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EXECUTIVE SUMMARY

The present work is an earnest attempt to understand the importance of 
credit information provided by Credit Information Companies in the lending 
decisions of banks. The study lays emphasis on the importance of this 
mechanism, which is an endeavour to bridge the information asymmetry 
between the lenders and the borrowers, in furthering access to Institutional 
Credit and in enhancing financial penetration among the masses. The study 
highlights the importance of credit information mechanism in gauging and 
guiding credit behaviour and as an alternative or supplement to collateral 
requirements, by functioning as“reputational collateral”. This work looks 
into the perspectives of the lenders as well as the borrowers and attempts 
to obtain a firm grip over the determinants of bank lending. The study 
further tries to find out whether the credit information mechanism has 
helped credit starved sections of the society gain access to formal means of 
credit. The study throws light on the pathetic levels of awareness regarding 
the importance of credit information among credit starved sections of the 
population and the underutilisation of positive credit information by banks. 
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CHAPTER 1

Introduction

Institutions play an important role in the development of any nation. Institutional Economics, 
emerged as an alternative to the classical ideas that have been substantially dismissive of 
institutions and insists that institutions matter and that an understanding of how they affect 

economic performance, is critical. Financial institutions, the lifeblood of any economy, play a 
much greater role in the economic and social development of a nation. The timely availability of 
adequate finance or credit that these institutions can provide can make or mar the future of any 
enterprise or individual. 

The question of demand and supply of credit assumes importance both in the micro and macro 
sense. The determinants of the availability of credit depend on many macroeconomic and 
structural factors. The micro determinants are varied such as the understanding and access to 
formal and secure means of finance, inclusiveness, reputation, collateral, net worth, the amount 
of information available to the two parties and their impact on lending. Informed lending and 
timely recovery are seen to top the priority of lenders, especially since episodes of default have 
reached a massive scale to pose a systemic risk to the banking system. This exercise emphasizes 
the asymmetry of information that exist between the lender and potential borrowers on the latter’s 
creditworthiness and credit behaviour and the extent to which timely credit information, as 
provided by credit bureaus, can solve the problem. The following discussion would throw light on 
the research problem at hand, its scope- especially in the field of alternative economics, as also the 
detailed methodology that has been followed for the study. 

Many a time, creditworthy entities with adequate repayment capacity, but lacking collateral find 
it difficult to access funds, mainly because of an information asymmetry that exists between the 
borrower and the lender. It is a known fact that a large part of the Indian economy is informal. 
“Estimates suggest that the informal economy employs nearly 50 per cent of the workforce in 
India. The earnings of some in the informal economy may be at par with their formal economy 
counterparts, but due to its informal nature, people and businesses in this part of the economy are 
rendered ‘invisible’ to the formal banking system. This ‘invisibility’ adversely affects their ability 
to grow current income level because of lack of access to formal credit” (Acharya 2018).
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With the big bad loan mess and rogue Corporates, the public perception about India’s banking 
system seems to be at an all-time low. However, households have remained largely untouched by 
this, mainly because of a set of institutions—Credit bureaus—that have functioned behind the 
scenes to mitigate the problems in this sector. These have become an important part of the financial 
architecture of any economy, with the primary purpose of reducing the information asymmetry 
between the supplier of credit (banks and other financial institutions) and the customer (for 
whom their credit scores serve as a reputational collateral. Quality credit information is pivotal 
to ensure that Micro, Small and Medium Enterprises (MSMEs), entrepreneurs and proprietors 
as well as individuals get timely funds for consumption, investment, expansion and innovation. 
However, most of such rural enterprises/MSMEs and individuals do not have clear proof of their 
creditworthiness, which denies them adequate access to funds. Credit Information Companies 
(CICs) play a major role in bridging this gap. In the globalised world where competitiveness and 
innovation have become imperative for any enterprise to flourish, access to formal sources of 
finance is inevitable. Facilitating this, are the CICs which serve as strong and credible sources of 
valuable information on the Credit history of the borrowers be it enterprises or individuals. In this 
context, it is imperative to understand the role that the credit information services provided by 
credit bureaus play, in making access to finance more inclusive. 

Credit information companies have been in existence for more than 100 years in advanced 
economies like the United States and the United Kingdom, gauging credit behaviour and providing 
credit information to financial institutions regularly. In the Indian context, CICs were introduced 
concomitant to the recommendations of the N H Siddiqui committee and were further shaped by 
the AdityaPuri Committee. 

1.1 Importance of Credit Information

Commercial banks, as financial institutions, undertake a wide variety of activities, which play a 
critical role in the economy of a country. The pool and absorb risks for depositors and provide a 
stable source of investment and working capital funds to various sectors of the economy. Banks 
are a particularly important source of funds for small borrowers who often have limited access to 
other sources of external finance. 

In the context of the study, Credit is defined as the sum disbursed by a financial institution, 
especially banks so as to enable its customers or the borrowers to use it to satisfy personal needs- 
both short term credit (as in using credit cards for payments), and long term credit (as in loans 
for purchase of movable and immovable property, business needs such as that for expansion, 
purchase of new and improved machinery, innovation and so on). 

Credit information is the information about a person’s or company’s ability to repay debt and 
includes information on the current level of indebtedness of the borrower and his general credit 
behaviour. This is usually examined by banks before they decide to lend. A credit history is a 
borrower’s behavioural pattern in the repayment of his debts. A credit report is a record of the 
borrower’s credit history from several sources, including banks, credit card companies, collection 
agencies, and governments. And a borrower’s credit score is calculated by employing a mathematical 
algorithm applied to a credit report as also other sources of information.

A credit score, which is derived by using details found in the ‘Accounts and Enquiries’ section 
on the Credit Information Report (CIR), is more than just a number. It is a three-digit numeric 
summary of one’s credit history. The value generally ranges from 300 to 900 but may have a 
different range, depending upon the provider of the report. It indicates the ‘probability of default’ 
of a borrower based on his/her credit history. 
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Figure 1: Credit Score and Credit Approval 

An excellent credit score (which is regarded as above 750) can give users access to top-tier products 
with the most competitive interest rates and highest credit limits. Among the benefits of a good 
credit score are:

More Negotiating Power: lower interest rates and longer repayment periods on loans, and better 
chances of approval for financial products.

• Credit Limit: creditors would be willing to lend more to a person of proven creditworthiness. 

• Approval for a new credit card and/or upgrading an existing one.

In most of the countries, when a customer applies for credit from a financial institution, his 
information is forwarded to a credit information bureau. The bureau matches the name, address 
and other identifying information of the applicant with information maintained by the bureau. 
The records thus gathered are then used by lenders to determine an individual’s creditworthiness- 
by assessing his ability and track record in repaying debts. The willingness to repay a debt is 
indicated by how timely past repayments were made to other lenders. Lenders prefer customers 
who meet debt obligations on time, and therefore focus particularly on missed payments and may 
not, for example, consider an overpayment as an offset for a missed payment.

1.2 Information Asymmetry and Credit Information

There exists, most of the times, and information asymmetry between the lender and the borrower, 
resulting in under-provision of credit to certain groups. These groups are usually the ones without 
adequate collateral or other documents such as a definite flow of income over time to have a 
command over credit. This information asymmetry leads to suboptimal outcomes for both the 
parties involved- the lender as well as the borrower. In such cases, credit information can bridge 
this information deficit by tracking the behaviour of credit repayment, the utilisation of such 
credit, on whether the credit is rolled over and so on and thus, serve as credible reputational 
collateral.

Credit information is essentially detailed information on borrowers’ past loan performance and is 
very important for the development of an efficient credit market. In the absence of detailed and 
complete credit data, lenders cannot distinguish different shades of borrowers (good borrower, bad 
borrower etc.) and essentially can only observe the average risk of borrowers. This leads to a sub-
optimum credit market, where lenders over-charge low-risk borrowers and under-charge high-risk 
borrowers -a phenomenon known as ‘adverse selection’. Also, absence of comprehensive credit 
information leads to issues like ‘moral hazard’, which refers to the situation when the borrowers 
have more information about their intentions or actions than their counterparts i.e. lenders and 
have an incentive to behave improperly. The credit reporting system is an institutional response 
to such issues through which the efficiency in the credit market is improved and both creditors 
and borrowers are benefited. Credit reporting system supplements the information supplied by the 
borrowers in their loan application which helps lenders to evaluate borrowers’ creditworthiness.

A well-established credit reporting system helps creditors to price loans appropriately and lend at 
more attractive rates when they can assess the credit risk of a borrower and are confident about his 
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ability to repay. Fear of competition can sometimes make creditors cautious to share their borrower 
information. However, sharing of credit data to the credit reporting system helps creditors to reduce 
their risk in screening the credit applications, monitoring borrowers, and in preventing inefficient 
allocation of credit. It gives creditors quick access to vital credit information about a borrower and 
at a lower cost. This also helps bring more discipline among borrowers and reduce the number 
of over-indebted borrowers (who draw credit simultaneously from many lenders) in the system. 
Existence of credit reporting system also enable lenders to take objective credit decisions and to 
shift from pure collateral-based lending policies to more information-based lending (Report of the 
High-Level Task Force on Public Credit Registry in India submitted to the Reserve Bank of India). 
Thus, credit information services and their effective use is important from a financial stability, 
supervisory, financial inclusion and economic policy perspective.

The issue of credit availability to small firms has garnered world-wide concern recently. Models 
of equilibrium credit rationing that point to moral hazard and adverse selection problems suggest 
that small firms may be particularly vulnerable because they are often informationally opaque. 
That is, the informational wedge between insiders and outsiders tends to be more prominent for 
small companies, which makes the provision of external finance particularly challenging. Small 
firms with opportunities to invest in positive net present value projects may be blocked from doing 
so because potential providers of external finance cannot readily verify that the firm has a quality 
project proposal (adverse selection problem) or ensure that the funds will not be diverted to fund 
an alternative project (moral hazard problem).

Small firms are also vulnerable because of their dependence on financial institutions for external 
funding as they do not have access to public capital markets. For an individual hoping for better 
prospects by way of availing advances for personal and entrepreneurial pursuits, collateral 
becomes the principal constraint. However, with the full-fledged functioning of credit information 
companies which collate information as diverse from the personal details to track their credit history 
across multiple lenders, a comprehensive understanding of the customer’s creditworthiness, credit 
behaviour, credit leverage and credit appetite would become possible. These services that a credit 
information company provides to financial institutions are vital to enable them to make informed 
lending decisions and exposures. This is particularly pertinent in the post-financial crisis era. By 
having such a comprehensive idea about each borrower, the credit delivery system can be tuned 
more efficiently to cater to the larger populace which does not have access to formal credit or a 
proper credit history.

1.3 Statement of the Research Problem

CICs in India are only in their evolving stage, compared to about 120-year old mature institutions 
providing such services in advanced economies. The credit information reporting system is an 
institutional response to information asymmetry in the credit market. By addressing the issues 
of ‘adverse selection’ and ‘moral hazard’, the credit information reporting system aims to bring 
efficiency in the credit market and benefits both borrowers and lenders. Thus such institutional 
arrangements become imperative for a growing economy to reduce the information asymmetry, 
foster the level of access to formal credit and to strengthen the credit culture of the populace. 
Credit information system also enables borrowers to monitor their credit scores over a period and 
guard against a build-up of debt that may become unsustainable as well as possible theft of identity. 
Using this “reputational collateral”, they will also be able to access credit outside existing banking 
relationships. This benefits especially disadvantaged borrower groups including small businesses, 
farmers with good credit history, and new borrowers with limited or no physical collateral, and 
start-ups which do not have a prior credit history. Sharing of positive information especially helps 
access to finance for borrowers who would otherwise have been financially excluded. While the 
fact remains so, reports suggest an underutilisation of credit information in the Indian context due 
to varied reasons. 

This work would be an attempt to fill the research gap in understanding the role of credit 
information services provided by these institutions in bank lending decisions, by probing into the 
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impact of such information on lending and also access to credit for the most credit-starved sections 
of the society- such as Micro Small and Medium Enterprises, Self Help Groups, and individuals. 

1.4 Objectives

This study proposes to undertake an enquiry into the state of affairs in the credit information 
landscape to explore:

1. Whether the credit scores and information reports, of potential borrowers, have a considerable 
impact on the lending decisions of financial institutions, in particular, Banks.

