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ABBREVIATIONS AND ACRONYMS
C.B.K        Central Bank of Kenya
C.I.S          Credit Information Sharing
C.R.B’s     Credit Reference Bureaus

I.M.F         International Monetary Fund

K.B.A         Kenya Bankers Authority

K.C.B         Kenya Commercial Bank

K.C.I.S.I    Kenya Credit Information Sharing Initiative
N.P.L’s     Non Performing Loans

ABSTRACT
Banks in Kenya for along have had a high rate of loan default from the borrowers which have caused significant losses to them. This is due to the fact that the respective banks have different credit information about their borrowers and therefore these loan applicants have taken this loop-hole to get multiple loans from these banks which increase their rate of default due to the fact that they might fail to service back all these loans.
This study was carried out to establish the relationship between credit information sharing and the performance of the banking sector. It had three objectives namely, to examine how credit information sharing will reduce on the potential fraud and bad debts, identify how information sharing will help creditors assess risk and allocate credit more efficiently, and lastly, to establish the relationship between credit information sharing and the performance of the banking sector.
The research was carried out from the Kenya Commercial Bank in Kenya. The researcher used purposive and correlation sampling design to select the respondent. The sample size was 44. Both primary and secondary source of data was used.

Questionnaires were used to collect primary data from the respondent and data collected was analyzed using frequency tables and percentages.

The research findings indicated that credit information sharing and the performance of the banking sector are strongly related. The strength is 90% and this means that credit information sharing will be responsible for the 90% performance rate of the banking sector.
It is therefore recommended that banks should share the credit reports of their respective borrowers in order to improve on their performance. Also borrowers should be updating their payment records with their client banks in order for such reports to be used for their advantage through getting loans with low interest rate and little or no collaterals. Areas which need further research are also suggested by the researcher.
CHAPTER ONE
1.0 Introduction
Credit Information Sharing (CIS) is a process where banks and other credit providers submit information about their borrowers to a credit reference bureau so that it can be shared with other credit providers. It enables the banks to know how borrowers repay their loans. This is also known as “Credit Reporting”.

A Credit Report is a report generated by the Credit Reference Bureau, containing detailed information on a person's credit history, including information on their identity, credit accounts and loans, bankruptcies and late payments, and recent inquiries. It can be obtained by prospective lenders only when they have permissible reason as defined in law, to determine his or her creditworthiness.
1.1 Background Of The Study
Due to the nature of their business, commercial banks expose themselves to the risks of default from borrowers. Prudent credit risk assessment and creation of adequate provisions for bad and doubtful debts can cushion the banks risk.

However, when the level of non- performing loans (NPLs) is very high, the provisions are not adequate protection. According to the CBK (July, 1999) the level of NPLs in 1998 was estimated at Shs. 80 billion or 30% of advances, up from 27% in1997 as compared to 81.3 billion or 33.4% of total loans in November 2001. This can be compared with levels of NPLs in other countries.
In the Philippines, non-performing loans ratio as at July 15, 2001 stood at 16.81 percent of the total loan portfolio, up from 16.76 percent a month before, (Batino, 2001). Comparing, the ratio of non-performing loans in Kenya of 33% to Similar African economies as at the end of 2000, the ratio is much lower in Zimbabwe (24%), Nigeria (11%) and South Africa (3%) (CBK 2001 annual report).
According to Mikiko (2002), during the past several years, major Japanese banks have struggled in the red, with business profits swallowed by the disposal of NPLs. This has seriously dented public confidence in the deposit system.

Kenya has experienced banking problems since 1986 culminating in major bank failures (37 failed banks as at 1998) following the crises of; 1986 - 1989, 1993/1994 and 1998 (Kithinji and Waweru, 2007). The crises were mainly attributed to NPLs (Murugu, 1998). For example, Daima bank, according to Mullei (2003) was placed under statutory management for failing to meet the minimum core capitalization threshold - among as well as poor management of loan portfolios.

Net loans at the level of Shs. 215 billion as at December 31st, 2001 accounted for 51% of total net assets of the Kenyan’s banking sector. As this date, the proportion of non performing loans to total loans was 30% (CBK 2004 annual report).
To address this challenge, the Credit Information Sharing mechanism was launched in Kenya following the abetting of the Banking (Credit Bureau) Regulations, 2008 on 11th July 2007. The Regulations were issued pursuant to an amendment to the Banking Act passed in 2006 that made it mandatory for the Deposit Protection Fund and institutions licensed under the Banking Act to share information on Non Performing Loans through credit reference bureaus licensed by the Central Bank of Kenya. This was the culmination of many years of deliberations between the Kenya Bankers Association (KBA), the Central Bank of Kenya (CBK), the Ministry of Finance and the office of the Attorney General aimed at finding a solution to various challenges facing the lending environment in Kenya.

 In 2007, the Kenya Bankers Association (KBA) and the Central Bank of Kenya (CBK), found it necessary to set up a Joint Task Force in order to fast-track the process of establishing a CIS mechanism in Kenya, which then established the project’s office – the Kenya Credit Information Sharing Initiative (KCISI).
The Banking (Credit Reference Bureau) Regulations, 2008 provides that the information to be shared among the banks is any customer information concerning their customers’ non-performing loans (NPLs) as well any other adverse information relating to a customer (negative information). In summary, the information to be shared among banks includes information on:-
Non-performing loans, dishonor of cheques other than for technical reasons, accounts compulsorily closed other than for administrative reasons, proven cases of frauds and forgeries proven cases of cheque kitting, false declarations and statements, receiverships, bankruptcies and liquidations, credit defaults or late payments on all types of facilities, tendering of false securities and misapplication of borrowed funds.
1.2 Statement Of The Problem
Due to the prevailing challenge of information asymmetry, many loan applicants that are potentially good credit risk fail to get funding because the lenders cannot objectively establish their credit worthiness. On the other hand, some bad risk borrowers, knowing that banks operate in silos, have taken advantage of information asymmetry to create multiple bad debts in the industry. The action of these serial defaulters have distorted the credit market, adversely affected bank performance, threatened sector stability and inhibited growth of the credit to the private sector. Therefore, this upsurge of non-performing loans has caused a spiral effect on the interest charged to all borrowers across the market. In addition, the fear of lending to bad debtors has led to the tendency by banks to scramble for less risky lending in the form of Government securities.
1.3 Purpose Of The Study
The study was to establish the relationship between credit information sharing and the performance of the banking sector.
1.4 Objectives Of The Study
The specific objectives of the study were to;

I. Examine how credit information sharing will reduce on the potential fraud and bad debts

II. Identify how information sharing will help creditors assess risk and allocate credit more efficiently

III. Establish relationship between credit information sharing and performance of the banking sector.
1.5 Research Questions
To achieve the above objectives, the study was guided by the following research question
I. How will the sharing of credit information reduce on the potential fraud and bad debts?

II. What are the various ways in which creditors can assess risk and allocate credit more efficiently?

III. What is the relationship between credit information sharing and the performance of banking sector?
1.6 Scope Of The Study
The researcher was concentrated on the commercial banks that have been in operation for a considerable period of time in Kenya’s banking industry. Kenya Commercial Bank (K.C.B) will be the major bank sample out for the study. This study will cover the period 2006-2009.
1.7 Significance Of The study
The findings of this study will be used in the banking industry by commercial banks to improve their operations in the banking sector. This is because sharing of information about borrowers’ characteristics and their indebtedness will;

a) Improves the banks’ knowledge of applicants’ characteristics and permits a more accurate prediction of their repayment probabilities

b) Reduces the informational rents that banks could otherwise extract from their customers.

c) Operate as a borrower discipline device

d) Eliminates borrowers’ incentive to become over-indebted by drawing credit simultaneously from many banks.
1.8 Conceptual Framework
The model explains the relationship between the variables under the study.  It describes credit information sharing as independent variable and performance of banking sector as dependent variable.

