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ABSTRACT

This research is based on Bahraini bankers’
perception on the factors influencing  customer
creditworthiness in the banking sector of Kingdom of Bahrain.
We consider that the research was done in the Kingdom of
Bahrain which has a growing banking industry. To enhance
the whole procedure of the creditworthiness, it is vital for an
employer to understand the most important factors
influencing customer creditworthiness. The purpose of the
study was to investigate the factors influencing customers
creditworthiness in  the  banking industry. The
creditworthiness can be assessed through qualitative factors,
quantitative factors and risk factors. The research was
conducted through a survey, using the questionnaire as the
research instrument. The respondents of the study are
employees of banks across the Kingdom dealing with
creditworthiness. The statistical tools used in the study are
Multiple Regression Analyses and weighted mean. The
researcher has found that there is significant relationship
between all three factors and creditworthiness, and they don’t
equally influence the creditworthiness. The research provides
recommendations to banks in assessing the creditworthiness.
The researcher recommended that employees must use the
most effective methods such as credit scoring to conduct the
analysis of creditworthiness in order to make -effective
decisions. Moreover, the researcher recommended that
analysts should take into considerations the most effective
factors in the analysis process and they must not neglect other.

Keywords-- Creditworthiness, Banking Industry,
Qualitative, Quantitative, Risk
l. INTRODUCTION

During the most recent decades the globalization
of financial markets, the aggressive challenge among firms,
financial establishments and associations and the economic
changes, social and technological changes, have increased
the level of risk as well as the instability in the financial and
business environment. The importance of making effective
and efficient financial decisions has been the major focus of
financial firms, likewise the process of the creditworthiness
of the applicants have changed and it expanded its segments
to include many levels and department to make an effective
and efficient risk wise decisions.

Creditworthiness is how a bank, or a financial
institute verifies that you will default on your debt
commitments, or that you are so qualified to get new credit.
Your creditworthiness is the thing that creditors take a
gander at before they affirm any new credit to you.
Creditworthiness is dictated by a few elements including
your reimbursement history and credit score. Some credit
companies consider the client’s assets and the measure of
liabilities you have when they decide the likelihood of
default (dezfouli,2014).

The creditworthiness tells a creditor exactly how
reasonable you are for the loan or credit card application
you are requesting. The decision the organization makes
depends on how you've managed your credit before. To do
this, they take a gander at a few unique factors such as
qualitative, quantitative and risk. For example; your general
credit report, credit score, and installment history. The
credit report highlights how much debt the clients convey,
high balances, credit facilities customers have, and the
outstanding balance of each record. It will also highlight
any vital data for the potential loan specialist including
whether you've had any past due sums, any defaults,
liquidations, as well as collection things. The
creditworthiness is estimated by the credit score, which
estimates you on a numerical scale dependent on your
credit report. A high credit score implies your
creditworthiness is high. Alternately, low creditworthiness
originates from a lower credit score. Payment history
additionally is a major key in deciding the creditworthiness.
Banks don't extend credit to somebody whose history
exhibits late installments, missed installments, and
defaulting contracts (Thomas, 2000).

1. BACKGROUND

Lending plays an important role in the economy of
Bahrain, therefore financial institutes and banks keeps on
upgrading their strategies and polices to come up with the
most effectives procedures in assessing the creditworthiness
of their clients (Buchari,2014). In order to make efficient
decisions when it comes to lending, a bank must identify
whether the client is worthy or not, this can be done through
identifying the main factors that affects the creditworthiness
process and does each factor affect the decision
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(Elkelish,2015). The most commonly used methods in the
financial sector to identify the creditworthiness is credit
scoring, in which qualitative and quantitative factors are
identified along with credit risk associated with each
applicant’s profile. If the financial analyst ignored one of
the factors during the process, he could over value or under
value the clients’, where a credit facility could be granted to
someone unworthy with high risk. In such cases a customer
could default the payment and incur losses to the bank
(Buchari, 2014).

The objective of this research is to:

1. To know the wvarious factors affecting
creditworthiness.

2. To analyze the relationship between qualitative
and creditworthiness.

3. To analyze the relationship between quantitative
and creditworthiness.

4, To analyze the relationship between credit risk and
creditworthiness.

5. To identify the most important factor that

influences the creditworthiness.

The researcher’s conceptual framework of the
study is developed based on the theoretical framework and
the statement of problem to be addressed. In this study the
independent variables are Quantitative factors, Qualitative
factors and risk factors. The dependent factor is
creditworthiness.