2. Whether credit reports and credit scores have helped credit-starved sections gain easier access 
to credit and formal means of finance.

3. The awareness among lenders and borrowers about credit reports and credit scores.

1.5 Methodology

The study is primarily exploratory. Data has been collected through personal interview method 
from the Branch heads and middle-level managers dealing with sanctioning and disbursement 
of loans in nationalised and private sector banks in Thiruvananthapuram. Top five banks each in 
terms of total assets were chosen from both the public and private sector. From the public sector, 
State Bank of India, Punjab National Bank, Bank of Baroda, Canara Bank and Bank of India were 
selected. The banks identified from the Private Sector were HDFC Bank, ICICI Bank, Axis Bank, 
Yes Bank and Kotak Mahindra Bank. Informed consent of the respondents was obtained, assuring 
them of maintaining confidentiality of information collected. These interviews aimed to gauge (1) 
the level of awareness among bankers themselves (2) to find out the extent to which they rely on 
credit information services while taking credit disbursal decisions and (3) the factors other than 
formal credit information that they take into consideration for their decisions. The exercise thus 
was intended to study exhaustively all those factors that boiled down to the lending decision.

A questionnaire was prepared to gather an understanding of the perspective of potential and existing 
borrowers. Customers who visited the chosen bank branches were asked about their awareness of 
the availability and use of credit information reports and about the advantages of having a high 
credit score as credible reputational collateral. The choice of customers was so made as to reduce 
the search costs of finding respondents from each section of the target population- such as MSME 
Representatives, Proprietors and Individuals. It was assumed that the customers visiting any bank 
branch would make a fitting cross-section of such a population.

The data so obtained was analysed using cross-tabulations and simple descriptive statistics 
leveraging the SPSS platform. This was necessitated mainly because there could be hidden results 
from within the dataset that would be revealed in such a granular analysis was made.

The core factors affecting an individual’s credit score in general, are:

• History: making payments on time, goes a long way in obtaining a higher credit score.

• Utilisation Ratio: The percentage utilisation from the available credit limit is to be kept to the 
minimum. 

• Credit availed: the more types of credit one has, the better since it shows that the individual 
can handle both revolving and instalment credit.

• Length of Credit History: it showcases that the individual has been able to successfully manage 
credit for a set period. 

• Inquiries: credit reports also reflect the credit inquiries made by the customer and too many of 
them in a short period can signal financial stress.

The main parameters applied towards determining the credit score, in the Indian context, are 
length of credit history, number and severity of defaults, repayment patterns, accounts overdue, 
amount outstanding, mix of credit, and number of loan inquiries made recently. In addition to 
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the above variables, various other factors identified from the literature and experience have been 
included. 

1.6 Scope of the Study in the Alternative Framework

In a clear departure from mainstream economics which studies only the macroeconomic factors that 
determine access to credit,this study aims at understanding the information asymmetry problem 
that limits access to credit through the lens of institutions, with its focus (1) on the institutions 
disbursing credit - primarily banks,which are known to diligently track the credit behaviour of 
the borrowers (2) on each customer and (3) on how an effective blend of the two can increase the 
opportunities as also the welfare of the hitherto credit-starved sections of the populace- the ones 
without adequate collateral backing but are creditworthy in terms of their credit behaviour, in 
gaining access to formal means of finance at a price in proportion to the risk. 

Thus, the study aims to throw light on how alternative institutional arrangements can help improve 
the suboptimal outcomes in credit markets. The viability and the use of the credit information 
mechanism as an alternative to lending based on third party testimonies and other less credible 
sources is examined. In this context, it becomes all the more imperative to find and understand 
the extent to which such institutional arrangements have augmented the benefits to borrowers and 
lenders. 

1.7 Limitations of the Study

The classification of customers with a definite proportion in each group such as individuals, 
proprietors, entrepreneurs, MSMEs etc. could not be attained due to the time constraint and search 
costs involved in surveying.

1.8 Chapter Plan

The study runs into four chapters. The first chapter gives an introduction to the study, provides 
a conceptual framework, states the research problem, its brief context, the objectives aimed to be 
fulfilled by this endeavour; it’s scope-especially in the alternative economics framework, a gist 
of the methodology that has been followed as also the limitations of the study. Second chapter 
provides a brief review of the existing literature, places the study in context, with convincing 
reasons ranging from international experience to current domestic discussions including reports 
of high-level committees that substantiate the relevance of the study. Third chapter analyses the 
collected feedback and data, presenting it in forms simple and understandable. Final chapter 
presents the conclusions from the study and discusses the findings considered relevant. Some 
suggestions for improving the existing framework are also put forth.
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CHAPTER 2

Evolution of Credit Information 
Reporting and Its Impact  

on Bank Lending

This chapter describes in brief, the evolution and importance of credit information in bank 
lending. A brief review of the existing literature is also presented.

2.1 Determinants of Bank Lending-A Theoretical Perspective

There are various theories on the determinants of bank lending. One view is that the demand side 
elements that determine the bank lending whereas the other view professes the dominance of 
supply-side factors. The principle that demand for bank loans determines bank portfolio behaviour 
is sometimes referred to as the accommodation principle. Similarly the principle that commercial 
banks’ responses to market forces determine their portfolio behaviour is referred to as profit 
maximisation principle. As per the accommodation principle, bank lending is the key determinant 
of banks’ portfolio behaviour. The term “accommodation” is used to imply that the demand for 
such loans would mainly determine bank behaviour in borrowing from the central bank, holding 
of excess reserves, and dividing/ bifurcating earning assets between loans and investments. For 
example, a rise in the demand for loans from banks would be met, subject to the deposit constraint, 
by reductions in investments and excess reserves and an increase in borrowings from the central 
bank.

Bank lending is determined by both supply-side and demand-side factors. On the supply side, 
banks’ portfolio behaviour determines their lending. Commercial banks hold a portfolio of assets 
based on risk-return perceptions and distribution of the liabilities to yield the greatest return. 
Loans and investments are the two most important earning assets in the asset portfolio of banks 
and their composition is determined by the banks’ portfolio behaviour which, in turn, is based on 
either accommodation principle where lending is the key determinant of banks’ portfolio or profit 
maximisation principle.
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The Reserve Bank of India’s Report on Currency and Finance, 2008 quotes some studies which state 
that the emergence of credit information bureaus in the emerging economies create an enabling 
environment for improved lending by banks. The basic argument given by such studies is that 
countries with better private property rights and credit risk screening mechanisms (particularly 
well-functioning credit bureaus or credit registry systems) can achieve a higher credit to GDP ratio 
than those that lack such institutions (Mohanty et al., 2006).

According to the commercial loan theory, which is the earliest theory on credit, the earning assets 
of banks will be in the form of short-term and self-liquidating loans. According to the shiftability 
theory, the main consideration is how quickly the assets can be converted into cash. The anticipated 
income theory postulates that a bank can maintain its liquidity if loan repayments are scheduled 
based on the anticipated income of the borrower. According to the liability management theory, a 
bank doesn’t need to observe traditional liquidity standards if it can go into the market and bid for 
funds whenever it needs liquidity. Thus Banks decide their lending operations at the micro-level 
based on certain considerations like term/ tenure, liquidity, repayment capacity etc. as suggested 
by the above theories. However, the overall quantum and target group of lending is determined by 
the financial system which a country adopts, i.e., whether it is a market-based financial system or 
bank-based financial system. A rise in capital inflows or an easier monetary policy could also lead 
to increased credit supply in the economy. Banks’ willingness to lend could also be affected by the 
regulatory regime in place, and whether they hold enough capital to support all the new profitable 
loan proposals.

2.2 Review of Literature

Following the seminal work of Stiglitz and Weiss (1981), a large theoretical literature has stressed 
the key role of asymmetric information in lending markets. A majority of studies show that 
asymmetric information can generate market failures such as credit rationing, inefficient provision, 
mispricing of risk, and, in the limiting case, even a market breakdown. Moreover, a financial crisis 
can exacerbate the negative effects of adverse selection and moral hazard in financial markets 
(Mishkin 2012).

2.2.1 Impact of Information Asymmetry on Credit Markets

Stiglitz and Weiss(1981), while examining markets with credit rationing, examine several 
informational asymmetries that generate rationing in an otherwise competitive market. Adverse 
selection assumes two dimensions- where a high-interest rate and high collateral requirement 
attracts riskier borrowers. The moral hazard problem results in the firms choosing riskier projects. 
The monitoring costs further exacerbate the case for rationing. In such circumstances, credit 
restrictions take the form of limiting the number of loans that banks make, rather than limiting the 
size of each loan.

Jappelli and Pagaano (2005) find that information sharing about borrowers’ characteristics and 
their indebtedness can have important effects on credit markets activity. First, it improves the 
banks’ knowledge of applicants’ characteristics and permits a more accurate prediction of their 
repayment probabilities. Second, it reduces the informational rents that banks could otherwise 
extract from their customers. Third, it can operate as a borrower discipline device. Finally, it 
eliminates borrowers’ incentive to become over-indebted by drawing credit simultaneously from 
many banks without any of them realizing. 

2.2.2 Alternative Arrangements and Credit Information Mechanism to Bridge the Information 
Asymmetry Problem:

Christie (2013) provides a selective review of most recent developments in experimental economics 
of banking and lending and summarize and synthesize the experiment designs and results in 
banking under asymmetric information. The review includes published works or working papers 
(2006–2013) that exclusively employ experimental economics methodology, especially for studying 
the impact of formal or informal institutions on lending in credit markets. The results provide 
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support for the important role of both informal (e.g., relationship banking and reputation) and 
formal (e.g., third-party enforcement; collateral) institutions and their impact on credit market 
performance, as well as the importance of studying the interaction of the two types of institutions.

The study finds that economic experiments are particularly useful in studying complex markets 
like credit and capital and in eliciting specific effects of institutions on credit market performance. 
Such well-established empirical relationships will be able to guide policymaking for financial 
market reform. 

Crawford et al. (2015) measure the consequences of asymmetric information and imperfect 
competition in the Italian market for small business lines of credit. They show that the degree of 
competition in local credit markets can have significant consequences on the equilibrium effects of 
an increase in adverse selection. With perfect competition, banks set the price equal to the average 
cost. When adverse selection increases, the price also rises, as a riskier pool of borrowers implies 
higher average costs in the form of more defaults. When banks exert market power, however, 
greater adverse selection can lower prices, as it implies a riskier pool of borrowers at any given 
price, lowering inframarginal benefits of price increases in the standard (e.g. monopoly) pricing 
calculus. As a consequence, a bank with market power facing an increase in adverse selection will 
also increase its market share and improve the quality of its borrowers. This is because a lower 
price attracts marginal borrowers, which are safer under adverse selection. That implies both that 
imperfect competition can moderate the welfare losses from an increase in adverse selection, and 
that higher adverse selection can moderate the welfare losses of market power. From the theoretical 
literature, quoting Stiglitz and Weiss (1981) they say that if borrowers know more about their 
abilities and intentions, capital markets can break down. There may be no price for capital (interest 
rate) which will allow lenders to make a profit. These cases are most likely to occur when the 
information available about borrowers is limited and expensive to acquire. This is one place where 
the services of banks as a storehouse of credit information may be of great value. 

2.2.3 Relationship Lending, as an Alternative to Information Problems

Berger and Udell (2002) suggest that ‘Relationship lending’ is one of the most powerful technologies 
available to reduce information problems in small firm finance and the main subject of this paper. 
Under relationship lending, banks acquire information over time through contact with the firm, 
its owner, and its local community on a variety of dimensions and use this information in their 
decisions about the availability and terms of credit to the firm. They opine that empirical evidence 
provides support for the importance of a bank relationship to small businesses in terms of both 
credit availability and credit terms such as loan interest rates and collateral requirements.

IlonaVaateri(2017), studies the effect of relationship lending on small to medium-sized 
enterprises’ (SMEs’) credit access from the companies’ point of view. Relationship lending is a 
lending technique, which relies on the soft information collected about the lender throughout the 
banking relationship. Soft information differs from hard information, in that, hard information is 
verified and publicly available financial data which does not require personal contact between 
the loan manager and the company. The research is based on a survey of 433 small to medium-
sized enterprises (SMEs) in Finland. The relationship lending attributes measured in the study 
are “the role of informal information”, “the length of relationship with the primary bank” and “the 
frequency of contact with loan manager”. 