Credit Information sharing                               Performance of Banking Sector



CHAPTER TWO

LITERATURE REVIEW
2.0 Introduction

Many borrowers make a lot of effort to repay their loans, but do not get rewarded for it because this good repayment history is not available to the bank that they approach for new loans. On the other hand, whenever borrowers fail to repay their loans, banks are forced to pass on the cost of defaults to other customers through increased interest rates and other fees. Put simply - good borrowers are paying for bad. This is unfair. Credit reporting (credit information sharing) allows banks to better distinguish between good and bad borrowers. Someone who has failed to pay their loan at one bank will not simply be able to walk to another bank to get another loan without the banks knowing about it. Over time, better information on potential borrowers should mean that it will be both cheaper and easier to obtain loans.
2.1 Credit information sharing
Central Bank of Kenya annual report (2008) defines Credit information sharing as a process where banks and other credit providers submit information about their borrowers to a credit reference bureau so that it can be shared with other credit providers. It enables the banks to know how borrowers repay their loans. This is also known as “Credit Reporting”.

This idea of sharing information about credit report of customers was conceived after many banks were indebted by the failure of customers to re-pay back the loan they got from the banks. This was associated by the information asymmetry that each bank had on its customers.
2.2. Information Asymmetry

Information asymmetry refers to a situation where business owners or managers know more about the prospects, for, and risk facing, their business, than do lenders.
Information asymmetry describes the condition in which relevant information is not known to all parties involved in an undertaking (Ekumah and Essel, 2003).It has been used widely to explain a variety of concept, including those in different market situation (Misukin, 1991; Constantiou, 2001).
According to Jared Getenga, project manager Kenya Bankers Association, one of the factors that banks consider when deciding on a loan application is the estimated chances of recovery. To arrive at this, information is needed on how well the applicant has paid past loans. This information is vital because there is usually a definite relationship between past and future performance in loan repayment. Very often, this history is not within the bank’s reach because the potential borrower’s repayment records are scattered in the various archives of the other banks, SACCO’s or MFI’s where s/he has previously borrowed. Whenever a borrower has information that the lender has no access to, this is technically referred to as information asymmetry.
Information asymmetry causes market to become inefficient and forces market participants to take risk because it is assumed that information which is provided is always inadequate, inaccurate, incomplete and untimely (Costatiou, 2001).
Information asymmetry gives rise to two types of problems namely; adverse selection and moral hazard.

According to Akerlof (1970), adverse selection implies that there are qualitatively different types of credit applicants. In contrast with high quality applicant, low quality applicants are unable to use the borrowed money for valuable investment and they will have a relatively large chance to default on the loan. Banks therefore prefer to select high quality applicants and the major way of examining a potential borrower is by analyzing all available information (Leland and Pule, 1977). The selection problem results from the behavior of low quality applicant that presumes to submit high quality project but do not forward all relevant negative information.
As per Pauly (1968), if the concept of moral hazard is applied to a lending and borrowing situation, it means that the client to whom a loan has been extended controls the money of the bank. In such a case, the client may use the money for his own interest and not consider the stake of the bank. Banks thus try to monitor their clients as all principals do with their agents (Jensey and Meckling, 1976). Monitoring however requires some guarantees that proper information will be provided.

O’Brien (1996) defined information as the degree of information constant, form and time characteristics that gives it value to specific individuals and users. Information quality is a multidimensional construct that is determined by four dimension of relevancy, timeliness, clarity and accuracy (Maltz et., 2001).
Kaufman (1999) and Bazibu (2005) argued that the quality and quantity of available information on banks in most countries is well below what the market would demand of other credit and capital market participants. As a result, it becomes hard for the banks to sort bad borrowers out of good ones. Therefore, banks are likely to run on all borrowers and applicant under even the slightest suspicion since they lack adequate information even about the existing borrowers.
2.3. Performance of the banking sector
In his annual address about the achievements of the banking sector in the country, Mr. Richard Etemesi, chairman of Kenya Bankers Association, said that the banking sector has made a tremendous contribution to the growing credit market in this country. Over the last ten years, total loans have grown by 157 per cent. This has been achieved by the role banks play in intermediating the deposits that have been entrusted to them by the public.
It is therefore true that the market for borrowing money from lending institution in Kenya has improved over time as can be evidenced by the improved trends in lending to the private sector and reduction of Non-performing loans.
These positive trends are attributed to the following;

· A stable and growing economy, which has allowed for businesses to thrive and meet their obligations.

· Improvement in the credit risk management practices by banks, and CBK’s renewed emphasis on strong risk management practices, for banking stability.

This banking sector improvement is evidenced by the following;

I. Loans granted by commercial banks to the private sector have grown significantly in the last 10 years. The table below shows that while lending by banks to central government and other public sector has grown by only sh 140bn, credit to the private sector has grown by almost sh 0.5 trillion. Banks have therefore contributed significantly to funding private sector growth, which is important for economic growth.
Table 2.3 (a) shows the proportion of non-performing loans in the banking sector has fallen below 10 per cent of total loans.
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                           Table 2.3 (a). Source: Central Bank of Kenya, 2009 Annual report.
II. Non- performing loans ratios have reduced drastically. The worrying levels that banks were holding in their books in the 1990s have been managed well. The ratio of total NPLs to Total loans has dropped substantially over the last 10yeras. In May 2010, the total NPLs were only 6.4 per cent of total of total loans, compared to the year 2000 when it exceed 30 per cent.
                          Table2.3 (b).Sectoral Distribution of Bank Lending
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                           Source: Central Bank of Kenya, 2009 Annual report
2.4 Credit policy
According to Padilla and Pagano (2000), credit policy provides a framework for the entire credit management process. Written policies are the cornerstone of sound credit management. They set objectives standards and parameters to guide banks officers who grant loans and manage loan portfolio. The main reason for policy is to ensure operational consistency and adherence to uniform sound practices.
Policy is the general rule designed to guide each decision. Making loan means making a decision and advance policy thinking reduces alternative courses of action, simplifying and hastening the decision making process.
The credit policies therefore, are part of a general exercise to help determine the extent of risk for each borrower (i.e. the screening problem). It is designed on the one part to ensure that borrowers take actions which facilitate repayment or make likely (incentive problem), or to compel repayment (enforcement problem).

The most basic consideration the bank manager has to figure out when deciding on a loan application is the estimated chances of recovery.

To arrive at this, various elements come into play, and these are often summarized into the 5 Cs of credit, namely: character (integrity), capacity (sufficient cash flow to service the obligation), capital (net worth), collateral (assets to secure the debt), and conditions (of the borrower and the overall economy). (Matovu and Okumu, 1996).
Character- Honesty, integrity, and management ability
Capacity-Income generating and repayment ability of the borrower as measured by income statement and cash flow.
Capital-Owner’s equity and his liquidity and solvency position.