Analysis of Creditworthiness

Independent
variable

Dependent
variable

Qualitative

Factors \
Quantitative

Factors

The framework illustrates the basic variables in
which the creditworthiness process focuses on, and what
each variable will lead to. The process starts by the
acquisition of new customer or existing customer by the
sales department. Then the customer documentation will be
handed to the risk department. The risk department will
carry the necessary checks on customers profiles based on
qualitative, quantitative methods and credit risk assessment
to make an accurate decision. The independent variables

Creditworthiness

Credit Risk
Factors

which affects the creditworthiness in this research are:
qualitative quantitative methods and credit risk. Where in
the framework qualitative refers to the quality applicants’
profile who are applying for a credit facility. While
quantitative is referred to the number of mathematical and
statistical mythologies used to do the necessary calculations
for the applicants. And finally, risk is the occasion where a
customer would default a payment, that’s why during the
decision-making process, risky profile must be assessed
very well, and it must be escalated to higher authorities
before granting them any credit facility to manage the
uncertainty.

I11.  REVIEW OF RELATED
LITERATURE AND STUDIES

Creditworthiness analysis is a major step of the
financial decision-making process. Financial decision
making includes examining the financial issues that the
organization faces and choosing which decision to be taken.
The job of financial investigation might be accepted by any
manager. Financial knowledge is the most important aspect
in creditworthiness analysis, and it is the procedure by
which individuals improve their knowledge of factors,
administrations, services and ideas so they are enabled to
settle on educated decisions, maintain a strategic distance
from traps (Cole and Shastry,2008). The authors explained
four section model of training in which financial education
looks forward to enhancing financial learning on aspects
such as creditworthiness, which improves financial
practices and decisions which provides favorable outcomes.

Well educated and knowledgeable individuals are
substantially more to make good plans regarding wealth. In
terms of quantitative analysis, a lot of authors, researchers
and scholars concurred that the most ideal approach to deal
with the quality, quantity and risk when making a decision
in the financial sector is by using the credit scoring model.
A study by Thomas et.al., (2017) showed the effects and
advantages of credit scoring in evaluating the
creditworthiness. As in their book they described credit
scoring as the most gainful and effective measurable and
operational instrument in the financial segment. The credit
scoring aids the decision making process, where it will
furnish the bank with procedures on how much credit will
be given to the customer, at what cost they will get it and
what kind of strategies should be adapted to increase their
profit, this model will survey the creditworthiness of the
client in the event that the client is valuable or not. Getting
a concise examination about the client's creditworthiness
will break down the uncertainty related to the decision, as
granting an amount of money to the customer or issuing a
credit card comes with a great deal of risk weather the
customer is going to pay the amount fully successful or he
is going to default the payment.
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The authors described two types of credit scoring
in the decision-making process, one of them is for new
applicants and the other one is for existing customer to give
the client higher credit facility, for example, new loan
structure or increment in the credit card limit. This sort of
procedure is called application scoring. The scoring will be
founded on specific characteristics and the gathering of the
candidate's information, for example, age, gender, Marital
status, salary, Employer details, liabilities, credit bureau
reports and their credit history. The authors study focused
on how to maximizes the lenders profitability from their
customers using the credit scoring for making decisions
instead of just focusing on whether the customer will
default the payment or not, this way the bank will predict
risk as well as maximizing their profit. This study
demonstrates how the financial segment benefited from the
credit scoring application in their decision-making process,
as in the ancient times the banks used to meet their
candidate before starting their analysis and with the
growing number of applications, they experienced
considerable difficulties in handling the applications with
the given number of analysts in the risk department. After
the presentation of this technique, it helped in making the
lending decision very quickly and easy.

For instance, in the case of credit cards, it would
give the assigned limit to the applicant based on his
characteristics and it will give the final decision whether to
approve or reject the application, moreover the management
can increase and decrease the limit based on the customers
worthiness.

Another writer Abdelmoula(2015) agreed to a
similar idea about the credit scoring in her article about
"Bank credit risk analysis". commercial banks that give
customer loans need steady models that can accurately
identify and anticipate defaults. Concentrating that it is one
of the main procedures which any bank needs to manage, in
the current focused and violent business condition, is to
lessen its credit risk. She stated that they utilize scoring
strategies to evaluate the credit worthiness of a credit
candidate. Indeed, the quantitative technique known as
credit scoring has been created for the credit appraisal issue.
Credit scoring is essentially an application of classification
methods, which order borrower into various risk segments.
The target of Scoring strategies is to foresee the likelihood
that a borrower or counterparty will default. In credit risk
assessment, Credit scoring is a key strategy, that assist
financial organization to settle on a decision regardless of
whether to give credit to client or not. As indicated, "a
typical methodology of credit scoring is to apply a grouping
procedure on information of old clients (both great credit
clients and delinquent clients) to discover a connection
between the clients attributes and potential inability to meet
their obligation. Organizations use credit scoring
procedures (using data from the customers past credit

history and current financial conditions) to figure out which
candidates will pay back their liabilities". A precise
classifier is important to separate between new eligible
potential client and bad candidate.

