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ABSTRACT

This study examined the relationship between non performing loans associated with Small and Medium Enterprises (SMEs) sector and its determinants among the Commercial Banks in Tanzania. The paper analyse how SMEs could easily access loans from commercial banks to facilitate their transactions, not only for the development of their Enterprises and Shareholders but also for the development of the country through tax payment. Easily accessing of credits  have equal footing  with payments of credits,  this means that SME’s  are obliged  by  the  law  to pay their loans when falls due,  otherwise stern measures are going to be imposed against their collaterals pledged as security in  their loans. Loan granting process is a procedure, where by all applicants have to follow all necessary procedures before loans are granted to them. Procedures are including but not limited to; to have business existing, filling application forms, to have  the mort-gage being valued by professional values, verification of the valuation by bank officials  and finally the loan can either be granted if all processes are in line with the requirements otherwise the application will be rejected. The research methodology used was descriptive which covered both quantitative and qualitative designs. The population of the study covers all commercial banks in Tanzania .In formations are collected by the use of both open and closed ended questions. The questionnaire used five points liker scale which ranged from agree strongly to disagree strongly. Data are edited for accuracy, uniformity, consistency, completeness and are arranged to enable coding and tabulation for final analysis. This study used multiple linear regressions to analyse data.
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CHAPTERONE

1.0 INTRODUCTION
1.1Overviewofthe Study
This study determined the relationship between non-performing loans associated with SME sector and its determinants among commercial banks in Tanzania. The research methodology used was descriptive which comprises both qualitative and quantitative designs. The population of the study covers all commercial banks in Tanzania, information are collected by the use of both open and closed ended questions .The questionnaire used five points liker scale which ranges from strong agree  to strong disagree. Data are edited for accuracy, uniformity, consistency and completeness and are arranged to enable coding and tabulation for final analysis. This study also uses multiple linear regressions to analyse data.

The study examined out whether loan defaults bySMEs has significantly been increasing or not and which determinant affects the loan default key?, among them are; fund diversion, management problems, change in business environment, changes in Government policies, natural disasters, interest rates, longevity of business in operation, character of the loan applicant or character reputation of the customer, poor infrastructure, poor credit policies and monitoring, economic condition, lack of reliable markets and lack of business premises (Kaynak and Kucukemiroglu, 1992). Therefore a minimum number of defaults are potentially an effective tool that banks can use to gain a strategic advantage and survive in nowadays ever increasing banking competitive environment.
1.2 Background
Commercial banking was introduced in Tanganyika under Germany known as the Deustche Ostafricanishe in 1905.From 1919 to 1950,the commercial banking system was dominated by a monopolistic cartel of the big three commercial banks of Britain origin,namely the National Grandly Bank, the Barclays Bank D.C.O and Standard Bank (Lwiza and Nwanko, 2002). A major feature of the banking system during this era was that; the operating banks were branches of Multinational Banks, whose policies were formulated from outside the operating environment. During that period, the banking system was unregulated. There was no central bank to institute regulatory and supervisory functions. The sector was monopolized by the branches of big three commercial banks (Kimei, 1987).

After country gained her independence from Britain in 1961, the Government established the National Cooperative Bank and the Tanzania Bank of Commerce respectively. A major turning point in the history of the country as a whole came in 1967,when it was effectively turned into a socialist state following the famous Arusha Declaration (Tanzania’s version of the communist manifesto).Arusha Declaration of 1967 marked an important epoch in Tanzania history.

 It totally reversed the free market policies that were pursued after independence and placed the country on a socialist –oriented development path. Atthis time, only nine banks that operated in Tanzania were nationalized and placed under state ownership and control. The Arusha Declaration had a number of implications in banking system. It constrained the growth of the banking in terms of the number and services offered. Consequently, customers had limited choice in relation to service packages and argumentations and more critically financial service providers to choose from.
The Banking and Financial Institution Act, 1991 was introduced. The major recommendations included restructuring and modernization of banks to foster competition, making them responsive to the need of the customers, the economy as a whole and at the same time making them profitable institutions. 
Since the commencement of the banking reforms, some remarkable achievements changed the banking environment through providing a stronger legal, supervisory and regulatory framework. This provides for free entry and exit in the sector .The entrance of multinational or foreign banks has intensified competition and exposed local banks to new and dynamic methods, systems, technology and attitudes of doing business. Customers do not have an opportunity to shop around in various banks for attractive/ favourable interest rates and fees. This stiff financial competition results into some improvement of the quality and quality of financial services offered (Rutihinda, G. 1992).

There has been an increase in the number of banking service providers. As at March 31, 2014,the Bank of Tanzania(BOT) report shows that; there are53 registered commercial banks operating in Tanzania with a total of 642branches, number of ATMs is 1,526 with a total of more than14,770 employees. The number excludes the registered non-financial institutions and bureau de changes. Bureau de changes are amounted to 241, whereas 214 are in Tanzania mainland and 27 are in Zanzibar, this is per March 31, 2014 BOT report. Most banks are responsive to the needs of their customers especially the corporate customer service providers are in competition in striving to offer quality services that are more convenient, fast, accurate, reliable, secured and confidential.

According to the Fin scope Survey of 2009, 12.4% of the Tanzania population was served by formal institutions (banks and financial institutions), 4.30% by semi-formal institutions (microfinance institutions and SACCOS) and 27.30% are served by informal village association (VSLA/VICOBA) where as56.00% had no access to financial services.