Collaterals-Borrowers assets pledged as security for the loan.
Conditions-The general environment within which the borrower will likely be operating for the duration of the loan.
2.5 Credit Terms

These are conditions attached to the loan after a borrower’s loan application has been favorably appraised. Ideally it is an agreement between the lender and borrower detailing the broad framework for the granting or acquisition, operation and liquidation of the advance facility. It also sets out the extent of liability of the parties to the contract.
This is aimed at ensuring that loan applicants do not default. Banks tend to take stringent measures to ensure that the loans terms and conditions of lending out the loans are adhered to. Among these measures include the following;
(a).Collaterals-
These are the borrower’s assets pledged in exchange for the receipt of a loan. It reduces the cost of the lender of a loan and reduces the moral hazard associated with lending by providing an added incentive for the borrower to repay (Urdy, 1990). It can also alleviate the problem of adverse selection by screening out borrowers most likely to default.
(b).Interest Rate-
Interest rate takes on a dual role of rationing credit and also of regulating the dual composition of the lenders (Stiglitz, 1987). It is the price of money or loanable funds, and serves to allocate credit and to moderate the level of investment (Ross, 1991).
However it is observed that in the world of asymmetry information, banks do not allocate loans to the highest bidders, but rather to those borrowers they deem most likely to pay. Odwango (1996) argues that high interest increases default rate as the rate of return generated is not adequate to pay interest charged.
(c).Size of the Loan-

Commercial banks usually prefer bigger loan largely because their transaction cost are lower. Meanwhile, attaching loan limit to owner’s equity leads the loan amount that one qualifies for to be unviable and unattractive (Matovu and Okumu), 1996).

(d).Purpose of the Loan-
This is usually required in the feasibility study outlining mode of loan utility.
The purpose for which credit is sought is an important consideration to the bank because of the risk inherent in lending activities. Commercial banks being profit driven seeks to minimize risk while maximizing returns. This seeming paradox constrains banks to examine not only the viability of a project but also the loan repayment prospects (risk).
(e).Loan Period-
This details the expected schedule of repayment of principal plus interest. The World Bank (1996) reported that commercial banks have little capacity and interest to provide long-term capital. This is attributed partly to the high composition of short term deposit liabilities in their portfolios, and also their concern for risks associated with lending activities.
(f).Lenders and borrowers relationship -

Previous experience with the borrowers or guarantors plays an important role in the enforcement of contracts. Commercial banks are reluctant to lend to relatively new or unfamiliar enterprise, largely because of their concerns with risks. Previous experience with a borrower is considered to be a reliable predictor or indicator of future loan performance.
2.6 Credit Information Sharing and the Performance of the Banking Sector.

According to Prof. Njuguna Ndung’u, Governor Central Bank of Kenya annual address, the realization of credit information sharing in the banking sector will not only bring good news to the banks and the banking sector but also to the borrowers and the economy as a whole. This national success stands to greatly benefit the economy and is bound to stir changes in the way credit is managed in the industry in the sense that lenders will be in a position to access comprehensive credit data and will be able to price risk accordingly for both good and bad borrowers hence reducing their bad debt portfolios.
Quality and reliable credit information is expected to improve the speed of risk assessment and reduce the related lending and administrative costs.

Potential borrowers will be able to use credit reports containing their repayment history as a basis for negotiation on terms of their facility. Individuals with good credit history will be able to obtain credit more quickly and at more competitive prices to help invest and fund their plans and objectives.
2.7 Justification of credit reporting
In principle, exchanging information about borrowers can have four effects: (i) improve banks’ knowledge of applicants’ characteristics, easing adverse selection problems; (ii) reduce the “informational rents” that banks could otherwise extract from their customers; (iii) act as a borrower discipline device, by cutting insolvent debtors off from credit; (iv) eliminate or reduce the borrowers’ incentive to become “over-indebted” by drawing credit simultaneously from many banks without any of them realizing.

Pagano and Jappelli (1993) show that information sharing reduces adverse selection by improving the pool of borrowers. In the model, each bank has private information about the credit worthiness of credit applicants who reside in their market area but has no information about credit applicants who have recently moved into its market area. The latter therefore face adverse selection. However, if banks exchange their information about their clients’ quality, they can assess also the quality of non-local credit seekers, and lend to them as safely as they do with local clients.
Kalberg and Udell (2003) also point out that information exchange from multiple sources improves the precision of the signal about the quality of the borrower. As a result, the default rate decreases. In contrast, the effect on lending is ambiguous, because when banks exchange information about borrowers’ types, the implied increase in lending to safe borrowers may fail to compensate for the reduction in lending to risky types. Banking competition strengthens the positive effect of information sharing on lending: when credit markets are contestable, information sharing reduces informational rents and increases banking competition, which in turn leads to greater lending.
Information sharing can also create incentives for borrowers to perform in line with banks’ interests. Klein (1992) shows that information sharing can motivate borrowers to repay loans, when the legal environment makes it difficult for banks to enforce credit contracts. In this model borrowers repay their loans because they know that defaulters will be blacklisted, reducing external finance in future.
Vercammen (1995) and Padilla and Pagano (2000) show that if banks exchange information on defaults, borrowers are motivated to exert more effort in their projects. In both models, default is a signal of bad quality for outside banks and carries the penalty of higher interest rates, or no future access to credit.

An effect on incentives exists even when there is no hold-up problem if banks communicate to each other data about past defaults rather than information about borrowers’ quality. Padilla and Pagano (2000) show that this creates a disciplinary effect. When banks share default information, default becomes a signal of bad quality for outside banks and carries the penalty of higher interest rates. To avoid this penalty, borrowers exert more effort, leading to lower default and interest rates and to more lending. However, when information about their quality is shared, borrowers have no reason to change their effort level, and equilibrium default and interest rates remain unchanged. And since lending to risky borrowers is a costly investment in useful quality information, lending can be reduced when such information is shared: banks that cannot offset the costs of default by low-quality borrowers by earning informational rents on future lending to high-quality borrowers require a higher probability of repayment to be willing to lend, and the banking sector may collapse in situations in which it would be viable without information sharing.

This suggests that communicating default data and disclosing borrowers’ characteristics can have quite different effects on the probability of default. The disciplinary effect arises only from the exchange of default information. If banks also share data on borrowers’ characteristics, they actually reduce the disciplinary effect of information sharing: a high quality borrower will not be concerned about his default being reported to outside banks if they are also told that he is a high-quality client. But, as discussed above, exchanging information about borrowers’ characteristics may reduce adverse selection or temper hold-up problems in banking sector, and thereby reduce default rates.

The individual country studies of the World Bank projects brim with interesting evidence on the effect of information sharing on specific banking sector, highlighting particularly it’s “disciplinary role”. Castelar Pinheiro and Cabral (2001) report that in Brazil the whole postdated check market operates without collateral, without personal guarantees, and without legal sanctions of any type. Its only foundation is its information-sharing mechanism: a “black list” of people issuing checks without funds. This mechanism alone also explains why the interest rate charged by factoring companies that operate in this market is much lower than that charged by credit card companies. Similar evidence is reported for Chile, where department stores seeking to collect an unpaid loan send the relevant information both to a collection agency and to the main Chilean credit bureau, DICOM. Apparently, notifying DICOM is a very effective way of securing immediate repayment, since delinquent customers see their credit dry up with all the stores that they patronize.

However, maintaining multiple lending relationship creates informational problems for lenders if each potential lender has no clear information about how much credit the borrower has already obtain or will be able to obtain from other lenders. A borrower’s default risk, from the view point of a given lender, depends on the overall indebtedness of the borrower when his obligation towards that lender will mature. If the information is unavailable to the lender, however, the borrower has the incentive to over-borrow.
To understand why, consider a consumer seeking loan from a bank who do not tell each other how much the consumer borrows from each other. Assume that the probability of default is an increasing function of total debt. When the consumer applies for a loan from the bank, each additional dollar he borrows reduces the probability of repayment of the capital and the interest to the bank. Thus, the consumer’s expected repayment per dollar of debt is a decreasing function of his total debt and he has the incentive to over-borrow. Anticipating this moral hazard, both lenders will ration the amount of loan supplied and /or require a higher interest rate, or even deny loan unless assisted by collaterals or restricting total debt. However, this moral hazard problem disappears if the banks agree to reveal to each other the magnitude of the loan extended to the clients. So, when lenders share information about outstanding loans they can be expected to increase the supply of lending and/ or improve the interest rates offered to loan seekers.
Moreover, the degree and sophistication of information sharing arrangements appear to be synchronized with those of the financial system as a whole. For instance, Costa Rica, which has one of the most sophisticated banking sectors in the region, also has an impressive and keenly competing set of private credit bureaus covering the majority of the population of the country, with different bureaus specializing in different services. The development of information sharing mechanisms appears in turn to prompt lenders to move towards more refined screening and monitoring practices. This is witnessed by the central role that information-sharing systems have taken in borrower selection in Peru, especially after the development of a public rating registers in that country. As explained by Trivelli, Alvarado and Galarza (2001), this has encouraged lenders to shift away from exclusive reliance on collateral towards information-based lending.