 The results support the hypothesis, that informal information plays a significant role in the credit 
decision process. The results indicate that if informal information had a major role in the loan 
decision process, that company was more likely to access credit. The hypotheses for the length of 
the relationship and the frequency of contact with the loan manager were not supported by the 
model. However, on a secondary model, the frequency of contact with the role manager does have 
a significant impact on the role of informal information. This suggests that the more often the 
company representatives are in contact with the loan manager, the more important is the role of 
informal information in the loan decision-making process. 
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Thus the author’s results show that informal information had a major role in the loan decision-
making process and that higher frequency of contact increased the significance of informal 
information.

Apart from the above-cited studies on the impact of information asymmetries and relationship 
banking on bank lending, and the reports published by high-level committees on furthering the 
Credit Information Infrastructure, no other study has been found which focuses on the impact 
of credit information on bank lending and on furthering inclusiveness and access to credit. 
This wide gap in the literature paves the way for the present work to contribute meaningfully to 
the understanding on how credit information bureaus and the services provided by them have 
impacted the access to the services of financial institutions. The study also attempts to gain an 
understanding of the awareness and usage of credit information among the target group. Thus 
the present study assumes serious importance given the fact that in the post-financial crisis era, 
individual credit repayments are also a key variable in ensuring financial stability. 

2.3 Credit Information and Bank Lending: A Brief Background

Ever since India opted for development plans for its growth, the role and importance of banking 
and other financial institutions have gained prominence. Research has also confirmed the inter-
linkage between finance and growth in India. The Indian growth process has essentially been 
‘finance-led’, whereby expansion in the financial sector played an enabling role in promoting 
capital accumulation, which, in turn, engendered higher growth (Reddy, 2006).

However, one can observe a serious financial under-penetration in India (as is shown by the chart 
below), with a modest credit to GDP ratio of 55.7 per cent compared to China’s 208.7 per cent, 
Norway’s 245.6 per cent United Kingdom’s 170.5 per cent and United States’ 152.2 per cent (Bank 
for International Settlements, Q4 2017) 

Figure 2.1: Credit to GDP Ratio of Select Countries (Q4:2017)

Source: Bank for International Settlements

As stated in a recent World Bank report, “A well-developed financial infrastructure makes credit 
markets more efficient by reducing information asymmetries and legal uncertainties that may 
hamper the supply of new credit. This improves the depth of credit market transactions and 
broadens access to finance. The global financial crisis has also renewed interest in the role of 
financial infrastructure in supporting systemic stability. Financial infrastructure promotes financial 
stability in several ways. Transparent credit reporting can support the internal risk management of 
financial institutions and supply financial regulators with timely information on the risk profile of 
systemically important financial institutions”(World Bank, Global Financial Development Report, 
2013).

There are three important ways in which sound and transparent methods of credit information 
sharing can support credit market efficiency and stability. First, lending institutions can draw 
on such information to decide on lending to individual customers as well as to manage the risk 
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profile of their overall portfolios. Secondly, bank regulators can make use of credit information to 
appropriately calibrate regulations such as those related to capital and prudential exposure limits. 
Thirdly, bank supervisors can make use of such systems to assess the build-up of interconnected 
risks of systemically important borrowers and financial institutions.

In addition to the advantages already discussed, there are significant advantages in the following 
respects too:

a. By increasing the access of unregulated lenders to credit information, the systemic risks outside 
the ambit of traditional regulated sectors are enabled to be captured.

b. Competition in the credit market is enhanced as positive information on customers, which is 
usually not shared, also becomes available to other lenders, thereby also benefiting the better 
borrowers.

c. Reduction of default rates and average interest rates, facilitated by increased credit information 
sharing, leads to increased lending.

d. Borrowers are incentivised to maintain a good credit record, thus leading to a reduction of NPAs, 
better quality of credit portfolio, higher capital adequacy ratios and consequently increased 
lending by credit institutions.

e. Research has shown that credit information sharing results in deepening credit markets.

f. Credit information sharing facilitates objective and transparent scrutiny/processing of credit 
and makes the process fast and less expensive.

Benefits of Access to Credit Information 

• Financial Development Report 2014, states, ‘ensuring equitable and transparent access to credit 
information allows customers to use their credit histories as reputational collateral, strengthens 
credit market competition, and enhances access to finance’. The major benefits of credit 
information for the different stakeholders in the system: 

• Consumers – Credit information empowers consumers to obtain loan products based on 
their credit history and promote them to maintain credit discipline and repay debts timely. 
Competition in the credit market is enhanced as even positive information on borrowers 
becomes available to other lenders thereby benefiting the deserving and better borrowers to 
obtain loans on easier terms and lower interest rates. 

• Credit Institutions - Information sharing assists in screening of borrowers as well as monitoring 
of credit risks. This reduces the cost of intermediation and allows credit institutions to effectively 
price target, and monitor loans. It facilitates realistic, transparent and judicious risk-based 
lending. By leveraging information from CICs, lenders can obtain a holistic overview of their 
customer relationships. At present, different product offerings of CICs viz. credit information 
report, credit score, watch lists, alerts and triggers, portfolio reviews, are increasingly being 
used by the lenders to improve their portfolio quality, control NPAs and increase profitability. 
These solutions enable risk mitigation and optimize performance at every stage of the customer 
lifecycle- acquisition, portfolio management, collections and recoveries. 

• Economy - Risk-based pricing environment would improve transparency and soundness in the 
lending process. Borrowers with a good credit history will be rewarded for their discipline while 
delinquent borrowers will no longer be subsidized by lower-risk consumers. In the aggregate, 
lending is increased, leading to greater economic growth, rising productivity and greater financial 
inclusion. Reduction of default rates and average interest rates, facilitated by increased credit 
information sharing, leads to increased lending. Research has shown that sharing of credit 
information results in deepening of credit markets. Borrowers are incentivised to maintain a 
good credit record, thus leading to a reduction of NPAs, better quality of credit portfolio, higher 
capital adequacy ratios and consequently increased lending by credit institutions. 

• Bank supervisors – By accessing credit information from CICs, supervisors can assess and 
monitor the build-up of systemic risks more effectively, especially regarding high exposure 
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to certain sensitive sectors by highly interconnected and systemically important financial 
institutions.

In the present times, India is plagued by the bad loan mess with rogue corporates adding to the 
woes of the banking sector. The retail loans segment or the portion of advances directed towards 
retail borrowers have been relatively protected from such a situation mainly due to the timely 
information provided by the above credit bureaus as an institutional response to bridge the 
information deficit in that segment.

Credit bureaus have been in vogue around the globe for more than a hundred years in advanced 
economies. For example, in the case of the United States, where credit reporting is most advanced, 
with the most comprehensive credit files on the largest percentage of its citizens and businesses, 
there are principally three major players today after extensive consolidations and are termed “The Big 
Three”- TRW, Transunion and Equifax. Globalization, technological innovation, the liberalization 
of markets, and the inadequacies evident in their financial sectors have spurred the governments 
of many developing countries to set up public credit registries or encourage the establishment of 
private ones and sometimes both. This highlights the importance of credit information services as 
an institutional response to information asymmetry and the resultant inefficient credit markets.

Globally, the credit reporting industry can be divided into three groups (Report of the Committee 
to Recommend Data Format for Furnishing of Credit Information to Credit Information Companies 
constituted by the Reserve Bank of India):

a. Credit registries: A credit registry is a model of credit information exchange whose main 
objectives are assisting bank supervision and enabling data access to regulated financial 
institutions to improve the quality of their credit portfolios. Most credit registries were started as 
internal databases within the central banks of the countries and are used as a tool for regulation 
and supervision to calibrate regulatory measures and to identify systemic risk within lending 
portfolios.

b. Credit Bureaus: A credit bureau is a model of credit information exchange whose primary 
objective is to improve the quality and availability of data for creditors to make better-informed 
decisions. They collect information from a variety of credit providers including banks, credit 
card companies, non-bank financial institutions and also utility service providers like water, 
electricity, telephone companies etc.

c. Commercial Credit reporting companies: Commercial credit reporting companies provide 
information on companies and corporations collected through public sources, direct 
investigations and payment behaviour as reported by suppliers and trade creditors.

Credit Information Sharing

Table 2.1: Comparison between Credit Registries and Credit Bureaus

Credit Registry Credit Bureau

Credit registries tend to be public entities. Privately owned.

They are usually managed by central banks or 
bank supervisory agencies. In rare cases, they are 
also managed by a government department.

Privately operated.

Generally developed to support the role as a 
supervisor of financial institutions

The industry develops to fill the need for credit 
information sharing to support the credit markets.

Where credit registries exist, loans above a 
certain amount must, by law, be registered in the 
national credit registry.

It may be optional to become member of a credit 
bureau. However, in India, it is legally necessary for 
all credit institutions to become member of at least 
one bureau/credit institution company.
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In some cases, credit registries have relatively 
high thresholds for loans that are included in 
their databases. However, there are registries 
with no threshold also. Generally, those set up to 
serve regulatory and supervisory objectives, have 
a higher threshold, while those set up to provide 
credit information to lenders have a much lower 
threshold or no threshold.

Generally there is no threshold for reporting.

Credit registries tend to monitor loans made by 
regulated financial institutions.

No loan monitoring. Only reporting of negative or 
negative and positive repayment data.

Credit registry data are geared towards use by 
policymakers, regulators, and other officials.

Tend to cater to the information requirements of 
commercial lenders.

Provide plain vanilla products. Typically provide additional value-added services, 
such as credit scores and collection services.

Data subjects not able to access and dispute 
errors regarding information collected exclusively 
for supervision.

Data subjects can access and dispute information. 
Data may also be accessed free of charge one or more 
times a year, and request can be made for correction 
of errors.

Users able to access consolidated information 
concerning prospective customers, i.e., financial 
obligations with all other creditors reporting to 
the registry.

Detailed and disaggregated information available 
including information on payment status.

Data source usually limited to banks and other 
financial institutions.

Various types of data sources which include apart 
from banks and other financial institutions, credit 
card companies and microfinance institutions, 
non-financial credit card companies, retailers and 
suppliers extending trade credit. May also include 
data on payments associated with utilities or telecom 
services.

In line with their historical role as a supporter 
of supervisory function, registries tend to record 
more detailed information about the type, terms, 
and structure of individual loans.

More geared toward tracking the repayment 
history of individual borrowers in order to provide 
commercially viable data to market participants.

In view of the generally larger size of loan 
accounts on which information is collected, 
information is more on legal entities.

Data collected by credit bureaus are often more 
comprehensive and better geared to assess and 
monitor the creditworthiness of individual clients.

Likely to have less data from unregulated 
institutions.

Unregulated institutions are likely to contribute more 
information to credit bureaus..

Users are usually limited to banks and financial 
institutions.

Entities other than banks and financial institutions 
are usually able to access the service.

All users generally contribute data. Some of the users, such as landlords and employers, 
will not be contributing data.

National credit registries have been around longer 
since the 1930s as compared to private credit 
bureaus. They became more popular from the 
1960s following crises in individual countries.

Compared to credit registries, private credit bureaus 
are a relatively recent institution though such 
bureaus have existed in Germany, Sweden and USA 
for nearly a century. It emerged in high income 
countries like France, Italy and Spain only in the 
1990s.

In the Indian experience, the lack of adequate and easy access to business loans and its high cost 
are well-known hurdles for the growth of industry. The problem is particularly acute in the case 
of small industries, which are often denied timely credit due to the lack of desired credit history. 
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Lending institutions often find it hard to service loans of smaller ticket size and higher risk. This 
leads to higher cost being passed on to the borrower not only in the form of high-interest rates but 
also excessive paperwork and delays in disbursement of funds. The informal credit market also 
flourishes on this. This can now change, with increased use of digital payments leading to much 
greater availability of transactions data.

However, provisions for arrangements similar to a credit registry were made as early as in 1962, in 
the wake a turmoil in the banking sector, when the Reserve Bank of India Act, 1934, was amended 
to add provisions empowering the Reserve Bank of India, among other things, to collect credit 
information, call for returns and furnish credit information to banking companies (Part IIIA – 
Sections 45A to 45F of the Reserve Bank of India Act, 1934).

As of now, in India, the entities engaged in the business of credit information are known as Credit 
Information Companies (CIC), which are distinct from the credit repository and are like credit 
bureaus as discussed earlier. They maintain credit information of borrowers (including individuals, 
corporate, SMEs) which can be accessed by the lending institutions. Credit Information Companies 
Regulation Act (CICRA) 2005 provides for regulation of CICs and to facilitate efficient distribution 
of credit and for matters connected therewith or incidental thereto. 

