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ABSTRACT 

 

This paper investigates the complex interplay of factors contributing to credit risk in developing countries. 

Focusing on borrower characteristics, we examine the interconnected roles of income levels, employment 

stability, and credit history. The analysis reveals how lower income, volatile employment, and limited 

credit access can significantly amplify credit risk. The paper explores the challenges posed by these factors 

in developing economies and proposes strategies to mitigate credit risk and foster financial inclusion. By 

understanding these dynamics, policymakers and financial institutions can implement targeted 

interventions to enhance economic resilience and promote sustainable development. 
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INTRODUCTION 

 

In global finance, understanding and managing credit risk is crucial, especially in developing economies 

where financial ecosystems tend to be more volatile and less robust (Allen, 2022; Zhou, 2023; Céu & 

Gaspar, 2024; Shao et al., 2024). The dynamics of credit risk in these regions are shaped by various factors, 

including borrower characteristics, economic conditions, and institutional frameworks (Lee et al., 2017; 

Bouteille & Coogan-Pushner, 2021; Jackson & Tamuke, 2022). This paper explores three key 

microeconomic determinants-income levels, employment stability, and credit history, that significantly 

impact credit risk in developing countries, employing a theoretical lens to deepen the analysis. 

 

Grounding the discussion in information asymmetry theory (Akerlof, 1984; Akerlof et al., 2021), we 

recognise that lenders in developing economies often operate with incomplete or imperfect information 

about borrowers' ability to repay loans. In particular, income levels are a central factor in assessing 

creditworthiness, reflecting borrowers' capacity to service debts and manage financial challenges 

(Mhlanga, 2021; Locurcio et al., 2021; Lekhelebana, 2022).  

 

According to credit rationing theory (Jaffee & Stiglitz, 1990), low-income borrowers may be excluded 

from formal credit markets due to perceived high risk, exacerbating financial exclusion (Kofarmata & 

Danlami, 2018; Kling et al., 2022). We examine how income dynamics influence debt servicing capacity, 

savings behaviour, and susceptibility to economic shocks, emphasising the importance of addressing these 

vulnerabilities in credit risk assessments. 

 

Employment stability is another key determinant of credit risk, influencing borrowers’ ability to maintain 

consistent income streams and repay debts (Muruku, 2015; Khangalah, 2016; Naili & Lahrichi, 2022). 

Drawing from labour market segmentation theory (Peck, 1989; Leontaridi, 1998), the distinction between 

formal and informal employment is critical in developing economies, where a significant portion of the 

workforce remains in precarious informal jobs (Moyo et al., 2014; Stiglitz, 2015). This instability 

exacerbates credit risk, as borrowers in informal employment often experience irregular income and job 

insecurity. We explore the implications of these employment conditions for both borrowers and lenders, 

as well as the role of policy interventions in stabilising employment and reducing credit risk. 

 

Finally, credit history serves as a vital indicator of creditworthiness and repayment behaviour, providing 

insights into borrowers’ financial reliability (Gatimu, 2014; Adanu & Boateng, 2015; Nkeng & Kehdinga, 
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2023; Edunjobi & Odejide, 2024; Muduli & Dash, 2024). However, in developing countries, many 

individuals lack formal credit histories due to financial exclusion, complicating risk assessment and access 

to formal credit markets (Gichuki et al., 2014; Mujeri, 2015; Bernards, 2022). Through the lens of financial 

inclusion theory (Beck & Demirgüç-Kunt, 2008; Kling et al., 2022), we examine how limited access to 

formal credit infrastructure creates barriers to financial inclusion and perpetuates reliance on informal 

credit channels, often at higher costs and with greater risks. 

 

By analysing the interplay between income levels, employment stability, and credit history, this paper 

aims to provide a comprehensive understanding of credit risk dynamics in developing economies. Through 

empirical analysis and theoretical insights, we highlight the importance of targeted interventions, 

institutional reforms, and innovative policy frameworks in mitigating credit risk, promoting financial 

inclusion, and fostering sustainable economic growth in these contexts. 