According to Prof. Njuguna Ndung’u, Governor Central Bank of Kenya (annual report 2010), credit information sharing will facilitate the development of information capital. The risk premium associated with information asymmetry will henceforth be eroded. This will allow cost of credit to decline substantially. Therefore with time, the savings that will arise from this shall translate into lower cost of credit and in turn more people will be able to access credit from the commercial banks.
Secondly, information capital will change the current collateral technology. Credit by the banking sector in Kenya has to a large extent been underwritten by physical collateral such as land and buildings and costs of evaluating that collateral. Borrowers without access to such collateral have been constrained from accessing credit. Credit information sharing will thus enable borrowers to build a track record (reputational capital) that they can use to access credit. This will especially be pertinent to those borrowers in the informal and Small and Medium Enterprises (SMEs) who have a track record and good performance to use their reputational capital to access credit.
The current level of interest rates in the banking sector is a combination of costs (like information search costs); risk premium most of it unrealized goes to profits; the legal system with delays and lack of clear enforcement of contracts; and of course banks’ profit margin. High interest rates increase the level of default risks. With good credit track records, the risk premiums and search costs imposed on customers will ideally shrink. In this regard, it is expected that credit information sharing will be an incentive for good credit behavior that will attract competitive pricing of credit facilities.
In his article "What's in the File?"(1994) economist Robert M. Hunt explains the importance of credit reporting. He writes: "Armed with more information, lenders can better evaluate potential borrowers and offer loan terms commensurate with their risk of default. And if future access to credit is a valuable option to a borrower, he or she will have an incentive to avoid a default that might become known to other creditors." So in addition to providing creditors with the information necessary to properly measure risk, credit reporting companies provide incentives for consumers to use credit responsibly. For these reasons, credit reporting companies play an important role in the efficient allocation of consumer credit.
CHAPTER THREE
METHODOLOGY
3.0 Introduction
This chapter presents the methods in data collection and analysis. It describes research strategy, research design, survey population, data collection, data processing & analyzing, limitation of the study and problems encountered.

3.1 Research Strategy

Due to its nature of study, both descriptive and analytical research design largely based on questionnaire, interviews and documents studied was used.
3.2 Survey Population

The survey population comprised of staff members of four selected Kenya Commercial Bank (K.C.B) branches since they are the ones to implement these initiatives.
3.3 Sampling Design
Purposive Sampling design was used to obtain samples from all the employees and stakeholders.
3.4 Sampling Procedure
The procedure was to approach the selected Kenya Commercial bank branches in the purposely selected areas since these branches are the biggest in the country.
3.5 Sampling Size

The study focused on four selected K.C.B branches, and then a sample of 69 employees in all the branches will be randomly selected.
The sample size was summarized as follows;
Table 3.1.5 (a) shows the sampling design and size for the study
	BANK
	POPULATION
	SIZE
	SAMPLING DESIGN

	K.C.B (Kericho)
	10
	12
	PURPOSIVE

	K.C.B  (Nakuru)
	15
	15
	PURPOSIVE

	K.C.B (Kisumu)
	10
	12
	PURPOSIVE

	K.C.B (Eldoret)
	15
	30
	PURPOSIVE

	TOTAL
	50
	44
	


                                          Source: primary data
Therefore table 3.1.5(a) above shows that a total sample of 44 respondents was considered for the study. (Krejcie and Morgan (1970).
3.6 Data Collection
3.7 Source of Data

Data was collected both from primary source and secondary source.
Primary data

Primary data was obtained from the staff members from K.C.B, by use of questionnaires and interviews.
Secondary data
Secondary data was obtain from documents that included relevant texts, newsletters, periodicals and other publications from associated organization like C.B.K, Ministry of Finance and office of Attorney General, World Bank and International Monetary Fund  I.M.F.
3.8 Data Collection methods
Data was collected by use of both questionnaires and interviews.
The questionnaire comprised of closed-ended questions and was largely administered. However, the researcher was available to assist the respondents as required and in some cases was conducted concurrently with interviews. The researcher also conducted face to face interviews with the staff of K.C.B besides the questionnaires.

3.9 Data Processing and Analysis

Data obtain was edited for completeness and accuracy. Data analysis was carried out with a view of providing answers to research questions.
The researcher used the Spearman’s Correlation Coefficient to analyze quantitative data. Other data was subjected to content analysis.
Data presentation and Interpretation of Findings

Statistical findings and findings from qualitative data analysis was interpreted in light of the research objectives and literature that was reviewed to attach meaning to figures and make recommendations.
Problems encountered
· Due to the nature of the study, people and institution that was be dealt with , access       to both primary and secondary data was time consuming

· Response from the banks was slow as banks normally held and threats some information to be confidential. However, these delays were encountered in obtaining consent or vetting the nature of information to be avail owing to their sensitivity.

· The study nature necessitated an extensive approach, thus financial resources and time was a big challenge.
CHAPTER FOUR

PRESENTATION, ANALYSIS AND IDSCUSSION OF RESEARCH FINDINGS

4.0 Introduction
Under this chapter, a presentation, interpretation and discussion of the findings are done. It is divided into four parts. Part one is the Bio-data characteristic of the respondent, part two is the credit information sharing, part three is the performance of the banking sector and part four is relationship between the credit information sharing and the performance of the banking sector. However, an analysis of the demographic characteristics of the respondents is done first.
4.1 The Bio Data characteristic of the respondent
Table1. The age bracket of the respondent

	Age group in years
	Frequency
	Percentage

	18-25
	10
	22.7

	26-33
	18
	40.9

	34-40
	10
	22.7

	41 and above
	6
	13.7

	TOTAL
	44
	100


                                       Source: primary Data
The above table shows that employees of K.C.B with the age group between 18-25 represents 22.7%, those of age group between 26-33 represent 40.9%, those age between 34-40 represent 22.7%  while those age 41 and above represent 13.7%. This therefore means that most of the K.C.B employees are age between 26-33 since they represent the highest percentage of the employees’ with 40.9%. This tells us that the employees are middle and thus able to take operational work more easily than late age category (41 and above) whose percentage is very small (13.7%).
Table2. The Education Level of the respondents
	Qualification
	Frequency
	Percentage

	Secondary level
	0
	0

	Certificate level
	5
	11.4

	Diploma
	15
	34.1

	Degree
	20
	45.5

	Others
	4
	9.0

	TOTAL
	44
	100


       Source: primary Data
The table above shows that there is none of the employees whose has qualification less than secondary level,11.4% has certificate qualifications, 34.1% has Diploma, and 45.5% have degrees while 9% have other forms of qualifications (like masters, ACCA,CPA etc). The highest percentage of the employees is therefore those who have degrees with 45.5%.Therefore this means that the respondents had minimum requirements to read and understand the questionnaire and thus make a final decision on credit information sharing and the performance of the banking sector.
Table 3. Number of years spent in K.C.B