A comparison of the individual-level information collected by credit bureaus across the world 
with those collected by CICs in India is given in the graph below:

Figure 2.2: Individual Level Information Reported/ Not Reported by Credit Bureaus in India.

It may be seen from the above that all CICs in India do not collect individual level data of the 
following types:

a. Ownership of a business

b. Tax statements

c. Individual’s income and other personal financial information

d. Utility payment records/Telecom data

e. Instances of cheque bouncing

f. Bankruptcies

g. Court judgements

A comparison of firm level information collected by credit bureaus across the world with those 
collecting by CICs in India is given in the graph below:
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Figure 2.3: Firm Level Information Reported/ Not Reported by Credit Bureaus in India.

It may be seen from the above that CICs in India do not collect firm level data of the following 
types:

a. Assets and liabilities

b. Tax and income

c. Owner’s personal income

d. Utility payment records/Telecom data

e. Bankruptcies

f. Court judgements

These information elements provide additional insight into the borrower’s standing. The existing 
structure for collection of Credit data in the country through highly fragmented is an evolving one. 
There is a plethora of agencies collecting credit information in the country. Prominent agencies 
which collect credit data in the country include Credit Information Companies, Central Repository 
of Information on Large Credits (CRILC), Reserve Bank of India, CERSAI, etc. The Credit Information 
Companies, the current area of focus, have the widest mandate for collection and sharing of all sort 
of credit information from banks, non-banks and other credit providing agencies.

2.5 History of Credit Bureau Operations in India

Consequent to the recommendations of the ‘Working Group to explore the possibilities of setting 
up a Credit Information Bureau in India’ (Chairman: N.H. Siddiqui) set up by the Reserve Bank in 
1999, CICs were established.

One can find that the TransUnion CIBIL Limited (formerly Credit Information Bureau (India) Ltd. 
(CIBIL)) was incorporated in 2000 and started operations in April 2004. Three other CICs were set 
up following the enactment of CICRA, 2005. Equifax Credit Information Services Private Limited 
and Experian Credit Information Company of India Private Limited were set up in 2010. CRIF 
High Mark (formerly High Mark Credit Information Services) was set up in 2011. All four CICs 
are currently operational in India. All credit institutions (as given in Sec 2(f) of the CICRA, 2005) 
have been directed by the RBI to be members of all CICs. The institutions which report credit 
information to CICs include all banks (SCBs and cooperative banks), NBFCs, HFCs, State Financial 
Corporations, and Credit card companies.
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Users of credit information as per CIC Regulations, 2006 include all credit institutions, Insurance 
companies, Telecom companies, Credit Rating Agencies, Registered stockbrokers, Trading members 
registered with commodity exchanges, SEBI, IRDA, Resolution professionals and Information 
utilities.

The major permissible uses of the credit information stored in CICs are - For taking credit decisions, 
for discharging statutory and regulatory functions, to enable a person to know his / her credit 
information. In addition to providing credit history, CICs employ data analytics to provide useful 
insights about the expected credit behaviour of an entity. They provide key inputs to the credit 
appraisal process and help in making informed credit decisions at various lending institutions.

2.6 Under Utilisation of Credit Information Reports in India

An important issue, highlighted by the Committee to Recommend Data Format for Furnishing of 
Credit Information to Credit Information Companies constituted by RBI, was the low usage of 
credit information by member institutions and other specified users. While the usage of credit 
information reports is signalled to have increased over the years, it was reported that the usage 
varied from bank to bank. While some of the banks have made it mandatory to take reports before 
sanctioning any loan, other banks obtain reports on selective basis. Although some banks felt that 
cost of obtaining a report was one of the considerations, a proposal was mooted that an empirical 
study of some of the banks could be taken to establish the benefits accruing out of better screening 
of loan applicants through Credit Information Reports (CIR). 

This chapter has laid focus on the evolution of credit information mechanism in India as an 
alternative to informationally opaque credit disbursal situations, wherein the lending decision is 
dependent on few parameters that tend to exclude most of the borrowers in need of credit. Studies 
from this perspective has been reviewed and their observations have been presented briefly. 

From the above discussion, it can be concluded that there has been an attempt to counter the 
information asymmetry problem in credit disbursal through progressive institutional arrangements. 
However, the effectiveness as a panacea for problems in bank lending and as a mechanism to 
improve access to credit depends on the effects on the grassroots level, such as the branch level 
and at the individual customer level. In this context, it becomes all the more imperative to find 
and understand the extent to which such institutional arrangements have augmented the benefits 
to borrowers and lenders. 

Albert Einstein once remarked thus “Not everything that counts can be counted; and not everything 
that can be counted, counts.” Though a sobering thought for economists, it does not discount the 
chances of one’s ability to count better what counts (Acharya, 2018). The present work is a humble 
endeavour to find out how effectively the above-discussed institutions work in this direction.
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CHAPTER 3

Awareness and Utilisation of  
Credit Information among Banks  

and Customers of 
Thiruvananthapuram City

A review of the existing literature indicated that there has not been any ground-level study 
on the awareness and impact of credit information services in bank lending. This could 
be because the utilisation of credit information services is still at a nascent stage in India. 

However given the importance of institutional financial intermediation and access to formal 
means of finance, it was deemed fit to conduct this study. To gain an understanding of the role 
credit scores and reports play on bank lending, as also of its effectiveness in helping credit-starved 
sections of the society, detailed interviews were conducted with middle-level managers of the 
identified banks. An exhaustive understanding of the factors that these banks consider while 
making a lending decision as also the mandatory checks that they generally employ was sought to 
be obtained. 

3.1 Factors Considered by Banks before Lending:

• the basis of the review of literature and in the light of recent developments in the banking and 
financial sector, the following areas were deeply delved into during the personal interviews 
with the bankers to find out the importance of the various factors that affect lending decisions. 
Each bank was seen to have its guidelines regarding lending, but these were found to be more 
or less uniform across banks. The bankers thought that they would first look into the source 
of income, its stability, repayment potential of the borrower or collateral and the purpose for 
which credit is sought. As a proxy for these variables, they look into the Income Tax returns 
if any, credit history, bank account transactions and reliable third party testimonies. In the 
case of firms/businesses/MSMEs, the purpose, location, viability of the project, sustainability, 
financial ratios, expected cash flows, stock in trade, VAT/GST filings etc. are looked into. Thus, 
the creditworthiness of the borrower is examined.
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• banks are found to have a system in place to identify traditionally risk-prone locations and 
segments, where they insist on secured collateral like Fixed Deposit Lien. Also, they keep a tab 
on RBI defaulters and Industry defaulters and exercise caution to make informed decisions.

Role of Credit Scores and Credit Information: All the banks surveyed were found to attach 
paramount importance to credit scores provided by different credit bureaus such as CIBIL. The 
bankers were unanimous in their opinion that the first check was on whether the applicant has 
a good credit score. Mostly a score of 700 and above was considered acceptable. However, the 
threshold varies from bank to bank depending upon the Bank’s standing, location, purpose of 
borrowing etc. Most lenders regarded it as a rejection criterion and those applications which have a 
lower credit score, would not pass into the next stage of processing. Thus collateral considerations 
and purpose of borrowing are secondary to credit scores and credit history. Thus it is clear that 
credit scores play an important role in the lending decision. 

Awareness Regarding Availability of Credit Information Report: RBI mandates CICs to provide 
one full credit information report free of cost every year to all customers of credit institutions upon 
request. This is a crucial step in furthering awareness regarding the implication of repayment 
defaults on future ability to borrow, by which customers can see for themselves, their credit 
history, and repayments of credit card and loans dues and thereby form a healthy culture of prompt 
repayments. It was found that the bankers themselves are not aware of the provision. All the 
bankers approached were found to be unaware of this fact which has been in the public domain 
right from March 2014. 

Relationship Lending: All the bankers interviewed, concurred with the observation from the banking 
literature that there exists relationship lending practices whereby the banks’ loyal customers (both 
individuals and MSMEs) whose credit history is well maintained and whose creditworthiness 
is known, stand a better chance of being granted credit. However, the final decision to lend 
hinges upon the usual checks and balances. The element of trust factor and familiarity acts as a 
reputational collateral.

Unsecured Lending: One of the main bottlenecks faced by the credit-starved sections of the society 
is the lack of adequate collateral or inadequate credit history. In such cases, the banks look for third 
party testimonies such as opinions from previous bankers and financiers (repayment history on 
other loans and credit cards), bank account transactions and financial fundamentals. Private sector 
players are also found to provide limited-time offers for such individuals, but the lending decision 
hinges crucially on the financial discipline of the borrowers. Here too, the importance of credit 
history is underscored/established. This shows the importance of credit information services in 
bank lending.

CIRs as Reputational Collateral: Most public sector lenders opined that currently, CIRs are relied 
on primarily as a rejection criterion in the loan disbursal process. However, a good credit history 
or score alone would not suffice and other financial fundamentals are the main considerations and 
the CIR only stands as corroborative evidence. Private sector players, on the other hand, considered 
CIRs as reliable reputational collateral and were willing to lend to a customer of excellent credit 
score.

Pricing of Loans: An important reflection of a good credit score is on the pricing of loans. Thus 
it was enquired if the loans were priced based on the risk they posed. The answer was in the 
affirmative in the case of public players, who kept tabs on the risk presented by each customer and 
offered competitive interest rates based on their risk profile. Also, banks were seen to differentiate 
among different classes of customers such as salaried employees, self-employed, businessmen 
etc. The other variables that go into the pricing decision include repayment capacity (borrower’s 
income, his assets and creditworthiness), tenure of the loan, relationship with the bank and age of 
the borrower.

However, a private player responded that loans were priced at a flat rate which is negated by the 
bank’s website. 
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Credit scores and Loan Pricing: The idea behind credit scores is to bridge the information 
asymmetry between the lender and the borrower so that attractive and competitive rates could be 
charged from eligible borrowers. However, the bankers opined that there was not much influence 
of credit scores on interest rates. Rather the impact would be on credit limits, the tenor of the loan 
and so on. 

Credit Information Sharing: The sharing of customer credit information across banks is vital to get 
a better picture of the borrower. It was found that all the lender’s researcher approached, have been 
sharing credit information to all the four Credit Information Companies and CRILC and CERSAI. 
This is a healthy sign, which would also provide an impetus to lending and would also serve to 
deepen credit markets.

Role of Credit Information Companies in the Shift of Focus of Bank Lending to Retail Segments: The 
bankers feel that credit information has helped provide a better picture of the credit history of the 
borrower. However, the current shift in focus cannot be entirely attributed to the availability of 
reliable credit information. The shift was necessitated by a portfolio adjustment consequent to the 
NPA shock, to diversify their risk portfolio.

Role of Credit Information in Monitoring Agricultural Loans Use: The bankers thought that there 
was not any specific advantage in monitoring agricultural loans which fall under the ambit of 
Priority Sector Lending. In a bid to meet such targets, banks are reported to lend against Gold as a 
security. However, the possibility of agricultural loans waivers loom large. This not only hampers 
the bank’s loan recovery but also negatively affects the individual’s credit history. The credit 
information report would reflect the same and the loan account would be shown as “settled” 
instead of “closed”. This would be a bad precedent for the borrower too, in terms of its reflection 
on his/her credit score.

Credit Information Sharing: The public sector lenders were of the view that information sharing 
between the banks and the CICs was inadequate, and so is its frequency. More information sharing 
needs to happen among CICs themselves so that better benefits would accrue to all stakeholders 
including the regulator.

A Private player opined that Aadhaar based information sharing could help volumes in effectively 
ensuring complete information sharing so that the competitive element becomes better analysis 
and presentation.

Loan Offers and Their Basis: Pre-approved loans that cater to the fixed income, creditworthy 
individuals are offered by Private sector banks - mainly based on their credit history. Salaried 
employees and High Net worth Individuals are the ones that receive such offers, as banks view 
them as a means of disbursing safe credit. However, Public Sector banks do not offer such loans 
but focus more on direct loans. Private players stated that they base such decisions on the average 
balance in their accounts, transactions made by the potential borrower and the bank’s internal 
credit assessment. They then arrive at a certain credit limit up to which they find it safe to lend. 
Once the customer expresses interest, the usual lending procedures are initiated. In the wake 
of rapid digitalisation and Aadhaar based processing, the pace of such lending is said to have 
gathered momentum.