(Director of banking supervision, annual reports 2010).  SMEs contribute to about 12% and 34% of the rural and medium employment respectively as well as up to 32% of the gross domestic product in Tanzania. Numerous evidence have pointed to the fact that the number of these enterprises in Tanzania is declining at an alarming rate (Satta, 2002) due to lack of support from financial agencies and one of the tool identified as a means to promote the growth of SME’s has been finance (Chijoriga, 1997).In Sub-Sahara Africa, SME’s account for more than one–half of the economic activities of the countries with in the sub-region.

CRDB Bank (PLC) is a private commercial bank .The bank was established in July, 1996to succeed the former Co-operative and Rural Development Bank (CRDB), which was a public institution with the majority of shares held by the Government of the United Republic of Tanzania. The succession was a result of liberalization in the Banking Industry of Tanzania and Financial Institution Act (BFIA) of 1991 (CRDB, 2000).
Being a young Bank in 1996 it was much easier to enforce the banks corporate culture and more so core values because there were fewer staff while the corporate culture was still being established and there was massive retrenchment, hence to avoid being laid off staff, didtheir levelbest to emulate the core values .

The bank hascome long way.As Dr.CharlesKimei informed ‘it (CRDB Bank) was born with just 19 branches and like most other banks, then transactions were manually processed’. From this humble beginning, it is now the icon of dynamism in the financial service sector (CRDB, 2007). The bank has grown with 56 branches and continues to grow exponentially.

 Currently CRDB Bank has 106 branches (BOT March 31, 2014 report). No wonder then this bank is viewed as one of fastest growing bank in Tanzania. Other achievement include, the most profitable local bank in 2005 from loss making institution in 1996, commands the highest deposit s in the market, refurbishes and modernized branches, over 90% growth in loan and deposit portfolios in last 10 years, it is leading in having many points of sales (POS) amounted to 954 POS which is 50% of the total POS in all commercial banks in Tanzania, customer loyalty and considered employer of choice. 

Given this background it is easier to see that CRDB Bank success comes from years of hard work by performance. Customer service has deteriorated, a concern made by key stakeholders namely; Board of Directors, Customers and staff (CRDB, 2007). The financial sector is occupied by firms whose number continues to increase. In their operations, they service mostly by income generated from interests received on loans.

1.2.1Background of CRDB Bank and CRDB Bank as a Case Study

1.2.2Brief History of the CRDB Bank
The history of CRDB Bank dates back to 1947 when the Colonial Government established the Land Bank of Tanganyika (LBT). The objectives of LBT  were firstly, to provide long term loans with a maturity up to 30 years for financing land acquisition and land development ; and secondly to provide short and medium –term loans with a maturity up to 5 years.

LBT changed names and objectives from time to time until when Tanzania Rural Development Bank (TRDB) was established in May, 1971. TRDB was later on re-constituted to enable it to mobilize adequate domestic resources as well as to provide the full range of banking services thereby enabling it to act as banker to the cooperative movement. Their constitution changed it into the Cooperative and Rural Development Bank (CRDB) on 1st July, 1984 with 51% of shares reserved to the Government and 49% of the shares reserved to Cooperatives. 

Cooperatives borrowed large sum of money from CRDB for the period ending June, 1992 showed a loss of 15.6 billion down from profit of TZS 669 million in the previous year. The allowance for loan losses was 17.6 billion in 1991/1992 compared to TZS 962 million of the previous year. During 1992/1993 the allowance for losses was 9.05 billion, and the loss for the year was TZS 5.3 billion. The impact in the balance sheet of the bank was a negative equity of TZS 10.2 billion and 8.97 billion as at 30th June, 1993 respectively. CRDB was technically insolvent with a negative equity.

The technical insolvency of CRDB was a reflection of malaise that had afflicted the bank for many years before 1992. They include poor customer service, poor deposit mobilization, inexperienced staff and lack of decisive management. Other factors were poor risk management, ineffective portfolio management, poor liquidity management, high operating costs and political interference.

The Banking and Financial Institution Act, 1991 set out regulations which banks and financial institutions needed to abide by. It became clear that CRDB’s structure, operations, finance, and human resource, needed comprehensive restructuring to put it in a position where it could compete with other banks in liberalized banking and financial market.

Following the change in Government policy to liberalize economy and concentrate Government’s resources in economic and social infrastructure, the Government decided in 1993 to sell its shares in CRDB to the cooperative and any other buyers. On 12th August, 1994, the Board of Directors of CRDB issued a prospectus on the sale of 250,000 Government shares in the Bank. The shares were allotted on 31st January, 1995. CRDB (1996) Limited was registered under the Companies Ordinance (Cap 212) on 28th June, 1996.
1.3 Statement of the Problem
Since1990, Tanzania has been able to transform itself towards market economy whereby Small and Medium Enterprises (SME’s) sector confronted with barriers which limits their performance, these barriers includes low level of education, limited access to finance, lack of business premises, lack of reliable markets, lack of entrepreneurial skills, poor infrastructure and regulatory environment(Mwanjoli,2009).

Finance, whether owned or borrowed is needed for expansion so as to maximize profit for the firms, the internal funds are always insufficient to undertake the required level of transactions for profitable projects(Obamuyi and Oluntula,2008) SME’s sector in Tanzania is perceived as high risk ones incapable to fulfil the collateral requirements (United Republic of Tanzania Development Policy,2003).