 

PROBLEM STATEMENT 

 

The challenge of effectively identifying, assessing, and managing credit risk in developing economies 

stems from the unique structural constraints and economic uncertainties prevalent in these regions. Low-

income levels, characterised by limited savings, income instability, and vulnerability to external shocks, 

pose significant barriers to borrowers' ability to service debts and access formal credit markets. Drawing 

on liquidity preference theory (Modigliani, 1944; Keynes, 1971), low-income borrowers tend to prioritise 

liquidity and short-term consumption over long-term debt repayment, heightening the risk for lenders. 

 

Employment instability further compounds credit risk. According to dual-sector theory (Lewis, 1954), the 

divide between formal and informal employment sectors is pronounced in developing countries, where 

informal sector workers face greater job insecurity and irregular income. This instability exacerbates 

economic vulnerability, reducing borrowers’ ability to maintain consistent loan repayments, which in turn 

affects credit risk models. 

 

Additionally, the absence of robust credit infrastructure and comprehensive credit histories presents 

significant challenges for risk assessment in developing economies. The adverse selection problem 

(Akerlof, 1978) is particularly pronounced, as lenders lack sufficient information about potential 

borrowers, leading to higher default rates and limited access to formal credit markets. Marginalised 

populations are disproportionately affected, as limited access to formal credit drives them toward informal 
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credit markets, which are characterised by higher interest rates, greater risk, and weaker recourse 

mechanisms. This perpetuates cycles of financial vulnerability and instability, reinforcing barriers to 

formal financial inclusion. 

 

Addressing these challenges requires a nuanced understanding of the interplay between income, 

employment, and credit history in the context of credit risk management. By incorporating theoretical 

perspectives from information asymmetry, credit rationing, and financial inclusion, this study seeks to 

inform evidence-based policy interventions, institutional reforms, and strategic initiatives aimed at 

mitigating credit risk and fostering inclusive economic growth in developing countries. 

 

RESEARCH QUESTIONS 

 

This study seeks to answer the following research questions: How do income levels influence credit risk 

dynamics in developing countries, and what are the underlying mechanisms through which lower income 

levels impact borrowers' ability to service debts and access formal credit markets? What are the 

implications of employment stability on credit risk assessment and management in developing economies, 

particularly in the context of economic volatility, informal sector employment, and structural barriers to 

stable employment? How does the absence of comprehensive credit histories affect risk assessment, 

financial inclusion, and access to formal credit markets in developing countries, and what are the potential 

implications for borrowers, lenders, and policymakers? 

 

LIMITATIONS OF THE STUDY 

 

This study is subject to several limitations. The availability and quality of data in developing economies 

can be inconsistent, hindering the depth and accuracy of the analysis. Limited data infrastructure and 

varying reporting standards may constrain the scope of the research. The diverse socio-economic 

conditions, cultural contexts, and regulatory environments across developing countries make it 

challenging to generalise findings and insights. Credit risk is constantly evolving due to changing 

economic conditions, market dynamics, and regulatory developments. A snapshot analysis may not fully 

capture the fluid nature of credit risk over time. Moreover, credit risk in developing economies is 

influenced by a complex interplay of factors, making it challenging to isolate and quantify the specific 

impact of each factor. 
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SCOPE OF THE STUDY 

 

This research is specifically focused on investigating the key determinants of credit risk in developing 

economies, with a particular emphasis on income levels, employment stability, and credit history 

dynamics. By conducting a comparative analysis of credit risk management practices, policy 

interventions, and institutional frameworks across different developing countries and regions, the study 

aims to provide actionable recommendations for enhancing credit risk management, promoting financial 

stability, and supporting sustainable economic growth. 

 

By acknowledging these limitations and delineating the scope of the study, the aim is to conduct a rigorous 

and comprehensive analysis of credit risk dynamics in developing economies, while also providing 

actionable recommendations for addressing challenges and harnessing opportunities in credit risk 

management. 