Mechanisms to Gauge the Level of Awareness among Customers about Various Services: It was 
found that banks at their middle management level do not conduct periodic surveys to measure the 
level of awareness about the various financial products and services offered and its requirements. 
Such spreading of awareness is essential since it would allow the customers to align their financial 
behaviour in line with their financial goals. The benefits of such efforts would accrue to the credit-
starved sections of the society such as daily wage labourers, contract-workers, self-employed, petty 
businesses and such sections who have not been brought into the formal fold of finance.

Awareness Levels among Customers on the Importance of Credit Scores and Credit History: The 
researcher tried to gauge the level of awareness among customers first by asking the bankers. Here, 
one finds a striking difference between private and public sector bank customers. It was found 
that the customers of the public sector banks were mostly the common public, the salaried class 
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and relatively credit-starved sections of the populace and the bankers believe that regarding credit 
scores, their customers had an average awareness level of 4 on a scale of 10. Private sector bankers, 
however, remarked that the awareness level is on a rise and put it at around 7 to 8. The reason they 
attribute to these rising levels of awareness is the digital revolution and the concomitant access to 
information. This however necessitated first-hand testimony from the customers.

Influence of Education: Another striking fact is that bankers did not view education levels as a 
crucial variable in determining the awareness and use of credit scores as a reputational collateral. 
They opined that it was an individual’s experience of credit inquiries that determined such 
awareness. Most often, petty businesses and SMEs who lack adequate educational qualification 
are the ones who were found to be more aware and keen to keep track of their credit scores and 
behaviour. This was seen as a good sign as it would mean that the mechanism of credit scores is 
more of an inclusive and non-discriminatory one and caters to the common populace.

Influence of Locality: The bankers were of the view that customers from urban areas were more 
aware and keen on understanding and monitoring the credit scores mechanism. However, even in 
this case, it was the experience of credit inquiries that mattered more. Except for very remote and 
rural areas, such a drastic difference was not felt.

Instances of Customers Demanding Loans on the Basis of their Credit Scores and Credit 
History: Both Public and private sector bankers have had a few instances of customers demanding 
loans on the basis of their excellent credit history and track record, which is a result of the awareness 
of the importance of credit scores as a variable in the lending decision. However, such instances 
were only exceptional cases. After all, other important variables go into the lending decision other 
than the credit scores, which are considered as rejection mechanisms, currently.

Renewed Focus on Retail Lending: In the aftermath of the rising Non Performing Assets, the 
regulator mandated Asset Quality Review and the stress on bank balance sheets, there appears to 
a shift in the focus of bank lending from big-ticket borrowers to the retail segment. However, at 
the branch level, the bankers opine, there has not been much of a shift, mainly because big-ticket 
lending was not prevalent practice in the population under study. However, such a shift is reported 
to be witnessed at a macro level.

Compromises on Loan Quality: All the bankers were unanimous in stating that in the face of the 
emerging new forms of finance such as peer to peer lending, the competition among banks has 
sky-rocketed. In a bid to meet the targets for disbursal of loans and Advances, they are sometimes 
forced to compromise the quality of loans.

However, the bankers believed that good credit scores did not lead to better pricing or higher credit 
disbursals.

Other Mechanisms to Monitor Credit Behaviour other than the Information Provided by 
CICs: The banks are found to have their internal risk-return calculations. When it comes to firms 
and MSMEs, the most important fact that they take into consideration is the cash flow and the 
financial ratios such as Debt Service Coverage Ratio, Interest Coverage Ratio and so on. Thus the 
credit scores form the first and crucial step in a lending decision after which, the above calculations 
and considerations are taken into account. 

Impact of Lending to Entities without Adequate Credit Histories: The bankers concurred with 
the view that lending to entities by way of government schemes like Micro Units Development 
and Refinance Agency (MUDRA) and other credit guarantee schemes has increased. However, the 
repayments of such loans have been showing a very poor record. Many consider it as an amount 
that they are entitled to and consider repayments as unnecessary. This has led to a deterioration of 
its quality and it does seem to pose systemic risk, as it amounts to lending to sub-prime borrowers 
with little or no credit history or collateral security. Therefore, they opine that mandating a specific 
target to be met under the banner of such loans cause poor repayment as also deterioration in loan 
quality.

Frequency of Credit Information Sharing: Most lenders were not sure of the frequency since it was 
more of a centralised process taken care of by higher offices through automated systems. However, 
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all believed that it was shared every quarter. Many felt that it could be better if it were on a monthly 
or weekly basis.

Widening the ambit of CICRA 2005:An important loophole in the legislation for CICs is that it 
does not cover self-help groups (SHGs) like Janasree and Kudumbashree and consortium lending. 
Therefore, a question was posed to find out if it was urgent to widen the ambit of the legislation 
to include such entities as well. This could be beneficial both from the lender’s and borrower’s 
perspective. Most of the bankers concurred with the need to widen the ambit of CICRA. However, 
some believed that the availability of individual information could suffice, as ultimately, the SHG 
is an entity which comprises of its members.

Communicating the Implications of Default on Credit Score to Customers: As seen from the above 
discussion, number and severity of defaults is an important component in determining the credit 
score, the gravity of such defaults on future capacity to borrow must be conveyed to customers. 
All the bankers seemed to intimate the defaults, as well as its concomitant effects. For Example, 
repayment 30 days past due would be reflected in CIRs.

Disseminating Information on How One can Improve their Credit Score: Such communication is 
predominantly made to customers who seek help in this regard. They are most often advised to be 
prompt in repayments as also prevent rollover of credit for credit card repayments and repayment 
of such advances.

Financial Inclusion Drives and their Effectiveness: All the lenders had a similar story to tell when 
it came to the present state of zero balance accounts that were opened as part of the financial 
inclusion drive. They believed that more than 90% of such accounts remain dormant and such 
account holders are not seen to apply for credit and advances other than under the flagship schemes 
like MUDRA which, thereby does not provide any credit history of the individual. The overdraft 
facilities that they use in such accounts are found to be promptly repaid.

Impact on Credit Starved Sections of the Society: The major objective behind a credit information 
system is to benefit disadvantaged borrower groups such as farmers and small businesses with a 
good credit history, new borrowers with limited or no physical collateral, and start-ups which do 
not have a prior credit history. Sharing of positive information especially helps access to finance for 
borrowers who would otherwise have been financially excluded. However, the lenders were of the 
view that the objective remains elusive since credit history is the main concern and most informal 
sector employees and businesses do not have one. Here, the physical collateral and guarantees 
are known to rule the lending decision, resulting in non-fulfilment of the noble objective. Positive 
information utilisation is not being done currently and credit scores are looked at as a screening 
mechanism only.

Adverse Selection and Moral hazard: Being the two major after-effects of information asymmetry, 
the credit information system helps to minimise the former by providing credit scores which act as 
a screening mechanism. However, it has not mitigated the possibility of the latter, which involves 
a change of behaviour in the part of the borrower post loan sanction, and possibilities of default. 
There have been instances whereby the borrower has defaulted despite initial good credit scores. 
This could be due to unforeseen financial turbulence too. However, the checks that the credit score 
and the implications of default pose on future ability to borrow are enlisted to be credible threats 
that prevent the customer from wilfully defaulting.

Credit Off-take: The lenders were of the view that a mere good credit score or a lending rate cut 
would not accelerate credit off-take at the ground level, mainly because the purpose of availing 
credit and other macro factors are key variables in a decision to borrow.

Impact of Loan Waivers on Credit Culture: The bankers raised a genuine concern that during election 
years, there was a tendency among customers of particular classes of loans such as agricultural 
and educational loans to anticipate waivers. They were strongly against such tendencies which 
hampered the credit culture. Also, they mentioned that such tendencies would reflect badly on the 
customer’s CIR and would adversely affect their credit histories.
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Monitoring the utilisation of credit: A major issue in case of certain loans such as agricultural 
loans is the use to which the funds are put, and there is no foolproof mechanism to address this 
issue. The bankers were of the view that some mechanism of its usage should be devised to ensure 
that credit availed for specific purposes are utilised for the same.

On Remedying Non-Professional Assessments for Start-ups: The lenders felt that start-ups and 
such new borrowers were a non-privileged class of borrowers who suffered from a lack of credit 
history and physical collateral. The credit information system, they opine, has not yet been able to 
do much to remedy the lack of access to funds. They are of the view that only government schemes 
and priority sector lending have been effective in dealing with this issue. But the serious problem 
here is that these avenues are restricted to the targets mandated upon them. Also, those who are 
given funds may not always be the most deserving. Currently, it is only the feasibility studies that 
are relied upon to evaluate their standing.

Possibilities of a CIR Still Unexplored: This was one of the key findings of the AdityaPuri 
Committee constituted by the RBI to recommend data format for furnishing credit information 
to CICs. Possibilities such as lower interest rates on loans, credit cards and credit limits have not 
been utilised. In the case of public sector banks, the CIRs are used primarily as a tool for screening 
borrowers rather than using the positive information conveyed by them to provide attractive and 
competitive financial products to the creditworthy. The possibilities of pre-approved loans are 
also relatively unexplored. One of the private players opined that there was vast scope for positive 
utilisation of credit information, such as quicker loan disbursals, competitive pricing and so on.

Hindrances to Effective Utilisation of Available Credit Information Infrastructure and 
services: The lenders whom the researcher interviewed did not view cost as a hindrance in effective 
utilisation of the available credit information infrastructure and services. To their mind, it is the 
ignorance about the possibilities that the current system offers is the most significant bottleneck. 
CICs have been vocal that increased usage of CIRs would eventually bring down the cost factor.

Public Credit Registry: This is one of the key developments in the credit information landscape 
that have taken place recently. None of the public sector bankers seemed to be aware of the 
development and when explained, whereof the opinion that it would pose significant competition 
to the existing private players. They opined that it could bring about more comprehensive credit 
monitoring.Private players were of the view that it would be disadvantageous to the defaulters. 
None of the lenders seemed to have a clear idea of what it would entail and implications for the 
stakeholders.

3.2 Customer Awareness Regarding Credit Information

In order to gauge the level of awareness regarding credit score and its impact among customers who 
would be equal benefactors of the credit information system, a brief semi-structured questionnaire 
was administered keeping in mind the paucity of time that the respondents have in answering, since 
most customers are seen to be in haste while visiting a branch. Forty customers were administered 
a semi-structured questionnaire, out of whom only the information furnished by forty respondents 
were found to be complete. However, the technique of interviewing the branch level customers has 
helped in obtaining a fairly good cross-section of the population using banking services.

• The Age and Gender wise distribution of the respondents: is an important variable in the 
case of financial literacy, especially with the advent of the digital revolution. Gender of the 
respondents also forms an important part of their financial literacy. It can be seen that 37.5% 
of the respondents were male and 62.5% were female. Of this, 15% of the individuals were of 
the 20-30 age group, 22.5% of them were in the age group 30-40, and an equal percentage were 
in the age group of 40-50. 32.5% of the respondents were in the age group of 50-60 and a mere 
7.5% were above the age of 60 years.
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Table 3.1: Age and Gender-Wise Distribution of the Respondents

Age and Gender
Gender

Total %
Male Female

Age Group

20-30 0 6 6 15

30-40 3 6 9 22.5

40-50 1 8 9 22.5

50-60 9 4 13 32.5

60-70 2 1 3 7.5

Total 15 25 40

Source: Primary Survey

3.2.2 Awareness of Credit Scores and Credit Information Reports by Age Group: the relevance, 
existence and the degree of importance that credit scores hold in future capacity to borrow, is 
what is meant here, as awareness. Knowledge of the same is sought by means of this variable. 
It is observed that 52.5% of the respondents were aware of the credit scores mechanism as an 
important variable in determining the ability to borrow. The table also shows that the awareness 
level is the highest among the 40-50 age group, with around 78% of them aware of the credit scores 
mechanism. Those in the lowest and highest age groups show the least percentage of awareness.