Available funds are often diverted to other purposes and only an insignificant number of SMEs are able to pay back their loans to their corresponding banks. In this regard, inability to pay back loans to commercial banks is among the reasons for SMEs default.This is one of the most serious impediments to the performance of commercial banks in Tanzania. Loans may be employed as capital whereby among other things can be used to purchase the productive forces such as machines and equipment’s. Despite the growing number of empirical assessments, a careful analysis of the market should be done to identify those customers who will comply with the firms lending conditions.

1.4 Objective of the Study
Thisstudyisguidedbythefollowingobjectives;

1.4.1The General Objective
This study examines the determinants of SME loan defaults’ in commercial Banks in Tanzania.

1.4.2 Specific Objectives
The study is guided by the following specific objectives;
(a) To find out the cause of SME’s defaults.
(b) To examine the factors associated with SME’s defaults.
(c)To come out with an alternative solutions to stop SME’s defaults’

1.5 Significance of the Study 
The study intends to explore the determinants of SME’s loan default in commercial banks inTanzania.This line of inquiry is significant to the following areas:-To Small and MediumEnterprises.
To explore the importance of loans for SME’s performance
(ii)To reveal the determinants facing the SME’s in relation to loans default
(iii)To reveal measures for solving the loan default problems
(i)To empower SME’s to access loans and utilize them effectively and efficiently for                                            Performance.
(ii)To modify or repeal some policies which are outdated and to enact new ones which can cope to the world changes.
1.6 Scope and Limitations of the Study
The scope of this study is CRDB Bank (PLC) AzikiweStreet at Ilala district in Dar es Salaam Region, covering the determinants of SME’s loan defaults’ in commercial banks in Tanzania, based on social economic development,great effort will be taken to fetch information from SME’sloan officers,branch manager and selected individual customers.

The study covers only one bank. Although CRDB Bank (PLC) has many features similar to other banks operating in Tanzania, each bank has its own credit risk mitigation systems as well as different risk acceptance criteria.

Although the analytical technique used has a predictive value, due to the complex nature of the subject being investigated involving more of qualitative information on trying to establish the alternative credit risk mitigates, it might not predict with 100 percent accuracy, the results from the various types of linear equations that were used.
Despite these  limitations, it was worthwhile  carrying out the study because it will give insight on how best can SME’s  can repay their loans to commercial banks when falls due. Existence of non-homogeneous risk acceptance criteria among various banks does not hinder generalization of the findings of the study because most of the policies and procedures are based on the same legal framework and prudential guidelines/regulations of the Bank of Tanzania.  


1.7 Organization of the Study
Chapter one provides the background of the study, the statement of the problem, research objectives, significance of the study and scope of the study and the structure of the report.Chapter two provides the literature review, which comprises theoreticalreview, and empirical literature review as well as the conceptual framework of the study where important terms are defined.Chapter three gives a detailed discussion of the approach strategy used on collection of data. It gives research design, data collection method and instruments used for the study and data analysis. Chapter four provides findings of the research, the analysis and interpretation of data. The findings are analyzed in relation to the research objectives, hypothesis of the study and literature reviewed and lastly chapter five provides for conclusions, recommendations and area for further studies. 












CHAPTER TWO

2.0 LITERATUREREVIEW

2.1Overview
This chapter examinesthe relevant literature reviewed. The literature is organized under three main headings, namely theoretical review and empirical review.

2.1.1 Theoretical Review

2.1.2 Basic Credit Considerations
Finance is the most essential requirement and is the lifeblood of any organized business where value addition and value creation is the essence. Finance need be made available in proper quantity and quality and should be available at the right time.

The need for finance has led to organizations to look for credit facilities from commercial banks. All lending decisions involve risk. The primary concern of a lender ought to be the safety, suitability and profitability of the credit facilities (Ramamuthy, T. 1998). The credit facility must be safe, means that; credits should be granted to a reliable borrower who can pay from reasonably sure source within the time limit. In most cases, existence of collateral supports the safety requirement as it acts in an insurance against unforeseen negative operations.

Banks are business too. Apart from being safe and liquid, the credit facility need be profitable to keep the shareholders and staff happy. Net interest income on loans is the main source of banks revenue. Banks strive hard to ensure that, the rate of interest agreed with the customer provides a satisfactory return to the bank. 

The literature review begins with the theoretical literature review then the empirical frame work is presented. In the theoretical literature review, various key terms, issues and concepts are dealt with and explained. In the empirical literature review, evidence from previous studies and practitioners is discussed. In establishing the conceptual and analytical frameworks, the researcher gives out the way the research work is conceptualized.The literature presented enables the researcher to gain valuable insights on issues of SMEs default particularly commercial Banks,causes factors in Tanzania and in the world at large and its various methods of encountering defaults.

2.1.3 Need for Collateral
The primary consideration in granting credit facilities is the borrower’s ability to generate sufficient cash flows from business operations to meet the terms of credit agreement. The first dependable way out is the business itself as a going concern. A loan is most likely to be repaid from company’s earnings than from liquidation of the firm’s asset and working capital (Ramamuthy, T. 1998). However, in order to reduce the default as the result of asymmetric information, adverse selection and moral hazards, collateral is demanded in most lending considerations as measure of credit risk mitigation so that, if things goes wrong, customer will not or cannot repay the loan, the bank has an alternative means of getting its money back (controller handbook, 2001) and its importance is normally high weight by regulatory authorities.

