldoret branch to fill the hard copies of the questionnaires. All staff 

members of the bank have been well trained on bank procedures, policies and the regulatory frame work thus 

making them prime respondents capable of giving comprehensive answers to question at hand.   

 

III.   RESULTS AND DISCUSSION 

3.1 Data verification 
The researcher sought to know whether the bank verifies the data received from CRB about the customers’ credit 

scores since this will show the reliability of the data. Responses were as follows: 
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Table 3.1: Whether the bank verifies data from CRB 

Responses Frequency Percentage 
Yes 2 4 

No 42 78 

Not sure 10 18 

Total 54 100 

Majority of the respondents denoted by a frequency of 78% indicated that the bank did not verify data from CRB 

while a minority of 4% said the bank verifies the data. 18% were not sure whether the bank verifies the credit 

score from the bureau or not. This shows that the bank has confidence in the bureaus’ data and thus uses the raw 

data from the bureau to vet its borrowers indicating its reliability. 

 
3.2 Character assessment to measure the risk level of customers 
Consideration of customer’s financial character before extending a loan was also another aspect to be investigated 

by the researcher. 

 
Table 3.2: Whether bank considers customers financial character before granting loans 

Responses Frequency Percentage 

Strongly agree 24 44 

Agree 15 28 

Not sure 9 17 
Disagree 4 7 

Strongly disagree 2 4 

Total 54 100 

 

According to the table above, the respondents who strongly agreed and the ones who agreed were the majority 

totalling to 72%, while those who were not sure and the ones who disagreed were 17% and 11% respectively. The 

findings revealed that 72% unanimously agreed that banks consider client’s financial character before extending 

the loan and these characters are indicated in the credit score reports. 

 

In determining the reliability of credit reference bureaus' information in assessing customers’ credit worthiness 

the researcher performed a correlation analysis using SPSS. The Pearson correlation coefficient (r) was used to 

establish the relationship as follows.  

 

Table 3.3: The relationship between credit information and loan recovery 
 

Correlations Credit information Loan recovery 

Credit information Person correlation 1.000 0.522** 
 Sig. (2. tailed)  .025 

 N 90 90 

Loan recovery Pearson correlation 0.522** 1.000 
 Sig. (2-tailed) .025  

 N 90 90 

** Correlation is significant at the 0.05 level (2-tailed). 

 

The results revealed a significant positive relationship between credit information and loan recovery (r = 0.522**, 

Sig. = .025). This implies that the more efforts that banks place on credit information, the better the loan recovery 

it shall realize. The Pearson coefficient ‘r’ reflects the degree of linear relationship between the two variables, it 

ranges from negative one and positive one that is -1<=r<=1. If r=0, then, there is no relationship between the two 

variables, since the correlation coefficient (r=0.522**) the researcher concluded that credit information and loan 

recovery have a positive correlation. 

 

IV. CONCLUSIONS 

The data from the field revealed that, credit bureaus make available comprehensive information about a borrower 

by assembling public records and credit account details to help lenders identify good borrowers. The information 

that can be found in the bureaus about borrowers include: full names, date of birth, national identity card number, 

passport number, all postal addresses, contact details, employment, employment identification number, 

profession, income/business history, credit history, loan amounts and securities taken or proposed to be taken.  

This in turn has lead to improved risk management, increased amount of lending, reduction of defaults through 

reduced nonperforming loans, increase in profits and enabling borrowers to develop good credit profiles. 
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