Table 3.2: Awareness of Credit Scores among Different Age Groups

Age group impact 
Awareness of credit scores

Total Percentage
No Yes

Age Group

20-30 4 2 6 33.3

30-40 4 5 9 55.6

40-50 2 7 9 77.8

50-60 7 6 13 46.2

60-70 2 1 3 33.3

Total 19 21 40 52.5

Source: Primary Survey

3.2.3 Gender and Awareness of Credit Scores: if we look at the gender wise distribution of 
awareness, we find that more women aware than men. While less than half of the male respondents 
are aware of the credit scores mechanism, about 56% of the women are aware of it. 

Table 3.3: Gender and Awareness of Credit Scores 

Gender
Awareness of credit scores

Total %
No Yes

Male 8 7 15 46.7

Female 11 14 25 56

Total 19 21 40 52.5

Source: Primary Survey

3.2.4 Levels of Education and Awareness of Credit Scores: the educational background of the 
respondents was probed into, so as to gauge the impact of higher levels of education on credit 
behaviour.
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All the post-graduates surveyed were aware of the credit scores mechanism. However, the lone 
person who possessed a below SSLC education, was aware of the credit scores mechanism. At the 
same time, at least 50% of the respondents who possess qualifications of UG and above are aware 
of it. Thus, we cannot infer strictly that education and awareness are positively related.  This result 
needs to be read in consonance with the opinions given by the bankers. 

Table 3.4:Education and Awareness of Credit scores

Education Level
Awareness about  credit scores

Total % of respondents aware 
in each group

No Yes

Below Degree 13 6 19 31.6

Degree and above 6 15 21 71.4

Total 19 21 40 52.5

Source: Primary Survey

3.2.5 Banks in Which They hold their accounts (Public or Private): the type of bank with 
which they associate is also an important variable, as awareness comes also from information 
dissemination from the part of the bank.Here, we find that the proportion of respondents who were 
aware of credit scores was higher in the case of the private sector banks compared to that of the 
Public Sector Banks. This could be mainly because public sector banks remain more inclusive and 
accessible to the common man. Another striking result is that all those who possessed accounts in 
both public and private sector banks were aware of this mechanism.

Table 3.5 Awareness of Credit score among Public Sector and Private Sector Bank Customers

Bank Awareness of credit scores
Total %  of respondents from each 

type of bank with awarenessNo Yes

Pub 15 11 26 42.31

Pvt 4 4 8 50

Pub/ Pvt 0 6 6 100

Total 19 21 40 52.5

Source: Primary Survey

3.2.6 Usage of credit cards: the possession and usage of credit cards can speak volumes of the 
bank’s outlook of the customer and his/her credit worthiness.  Credit cards could also be looked at 
as a form of advance and are usually issued to credit worthy individuals. As such, it can be found 
that around 70% of those who possessed credit cards were aware of the credit scores, while only 
21.4% of those who didn’t possess credit cards knew about the credit scores mechanism. 

Table 3.6: Awareness of Credit Scores Among Those Who Possess Credit Cards

Awareness of credit scores
Total % of respondents aware of 

credit scoresNo Yes

Credit card
No 11 3 14 21.4

Yes 8 18 26 69.2

Total 19 21 40 52.5

Source: Primary Survey
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3.2.7 Usage of Overdraft facilities: overdraft facility, being an advance could also be regarded as 
a reliable measure of the bank’s assessment of credit worthiness and repayment potential of the 
customer. It could also stand as a proxy for their financial literacy. We can find that 63% of those 
who availed overdrafts were aware of credit scores, while a mere 48% of those who have not 
availed it were aware of the same.  This could mean that experience of availing advances increases 
the awareness regarding the factors that guide lending.

Table 3.7: Awareness of Credit Scores Among Those Who Have Availed Overdrafts

Availed overdraft Awareness of credit scores
Total % aware

No Yes

No 15 14 29 48.2

Yes 4 7 11 63.6

Total 19 21 40 52.5

Source: Primary Survey

3.2.8 Usage of Personal Loan/ Mortgage Loan Facilities: the information that a customer had availed 
a personal/mortgage loan is in itself a clear indicator that he had been considered creditworthy 
at some point of time.  As is evident from the cross tabulation given below, a higher proportion 
of those who availed personal loans were aware of the credit scores and its importance. This 
reaffirms, at least to a certain extent, the possibility of experience guiding understanding.

Table: 3.8: Awareness of Credit Scores Among Those Who Have Availed Personal Loans.

Availed instalment personal loan
Awareness of credit scores

Total %availed and 
awareNo Yes

No 4 4 8 50

Yes 15 17 32 53.125

Total 19 21 40 52.5

Source: Primary Survey

3.2.9 Availing Mortgage Loans: One can find that among those who availed a mortgage loan, the 
proportion of awareness is far greater, and is at a whopping 64%,while among those who did not 
avail it, the proportion was a dismal 33%. This result, taken together with the above two cases, 
can validate a hypothesis that it is experience of borrowing and credit inquiries that act to boost 
awareness. 

Table 3.9 Awareness of Credit Score Among Those Who Have Availed Mortgage Loans

Availed Mortgage Loans
Awareness of credit scores

Total % availed and 
awareNo Yes

No 10 5 15 33.3

Yes 9 16 25 64

Total 19 21 40 52.5

Source: Primary Survey

3.2.10 Number of Times Loans and Advances Were Relied on: the experience of inquiring and 
getting loans sanctioned acquaints a person with the procedures of lending as also the determination 
of credit worthiness. As such, experience, could lead to better awareness regarding credit scores.
From the table given below, we can find that there is no specific relationship between the number 
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of times loans and advances were availed and an awareness of credit scores. The sample does not 
provide a definitive answer in this regard.

Table 3.10 Awareness of Credit Score and the Number of Times Loans/ Advances Were Availed

No. of Times Availed 
Loan

Awareness of credit scores
Total

% of people aware out of persons who 
have taken loans a  particular number 
of timesNo Yes

0 2 2 4 50.00

<3 14 11 25 44.00

4- 6 1 5 6 83.00

7-9 2 1 3 33.00

13 0 2 2 100.00

Total 19 21 40 52.50

Source: Primary Survey

3.2.11 Source of Income: this is an important variable especially when it comes to lending. Those 
with a stable income stand a better chance in garnering the requisite funds. Stable Income, it can 
be inferred, is a reliable proxy for repayment potential. As is evidenced by the data that it is the 
salaried class that receive more loan offers from different banks.

Table 3.11: Source of Income and Availability of Credit

Received 
loan offers 
from 
banks

Source of income

Total
Agri Busi 

ness
Daily 
wages

Daily 
wage+ 
business

Dailywages+ 
salary- part 
time

Salary/ 
pension

Currently 
unemployed

No 1 7 5 2 1 7 0 23

Yes 0 4 0 0 0 12 1 17

Total 1 11 5 2 1 19 1 40

Source: Primary Survey

3.2.12 Future Need for Such Loans and advances: those with needs for loans and advances in the 
future are likely to be more wary of their financial management and are likely to stay financially 
disciplined. This could also make them keep track of their credit worthiness and financial standing. 
The respondent’s interest for availing credit in the near future was inquired into and it is found 
that around 54% of those with such an inclination knew about the importance of credit history. 
However, the other side of the same coin also needs to be reflected. Around 46% of those who 
would want to avail loans in the future, are not aware of the important role their credit behaviour 
and credit history play in their ability to borrow. This lack of awareness cannot be neglect just 
because it forms a relatively smaller proportion.

Table 3.12: Awareness about Credit Scores Among Those Interested in  
Availing Loans in the Future.

Interested To Avail
loans in future

Awareness of credit scores
Total

% of those aware with 
respect to necessity for 
future loanNo Yes

No 7 7 14 50.0

Yes 12 14 26 53.8

Total 19 21 40 52.5

Source: Primary Survey
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3.2.13 Credit Inquiries Made: credit inquiries could be rejected, approved for a lesser amount or 
could be approved for applied amount. The former two cases reveal useful information regarding 
the customer’s credit worthiness. The greater the credit inquiries made within a short span of time 
could also mean that the prospective borrower is going through a period of financial stress. Thus 
it is an important signal of the customer’s financial condition.If we take a look at the awareness 
among those whose credit inquiries were either rejected or sanctioned a lesser amount, one finds 
that only 35% of such group knew of the importance of their credit history. This needs to read along 
with the fact that 65% of those who did not face such circumstances, were aware of the impact 
credit scores could have on ability to borrow. This gives ample scope for educating and creating 
awareness among the people on its pivotal role so that they do not have to opt for other means 
of finance, which could be very costly, primarily due to the information asymmetry between the 
lender and the borrower.

Table 3.13: Awareness About Credit Scores Among Those Whose Credit Requests Were Rejected 

Rejected Credit Inquiries/Received a 
Lesser Amount

Awareness of credit scores
Total %

No Yes

No 8 15 23 65.2

Yes 11 6 17 35.3

Total 19 21 40 52.5

Source: Primary Survey

Table 3.14: Credit Denied Applicants and Source of Income.

Rejected credit 
inquiries/received a 
lesser amount

Source of income

Agri 
income Business Daily 

wages
Daily 
wage+business

Daily 
wages+salary-
part time

Salary/ 
pension

No 0 6 1 1 0 14

Yes 1 5 4 1 1 5

Total 1 11 5 2 1 19

Source: Primary Survey

3.2.14 Membership in SHGs and awareness: Being a member in SHGs give access to funds which 
are internally mobilised as well as externally availed by the group. This could at times obviate the 
need to approach other financial institutions for credit. However, the records maintained by the 
concerned SHG of each of its member could act as an alternative credit history, for the banks.Self 
Help Groups are known for their emphasis on prompt repayments. Moreover, access to funds from 
different co-operatives and NBFCs could also create a credit history trail about the customer.It can 
be seen that only 12.5% i.e. only 1 out of 7 of the members in the SHGs were aware of credit scores, 
which shows a huge awareness deficit which needs to be tackled. This needs immediate attention 
and calls for widening the ambit of the current legislation and inclusion of SHGs in the Credit 
information system so that risks could be effectively mitigated and a sense of financial discipline 
cultivated.

Table 3.15: Awareness of Credit Scores among SHG Members

Awareness of credit scores
Total % member in SHGs aware

No Yes

No 12 20 32 62.5
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Yes 7 1 8 12.5

Total 19 21 40 52.5

Source: Primary Survey

3.2.15 Promptness and awareness: the promptness in repayments goes a long way in maintaining 
and improving the credit scores of an individual. Default and the degree of severity of the same are 
important inputs to the credit score. It is seen that, of those who were not prompt in repayment of 
loans, it was only a mere 25% who were aware of the importance of credit scores and its possible 
ramifications in a person’s borrowing potential. This needs to be augmented so that they are made 
aware of the implications of their credit behaviour. Moreover, it would help foster a healthy credit 
culture. Thus, it can be seen that there is a huge scope for improvement in augmenting awareness 
regarding credit histories.

Table 3.16: Awareness of Credit Scores among Prompt Borrowers

Promptness In Repayments
Awareness of Credit Scores

Total %prompt who are aware
No Yes

No 6 2 8 25

Yes 13 19 31 61

Total 19 21 40 53

Source: Primary Survey

3.2.16 Awareness Regarding Availability of Free Full Credit Report from Credit Information 
Companies (CICs): The recent development, which requires the CICs to provide a free full CIR, is a 
welcome and inclusive step. This helps customers keep track of their credit history and behaviour 
as also take steps to improve the same. It is seen that of all those who were aware of the importance 
of credit scores, a mere 14% knew that one FFCR  per year could be had from each CIC. Also, this 
forms a mere 7.5% of the sample respondents. 

A heightened awareness of the availability of FFCR on request would help monitor credit behaviour, 
prevent excessive build-up of debt and prevent defaults. This awareness could go a long way in 
fostering a healthy credit culture.

Table 3.17: Awareness on Availability of Free Full Credit Report 

Awareness of Credit 
Scores

Free full credit report know how
Total % of those who are aware, 

who are also aware of FFCRNo Yes

No 19 0 19 0.0

Yes 18 3 21 14.3

Total 37 3 40 7.5

Source: Primary Survey

3.2.18 Awareness Regarding a FFCR Among Those Who Have Availed Advances and Loans from 
Banks: It is observed that 2 out of the 3 who knew of the FFCR had availed overdraft facilities.