2.1.4 Role of Collateral
In loan contracts, collateral reflects the incentive for the borrower to service credit facilities. If a specific asset that serves as collateral secures a loan, the chances of the borrower to abscond his credit facilities are significantly reduced. Collateralization may induce a borrower to reveal the otherwise hidden risks. In this sense, the collateral pledged helps to align the interests of both lenders and borrowers, avoiding a situation in which the borrower makes fewer efforts to ensure the success of the project for which finance was given. It can be seen as an instrument enforcing good behaviour on the part of the borrowers, especially where there is a credible threat. The problem comes where there is difficult the collateral under breakdown conditions (Mlabwa, A. 2004).

2.1.5 Credit Reputation:
The relationship between a bank and a borrower is an infinitely a repeated game. The bank learns a type of borrower through repeated interaction, a process by which a borrower builds his reputation as an honest partner. A defaulting or dishonest borrower forfeits his access to future loans. Currently, collateral is not a necessary condition for a credit transaction to take place. The reason is that, cultural and political factors may make it difficult to appropriate collateral when a borrower defaults. For instance is a powerful politician or an investor with a political connections, it may be difficult to prosecute him and eventually seize his property put up as collateral (Nkurunzinza, J 2005).

Even when collateral is successful appropriated, it may prove difficult to realize for economic reasons. The absence or thinness of secondary markets in physical assets makes real estate transactions highly personalized. When the collateral is eventually auctioned, potential bidders shy away because they fear to be seen as siding with the bankers. Also bank loan officers may lack incentive to appropriately monitor and deal with the defaulting borrower. Low motivation and sometimes incompetence of loan officers, coupled with corruption, often make it cheaper for recovery than allowing the collateral to be auctioned.

Due to difficulties of realizing collateral, it is necessary for banks to bank on trust for a successful credit transaction. Trust in economic life is produced by social relations rather than institutional arrangements or generalized morality (Granovetter, M 1985).

Reputation is a crucial asset for any firm operating on a regular basisPopulation as the most important tangible asset for an organization. (Tadelis, S.1999). It is the soul of the organization. (Holmostrom, B.1989). The more the faith the trading partners have in the organizations ability and willingness to meet its contractual obligations in an efficient manner, the lower the cost of transacting. Hence borrower’s attributes and the knowledge of these attributes by lenders are important for a successful credit relationship. Borrowers with a high reputation have an advantage over those without it in accessing credits even without use of collaterals. 
2.1.6 Capital Constraints Model
The capital constraint model describes how the behaviour of banks restraints to give out loans to SMEs because of the limitations of available financial resources.
 Basically, banks are subjected to both market and regulator who involves capital requirements. Banks regulators require banks to maintain core capital at not less than a stated fraction of the banks’ total assets. For instance, banks are expected to meet the capital adequacy requirements of ten percent(Obamuyi, T. 2007). This situation is available in Tanzania, as banks are expected to maintain a minimum of 20 percent liquidity ratio of total deposit. Therefore in complying with regulatory requirements, banks give out conditions like having a collateral and credit history in order for SME’s to obtain loans from banks. Thus, the ability of banks to grant loan is constrained by the amount of financial resources at their command, based on the capital requirements.

2.1.7 Agency Cost and Information Asymmetric Theory
The agency theory is concerned with how agency affects the contract and the way they are minimized, particularly when contracting parties are asymmetrically informed. The problem arises because lenders are imperfectly informed about the characteristics of potential borrowers (Fraser, 2005). Asymmetrical bias may arise in SME financing, because of the theory of the market for “lemons’, argues that small business, especially in developing countries, are regarded as “High risk”, and the level of risk associated with small business tends to be applied to all small business. Therefore, the problem of information asymmetries highlights the importance of relationships between lenders and borrowers.
2.2 Empirical Review

2.2.1 Need for Collateral
Despite the importance given to collateral in theory, empirical work has lagged behind. There is little evidence on the magnitude and nature of collateral constraints. Without such evidence, it is difficult to understand the practical relevance of collateral based theories (Nkurunzinza, J).

2.2.2 The pecking order theory
The theory as propagated by Myers (1984) states that, firms finance their needs in hierarchical order, first by using internally available funds, followed by debt and finally external equity . Holmes et al, (1994) admitted that pecking order theory is consistent with small business sectors because the owner managed and do not want to dilute their ownership. Owner managed business usually prefer retained profits because they want to maintain the control of asset and business operations. This is not strange considering the fact that Tanzania according to empirical evidence, SMEs funding is mainly made up of own equity as well as loan from family and friends

2.2.3 Transaction Cost Theory
In economics and related disciplines, transaction cost is a cost incurred in making an economic exchange. Search and information costs are costs such as those incurred in determining that the required goods are available inthe marketswith who has the lowest price. Bargaining costs are the costs required to come toan acceptable agreement with the other part to transaction, drawing up an appropriate contract, policing and enforcements costs are the costs for making sure that the other party sticks to the terms of the contract and taking appropriate action (often through the legal system) if the agreement turns out to be the case. The theory places emphasis contracting analysis, following the work of Carters’, et al, (2007). The work of these writers point the challenges that surround ownership, contractual agreements, management relationship, credit rationing between SME’s and external providerof finance.

2.3 Conceptual Framework Definitions
Guba and Lincoln as cited in Kombo and Tromp (2006) maintained that conceptual framework is a research tool intended to assist a researcher to develop awareness and understanding of the situation under scrutiny and to communicate this. Once it is articulated conceptual framework has potential usefulness to assist a researcher to make meaning subsequent findings.