 

METHODOLOGY 

 

The methodology for this study builds upon a foundation of prior research, including works by Linares et 

al. (2018), Zamore et al. (2018), Bhatore et al. (2020), and Shi et al. (2022). The methodology is outlined 

as follows: 

 

Defined Research Questions: The systematic review began by clearly defining the research questions to 

guide the review process. These questions focused on understanding credit risk dynamics in developing 

economies, with specific attention to income levels, employment stability, and credit history dynamics. 

 

Developed Search Strategy: A comprehensive search strategy was developed to identify relevant literature 

from academic databases, scholarly journals, grey literature, and relevant websites. Keywords related to 

credit risk, developing economies, income, employment, credit history, and related terms were used to 

retrieve relevant articles. 

 

Established Inclusion and Exclusion Criteria: Inclusion and exclusion criteria were established to ensure 

that only relevant studies were included in the review. Studies had to focus on credit risk management 

practices, policy interventions, or empirical analysis of credit risk dynamics in developing economies. 

Exclusion criteria included studies not written in English. 
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Conducted Screening Process: A two-stage screening process was conducted to assess the eligibility of 

studies for inclusion in the review. In the first stage, titles and abstracts of retrieved studies were screened 

against the inclusion and exclusion criteria. In the second stage, full-text articles of potentially relevant 

studies were reviewed to determine final inclusion. 

 

Performed Data Extraction: Relevant data from included studies were extracted using a standardised data 

extraction form. Key information extracted included study objectives, methodology, sample 

characteristics, key findings, and implications for credit risk management in developing economies. 

 

Assessed Quality: The quality of included studies was assessed using appropriate quality appraisal tools 

or criteria relevant to the study design and methodology. Studies were evaluated based on criteria such as 

research design, data collection methods, sample size, statistical analysis, and validity of findings. 

 

Synthesised Findings: The findings from the included studies were synthesised using a thematic analysis 

approach. Common themes, patterns, and trends related to credit risk dynamics, income levels, 

employment stability, and credit history were identified and analysed across the literature. 

 

Conducted Meta-analysis: where sufficient homogeneity existed among included studies, a meta-analysis 

was conducted to quantitatively synthesise findings and assess the overall effect size of credit risk factors 

in developing economies. 

 

Interpreted and Provided Implications: The synthesised findings were interpreted in the context of the 

research questions and objectives of the systematic review. Implications for policy, practice, and future 

research were discussed based on the insights gleaned from the literature. 

 

Reported Results: The systematic review was reported following the Preferred Reporting Items for 

Systematic Reviews and Meta-Analyses (PRISMA) guidelines to ensure transparency and reproducibility 

in the reporting of methods, findings, and conclusions. 

 

By adhering to a systematic review methodology, the aim was to conduct a rigorous and comprehensive 

analysis of credit risk dynamics in developing economies, while also providing actionable insights for 

policymakers, practitioners, and researchers. 
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BORROWER CHARACTERISTICS INFLUENCING CREDIT RISK 

 

Credit risk is a significant concern in developing countries, driven by several borrower-specific 

microeconomic factors. This section delves into how borrowers' income levels, employment stability, and 

credit history influence their likelihood of defaulting, with a focus on developing economies. 

 

Income Levels: Borrowers' income levels are a critical determinant of their ability to service debts and, 

consequently, their credit risk. Low-income borrowers often struggle to meet their financial obligations, 

increasing the likelihood of default, particularly when alternative sources of income or savings are lacking 

(Duygan-Bump & Grant, 2009; Abbas & Christensen, 2010; Schicks, 2014; French & McKillop, 2016; 

Baker, 2018). These households typically allocate most of their income to essential living expenses, such 

as housing, food, and healthcare, leaving limited capacity to repay loans (Drehmann & Juselius, 2012; 

Hunt, 2015; Lusardi & Tufano, 2015). 

 

Moreover, low-income households are less likely to have sufficient savings, which limits their financial 

resilience when faced with unforeseen expenses or income disruptions (Mitchell, 2017; Hasler et al., 2018; 

Haider, 2020). Without an adequate financial buffer, these borrowers are more vulnerable to shocks, 

making them prone to default. Additionally, limited access to affordable credit forces lower-income 

individuals to rely on high-cost, short-term financing options, further increasing financial strain (Aryeetey 

& Fenny, 2007; Claessens & Perotti, 2007; Karlan & Morduch, 2010; Mujeri, 2015). 