Table 3.18: Awareness on Free Full Credit Report Among Those Who Availed Overdraft

Availed Overdraft
Free full credit report know how

Total %No Yes
No 28 1 29 3.4

Yes 9 2 11 18

Total 37 3 40 7.5

Source: Primary Survey
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However, a striking finding is that all of those who knew about the availability of FFCR are those 
who have availed personal loans. Similar is the case when it comes to those who have availed 
mortgage loans. All those who were aware of this development had availed a mortgage loan. This, 
to a certain extent, reaffirms the observation made earlier, that experience guides awareness.

Table 3.19: Awareness on Free Full Credit Report Among Those Who Availed Personal Loans

Availed instalment personal loan
Free full credit report know how

Total %
No Yes

No 8 0 8 0

Yes 29 3 32 9.3

Total 37 3 40 7.5

Source: Primary Survey

Table 3.20: Awareness on Free Full Credit Report among those who Availed Mortgage Loans

Availed mortgage 
loans

Free Full Credit Report Know How
Total %

No Yes

No 15 0 15 0

Yes 22 3 25 12

Total 37 3 40 7.5

Source: Primary Survey

3.2.19 Credit Request rejection by banks but disbursed by co-operative banks: Another interesting 
trend observed was that, of those whose credit inquiries were rejected or were sanctioned a lesser 
amount, 65% of such individuals had availed loans from co-operatives or SHGs. This could mean 
that the sub-prime borrowers were given access to funds by these institutions, thus making it 
imperative that such groups are also included in the credit information sharing system. Thus such 
a situation demands the widening of ambit of the current CICRA, 2005 for better assessment of 
risks, as also informed lending. If not addressed right away, this lacuna could pose systemic risk 
to the financial system.

Table 3.21: Loans Availed from Co-Operatives Among the Bank-Credit Denied

Rejected Credit Inquiries/Received 
A Lesser Amount

Availed Loans From Cooperatives Or 
SHGs Total %
No Yes

No 12 11 23 47.8

Yes 6 11 17 64.7

Total 18 22 40 55

Source: Primary Survey

3.2.20 Receipt of Loan offers from Banks: the receipt of loan pre-approved loan offers could be seen 
as a proxy of a customer’s credit worthiness as is reflected from his/her credit history.Awareness 
among those who received Loan offers from banks: around 77% of those who received loan offers 
or pre- approved loans from banks, knew of the importance that credit scores played in bank 
lending. This also reflects the possibility that better awareness helps augment financial discipline 
and consequently, the chances for obtaining loans and advances.
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Table 3.22: Awareness of Credit Scores Among Those Who Received Loan Offers from Banks

Received loan offers 
from banks

Awareness of Credit Scores
Total % who received loan offers 

who were aware
No Yes

No 15 8 23

Yes 4 13 17 76.47

Total 19 21 40

Source: Primary Survey

3.2.21 Prompt Repayment Track Record and Credit Inquiries: Another striking finding that can 
be seen from the table below is that more than 95% of those whose inquiries were not rejected 
were prompt. Defaults and its severity is an important determinant of credit score, which finally 
becomes a criterion for lending.

Table 3.23: Promptness in Repayments Among Credit Denied Applicants

Rejected Credit Inquiries/Received 
A Lesser Amount

Promptness In Repayments % of those whose 
inquiries were not 
rejected who were promptNo Yes Total

No 1 22 23 95.65

Yes 7 10 17

Total 8 32 40

Source: Primary Survey

This shows that prompt repayments matter a lot when it comes to credit appraisal based on credit 
history.

This chapter has focussed on the different parameters on which lenders place emphasis while 
lending and also look at the rationale behind it. Queries have also been made regarding the 
possibilities for better inclusion of certain parameters which could enhance the coverage of 
information and make access to credit easier. The awareness among the borrowers, its possible 
impact on their credit behaviour and prospects for access to credit has also been looked into.The 
above analysis of the first hand surveys done to understand the role played by credit information 
services in the lending decisions of banks has yielded many striking findings, each of which 
demand immediate policy attention.

The following chapter consolidates the observations, findings and suggestions for a better 
penetration of the awareness and benefits of credit information services both among bankers and 
borrowers-current and prospective.
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CHAPTER 4

Summary and Conclusion

The study is an earnest attempt to understand the role played by credit information services 
in the lending decisions of financial institutions, specifically, banks. For any financial 
institution to function effectively, availability of reliable and accurate information is very 

vital. As such the advance information about the creditworthiness of the borrower goes a long 
way in helping a lender take an informed decision as also in helping the borrower prove his 
creditworthiness and thereby secure adequate means of finance.

The main objective of the study was to gather a first- hand account of the importance and impact 
of credit information i.e. credit scores and credit reports in bank lending. The study also sought to 
find out if the credit information system in place has been able to provide easier access to credit 
and formal means of finance to the credit-starved sections. The awareness among the general 
public about credit reports and credit scores was also sought to be probed into. The study assumes 
much significance given that India suffers from financial under-penetration, as is evidenced by a 
low credit-to-GDP ratio which stands at a little over 55%. 

4.1 Lenders’ Perspective on the Effects of Credit Information System on Lending 
Operations

It was found that banks attach paramount importance to the credit scores provided by the CICs to 
such an extent that a poor credit score could lead to outright rejection of the request for credit. This 
shows the pivotal role played by credit information in bank lending.

As per RBI mandate, each CIC should, on request, provide one Full Credit Information Report free 
of charge every year to individuals. However, it was found that none of the bankers interviewed 
were aware of this provision. This points to the fact that the bankers themselves need to be made 
aware of such inclusive and empowering policies adopted by the Regulator. This awareness deficit 
also hinders the dissemination of knowledge regarding such provisions to prospective borrowers. 
As many customers, especially those from less tech-savvy sections of the society, depend upon the 
information disseminated by the bankers, the awareness deficit on the part of the bank staff is a 
serious lacuna and needs immediate attention and rectification.
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The bankers believed that rather than education or locality of the customer, it was his experience 
in availing loans or advances that makes him aware of the importance of credit scores and reports. 
Here the awareness among customers, if ranked in a scale of ten, was found to vary between four 
and seven, with private banks opening that at least seven of their customers were aware of the 
impact of credit scores whereas this was much lesser in public sector banks. This difference in 
awareness levels could be attributed to the fact that the public sector banks remain as the banker 
to the common man and as such have customers who are less financially literate. Much due to the 
lower levels of awareness, there were very few cases when customers demanded loans with their 
credit scores as reputational collateral.

All the bankers interviewed, concurred with the observation from the banking literature that there 
exists relationship lending practices whereby the banks’ loyal customers (both individuals and 
MSMEs) whose credit history is well maintained and whose creditworthiness is known, stand a 
better chance of being granted credit. However, the final decision to lend hinges upon the usual 
checks and balances. The element of trust factor and familiarity does act as reputational collateral.

In this context, many bankers commented that lending without adequate collateral, as in the case 
of government schemes like the MUDRA Yojana, has resulted in poor repayments. This has led to a 
deterioration of its quality and it does seem to pose systemic risk, as it amounts to lending to sub-
prime borrowers with little or no credit history or collateral security.

Most public sector lenders opined that currently, CIRs are relied on primarily as a rejection 
criterion in the loan disbursal process. However, a good credit history or score alone would not 
suffice and other financial fundamentals are the main considerations and the CIR only stands 
as corroborative evidence. Private sector players, on the other hand, considered CIRs as reliable 
reputational collateral and were willing to lend to a customer of excellent credit score.

As regards the impact of credit scores on loan pricing, the bankers opined that higher credit scores 
did not guarantee competitive interest rates. Rather, its impact would be on credit limits, the tenor 
of the loan and so on. 

It was found that all lenders approached have been sharing credit information to all the four Credit 
Information Companies and CRILC and CERSAI. This is a healthy sign, which would also provide 
an impetus to lending and would also serve to deepen credit markets.

An important loophole in the legislation for CICs is that it does not cover self-help groups (SHGs) 
like Janasree and Kudumbashree and lending consortia. Generally, banks believed that it was 
urgent to widen the ambit of the legislation (CICRA, 2005) to include such entities as well so that 
it could be beneficial both from the lender’s and borrower’s perspective.

The number and severity of defaults is an important component in determining the credit score, 
and as such, all the bankers seemed to be intimating the defaults, as well as its concomitant effects 
to the defaulters. Dissemination of information on the ways by which one can improve his credit 
score is generally done only to those who seek help in this regard. They are most often advised to be 
prompt in repayments as also prevent rollover of credit for credit card repayments and repayment 
of such advances.

The major objective behind a credit information system is to benefit disadvantaged borrower groups 
- such as farmers and small businesses with a good credit history, new borrowers with limited or 
no physical collateral, and start-ups which do not have a prior credit history. Sharing of positive 
information especially helps access to finance for such borrowers who would otherwise have been 
financially excluded. However, the lenders were of the view that the objective remains elusive 
since credit history is the main concern and most informal sector employees and businesses do 
not have one. Here, the physical collateral and guarantees are known to rule the lending decision, 
resulting in non-fulfilment of the noble objective. Positive information utilisation is not being done 
currently and credit scores are looked at as a screening mechanism only.

Being the two major after-effects of information asymmetry, the credit information system helps 
to minimise adverse selection by providing credit scores which act as a screening mechanism. 
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However, it has not mitigated the possibility of the latter, which involves a change of behaviour 
in the part of the borrower post loan sanction, and possibilities of default. There have been 
instances whereby the borrower has defaulted despite initial good credit scores. This could be 
due to unforeseen financial turbulence too. However, the checks that the credit score and the 
implications of default pose on future ability to borrow are seen to be credible threats that prevent 
the customer from wilfully defaulting.

The public sector lenders were of the view that information sharing between the banks and the 
CICs was inadequate, and so is its frequency. More information sharing needs to happen among 
CICs themselves so that better benefits would accrue to all stakeholders including the regulator. A 
Private player opined that Aadhaar based information sharing could help volumes in effectively 
ensuring complete information sharing so that the competitive element among the CICs would 
then be the quality of their analysis and presentation.

One of the key findings of the AdityaPuri Committee constituted by the RBI to recommend data 
format for furnishing credit information to CICs was that the possibilities offered by a CIR are 
untapped. Possibilities such as lower interest rates on loans, credit cards and credit limits have not 
been utilised. In the case of public sector banks, the CIRs are used primarily as a tool for screening 
borrowers rather than using the positive information conveyed by them to provide attractive and 
competitive financial products to the creditworthy. The possibilities of pre-approved loans are 
also relatively unexplored. One of the private players opined that there was vast scope for positive 
utilisation of credit information, such as quicker loan disbursals, competitive pricing and so on.

4.2 Findings on Customer Awareness Regarding Credit Information Systems

• It was observed that overall, 52.5% of the respondents were aware of the credit scores mechanism 
as an important variable in determining the ability to borrow. Proportion of respondents found 
to be aware of the credit scores mechanism is found to be the highest among the 40-50 age 
group, with around 78% of them aware of the credit scores mechanism. Those in the lowest 
and highest age groups show the least percentage of awareness. While less than half of the male 
respondents are aware of the credit scores mechanism, about 56% of the women are aware of it. 

• It can be found that all of the post-graduates in the sample, are aware of the credit scores 
mechanism. However, the lone person who possessed a below SSLC education was aware of 
the credit scores mechanism. At the same time, at least 50% of the respondents who possess 
qualifications of UG and above are aware of it. Thus, we cannot infer strictly that education and 
awareness are positively related. This result needs to be read along with the opinions given by 
the bankers. 

• The proportion of customers who were aware of credit scores was higher in the case of the 
private sector banks compared to that of the Public Sector Banks. This could be mainly because 
public sector banks remain more inclusive and accessible to the common man. Another striking 
result is that all those who possessed accounts in both public and private sector banks were 
aware of this mechanism.

• Above 70% of those who possessed credit cards were aware of credit scores, while only 21.4% 
of those who didn’t possess credit cards knew about the credit scores mechanism. 

• 63% of those who availed overdrafts were aware of credit scores, while a mere 48% of those 
who have not availed it were aware of the same. This could mean that the experience of availing 
advances increases awareness regarding the factors that guide lending.

• Higher proportion of those who availed personal loans were aware of the credit scores and its 
importance. This reaffirms, at least to a certain extent, the possibility of experience guiding 
understanding. Among those who availed a mortgage loan, the proportion of persons aware is 
far greater at a whopping 64%, while among those who did not avail it, the proportion was a 
dismal 33%. Stable Income, it can be inferred, is a reliable proxy for repayment potential as is 
evidenced by the data that more of the salaried class receive loan offers from different banks.