2.3.1Banking   Industry
A bank is an Institute that provides financial services usually for profit. Traditional bank services include but not limited to:-Receiving deposit of money, lending of money and processing transactions.

A commercial bank is usually defined as an institution that both accepts deposits and provides loans. There are also financial institutions that provide selected banking services without meeting the legal definition of a bank. A commercial accepts deposits from customers and in turn provides loans based on these deposits.
Some bank issue bank notes as legal tender many banks offer ancillary financial services to make additional profits. For example;- selling insurance products, the investment products or stock broking (Mlabwa, A. 2004)

Lending is one of the core functions of the commercial banks among others, not because of their social obligation to cater for the credit needs of different sectors of the economy, but also because bank should own profits. Lending creates loan portfolio, management of loan portfolios is the most challenging task for the commercial banks.

2.3.2Impact of Loan Default in Financial Institution
The losses caused by loan default have been the issue of many banks in both developed and non-developed countries. However, in developing countries is at acute. In developing countries the persistent loan default has become an order of the day.
Most of banks in the developing have experienced by the under capitalization and illiquidity of  160 defaults in 33developing countries (Hogue, 2004).Loan default is said to have occurred when borrowers cannot or will not pay their loan and financial institution will no longer expect to receive payment.

Theoretically, loan default occurs when borrowers are not willing and able to pay (Hogue, 2004).The default result in to losses of payment of the debtors is a kind of risk that must be expected .He argued that, it is the default rate that host greatly affects the financial viability condition such that effective screening and loan enforcement mechanism are essential for success.

Default and delinquencies have put many credit operations and banks out of business .The successful financial institutions have learnt how to protect against default and delinquency which are very expensive for the institutions. Effective management system that ensures repayment of loan by borrowers is a critical in dealing with both asymmetric information problems and reducing the level of loan losses, this provides the long term successful of any banking organization (Besly, 1995).

Various study suggested that following up late loans quickly are among the deliberate measure to reduce credit default .Successful institutions have also developed products and services delivery methodologies which screen out business that cannot or would not pay and keeping the best customers with a good on time repayment records .For a bank to minimize loan losses its essential for the bank to have an effective credit management system in place (Besly, 1995).

Today, the focus of many banks is to adopt an enterprise which is performing well. This is encouraged by the pressure from regulatory requirements such as Basel 11. By constantly enhancing existing tools and methods, banks are able to work towards achieving best practice in credit risk management.



2.3.3 Empathy
Empathy is a combination of complete and credibility possessed by customer contract personnel (CCP) which gives him/him ability to use knowledge and skills to perform the services (Zeithmal et al 1990).This goes hand in hand with trustful worthiness that involves having customer best interest at heart. Other aspects that can contribute to credibility are company name and reputation and personal characteristics of CCP.
Lower the level of defaults, good reputation and image of the firm and the higher credibility. Customers in banks and other service organization use competence of customers contact personnel as evaluative criteria of service criteria,competence is an important  determinant of customer perceived  trust  in the sales person  service organization by the provision  of training can impart employees  competence  of which eventually  enhance  customer satisfaction .In this study, empathy means an ability of the bank CCP to identify  and show care with customers wants, problems ,requests on situation and be able to execute relevant function in their areas without fumbling, hence good communication such as keeping customers informed in a language which they can understand on his or her needs, problems and requirements are very important.

2.3.4 Loans and Loans Advances
BFIA, 1991“and Loans Advances” includes any loan, discount, advance, or any other credit extended to the customer of a bank or excluding the un –drawn or un-available balance of any line of credit, guarantee commercial letters of credit, standby letter of credit and other similar contingent account or off balance sheet items.
2.3.5 Non Performing Loans
NPL’s are defined as any loan that repayment of principal and interest in whole or partial is not effected for 90 days on more after due date (BFIA,2006). Once a loan becomes non-performing, the lender must classify it as especially mentioned, 
Substandard and doubtful debt or loss (Fitch, 2000).Before a loan gets into that stage; a lender usually is taking an action to protect his security interest. BOT requires banks and financial institutions to set up in its books of accounts on or before the end of each calendar quarter, a valuation reserve or an asset valuation account called” an allowancefor probable losses for past due loans”.

The definition of loan is intrinsically elusive and subjective, because whether a loan is bad or not rests on the future cash flow the loan may generate. The narrowest definition of a bad loan might be “any loan which fails to meet certain obligations to pay interest and/ or principal.” But increased payments in the future could well compensate for such failure.

Conversely, a current apparently good loan might be a bad loan in reality if the borrower secretly plans not to repay and to disappear in the near future (Fuchita, 2004).

Conclusively, “NPLs” are baking facilities in which from lender’s perspective, total losses or minimal recoveries are anticipated. To this regard, the definition of NPLs as set forth by BFIA, 2006, was used in this study.

2.3.6 Loan Classification
There are loans or portions thereof are considered uncollectible or worthless and of such little value, threat continuance as bankable assets is not warranted although the loans may have some recovery or salvage value.

2.3.7Non Accruing Loans 
This is a type of loan or portion thereof whereby the recognition of interest income on the loans has been placed on a cash basis for final reporting purposes. Interest is no longer accrued on the books of the bank or financial institution not taken into income unless paid by the borrower in cash, but shall be recorded in a memorandum account or register. The accrual of interest on the books of the bank shall resume only if the unpaid interest is paid.