 

Seasonal income fluctuations, common among lower-income households in sectors like agriculture and 

informal labour, also contribute to heightened credit risk. The inconsistency of income throughout the 

year can disrupt borrowers' ability to make timely loan repayments (Rosenzweig, 1988; Ellis, 1998; 

Winters et al., 2004; Khandker & Mahmud, 2012; Devereux et al., 2013; Wossen et al., 2018; Alamgir et 

al., 2021). Additionally, lower-income borrowers are disproportionately affected by external shocks such 

as economic recessions, inflationary pressures, and natural disasters, further increasing their likelihood of 

default (Llanto, 2016; Bolton et al., 2021; Becchetti et al., 2024; Finkelstein et al., 2024; Notowidigdo et 

al., 2024). 

 

The limited access of lower-income individuals to formal financial services exacerbates their credit risk. 

Many face barriers to opening bank accounts or securing savings and insurance products, leaving them 

reliant on informal credit sources, which tend to carry higher costs and greater instability (Demirgüç-Kunt 



8 
 

& Klapper, 2013; Birkenmaier et al., 2019; McGarity & Caplan, 2019). Addressing the challenges 

associated with income levels requires a holistic approach that includes expanding access to financial 

services, promoting income-generating opportunities, and strengthening social safety nets. Such efforts 

can enhance financial resilience and reduce credit risk among vulnerable populations (Mujeri, 2015). 

 

Employment Stability: Borrowers' employment stability is a significant factor influencing their ability to 

repay loans. Stable employment ensures a regular income, which allows borrowers to meet debt 

obligations on time (Kodongo & Kendi, 2013; Thakor, 2014; Hanson et al., 2015; Mngomezulu, 2016; 

Shim, 2019; Ratnawati, 2020). Conversely, employment instability, which is prevalent in developing 

economies, heightens credit risk as borrowers with irregular or uncertain income streams are more likely 

to default (Baklouti, 2013; Schicks, 2014; Mukono, 2015; Muthoni et al., 2017; Devaraj & Patel, 2020). 

 

Employment stability directly impacts borrowers' ability to maintain a steady income and repay loans 

throughout the loan term. A secure job provides financial predictability, allowing borrowers to plan for 

expenses and unexpected financial emergencies (Eberly & Krishnamurthy, 2014; Setterfield et al., 2016). 

Lenders often view stable employment as a positive indicator of creditworthiness, as it signals lower risk 

(M’ithibutu, 2017; Caplinska & Tvaronavičienė, 2020; Bouteille & Coogan-Pushner, 2021; Ferretti, 

2021). 

 

In many developing countries, a large portion of the workforce is employed in the informal sector, where 

job security is limited and wages are often low (Chen, 2016; Siegmann & Schiphorst, 2016). Workers in 

the informal sector are particularly vulnerable to economic shocks, which can disrupt their employment 

and income, increasing their credit risk (Wellalage & Locke, 2016; Stuart et al., 2018). Additionally, 

economic volatility, including fluctuating commodity prices and political instability, exacerbates 

unemployment and underemployment, further heightening credit risk (Katusiime et al., 2016; Alagidede 

& Ibrahim, 2017; Umaru et al., 2018; Morina et al., 2020; Olamide et al., 2022). 

 

Structural barriers, such as limited access to education and gender disparities in the labour market, also 

contribute to employment instability and, by extension, credit risk (Graham et al., 2019; Adeniran et al., 

2020; Heintz, 2021; Lopez-Acevedo et al., 2021). Policy interventions aimed at promoting job creation, 

enhancing labour market flexibility, and improving social protections are essential for reducing credit risk 

related to employment instability (Robb et al., 2014; Blattman & Ralston, 2015; Fiore et al., 2019). 
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Credit History: Credit history is a key indicator of borrowers' creditworthiness and repayment behaviour, 

making it a crucial determinant of credit risk (Çallı & Coşkun, 2021; Goel & Rastogi, 2023a; Mladentseva, 

2023). A positive credit history reflects responsible financial management and reduces the perceived risk 

of default (Ibtissem & Bouri, 2013; Yuan et al., 2018; Doumpos et al., 2019). Conversely, a limited or 

negative credit history increases perceived risk, often resulting in higher borrowing costs or denial of 

access to formal credit markets (Fuseini, 2015; Marr et al., 2016; Mhlanga, 2021; Choudhury et al., 2022). 

