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Credit markets exist in order to allow individuals to smooth out the impacts of temporary fluctuations related to their income and it’s desirable that individuals should use the loans for this sole purpose. Poorer households are assumed to be at an increased risk of tackling debt and over indebtedness. Consumer credit is a major part of everyday life for most individuals aiding to smooth the flows and ebbs of expenditure and income and manage the available financial resources. However, the major concern is that the use of consumer-credit may lead to over indebtedness and severe financial difficulties. This paper therefore seeks to find out the correlation between poverty traps and credit scores. A poverty trap may be defined as a mechanism which makes it quite difficult for individuals to evade poverty. Poverty trap comes to existence when an economic system needs a huge amount of capital to earn enough so as to evade poverty. When people lack the required capital, they may in turn find it hard to acquire it therefore creating a self-rein-forcing cycle of poverty. On the other hand a credit score is a number that lies in between 300 to 850 that depicts the creditworthiness of a consumer. The greater the borrowers’ score, the better he/she looks to potential lenders. This research provides an overview of the extent to which credit scores causes’ poverty.
Credit facilities are given by banks or any other financial institutions in overdrafts and loan forms. Access to credit is controlled by the central bank of that country. The available money lenders usually need some kind of collaterals from the borrowers. In addition to the collateral, lenders utilize credit scores so as to evaluate an individual’s probability to repay the loan in the agreed period. Most people specifically the poor have low credit scores and are hence unable to borrow these loans. This as a results turns into a relatively slow business establishments and a very low productivity of a country’s economy leading to the poverty trapping of the economy. As a result of the limited access to loans, investors tend to undertake business activities that require little costs to start up and which are usually small in size.
Based on research carried out in Africa specifically in the countries of Ghana and Senegal on the relationship between credit scores and poverty traps, it was discovered that lack of access by individuals to capital is among the major causes of poverty traps. This is due to the fact that poor households are not likely to receive credits than wealthy households. Poor people technically have a low credit score as their tendency of repaying loans on time or keeping debt low is quite bad. Conversely, their credit scores ranges from300 to 579. With such a score financial institutions find it difficult to lend loans to such people trapping them in poverty.
Until a few weeks ago, pre-employment credit screening was widely unregulated and still remains so at the federal level. The FTC argued that as an employer it was right to use consumer reports when hiring new workers and when evaluating workers for retention, reassignment and promotion. However since the year 2005, many federal and state laws have been put in place with the aim of banning or limiting employer credit checks that including checking employees credit scores. Legislators noted the poverty trap concern that arise due to these credit checks: an employee losses his/her job and is unable to pay debts which negatively effects his/her credit report thereby making it impossible for him/her to find a job.
The paper has provided some of the relationships that exist between credit scores and poverty traps. It is evident that when financial institutions such as banks utilize credit scores they create a significant wall between those who have low scores and credit facilities which may in turn lead to the individuals’ poverty trapping or the poverty trapping of the economy. Therefore state governments have a very crucial part in avoiding poverty traps. They may do this by lowering bank lending and tax rates to facilitate easy credit access which will enable investors set up huge businesses in the country. This will both shield the poor citizens and the economy from poverty traps.
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