2.3.8 Past Due Loans
These are loans which have become due for repayment.

2.3.9Substandard Loans
These are types of loans which involve a substantial and unreasonable degree of institution because of unfavourable record or unsatisfactory characteristics.

2.4 Types of Loans
Borrowing may be of several types-short terms or unsecure or secured, revolving or term. The type of borrowing your customers are engaged in will have an effect on your decisions on how much credit, if any to extend.
Long term debt is generally, paid off over a period of many years, in annual instalments whereas short term debt generally is due in less than a year. Unsecured debt is that, the lender has sufficient confidence in the borrower to repay the loan based only on the borrower’s signature. This is solely based on the results of credit investigation of the borrower without askingany security or collateral.  A secured loan is exactly what the name implies, in order to receive the loan, the borrower must put asset as security collateral.

2.5 Indirect Guarantees
The difference with  direct  with  direct  funds is that  a third  party administers the  fund  established  by the  donor agency. These guarantees,   also   guarantee   the loan   up to a certain percentage. The final payment is debited   to the fund by the third party and can take place without direct involvement for the donor agency to which only progress reports are given. The Central bank or the Government can sponsor these guarantee system. The advantage of a system created by a Government is that continuity is possible   .On the other hand, lack of confidence and bureaucratic tardiness are also ingredients inherent in these systems.(Najavas, R.2001).

2.6 Individual and Portfolio Models 
This classification relates to the way a loan is guaranteed.

2.6.1Individual Model
Individual borrowers are approved by the guarantor and are directly linked with a participating institution. The borrowers still have to fulfil the lenders requirements. If the loan is approved, borrowers have to pay fee to the entity .The fee depends on the amount loaned or guaranteed. It is also possible that the lender collects the fee and pays the guarantor.



2.6.2 Portfolio Model
This is the model in finance that attempts to maximize portfolio expected return for any given amount of portfolio risk.

2.7 Funded and Unfunded 

2.7.1 Funded Credits
The details,and  therefore  the advantages   and  disadvantages  of funded  CGS  vary according  to the country  ,however  funded schemes  can be classified   as follows;
Firstly, the central bank of the country is the only financier of the fund. And secondly, banking and non-banking institutions participate in the fund.

2.7.2 Unfunded Credits
In unfunded credits, the Government finances the guarantees and pays whenever a loan defaults.  On the other hand, commercial banks administrate the fund and decide if a loan is to be guaranteed or not. Nevertheless, banks have to share part of the risk, usually up to 25% and have to take precautions, since the Government has the right to reject claims.
2.7.3 Open and Targeted Credits 
This classification relates to the target group.

2.7.3.1 Open Credits
A CGS is normally created to grant access to credit for a certain target groups..If there is no special requirement for the target group, the credit is said to be open.A CGS for SME at large is defined as open (Najavas, R. 2001)

2.7.3.2 Target (Closed Credits)
The scheme is introduced to support a particular target group, example independent workers in a specific region.Nevertheless, not every member of the target group will be automatically guaranteed, they also have to meet the criteria set by the fund. Not being part of the specific target group will exclude that borrower automatically from the fund.

2.8Ex-ante and Ex-post Credits
This classification relates to when the guarantee is issued.

2.8.1 Ex-ante Credits
The borrower presents his project and financial proposal to the guarantor. It issues a letter of guarantee favouring the borrower. The borrower then presents this document to the lender, which is a participating financial institution. Moreover, a guarantee from the CGS does not mean that, the lender will approve the automatically, even though the guarantor and the borrower will expect it so.
2.8.2 Ex-post Credits 
The lender evaluates the borrower and once the loan is approved,the letter is referred to a CGS and applies to the guarantee .Since the guarantee may be turned down;the borrower may find himself without access to credit.Therefore, this is model is especially suitable for micro-finance. It consists in a guarantee from a bank to a non–bank micro-finance institution. Then, the micro lender uses the funds to loan or financea line of credit for micro-entrepreneurs using micro credits technologies.

This is attractive for banks, since microfinance institutions are more reliable, and in case of default, the guarantee can be redeemed. Since these classifications are related to different aspects, they are not mutually exclusive.

2.9 Small, Medium and Large Enterprises 
In practice, it is hard to define characteristics and even harder to draw line which separate these categories. Small business does not conform to any neat parameters, they mainly depending on the industry in which they operate and personalities and aspirations of those that run them. These factors varies from manufactures  to retailers professional managers to husband and wife business, high technology start up funded by venture capitalist to self-financed tradesmen whose content is first to make a living.

CRDB Bank (PLC) recognizes SME’s as a formal business undertakingwith capital investment of up to 200.00 million TZS and working capital requirement up to 50.00 million TZS.
2.10 Micro Finance in Tanzania
Micro-finance in Tanzania is one of the approaches that the Government has focused its intention in recent years in pursuit of its long term vision of providing sustainable financial services to majority of Tanzania population. In Tanzania, before the recent and banking restructuring took place, most of financial services for rural and urban, micro and small enterprise were offered only by the National Bank of   Commerce (NBC) and the cooperative and rural Development Bank (CRDB) (Chijoriga, 2000).In Tanzania, we are talking of 49 Registered commercial banks, scattered in different regions and districts Tanzania (BOT, 2014).

A part from the above, also were registered SACOSS and SACA (BOT 2010). The success occurred within the period of less than a decade since the NMFP was incepted in May 2000. Despite all these achievements, there is some weakness posed by the existing NMFP which needs to be addressed to in order to smooth the SME’s operation in the country. Therefore, it is still important to evaluate the services provided by CRDB Bank (PLC) in order to specify which delivered quality services to SME’s for the period under review.