	Period in years
	Frequency
	Percentage

	2-4
	10
	22.7

	5-7
	12
	27.3

	8-10
	18
	40.9

	11 and above
	4
	9.1

	TOTAL
	44
	100


       Source: primary Data
The table shows that the employees whose have served for a period between 2-4 years represent 22.7%, those that have served for a period between 5-7 years are 27.3%, those with the period between 8-10 years are 40.9%, while those that have served for a period of 11 years and above represent 9.1%. This therefore means that those which have served for a period between 8-10 years represent the highest number of employees in K.C.B with a percentage of 40.9.This therefore was useful because they have served for a considerable period of time and thus have necessary experience and relevant information concerning the credit information sharing in the banks.
4.2 Credit Information Sharing
	Complete information about the borrower’s payment characteristic helps the banks to estimate their chance of recovering the loans
	A
	SA
	U
	D
	SD
	TOTAL

	Frequency
	22
	16
	6
	0
	0
	44

	Percentage
	50
	36.4
	13.6
	0
	0
	100


Source: primary.QN 1
In the above table the respondent who agreed that complete information about the borrower’s payment characteristic helps the banks to estimate their chance of recovering the loans is 50% , those who strongly agreed is 36.4%,  those who were uncertain are 13.6%. However, there was no respondent who neither disagreed nor strongly disagreed.
This was therefore interpreted to mean that when bank have information concerning the payment of a borrower, then they can use such past information to calculate on their chances of recovering such loans from them. Therefore it is vital that the bank have at least some information about borrower’s past borrowing and repayment habits.
	Adequacy of information about the borrower reduces on the reliance of collaterals by the banks.
	A
	SA
	U
	D
	SD
	TOTAL

	Frequency
	5
	2
	5
	20
	12
	44

	Percentage
	11.4
	4.5
	11.4
	45.5
	27.0
	100


Source: primary. QN 2
The table above shows that the respondent who agreed that the adequacy of information about the borrower reduces on the reliance of collaterals by the banks are 11.4% same as those who were uncertain, 4.5% strongly agreed to the statement, 45.5% of the respondent disagreed to the statement while 27% strongly disagreed to the statement.
This was interpreted to mean that has much as banks mostly rely on collaterals from the borrowers to secure their loans, the sharing of their credit reports will significantly reduce on dependant of such collaterals as a form of security.
	Quality of information improves the speed of risk assessment and reduce the related  administrative costs
	A
	SA
	U
	D
	SD
	TOTAL

	Frequency
	26
	18
	0
	0
	0
	44

	Percentage
	59.1
	40.9
	0
	0
	0
	100


Source: primary. QN 3
The figures above shows that 59.1% of the respondents agreed that quality of information improves the speed of risk assessment and reduce the related administrative costs while 40.9% strongly agreed about the same. However there were no respondents who were uncertain, who disagreed or strongly disagreed about the same statement.
This analysis showed that when the banks gets quality information about the borrowers credit history, it will help the bank to assess its risk princely and also reduce on the otherwise search cost history of the borrower since it will be readily available from credit bureaus.

	Accuracy of repayment probabilities will be predicted by sharing information on the borrowers by the banks
	A
	SA
	U
	D
	SD
	TOTAL

	Frequency
	15
	21
	5
	3
	0
	44

	Percentage
	34.1
	47.7
	11.4
	6.8
	0
	100


Source: primary. QN 4
34.4% of the respondents agreed that accuracy of repayment probabilities will be predicted by sharing information on the borrowers by the banks, 47.7% strongly agreed, 11.4% were uncertain while there were no respondent who strongly disagreed to the statement.
This shows that as long as banks share information about the loan applicants, they will be able to predict the chance of the borrower to repay the loans since the one who have good credit report will certainly continue to keep the good record and the one who have bad report might have the high chance of still defaulting on the payment.
	Timely credit reports about borrowers repayment history  enables him or her to obtain credit more quickly and at more competitive prices
	A
	SA
	U
	D
	SD
	TOTAL

	Frequency
	10
	33
	1
	0
	0
	44

	Percentage
	22.7
	75
	2.3
	0
	0
	100


Source: primary. QN 5
In the table above, the highest number of the respondents strongly agreed that timely credit reports about borrowers repayment history enables him or her to obtain credit more quickly and at more competitive prices with 75%, while those who agreed were 22.7%. Those who were uncertain were 2.3%. However, there were no respondent who neither disagreed nor strongly disagreed about the statement.
The finding above shows that good and timely report of the borrower will surely enable him or her to get loan at ease and at a lower rate of interest. This is because bank is certain about the repayment of the borrower and therefore charges low rate due to the fact that the rate of default is minimal.
4.3 Performance of the banking sector
	Credit terms of the bank reduce the rate of default by the applicant
	A
	SA
	U
	D
	SD
	TOTAL

	Frequency
	11
	33
	0
	0
	0
	44

	Percentage
	25
	75
	0
	0
	0
	100


Source: primary. QN 1
The table above shows that 25% of the respondents agreed that the credit terms of the bank reduces the rate of default by the applicant while 75% strongly agreed. However, there were no respondents who were uncertain, disagreed or strongly disagreed about the statement.
 This therefore means that bank normally uses stringent measures for the borrowers who have doubtable credit records. This reduces on those who will get access to the loan and thus help the bank to minimize the rate of default on the loan.
	Credit policies help in credit management and  ensures  operational consistency to bank’s loan  practices
	A
	SA
	U
	D
	SD
	TOTAL

	Frequency
	9
	35
	0
	0
	0
	44

	Percentage
	20.5
	79.5
	0
	0
	0
	100


Source: primary. QN 2
20.5% of the respondent agreed credit policies help in credit management and ensures operational consistency to bank’s loan practices while the highest number of respondents strongly agreed (with 79.5%) .However, there were no respondents who were uncertain, neither disagreed nor strongly disagreed about the statement.
The finding indicates that credit policies are useful tool in the management of the credit in the bank. Adherence to the set policies ensures that the correct procedures are followed in giving out the loan to all the interested applicants. This reduces frauds and giving undeserved applicants to get access to credit.
	Reduction in information search cost improves the profitability of the bank
	A
	SA
	U
	D
	SD
	TOTAL

	Frequency
	5
	7
	26
	3
	3
	44

	Percentage
	11.4
	15.9
	59.1
	6.8
	6.8
	100


Source: primary. QN 3
The respondent who agreed that the reduction in information search cost improves the profitability of the bank were 11.4%, those who strongly agreed are 15.9%, 59.1% were uncertain, while those who disagreed and strongly disagreed had the same percentage of 6.8.
The findings indicate that respondent were uncertain improvement of profitability index of the bank as a result of reduction in information search cost. This, according to the respondents, could be due to the fact that other additional cost could come, for example, the cost of obtaining the information from the bureaus, and membership cost. 
	Low risk premium charges by the bank leads to high borrowing rate hence improvement in  its performance
	A
	SA
	U
	D
	SD
	TOTAL

	Frequency
	12
	7
	18
	5
	2
	44

	Percentage
	27.3
	15.9
	40.9
	11.4
	4.5
	100


Source: primary. QN 4
The respondent who agreed that low risk premium charges by the bank leads to high borrowing rate hence improvement in its performance were 27.3%, those who strongly agreed were 15.9%, 40.9% were uncertain, those who disagreed were 11.4% while those who strongly disagreed were 4.5%.
This means that if the bank lowers the risk premium, then there will be a significant improvement in the rate of borrowing, and as more people borrow then cumulatively, the performance of the bank in terms of earning will increase.
	The improvement in bad debt portfolios in the bank smoothen the operations  and the performance of the bank


	A
	SA
	U
	D
	SD
	TOTAL

	Frequency
	21
	23
	0
	0
	0
	44

	Percentage
	47.7
	52.3
	0
	0
	0
	100


Source: primary. QN 5
It was ascertain that 47.7% of the respondent agreed that the improvement in bad debt portfolios in the bank smoothen the operations and the performance of the bank while 52.3% strongly agreed. However, there were no respondents who were uncertain, disagreed or strongly disagreed.