46

• 46% of those who would want to avail loans in the future are not aware of the important role 
their credit behaviour and credit history play in their ability to borrow. This lack of awareness 
cannot be neglected just because it forms a relatively smaller proportion.

• Those whose credit inquiries were either rejected or were sanctioned a lesser amount, one 
finds that only 35% of such group knew of the importance of their credit history. This needs 
to be read along with the fact that 65% of those who did not face such circumstances, were 
aware of the impact credit scores could have on their ability to borrow. This gives ample scope 
for educating and creating awareness among the people on its pivotal role so that they do not 
have to opt for informal means of finance, which could be very costly, primarily due to the 
information asymmetry between the lender and the borrower.

• It can be seen that only 12.5% i.e. only 1 out of 7 of the members in the SHGs were aware of 
credit scores, which shows a huge awareness deficit which needs to be addressed. This calls for 
widening the ambit of the current legislation and inclusion of SHGs in the Credit information 
system so that risks could be effectively mitigated and a sense of financial discipline cultivated.

• It can be seen that of those who were not prompt in repayment of loans, it was only a mere 25% 
who were aware of the importance of credit scores and its possible ramifications in a person’s 
borrowing potential. Of all those who were aware of the importance of credit scores, a mere 
14% knew that one FFCR per year could be had from each CIC. Also, this forms a mere 7.5% of 
the sample respondents. 

• A striking finding is that all of those who knew about the availability of FFCR are those who 
have availed personal loans. Similar is the case when it comes to those who have availed 
mortgage loans. This to a certain extent reaffirms the observation made earlier, that experience 
guides awareness.

• 77% of those who received loan offers or pre-approved loans from banks knew of the importance 
that credit scores played in bank lending. This also reflects the possibility that better awareness 
helps augment financial discipline and consequently, the chances for obtaining loans and 
advances. Also, more than 95% of those whose credit inquiries were not rejected were found 
prompt.

It is found that the current credit information system has not yet been leveraged to its full potential. 
There remains serious financial under penetration, which can, at least to a certain extent be 
addressed if the credit information is utilised to the full extent. The World Bank Doing Business 
Project shows that the depth of India’s credit information index is fairly high (India scores seven 
in a scale which ranges from zero to eight), and the private credit bureau coverage stands at 43.5% 
as against a world average of 30.8%. In this context, it is only fitting that we continue to improve 
the credit information mechanism as also improve its use in credit appraisal so that its spread 
increases to the benefit of the larger public.

Coming to the objectives of the study, the impact credit information has on credit- appraisal 
and bank- lending is found to be extremely high. However, as regards the awareness about the 
credit scores and reports, there exists considerable asymmetry among the customers. This can be 
attributed to the fact that it is their experience in availing credit that determines their awareness 
about the importance of a good credit history, rather than education, gender or source of income. 
The Credit starved sections of the society have not been able to reap the benefits of such initiatives 
mainly because of the inadequacy of awareness and non-professional use of positive credit 
information. The potential of credit information in changing the fortunes of the masses is found 
to be untapped. In the light of the observations made, possible improvements to the existing usage 
of credit information and the credit information system per se are suggested. The study has also 
revealed the power of institutions in general and financial institutions in particular in rewriting 
the course of development of a country.
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4.4 Suggestions for Improving The Existing Framework:

An understanding of the current level of awareness regarding the importance of credit information 
and its impact on bank lending was gained from the interviews conducted. In the light of the 
understanding gained, the following improvements are suggested:

• Increasing the frequency of credit information sharing between banks and credit information 
companies. It is currently understood to take place every quarter. It could be made at monthly 
or weekly intervals and could be made on a real-time basis, gradually. This could lead to 
the deepening of credit markets. It would also facilitate objective and transparent scrutiny/
processing of credit and makes the process fast and less expensive.

• Widening the ambit of the legislation to include Self Help Groups and such co-operatives so 
that access to credit increases at the grassroots levels. The initiative in this regard needs to come 
from banks, who can provide data of individual members within these groups to CICs.

• Spreading awareness regarding the importance of credit history in lending. In this regard, 
customers need to be made aware of the provision for availing one full Credit Report free of 
cost per year from all CICs. Also, the procedure to obtain these reports needs to be simplified 
so that any customers would find it easy to access the same.

• Formalising the informal economy, by ensuring that payment of salaries and wages are made 
through direct credit to their respective accounts, so that transactions and credit behaviour 
can be effectively monitored, and can act as reputational collateral. This is understood to go a 
long way in improving access to formal means of finance to the credit-starved sections of the 
society.

• Ensuring that there is widespread adoption of credit information in the bank lending 
decision so that the prompt and creditworthy borrowers will have easier access to funds. This 
would also help foster a healthy credit culture. Banks could mandate the usage of CIRs in their 
credit appraisal process.

• Credit information is now available across multiple systems in bits and pieces and not in one 
window. Data on borrowings from banks, non-banking financial companies, corporate bonds 
or debentures and external commercial borrowings, among others, are not available in one data 
repository. A Public Credit Registry (PCR) can help capture all relevant information about a 
borrower, across different borrowing products. It can flag early warnings on asset quality by 
tracking performance on other credits. This could help increase the credit availability to MSMEs 
along with deepening of financial markets, which will, in turn, support the policy of financial 
inclusion. The initiatives taken by the Banking Regulator deserve to be lauded and need to be 
taken forward. But, at the same time, the privacy of personal information needs to be ensured.

• Ensuring that the positive credit information of an entity is rewarded by competitive and 
attractive pricing of loans, rather than using it just as a screening tool in the lending decision. 

• Including other individual-level data relating to tax statements, other personal financial 
information, utility payment records/telecom data, cheque bouncing, bankruptcies and court 
judgements could be mooted. The vast amounts of data generated by the Goods and Services 
Tax Network (GSTN) could be leveraged and can be included in the CIRs.

• Better awareness regarding credit scores would help individuals keep a tab on their credit 
behaviour and financial discipline. This would help credit-starved sections access funds by 
way of modern and emerging means of finance such as Peer to Peer Lending.

The study has brought to light that the awareness levels of the general public need to be increased. 
As the public becomes more and more aware of the advantages of having a very good credit score – 
like better-negotiating power, faster approval of credit and higher credit limits, the general financial 
discipline will improve and the banks would feel more confident to lend to such borrowers. This 
would, in turn, have a multiplier effect on economic activity. 
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APPENDIX 1: INTERVIEW SCHEDULE UESD TO UNDERSTAND  
THE PERSPECTIVES OF BANKERS

1. What are the factors that you consider while lending? Please enlist the factors. Does the bank 
have a general lending guideline or principles governing it?

2. Most often we receive calls/messages from banks offering loan facilities especially to the 
salaried class. What all are the factors that guide such calls?

3. Do they take into account the credit scores or credit information such as CIBIL Scores/Ranks 
and reports?

4. Are you aware that 1 Credit Information Report per year is available free of cost to customers? 
Do you spread this awareness to the customers visiting your branch? Is this a priority during 
customer weeks?

5. Does the bank conduct periodic surveys on awareness levels of various services offered and 
their requirements? If yes, has it yielded any results?

6. Do you find customers to be aware of the above? How would you rate the awareness (in a scale 
of 10)?

 Very Good   Good   Unaware

7. Do you think such awareness is influenced by their education?

8. Does the locality matter?

9. Have you had an experience of a customer demanding CIR or demanding loans on the basis of 
her/his credit score?

10. Given the shock of NPAs, it is understood that retail lending has gained renewed focus. Do you 
focus more on disbursing retail loans these days? 

11. Is the above due to a sense of having a big picture of the borrower from the CICs?

12. Has it been effective in monitoring agricultural loans?

13. Are you of the opinion that, in a spree to boost lending, banks compromise the quality of retail 
loans these days?

14. Do you think there exists ‘relationship lending’ practices as seen in the banking literature, 
especially when it comes to MSMEs? 

15. What other supervisory mechanism do you have to monitor the credit behaviour of the 
borrowers other than the CIC mechanism?

16. A few weeks before, former RBI Governor’s note to the JPC cautioning the quality of retail loans 
disbursed to MSMEs, SHGs and Individuals by way of the MUDRA scheme. Have you had such 
experiences? Do you think they pose systemic risk as Individual credit repayments is also a key 
variable in financial stability? 

17. Do you disburse loans to an entity/individual who approaches you without adequate collateral? 
What are the criteria looked into in that case?

18. Do CIRs and credit scores serve as a reputational collateral?

19. How do you price loans- is it risk based or is it a flat rate?

20. Does better credit scores (near 900) lead to better pricing? Has the bridging of the information 
gap by the CICs helped bankers take informed decisions? Or are they bogged down by their 
targets?

21. Do you monitor the credit leverage or appetite of the borrower?

22. How many CICs do you report to? Which are they?
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23. How often do you share credit information to CICs?

24. Do you think the ambit of CICRA 2005 needs to be widened so as to include unregulated 
entities like Janasree?

25. Do you convey the implications of default on credit score and the concomitant effect on their 
future borrowing ability across banks?

26. Do you advise your customers on the means by which they can improve their credit scores?

27. We all know that Jan Dhan Accounts have gone a long way in furthering Financial Inclusion. 
What is their present state? Are they dormant? What percentage of them do you think are so?

28. Do you lend to individuals having the above accounts? What factors do you consider? Do you 
take any extra care here?

29. Do you think the setting up and functioning of CICs have helped credit starved sections of the 
society- such as the informal sector –gain easier access to formal means of finance?

30.  How do you normally distinguish between different shades of borrowers-Good/Bad? Have you 
had instances of adverse selection? 

31. Have you observed any visible impact of a lending Rate cut/hike on credit offtake? What other 
factors affect credit offtake according to you?

32. Do you think people anticipate loan waivers, especially during election years? Do you think it 
hampers credit culture? 

33. Have you had instances where loans meant for specific purposes were utilised for other 
purposes-such as the case of agricultural loans used for personal purposes?

34. Do you have a mechanism in place to monitor that? Does/Should CICs have a role in monitoring 
it?

35. Do you think more and frequent information sharing is required between banks and CICs and 
among CICs themselves? 

36. Do you find any difference in awareness levels regarding credit information and its implications 
among customers and lenders themselves (bank personnel)?

37. Have you had instances of non-professional assessment in the case of start-ups? How can we 
remedy it?

38. Would you agree to a finding by the Aditya Puri Committee that the usage of credit information 
is still very low?

39. What do you think prevents banks from effectively using the available infrastructure and 
services with regard to credit information-Costs/ Ignorance? CICs have been vocal that with 
increased usage, costs would come down.

40. Are you aware of the Public Credit Registry initiative which is on the cards now? What 
advantages and disadvantages do you perceive with regard to it?

41. What steps do you expect from the part of the regulator so as ensure effective utilisation of 
credit information?

42. Could you please give some suggestions for improving the credit information usage and the 
present credit information landscape per se? 
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APPENDIX 2

SEMI STRUCTURED INTERVIEW SCHEDULE FOR BANK CUSTOMERS

1. Please specify your Age Group:

 20-30      30-40      40-50   50-60     60-70 

2. Gender: Male   Female

3. Educational Background:

 SSLC              PLUS TWO                 DEGREE            ABOVE DEGREE

4. Bank where you have the Account: PUBLIC SECTOR             PRIVATE SECTOR

5. Type of A/C:   SAVINGS          CURRENT

6. Do you have a Credit card?            YES             NO

7. Have you availed Overdrafts?        YES             NO

8. Have you availed Personal Loans from Banks?

9. If Yes, How many times?

10. Have you availed Mortgage Loans from Banks?

11. If Yes, How many times?

12. How old is your credit?

13. How have you utilised the amount? 

14. Have you received loan offers from banks?

15. Are you interested in availing a new loan in the near future?

16. Have your credit inquiries been rejected/offered a lesser amount?

17. If Yes, was lack of collateral the reason?

18. Please mention your source of income. 

 Salary or Pensions  Business/Self-Employed Agriculture Daily Wages

19. Do you belong to any Self Help Groups?

20. Have you availed loans from Co-operatives/SHGs? Yes           No

21. Are you prompt in your repayments?

 Yes No Have Defaulted

22. Are you aware of the importance of credit scores (such as CIBIL Scores) in your future borrowing?

23. Do you know one Credit Information Report is available free of cost to the customers from 
Credit Information Companies such as CIBIL?
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