 

The availability and quality of credit reporting infrastructure vary widely across developing countries, 

impacting the completeness and accuracy of borrowers' credit histories (Siddiqi, 2017; Tchamyou & 

Asongu, 2017; Zheng et al., 2022). In regions where credit reporting systems are underdeveloped, lenders 

face challenges in assessing credit risk, which may result in more conservative lending practices (Golin 

& Delhaise, 2013; Benami & Carter, 2021). 

 

Many borrowers in developing countries rely on informal credit markets due to limited access to formal 

financial institutions (Campero & Kaiser, 2013; Adams, 2019). While informal credit options may offer 

short-term liquidity, they often come with higher interest rates and a lack of consumer protections, which 

increase financial instability and credit risk (Demont, 2016; Srinivas, 2016). 

 

Improving financial inclusion requires a concerted effort to strengthen credit reporting infrastructure, 

promote financial literacy, and provide access to formal credit options, which can help mitigate the 

challenges associated with limited credit histories (Cabeza-García et al., 2019; Achugamonu et al., 2020). 

By leveraging data analytics and technology, lenders can enhance their credit risk assessment models, 

enabling more accurate evaluations of borrowers' creditworthiness (Shirzadi, 2015; Zamore et al., 2018). 

 

In summary, borrower characteristics such as income levels, employment stability, and credit history are 

essential factors that influence credit risk in developing countries. Low income levels, unstable 

employment, and limited or negative credit histories contribute to higher default risks. To address these 

challenges, targeted policy interventions are needed to improve financial inclusion, strengthen credit 

reporting systems, and create more stable employment opportunities. These efforts will enhance credit 

risk management and promote sustainable economic growth in developing economies. 
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SYNTHESIS OF THE REVIEW 

 

In developing countries, the key microeconomic determinants of credit risk are closely tied to borrower 

characteristics, which directly influence their capacity to repay loans and the financial institutions' 

exposure to defaults. 

 

Income Levels: Borrowers' income levels are a critical determinant of credit risk, as lower incomes tend 

to reduce debt servicing capacity, increase reliance on informal credit markets, and make borrowers more 

vulnerable to financial shocks (Duygan-Bump & Grant, 2009; Abbas & Christensen, 2010; Schicks, 2014; 

Baker, 2018). With limited savings and unstable income streams, especially in the case of seasonal 

employment in sectors like agriculture, borrowers are more prone to defaulting on loans (Mitchell, 2017; 

Haider, 2020; Alamgir et al., 2021). 

 

Employment Stability: The stability of borrowers' employment plays a significant role in their ability to 

service loans. Stable employment ensures a consistent income stream, while economic volatility and 

informal employment in developing economies heighten credit risk (Baklouti, 2013; Schicks, 2014; 

Katusiime et al., 2016; Stuart et al., 2018). Furthermore, individuals working in informal sectors are more 

vulnerable to economic shocks, which can increase the risk of default (Chen, 2016; Siegmann & 

Schiphorst, 2016). 

 

Credit History: A borrower's past repayment behaviour is another key indicator of creditworthiness. A 

positive credit history typically reduces perceived credit risk, while negative or limited credit history 

signals a higher risk of default (Çallı & Coşkun, 2021; Goel & Rastogi, 2023a; Mladentseva, 2023). In 

developing countries, limited access to formal financial institutions and underdeveloped credit reporting 

systems can prevent the accumulation of positive credit histories, further complicating risk assessment for 

lenders (Sangwan et al., 2021; Tchamyou & Asongu, 2017). 