This means that the biggest obstacle to the performance of the bank is the bad debt portfolios. A reduction in the bad debt will significantly smoothen the operation of the banks.
	The low interest charges by the bank increases the rate of borrowing by the loan applicants hence more returns to  the bank
	A
	SA
	U
	D
	SD
	TOTAL

	Frequency
	24
	17
	3
	0
	0
	44

	Percentage
	54.5
	38.7
	6.8
	0
	0
	100


Source: primary. QN 6
54.5% of the respondents agreed that the low interest charges by the bank increases the rate of borrowing by the loan applicants hence more returns to the bank, while 38.7 strongly agreed. 6.8% were uncertain. On the other hand, there were no respondents who neither disagreed nor strongly disagreed about the same statement.
The table shows that most low interest charges of the bank will encourage the borrowers to get loans since the cost of borrowing is low in terms of interest.

4.4 The relationship between credit information sharing and the performance of the banking sector

	Credit information reduces on the dependency of the banks on collaterals to secure their loans


	A
	SA
	U
	D
	SD
	TOTAL

	Frequency
	20
	24
	0
	0
	0
	44

	Percentage
	45.5
	54.5
	0
	0
	0
	100


Source: primary. QN 1
The respondents who agreed and strongly agreed that credit information reduces on the dependency of the banks on collaterals to secure their loans were 45.5% and 54.5 % respectively. However, there were no respondent who were uncertain, disagreed or strongly disagreed.
This means that bank mostly rely in collaterals in order to ensure that the loans are paid back and not defaulted since they will be able to take custody of these incase of a default from the borrower. The availability of better information may in some cases lead banks to shift somewhat from a collateral-based lending policy to an information-based one. In many developing economies, it is often complained that formal lenders request their loans to be assisted by collateral whose value often greatly exceeds the value of the loan and pay little attention to the intrinsic cash flows that can be generated by the project they are financing. The availability of more readily usable information, together with the acquaintance with credit scoring techniques, may contribute to a shift in their lending strategy, as highlighted by Padilla (1999) in their study of the recent Peruvian evidence.
	Credit information sharing enables lenders or banks to assess risk and allocate credit more efficiently
	A
	SA
	U
	D
	SD
	TOTAL

	Frequency
	10
	22
	10
	2
	0
	44

	Percentage
	22.7
	50
	22.7
	4.6
	0
	100


Source: primary. QN 2
The table above shows that 22.7% of the respondents agreed that sharing information enables lenders or banks to assess risk and allocate credit more efficiently, 50% of them strongly agreed. 22.7 % were uncertain while 4.6% disagreed. However, there were no respondents who strongly disagreed.
It follows that bank will use the available information of the borrower to rate the risk they face and also use such report to allocate the loan to the most deserved applicant who are more secured to get the loans.

	Credit information sharing helps the customers to avoid being over indebted and promote a good credit cultures


	A
	SA
	U
	D
	SD
	TOTAL

	Frequency
	23
	10
	7
	2
	2
	44

	Percentage
	52.4
	22.7
	15.9
	4.5
	4.5
	100


Source: primary. QN 3
52.4% of the respondents agreed that credit information sharing helps the customers to avoid being over indebted and promote a good credit cultures while 22.7% strongly agreed, 15.9% were uncertain, while those who disagreed and strongly disagreed had the same percentage (4.5%).The above findings of the respondents shows that borrowers will not be over indebted because when they borrow from one bank, another bank will have such information and therefore avoid one borrower getting loans from multiple bank at the same time.

	Credit information helps the bank to evaluate potential borrowers better and offer loans commensurate with their risk of default


	A
	SA
	U
	D
	SD
	TOTAL

	Frequency
	20
	22
	2
	0
	0
	44

	Percentage
	45.5
	50
	4.5
	0
	0
	100


Source: primary. QN 4
45.5% of the respondent agreed that credit information helps the bank to evaluate potential borrowers better and offer loans commensurate with their risk of default, while 50% strongly agreed. 4.5% of them were uncertain. However, there were no respondent who disagreed or strongly disagreed about the statement.
The finding shows that bank is willing to offer loan to borrowers to the extent of the ability he or she is able to repay principle plus the interest.
	The savings that will arise from sharing of credit information shall translate to low cost of credit
	A
	SA
	U
	D
	SD
	TOTAL

	Frequency
	5
	7
	18
	11
	3
	44

	Percentage
	11.4
	15.9
	40.9
	25
	6.8
	100


Source: primary. QN 5
The table above shows that 11.4% of the respondents agreed that the savings that will arise from sharing of credit information shall translate to low cost of credit, 15.9% strongly agreed, 40.9% were uncertain, 25% disagreed while 6.8% strongly disagreed. The respondents were uncertain that the savings that will arise from sharing of the information will trickle down to benefit the borrower. This is because the bank might want to increase its profitability level by taking advantage of such savings.
	Availability of credit information about the borrower lowers the risk premium and bad debt
	A
	SA
	U
	D
	SD
	TOTAL

	Frequency
	19
	14
	11
	0
	0
	44

	Percentage
	43.2
	31.8
	25
	0
	0
	100


Source: primary. QN 6
The respondent who agreed that availability of credit information about the borrower lowers the risk premium and bad debt were 43.2%, while those who strongly agreed were 31.8%, those who were uncertain were 25%. However, there were no respondents who disagreed or strongly disagreed.
The above means that bank will be able drastically to reduce bad debt because they will base its lending in the past historical performance of the intending borrowers.
	Availability of information about the borrower reduces the information search cost that bank could have otherwise extract from their clients
	A
	SA
	U
	D
	SD
	TOTAL

	Frequency
	22
	20
	2
	0
	0
	44

	Percentage
	50
	45.5
	4.5
	0
	0
	100


Source: primary. QN 7
In the above table, the respondent who agreed that availability of information about the borrower reduces the information search cost that bank could have otherwise extract from their clients were 50%, those who strongly agreed were 45.5%, while those who were uncertain were 4.5%. However, there were no respondents who disagreed or strongly disagreed about the same.
The above finding shows that bank will find it easy to get the information of the borrower from the bureaus and thus saves a lot in terms of time and resources which it could have cost it to get the needed information.
Table 1. Shows the relationship between credit information sharing and the performance of the banking sector.
	
	
	
	
	
	
	

	
	      A
	      SA
	      U
	      D
	     SD
	TOTAL

	Frequency
	     10
	     30
	     4
	      0
	       0
	    44

	Percentage
	    22.7
	    68.2
	    9.1
	      0
	       0
	    100


Source: interview
From the table above, an overwhelming number of respondent strongly agreed that there is a relationship between credit information sharing and the performance of the banking sector.

This therefore means that if the banks want to improve their performance, then it is inevitable for them to share credit information about their respective borrowers to each other.

The researcher went ahead to use Spearman’s Rank Correlation Coefficient to analyze the data. The data is categorized into independent (credit information sharing) and the independent variable (performance of the banking sector).

The spearman’s Rank Correlation Coefficient is thus provided in the following formula.

 R=1-6Ed²
          n (n²-1)                       

Where;

         Ed= summation of the difference between the ranks

         N= Frequency

Using this formula, the relationship between credit information sharing and the performance of the banking sector was established. The summary of the analysis of the data is as given below.