The authors Abdou et al., (2016) wrote about the
credit scoring and Predicting creditworthiness in retail
banking with limited scoring data, agreeing that credit
scoring is the best quantitative method used in the
creditworthiness. Where the authors stated that the capacity
of measurable credit scoring frameworks to improve
decision making and time efficiencies in the financial
sectors has been the focus of researchers and analysts.

IV. RESEARCH DESIGN

The research design is a mix of Inferential and
analytic, in which it uses random sample taken from the
population. The respondent of the study refers to the
employees of several banks in Bahrain which participated
in the survey and they have respondent to the questionnaire.
The population of this survey are employees of banks who
are assessing creditworthiness. Due to confidentiality
reasons, the banks were not willing to provide the number
of employees assessing the creditworthiness of customers.
Therefore, the population cannot be defined. The study used
population proportion formula for calculating the sample
size.

The research technique used in this study is the
questionnaire that was given to a group of banks’
employees (managers, and senior employees) to assess their
insight on the creditworthiness process subject. In this
research the sampling frame contained the employee data of
selected banks. The data base contained information such as
such as: gender, age group, and education level. Moreover,
the researcher used simple random sampling, which is the
basic sampling technique where the researcher selects a
group of people (a sample) for study from a larger group (a
population). Each individual is chosen entirely by chance
and each member of the population has an equal chance of
being included in the sample (Larson,2014).

The sample was randomly selected, and the size of this
study is calculated based on Cochran formula:

Equation 1: ng = _Z2°1q
3
¢

In this research the 97 respondents were randomly
selected from the banking sector to participate in the
survey. In this paper, the researcher adopted questionnaire
as the research instrument. The researcher did face validity
for the questionnaire by three managers. The questionnaire
the researcher used for the research is Likert scale named
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after its developer. The Likert scale is one of the most
widely used itemized scales. The endpoints of a Likert scale
are typically “Strongly Disagree”, “Disagree”, “Neutral”,
“Agree” and “Strongly Agree.”

Research Instruments adopted (Reliable/ Validity/
Creditability of the gathered information). If a research has
reliable and valid data, the quality of the research will be
high and the result will be meaningful (Yin, 1989). The
consistency of the data determines its reliability based on
the right measurement tool for the information. Data can be
called reliable when it is consistent and dependable, this can
be achieved by having the right measurement tool for the
information (Lincoln and Guba, 1985). On the other hand,
the interpretation does not have much importance because it
should consist of qualitative approach that extracts live data
(Collis and Hussey, 2009).

This research utilizes a number of Data Gathering
Procedures. For collecting primary data, it utilized
quantitative research method, namely questionnaire survey,
which is discussed in detail in the following chapter.
However, in analyzing the data collected through
questionnaire, interpretive and statistical analysis is
performed respectively using multiple regression analysis.

V. ANALYSIS AND
INTERPRETATIONS

This section contains the analysis of the data in
regards of the questionnaire and questionnaire participants.
The analysis will be based on 97 respondents of the banking
sector in Bahrain. The undertaken analysis divided the
respondents into gender, age group, employment and
education level.

The analysis for the demographic pattern of
respondents showed that the Majority of respondents were
from the age group of 31-35, which indicates that the
respondents have gained enough experience and knowledge
in the Banking and financial sector to give their reviews
about the analysis. Meanwhile, most of the participants
were females as the percentage of the female respondents
scored 66%, while the men’s participant percentage was
34%.1In the survey, 93% of the respondents are holding a
bachelor’s degree, 5% are master’s holders. Moreover, 1%
of respondents has a PhD as well as High school diploma.
This Survey was specially made to target employees of the
Banking sector. The data is interpreted to explain the
relationship between the factors Qualitative, Quantitative
and risk is to identify the most important factor that
influences the creditworthiness.

Next, a correlation and regression analysis were
undertaken to measure the relationship between the
Qualitative, Quantitative and Risk and their effect on
creditworthiness. The independent variables are Qualitative
(QN), Quantitative (QL) and Risk (RK) and the dependent
variable is Credit Worthiness (CW).

The model of the regression would be in the form
of:

Creditworthiness (CW) = ot f Qualitative (QL)+p
Quantitative (QN) + B Risk (RK)

The values for R, and R squared were calculated.
The estimated R-value (correlation coefficient) is 0.507.
The R2 value for the estimated equation is 0.257, which is
significant at 1 per cent level of probability. It shows that
25.7 per cent of the variation in the creditworthiness is
explained by the independent variables identified by the
researcher.

Joél  Bessis  (2017) wrote about the
creditworthiness through appraisal of the credit quality of
the borrowers utilized in banking in that they incorporate
judgmental segments along with qualitative and quantitative
data. Qualitative components characterized by the author
for example, strength or weakness of entity. The writer
expressed that a combination of qualitative and quantitative
analysis along with risk analysis is utilized for evaluating
the credit standing of borrowers, alongside a professional
help who are expert in credit decisions.