 

To mitigate credit risk associated with these borrower characteristics, policy interventions should focus 

on promoting financial inclusion, improving employment stability, and strengthening credit reporting 

infrastructure (Blattman & Ralston, 2015; Sukumaran, 2015; Benami & Carter, 2021). Expanding access 

to affordable financial services and improving economic resilience through targeted social and economic 

policies can reduce the default risk in developing countries (Robb et al., 2014; Kumar & Ahuja, 2023). 
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DISCUSSIONS 

 

This study's findings underscore the critical role of borrower characteristics-income levels, employment 

stability, and credit history-in shaping credit risk in developing countries. Beyond their impacts, these 

factors interact in complex ways, compounding financial vulnerabilities and affecting both borrowers and 

lenders. The interplay between these determinants highlights the multifaceted nature of credit risk and the 

need for holistic approaches to risk management. 

 

Income Levels and Employment Stability: A Compounding Effect 

 

Income levels and employment stability are deeply intertwined, with each factor reinforcing the effects of 

the other on credit risk. Borrowers with low, unstable incomes are more likely to face financial hardships, 

which increase their likelihood of default. The findings show that lower-income borrowers often work in 

precarious, informal employment, where income volatility is common (Drehmann & Juselius, 2012; Hunt, 

2015). In such cases, the irregularity of income streams exacerbates the challenges borrowers face in 

meeting debt obligations. When income is both low and unpredictable, borrowers are less capable of 

building savings or absorbing financial shocks, intensifying their vulnerability to default (Mitchell, 2017; 

Haider, 2020). 

 

The interplay between these factors reveals a cycle of financial instability: low-income households without 

stable employment are less able to plan financially, which increases their reliance on short-term, high-

interest loans. These loans, in turn, reduce their future financial flexibility. Policies targeting job creation 

and improving income stability-especially through the formalisation of the labour market-could therefore 

have a dual effect, improving both income levels and employment predictability, thereby mitigating credit 

risk. 

 

Employment Stability and Credit History: Impact on Access to Credit 

 

The relationship between employment stability and credit history further complicates the credit risk 

landscape. Borrowers with unstable employment are less likely to maintain a positive credit history, as 

fluctuating income streams make it harder to adhere to consistent repayment schedules. Lenders use credit 

history as a key indicator of reliability, and borrowers with irregular employment often accumulate 

negative or incomplete credit histories (Schicks, 2014; Kodongo & Kendi, 2013). This dynamic limits 
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their access to formal credit, pushing them into informal financial markets characterized by higher costs 

and less favourable loan terms (Campero & Kaiser, 2013; Mhlanga, 2021). 

 

Moreover, the lack of robust credit reporting systems in many developing countries compounds the 

problem. Without access to accurate credit data, lenders may overestimate the risk of lending to 

individuals with inconsistent employment, even if those borrowers are otherwise creditworthy (Siddiqi, 

2017; Tchamyou & Asongu, 2017). Strengthening credit infrastructure by incorporating alternative data 

sources such as employment history or payment records from utility services-could help address this gap 

and provide a more comprehensive assessment of borrowers' creditworthiness. 

 

Income Levels and Credit History: Barriers to Financial Inclusion 

 

The study also highlights a significant interplay between income levels and credit history. Borrowers with 

low incomes are less likely to have established credit histories, as they may not qualify for traditional 

financial products due to their limited financial means (Schicks, 2014; Francis, 2017). This creates a 

barrier to financial inclusion, as these borrowers remain outside formal financial systems and cannot build 

the credit records needed to access affordable loans. In turn, the absence of a positive credit history 

prevents borrowers from improving their financial standing, creating a cycle of exclusion from formal 

credit markets (Mwangangi, 2014; Claessens et al., 2018). 

 

Addressing this issue requires a combination of financial inclusion initiatives and reforms to credit 

reporting infrastructure. By expanding access to affordable credit and promoting the use of alternative 

credit-building mechanisms, policymakers can help low-income borrowers establish a positive credit 

history, improving their long-term financial prospects. Additionally, integrating informal credit 

transactions into formal credit reporting systems could help bridge the gap for borrowers who have 

historically relied on informal lending channels. 