Analysis of the relationship between credit information sharing and the performance of the banking.

	Response
	Credit information sharing                                                   x                                                                     
	Performance of the banking sector                        y
	  Rx
	  Ry
	   d
	    d²

	       A
	          24
	           19
	   1
	  2
	  -1
	   1

	     SA
	         20
	           25
	   2
	  1
	   1
	   1

	     U
	          0
	            0
	   3
	  3
	   0
	   0

	      D
	          0
	            0
	   4
	  4
	   0
	   0

	      SD
	           0
	            0
	  5
	  5
	   0
	   0

	
	∑x=44
	
	
	
	
	∑d²=2


R=1-6×2

      5(5²-1)
R=1-0.1

R=0.9

To determine the strength of the relationship between the two variables, the researcher calculated the Coefficient of Determination (COD) and it is given by the following formula:

COD=R×100%

        =0.9×100

        =90% 

It therefore depicted from the above analysis that credit information sharing and the performance of the banking sector are strongly related. The strength is 90% and this means that credit information sharing will be responsible for the 90% performance rate of the banking sector.
Therefore, information-sharing expands access to credit overall and disproportionately expands access among the underserved. Information-sharing improves loan performance by reducing delinquency rates for any given target. Both are achieved by accurately identifying good credit risks that otherwise would have been misidentified as bad risks and, therefore, would have been denied credit. At the same time, bad risks, given credit because they were thought to be good risks, now have credit denied to them or are no longer subsidized by lower-risk individuals. In the aggregate, lending is increased, leading to greater economic growth, rising productivity and greater capital stocks. Average interest rates decrease.
CHAPTER FIVE
DISCUSSION OF RESEARCH FINDINGS, CONCLUSIONS AND RECOMMENDATIONS

5.0 Introduction

This chapter discusses the major research findings presented in chapter four, presents conclusions, recommendations and suggested areas for further research. These are based majorly on research objectives.
5.1 Discussion of the major research findings
5.2 To examine how Credit information sharing will reduce on the potential fraud and bad debts.
Use of Collaterals
Borrowers are required to pledge existing assets as security for the receipts of loans. This is deemed necessary to reduce moral hazard associated with lending, reduce the likelihood of loss to the lenders and to provide an added incentive for the borrowers to repay the loan.

According to the bank executive interviewed, most of the loans extended to the private sector are primarily secured by mortgage of landed property. Therefore Credit by the banking sector in Kenya has to a large extent been underwritten by physical collateral such as land and buildings and costs of evaluating that collateral – with inappropriate definition of property rights. Borrowers without access to such collateral have been constrained from accessing credit. 
However, has the responds from the findings shows, availability of information about the borrowers will surely reduce the use of collaterals by the banks to secure their loans. This is supported by the findings of Trivelli, Alvarado and Galarza (2001) that the development of information sharing mechanisms has encouraged lenders to shift away from exclusive reliance on collaterals toward information base lending.
Quality of information
It was also found out that high quality of information about the borrower (especially positive reports) will greatly help him or her to get access to credit more easily from the banks. This good credit report is almost an assurance to the bank that the borrower will not default on the loans extended to him or her. According to Mr. Arun Shrivasta, managing director, Bank of Baroda (2011), quality of credit report of a borrower will help him or her get access to credit more easily since he or she can use that credit report as a form of collateral. This will eventually leads to good credit terms such as low interest rate as he/she can use that report to negotiate for favorable loan terms.
According to Prof E Tumusiime-Mutebile, Governor Bank of Uganda (2010), access to credit information on prospective borrowers enables lenders to better evaluate the creditworthiness of the borrowers. This reduces the information costs of lending and hence should allow more credit to be made available at lower interest rates. Better credit information can reduce the extent of credit rationing which is a serious problem in financial markets.

Repayment probabilities
The banks will be able to estimate their chance of a borrower servicing the loan with the help of information sharing. As per the respondent interviewed, the banks will use the last repayment records of the borrower to determine the amount of the loan they are going to lend him or her accordingly. This seems in consistent with the report based on their own survey of credit reporting in 43 countries, by Jappelli and Pagano (2002) who showed that bank lending to the private sector is larger and default rates are lower in countries where information sharing is more solidly established and extensive.
However, according to the personnel interviewed, as much has there is high chance that banks will be able established the chances of recovering their loans, there is a great challenge of exactly estimating the default rate of the borrower. This is because there is no certainty in the bank that the report given to them by the loan applicant is the true facts on the ground or it is just something fixed to serve his or her interest of getting the loan.
Moreover, the prediction about default is unambiguous only if referred to the probability of default of an individual borrower. When one considers the average default rate, composition effects may overturn the predictions. Suppose that information sharing gives lower-grade borrowers access to credit. Even if each borrower’s probability of default is reduced, the aggregate default rate may increase because the relative weight of lower-grade borrowers increases in the total pool.
5.3 To identify how information sharing will help creditors assess risk and allocate creditors more efficiently.
Credit terms
In order to reduce on their loss of loans given out, the bank usually uses stringent measures in order to reduce on the loan seekers who are not able to meet these needed requirements. As a result, it is only those who meet these terms and conditions who are granted the loans.
According to the findings, these terms and conditions will drastically reduce on loan defaults. This is because they are set to favor the bank mostly and thus ensure any borrower goes for a loan meets these requirements.
However, as earlier noted, with the sharing of credit report of the loan applicant by the banks about his or her past history performance of loan servicing, a good credit report of a borrower might be considered as a useful tool of granting the loans by the banks. 
As noted Pagano and Jappelli (1993) by exchanging information about their customers, banks can improve their knowledge of applicants’ characteristics, past behavior and current debt exposure. In principle, this reduction of informational asymmetries can reduce adverse selection problems in lending, as well as change borrowers’ incentives to repay, both directly and by changing the competitiveness of the credit market. It can also reduce each bank’s uncertainty about the total exposure of the borrower, in the context of multiple bank lending.
Credit policies
According to the findings, credit policies have greatly helped the management to ensure that there is consistency in the operation of the bank, especially on the loan’s performance.

This is very consistent with what Padilla and Pagano (2000) said about the credit policies. They put it that credit policy provides a framework for the entire credit management process. Written policies are the cornerstone of sound credit management. They set objectives standards and parameters to guide banks officers who grant loans and manage loan portfolio. The main reason for policy is to ensure operational consistency and adherence to uniform sound practices.

Policy is the general rule designed to guide each decision. Making loan means making a decision and advance policy thinking reduces alternative courses of action, simplifying and hastening the decision making process.
The credit policies therefore, are part of a general exercise to help determine the extent of risk for each borrower (i.e. the screening problem). It is designed on the one part to ensure that borrowers take actions which facilitate repayment or make likely (incentive problem), or to compel repayment (enforcement problem).
Profit increment
According to the findings, the respondents were not certain about improvement of the bank profitability as a result of reduction in information search cost. Those who were interviewed said that bank might inquire other up-coming costs like paying to the credit bureau in order to get the processed reports about the potential customers.
However, they did not refute the fact that the exchange of information between the banks may reduce search cost that banks can extract from their clients within the lending relationship; this is in-line with report of Padilla and Pagano (1997). This is where banks have private information about their borrowers.
Bad debt portfolios
Bad debts are the most significant portfolio where most of the banks record their losses. This is because loan is the investment where banks get their profits. However, this is also the investment portfolio where banks are most vulnerable to the loan defaulters especially when the loan applicant report is not well known by the bank.
Significantly, if the bank does its best to ensure that its loan portfolio is improved, then its operation and the performance will greatly improve.