In Tanzania, LIC’s is the formal market which is a complex mix of formal, quasi formal and informal lending activities. The financial markets operate not according to market forces, a condition that discourages domestic savings and hence a need for support to the poor and vulnerable rural producers. Most of low industrialized countries (LIC’s) economics are agriculturally based and thus credit is a major component of agricultural and rural development   programmed and also micro enterprises increase their income. Numerous programs have been established to increase the volume of credit to serve this purpose.

Advocate of credit as poverty alleviation measure (House 1978, Adam etal, 1984, Boom Guard 1989 and Mutual 1996) contended that, limited availability of credit services has undermine small business and micro enterprise activities due to lack of capital investment and has prevented small business to adopt improved business practices because of this in ability to purchase the necessary inputs required in the production. Moreover, it is perceived that in adequate credit facilities has to a large extent discourage the entry of youth  to the small business, and leave majority of the un employed because of lack of investment capital incentive, increase monthly change increased interest rates.

2.11 Global Overview
Researches on bank loan have been extensively carried out mainly in developed countries like United Kingdom and the United States of America. 
The effect of Bank conditions on accounting choices were examined by many studies (Press and Weintrop, 1990, Beghy,1990, Citron, 1992), the study by sounders and schemes (2001) on loan pricing, collateral and covenants in Netherlands and other develop countries indicated a number of conditions that need to be fulfilled before the borrower are given credit. For instance the absence of sufficient  collateral, a small business is either turned down on if small enough the  government guarantee as being sufficient to fill the gap up to 50% of the loan amount, in return for which the borrower has the to pay an upfront fee of 3% to the Government. 
Indeed, in the absences of harsh lender liability laws in Netherlands enhance the banks willing to continue leading small business. On the other hand, in countries like France and United States of America when lender liability laws are strong, banks are less willing to get actively involved in providing financial services like lending to weak firms.

A study cited in sounders and other requirement so that, to access Aids from banks, these and other firms have access to the Government small firms loan guarantee scheme established in 1981. The study on effectiveness of credit guarantees in the Japan loan market observed that, in Japan, the Government facilitates the flow of fund to small and medium enterprises. It has established a variety of programs including the use of direct loans by Government backed financial institutions and loan guarantees. These were established after realizing the strict conditions and procedures of banks which exclude most small business access to borrowing from banks.

2.12 Tanzania Overview
The use of covenants is very common in Commercial banks; however there are   no specific studies that have been reported so far on debt covenants. The study by Mlabwa (2004) was confided mostly on effects of collateral on loan repayment. Collateral is said to be part of broad spectrum of debt covenants that banks stipulate to their clients since there are superficial studies so far, on effects of debts covenants on accessibility to loans by small business in Tanzania, which are important.
The problem is how best credits were repaid by SME’s to Banking industry in rural or urban areas.

2.13 Synthesis of Theoretical and Empirical Review.
Theoretical framework is the foundation on which the entire research is based. It is a logically developed, described, and elaborated network of associations among the variables deemed relevant to the problem situation and identified, though such processes such as interviews, observation, and literature review. Experience and intuition also guides in developing the theoretical framework. (Sekeran, U. 2006).

The goal of this conceptual foundation is to present a general theoretical basis and framework which guided the research. It is also intended in the process to demonstrate the role, importance and relevance of information and analysis in the repayment process. The theoretical framework of this study is based on the assumption that banks and financial institutions grants credits after a thorough analysis of the credit applications. Credible customers’ meets minimum requirements are only considered for credit facilities. 

The credit analysis is based on the principles of lending which ensures that loans are granted to reliable customers ‘who can pay from reasonably sure sources within the stipulated time frame. When money has been lent, the bank, through monitoring, follow-up and supervision, can reduce the risk of not getting repaid by checking up on whether the intended project has been undertaken or not and how customer repays his instalments when falls due.
This study looks at the Small and Medium Enterprises Defaults’ in commercial banks in Tanzania. This means firms ability to repay loans when falls due. The dependent variable is credit performance, which is the variable of primary interest, in which variance is attempted to explained by fourteen independent variables, namely credit granting process, borrower’s characteristics, loan structure, size of the loan, compliance terms and conditions, loan monitoring, integrity of loan officers, loan monitoring, duration of the borrowing relationship, integrity of the external agencies, legal frame work, economic conditions, Government policies and level of transparency of both lender and borrower. The theoretical relationship between independent and dependent variables is as explained below:

The credit granting process from when the application is received to when the decision is made may explain the default behaviour. If it takes a long time to process the credit facility, it may take the same to be barred. The borrower may fail to meet the intended purpose, due to not receiving loan money as per customers’ business plan. If the borrower is not trustworthy the credit facility may not be paid, there are some customers who are wilful defaulters. 

If it happens that, the bank fails to ascertain the character reputation of the customer at the granting stage and grant such a credit, then there are greater chances for the firm to default. Poor structuring of loans may lead to default. For example, if a borrower needs e term loan is granted an overdraft facility, it is obvious that he may not be able to pay the loan when falls due. Granting an overdraft facility which is essentially in business and also are very important related expenses for meeting 
Working capital requirement instead of term loan will constrain the cash flow of the business and consequently leads to default (Morsam, E. 1996).