 

The Interplay of External Shocks and Borrower Vulnerability 

 

External economic shocks, such as inflation, natural disasters, or political instability, exacerbate the 

vulnerabilities stemming from income, employment, and credit history. Borrowers with lower incomes 

and unstable employment are particularly susceptible to these shocks, as they lack the financial resilience 

to absorb sudden economic downturns (Llanto, 2016; Bolton et al., 2021). A key insight from this study 
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is that these factors interact with external risks to magnify credit risk. For example, a borrower with 

unstable employment in a sector affected by seasonal income variability-such as agriculture-may faces 

heightened default risk during periods of drought or market fluctuation (Rosenzweig, 1988; Wossen et al., 

2018). 

 

The findings suggest that a more comprehensive risk assessment approach, one that takes into account not 

only individual borrower characteristics but also macroeconomic factors, is essential for effective credit 

risk management. Lenders should integrate stress-testing models that simulate the impact of external 

shocks on borrowers' ability to repay, especially in economies with high levels of income volatility. 

 

Policy Implications and Future Research Directions 

 

The interplay between these factors suggests that addressing credit risk in developing countries requires 

integrated policy interventions. Efforts to formalise employment, improve access to affordable financial 

products, and strengthen credit reporting infrastructure will have a multiplicative effect on reducing credit 

risk by simultaneously improving income stability, creditworthiness, and financial resilience. 

 

Future research should explore how fintech innovations and alternative credit assessment models can help 

bridge the gap for borrowers with limited traditional credit histories. Additionally, longitudinal studies 

that track the impact of macroeconomic shocks on borrower characteristics over time would provide 

valuable insights into how external factors interact with microeconomic determinants of credit risk. This 

research could inform the development of more flexible, adaptive risk assessment tools tailored to the 

unique contexts of developing economies. 

 

CONCLUSIONS 

 

This study concludes that credit risk in developing economies is influenced by a complex interplay of 

income levels, employment stability, and credit history. Lower income levels significantly increase the 

risk of default due to challenges related to debt servicing capacity, limited savings, vulnerability to 

external shocks, and restricted access to financial services. Employment stability is a crucial factor in 

determining borrowers' capacity to repay loans, with informal sector employment, economic volatility, 

and structural barriers contributing to employment instability and amplifying credit risk. Moreover, credit 

history is a fundamental determinant of credit risk, but limited access to credit reporting infrastructure, 
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reliance on informal credit markets, and financial exclusion hinder credit risk management efforts and 

impede inclusive economic growth. 

 

To address these challenges, comprehensive strategies are needed to enhance financial inclusion, promote 

income generation opportunities, and strengthen social safety nets. Policymakers, financial institutions, 

and development organisations should prioritise initiatives to improve financial literacy, expand access to 

formal credit, and enhance credit reporting mechanisms. By leveraging data analytics, technological 

advancements, and innovative financial solutions, credit risk management practices can be improved, 

access to credit can be expanded, and the resilience of financial ecosystems in developing economies can 

be strengthened. 

 

POLICY RECOMMENDATIONS 

 

Enhanced Financial Inclusion: Governments and financial institutions should prioritise efforts to increase 

access to affordable credit, savings accounts, and insurance products in underserved areas. Invest in digital 

financial services, such as mobile banking and community banking initiatives, and promote financial 

literacy programs to empower individuals and businesses. 

 

Strengthened Labor Market Promote job creation by investing in vocational training, entrepreneurship 

development, and support for small and medium-sized enterprises. Foster labour market flexibility by 

implementing policies that promote flexible employment arrangements and reduce barriers to job 

mobility. 

 

Improved Credit Reporting Infrastructure: Invest in developing reliable credit reporting systems to 

facilitate the accumulation of positive credit histories. Enhance data privacy and information sharing 

among financial institutions to ensure comprehensive credit assessments. 