From the findings and those who were interviewed, credit information helps banks to function more smoothly, thereby generating social benefits, such information has some of the characteristics of a public good. The sharing of credit information among all lenders yields social benefits which cannot be realized if each lender were to retain the information which itself has gathered for its own private use. Evidence suggests that information sharing significantly increases the breadth of credit markets, especially where creditors’ rights and foreclosure mechanisms are weak, partly compensating for the lack of effective law enforcement.

Low interest charges

Most of loan borrowers consider the rate of interest when they are borrowing loans form the banks. This is because; interest is the cost of borrowing to them. The higher the interest charged by the banks, the lower the rate of borrowing, likewise, the lower the interest, the cheaper the cost of borrowing.
Arguably, as noted earlier, because of the trust that bank has in the borrower due to the confidence they have in the loan applicant, they will charge low interest rate.
From the findings, respondents agreed that if bank charges low interest on the loan, it will increase the rate of borrowing. This means that bank will increase the return base from the multiple loan borrowers.
5.4 To establish the relationship between credit information sharing and the performance of the banking sector.
From the findings in chapter four, the researcher concluded that there is positive relationship between credit information sharing and the performance of the banking sector. The relationship is that as the banks shares credit information about the borrowers, their respective performance will improve.
5.5 Conclusions
From the above findings, the researcher concluded that indeed credit information sharing and the performance of the banking sector are related.
The establishment of a Credit Bureau represents a significant undertaking and success will be governed by providing simple and efficient access to predictive data. Consideration should be given to seeking consulting from an organization with expertise in these matters.

Lenders therefore need to base their decisions on relevant information about consumers, so automated and sophisticated credit information retrieval systems are key to managing credit risk. The predictiveness of decision making solutions has to be enhanced by the introduction of shared credit information via credit bureaux, resulting in better risk management for lenders and improved profitability.

Credit bureaux are key enablers for the growth of a nation’s consumer economy and the quality of consumer credit portfolios, whilst protecting the privacy and credit exposure of individual consumers.
Credit information sharing will facilitate the building of information capital that will guide the pricing of loans by financial institutions. Banks will at the appraisal stage be able to price loans with vastly enhanced information set as compared to the current situation. Customers, armed with their credit histories, will also be empowered to negotiate better terms for credit with banks. This is definitely a win-win situation that will catalyze growth of credit for investment and wealth creation
Therefore, to maintain useful representative data in the Credit Bureau it is important to constantly encourage further data sharing between users of the services. The most important stage in the development of the database is the persuasion of lenders to share not just accounts with poor payment history (negative data) but also those with good payment history (positive data).
5.6 Recommendations

In order to ensure proper credit information sharing, it is imperative that the mechanism be extended to other non-bank credit providers. This is because a lot of people also get access to credit from a whole host of non-banks including, microfinance institutions, SACCOs, other financial sector regulators and utility companies.

It is important to underscore that Credit Reference Bureaus licensed by CBK shall be subjected to onsite and offsite surveillance by the Central Bank. There should be regulations that stipulate activities the bureaus can undertake restrictions on use of customer information and security and control measures. Measures including revocation of license for violations of the regulations by CRBs should be undertaken.
With regard to customer information protection, Regulations should place emphasis on confidentiality of information handled by CRBs and also places stringent restrictions on the use and application of such information.

Banks and CRBs should not share information with unauthorized third parties.

The regulations need to provide for stringent penalties for such breaches by CRBs.
To maintain useful representative data in the Credit Bureau, it is important to constantly encourage further data sharing between users of the services. The most important stage in the development of the database is the persuasion of lenders to share not just accounts with poor payment history (negative data) but also those with good payment history (positive data).
5.7 Area for further research
The researcher recommends that the following areas needs to be more researched on:

· Credit information sharing amongst the financial institution
· The effects of credit information sharing on the credit markets
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APPENDIX 1

Dear respondent,

Am an undergraduate student at Makerere University, pursuing a Bachelor’s degree in Commerce and carrying out a study entitled ‘‘Credit Information Sharing and Performance of Banking Sector’’ a case study of Kenya Commercial Bank.

You are kindly requested to answer the following questions as you have been selected to be part of the sample that is going to participate in this research study.

Please answer accurately by filling in or ticking the appropriate answer in the space provided. The information obtained will be used for academic purposes and treated with utmost confidentiality.

Thanks in advance for your co-operation

PART A: BIO DATA
1. Age bracket of the respondent

(a)  (18-25)              (b) (26-33)

(c)   (34-40)             (d) 41 & above  
2. Education level

(a) Secondary level                      (b) certificate level

(c) Diploma                                  (d) degree

(d) Others please specify……………..

3. How long have you been in this organization?

(i)   2-4 years                           (ii) 5-7 years

(iii) 8-10 years                         (iv) 11 years and above

For each of the following parts, please tick where applicable to the extent to which you agree using the following likert scale.

A=agree         SA= Strongly Agree     U=Uncertain    D=Disagree   SA=Strongly Disagree

PART B: Credit Information Sharing

	Please choose only one option that suits your level of agreement or disagreement for each of the following statement (tick in the appropriate box)
	A
	SA
	U
	D
	SD

	Complete information about the borrower’s payment characteristic helps the banks to estimate their chance of recovering the loans
	
	
	
	
	

	Adequacy of information about the borrower reduces on the reliance of collaterals by the banks.


	
	
	
	
	

	Quality of information improves the speed of risk assessment and reduce the related  administrative costs
	
	
	
	
	

	Accuracy of repayment probabilities will be predicted by sharing information on the borrowers by the banks.
	
	
	
	
	

	Timely credit reports about borrowers repayment history  enables him or her to obtain credit more quickly and at more competitive prices
	
	
	
	
	


For each of the following parts, please tick where applicable to the extent to which you agree using the following likert scale.

A=agree         SA= Strongly Agree     U=Uncertain    D=Disagree   SA=Strongly Disagree

PART C: Performance of the Banking Sector

	Please choose only one option that suits your level of agreement or disagreement for each of the following statement (tick in the appropriate box)
	A
	SA
	U
	D
	SD

	Credit terms of the bank reduce the rate of default by the applicant
	
	
	
	
	

	Credit policies help in credit management and  ensures  operational consistency to bank’s loan  practices
	
	
	
	
	

	Reduction in information search cost improves the profitability of the bank
	
	
	
	
	

	Low risk premium charges by the bank lead to high borrowing rate hence improvement in  its performance
	
	
	
	
	

	The improvement in bad debt portfolios in the bank smoothens the operations  and the performance of the bank


	
	
	
	
	

	The low interest charges by the bank increases the rate of borrowing by the loan applicants hence more returns to  the bank
	
	
	
	
	


For each of the following parts, please tick where applicable to the extent to which you agree using the following likert scale.

A=agree         SA= Strongly Agree     U=Uncertain    D=Disagree   SA=Strongly Disagree

PART D: The relationship between Credit Information Sharing and the Performance of the Banking Sector

	Please choose only one option that suits your level of agreement or disagreement for each of the following statement (tick in the appropriate box)
	A
	SA
	U
	D
	SD

	Credit information reduces on the dependency of the banks on collaterals to secure their loans


	
	
	
	
	

	Credit information sharing enables lenders or banks to assess risk and allocate credit more efficiently.


	
	
	
	
	

	Credit information sharing helps the customers to avoid being over indebted and promote a good credit cultures


	
	
	
	
	

	Credit information helps the bank to evaluate potential borrowers better and offer loans commensurate with their risk of default


	
	
	
	
	

	The savings that will arise from sharing of credit information shall translate to low cost of credit
	
	
	
	
	

	Availability of credit information about the borrower lowers the risk premium and bad debt portfolios
	
	
	
	
	

	Availability of information about the borrower reduces the information search cost that bank could have otherwise extract from their clients
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