The ANOVA values were also calculated. The
sum of squares, degrees of freedom, and mean square are
displayed for two sources of variation, regression and
residual. The output for Regression displays information
about the variation accounted for by your model. The
output for Residual displays information about the variation
that is not accounted for by your model. And the output for
Total is the sum of the information for Regression and
Residual. A model with a large regression sum of squares in
comparison to the residual sum of squares indicates that the
model accounts for most of variation in the dependent
variable. Very high residual sum of squares indicate that the
model fails to explain a lot of the variation in the dependent
variable, and you may want to look for additional factors
that help account for a higher proportion of the variation in
the dependent variable. If the significance value of the F
statistic is small (smaller than say 0.05) then the
independent variables do a good job explaining the
variation in the dependent variable. If the significance value
of F is larger than say 0.05 then the independent variables
do not explain the variation in the dependent variable.

Here the significant value is .000 It indicates that
the independent variables do a good job explaining the
variation in opinion of overall library sources.
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Regression coefficients

Identified Latent Factors Coefficients Sig.
Constant 2.188 0.201
Qualitative 0.134 0.0252*
Quantitative 0.966 0.000
Risk -0.510 0.0105**

*Significant at 5% level ** Significant at 1% level

The above table shows the estimated regression
coefficients of the regression model fitted. Here the
estimated model is:

CW=2.188+0.134 QL+ 0.966 QN - 0.510 RK
Where:

CW= Creditworthiness

QL = Qualitative

QN = Quantitative

RK = Risk

The regression results indicate that all the
independent factors positively influence the
creditworthiness except for risk which has a negative
impact on the creditworthiness. This is evident from the
positive signs of the estimated coefficients of the
independent factors. This means that if any of the factors
increase, the creditworthiness of an applicant will also
increase. The regression shows that among all the factors
influencing the creditworthiness, the quantitative variable
(0.966) have the highest beta value indicating that it is the
most  influencing  factor  which  influence the
creditworthiness. Also, this factor is significant at one
percent level. The results of this research show that the
factor that affects creditworthiness the most is Quantitative
factor and has an influence on the decisions to be taken,
whether to grant a credit facility to the applicant or not.

The above result indicates that Hol, Ho2, Ho3 and
Ho4 are rejected:

Hol: there is no significant relationship between qualitative
factors and creditworthiness.

Ho2: there is no significant relationship between
quantitative factors and creditworthiness.

Ho3: there is no significant relationship between credit risk
factors and creditworthiness.

Ho4: all factors equally influence the creditworthiness

This means that there is relationship between
qualitative, quantitative, risk and creditworthiness. Also, it
is evident that Quantitative (.966) is the most important
factor that influence the creditworthiness.

The study aimed to identify the factors affecting
the creditworthiness. Where the researcher has identified
three independent factors that affect the creditworthiness.
Those factors are Qualitative factors, Quantitative factors
and Risk. Moreover, this study aimed to analyze the

relationship between these independent variables and the
creditworthiness and to identify the most important factor.
The research findings indicated that there is relationship
between each independent variable and creditworthiness.
The treatment of data revealed that Quantitative factor has a
beta of 0.966 which is the highest factor in influencing the
dependent variable, therefore it is considered to be the most
important factor influencing creditworthiness. Banks should
focus more on quantitative variable by providing enough
methods to the analysts to carry out their jobs and to use the
credit scoring in the analysis of creditworthiness. Also, they
should not neglect other factors such as qualitative and risk
as they also have an effect on the creditworthiness.

To conclude, the results indicated that all 4
Hypothesis (H01), (Ho2), (Ho3) and (Ho4) are rejected by
the researcher. The researcher has proven that there is
relationship between all independent variables and
dependent variable and that they don’t equally influence the
dependent variable.

VI. RECOMMENDATIONS,
CONCLUSION AND FUTURE STUDIES

Based on the questionnaire survey and the
findings, the following recommendations are proposed:

Banks should follow the most effective methods
such as credit scoring to conduct the analysis of
creditworthiness in order to make effective decisions.
Analysts should take into considerations the most effective
factors in the analysis process and they must not neglect
other factors.

Quantitative factors have high impact on the
creditworthiness; therefore, it is mandatory to ask to the
applicant for source of income and current liabilities to
make sure that the customers have sufficient funds to cover
the credit granted. Using this survey of the analysis of
Creditworthiness banks can verify risk associated with each
profile and therefore they will be able to minimize losses.

For researcher that would like to investigate in the
same topic, the researcher recommends more variables to
be added in the study to investigate if there are more
variables that influences the creditworthiness. Also, a larger
sample size can be increased by adding financial institutes
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and insurance companies. Moreover, the study can be
conducted on the GCC country to test the similarity of the
process used in the region.
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