 

Regulation of Informal Credit Markets: Protect borrowers from predatory lending practices by 

establishing consumer protection laws and licensing requirements for moneylenders. Ensure transparency 

in informal lending transactions to empower borrowers and reduce information asymmetry. 
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Responsible Lending Practices: Financial institutions should adopt stringent credit assessment 

procedures, offer financial education to borrowers, and provide flexible repayment options. Employ 

effective risk management strategies to mitigate credit risk. 

 

Leveraging Technology and Data Analytics: Utilise machine learning algorithms, predictive modelling 

techniques, and alternative data sources to enhance credit risk assessment processes. Develop more 

accurate credit scoring models to identify emerging risk factors and make informed lending decisions. 

 

Collaborative Partnerships: Forge partnerships between governments, financial institutions, community-

based organisations, and international agencies to address systemic barriers to financial inclusion and 

credit access. Collaborate to leverage resources and implement effective programs that address the specific 

needs of underserved populations. 

 

Evaluation and Monitoring: Develop clear performance metrics to measure the effectiveness of policy 

interventions. Regularly assess the outcomes of policies and identify areas for improvement. Seek 

feedback from stakeholders to ensure accountability and transparency in policy implementation. 

 

By implementing these policy recommendations, stakeholders can create an enabling environment for 

inclusive economic growth, mitigate credit risk, and enhance the resilience of financial systems in 

developing countries. These measures will contribute to building more equitable and sustainable financial 

ecosystems that benefit all segments of society. 

 

FUTURE RESEARCH DIRECTIONS 

 

This study suggests several avenues for future research to further advance our understanding of credit risk 

management and financial inclusion in developing economies. 

 

First, the impact of technological innovations, such as blockchain, artificial intelligence, and digital 

lending platforms, on credit risk management practices and financial inclusion should be explored. 

Investigating the scalability, effectiveness, and adoption barriers of these technologies can provide 

valuable insights for policymakers and financial institutions. 
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Second, the long-term effects of policy interventions aimed at enhancing financial inclusion and 

mitigating credit risk need to be assessed. Longitudinal studies can evaluate the sustainability of 

initiatives, measure their impact on economic development outcomes, and identify best practices for 

replication in diverse contexts. 

 

Third, research incorporating behavioural economics perspectives can shed light on borrowers' decision-

making processes, risk perceptions, and financial behaviour in developing country contexts. 

Understanding psychological factors influencing credit usage and repayment behaviour can inform the 

design of targeted interventions and personalised financial products. 

 

Fourth, comparative studies across different developing countries can provide valuable insights into credit 

risk dynamics, regulatory frameworks, and institutional arrangements. Examining variations in credit risk 

management practices and financial inclusion strategies can help identify transferable lessons and best 

practices for policy adoption. 

 

Fifth, future research should adopt a gender-sensitive approach to analyse the differential impact of credit 

risk management policies and financial inclusion initiatives on men and women in developing countries. 

Exploring gender disparities in access to credit, employment opportunities, and financial literacy can 

inform gender-responsive policy interventions. 

 

Sixth, given the increasing recognition of climate change and environmental risks, research should 

investigate their implications for credit risk management in developing countries. Examining the 

intersection of environmental factors, creditworthiness, and financial resilience can inform adaptive 

strategies and risk mitigation measures. 

 

Seventh, studies evaluating the social impact and sustainability of microfinance institutions (MFIs) in 

mitigating credit risk and promoting inclusive economic growth are warranted. Assessing the effectiveness 

of microfinance programs in empowering marginalised communities, reducing poverty, and fostering 

entrepreneurship can inform policy decisions and program design. 

 

Finally, given the growing reliance on data analytics and digital financial services, research should 

examine data privacy concerns, ethical implications, and regulatory challenges associated with credit risk 
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management practices in developing countries. Exploring mechanisms for ensuring data security, 

protecting consumer rights, and promoting responsible data usage is essential. 

 

By addressing these research gaps, scholars can contribute to advancing knowledge, informing evidence-

based policy formulation, and promoting inclusive and sustainable development in developing countries. 

Collaboration between academia, government agencies, financial institutions, and civil society 

organisations is crucial to facilitate interdisciplinary research and drive positive change in credit risk 

management and financial inclusion agendas. 
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