Collateral in business is a second way out. Because, the lower the value of collateral, the less commitment of the borrower towards loan repayment. This is because in case of default the customer does not have much to lose.

Lenders need to assess the track record of customers, where the banking business relationship is too short; there are higher possibilities of default than where the relationship developed for knowledge of each other. The size of the loan is important in the performance of the credit policy. Where the amount is not in line with the business requirement, it may lead to default. Over financing encourages fund diversion, which in most cases is a cause of default? Under financing, causes the intended purpose not to be met, it impedes the smooth take off of the business. 

Failure to comply with the terms and conditions of the credit leads to default. Borrower may divert the funds. Loan monitoring ensures compliance to the terms and conditions. Where the warning signals are not observed in time, credit eventually changed to defaults (Whitaker, J. 1993).

The banks normally use information. Some of information originates from auditors, values, land officers and registrars. Integrity of such external agencies is doubtful to the extent that they do not give credible information. Chances for credits granted using unreliable information to default. The existence of an efficient credit system depends on a well-functioning legal framework (Whitaker, J. 1993). Where the legal framework is not functioning, it reduces the incentives for the borrowers to service their credit facilities. After all, even where banks use threats, the same cannot work because the legal framework considers each recovery case on its merits.

Deteriorating economic conditions leads to default. Likewise change of Government policies may adversely affect performance of credit facilities because the changes may not be in favour of business operations.

It is necessary that, both lenders and borrowers exercise a high level of transparency in order to minimize the problem of asymmetric information and adverse selection. Where there is no transparency, it is possible for the occurrences of the default.  All independent variables can be moderated by the appraisal factor which serves as moderating variables. In attempting to determine the variables behind credit performance; it was deemed important to establish a functional relationship between dependent and independent variables.








Table 2.1.Concluding Remarks
	Specific Objective
	Research Question
	Research Issues
	Data Source
	Data Collection Instrument

	Reasons for SMEs Defaults’ in Commercial Banks in Tanzania
	Why SMEs default in repaying their loans to commercial banks in Tanzania?
	-Objectives
-Management
-Loan Sizes
-Business growth
-Structure
-Time
-Loan Officers
-Training Advices
-Collaboration
	Management
Management
SMEs Management
SMEs
Management
SMEs 
Management
SMEs  Management
Management
	Interview

Questionnaires

Documentary review

	To identify factors associated with SMEs defaults
	What factors associated with SMEs defaults?
	-High Interest – rates.
-Collaterals
-Capacity
-High fees & margins
	SMEs  Management
Management
SMEs  Management
Management
Management
	Interview

Questionnaires

Documentary review

	To formulate strategies that can be adopted by SME to improve  repayment standards to commercial Banks in Tanzania
	What strategies that can be adapted by SMEs to Improve repayment Standards?
	-Interest rates 
-Grace Period
-Lending Models
-SMEs  Network
-Dynamic
	SMEs Management
Management
Management
SMEs
Management
	Interview

Questionnaires

Documentary review


Source: Research compilation based on conceptual framework (2014).


CHAPTER THREE

3.0 RESEARCH METHODOLOGY

3.1Overview
This chapter describes basic research plan that the researcher went through .It also describes research design including the sources and types of data that are collected, methods of data collection and data analysis. According to Zikmund (2000), a research design is a master plan specifying methods and procedures for collecting and analyzing the required data. It is a blue print that is to be followed in completing a study. Research Design helps the researcher to obtain relevant 3.data to fulfil the objectives of the study (Hurchill and Lacobucci, 2002).

3.2 Research Design
This is the one framework for the collection and analysis of data to answer research question and meet research objectives, providing reasoned justification for chance of data source, collection methods and analysis techniques (Mark, S. 2011).The research methodology is descriptive which combines qualitative and quantitative designs, which studies participants meaning and the relationship between them, using variety of data collection methods analytical procedures. Data collection is alter is non–standardize so that so that any procedure may alter and emerge during a research process. Physical access and report are needed gain cognitive access to data.


3.3 Study Area
The study area of this research comprises of CRDB Bank (PLC)Azikiwe Branch purposively selected. Study will be discussed in detail in order to give a clean picture to the reader of this research.

3.4 Study Population
Population is the aggregate of variable under investigation (Newman, 2000, Saps Ford and Jupp, 1996); hold the view that a clean and concise definition of the population is one of the most important underpinning in sampling. For this reason, the population for study will be branch.Manager gathered from SMEs will be supplemented by Information from branch manager and loan officers of CRDB Bank (PLC).

3.5 Sample Population
Population can be considered as consisting of sampling units, particularly when it is viewed in the context of sampling, Saps Ford and Jupp (1996). Sampling units according to these authors is collection of variable which do not overlap and which exhaust the entire population.

3.6 Sample Size and Sampling Techniques
It is not possible to collect and gain data from all available needed to collect by considering only data from a sub group rather than all possible elements (Saunders et al, 2000). There are two types of sampling procedure, which includes probability and non-probability sampling. Non probability sampling especially in a purposive sampling allows choosing a sample which a researcher is interested (Silverman 2005). However according to sounders et al (2000), purposive sampling enables a researcher to use judgment to select sample that will best enable a researcher to answer questions and to meet his/her objectives.

 This form of sampling is often used when working with very small sample such as in this study is based on the above explanations, therefore this study adopted sample size of 400 customer files from CRDB Bank (PLC), where the SME’s were purposively selected the small size sample are chosen due to high costs and difficulties associated with the contact of customers, who are spread according to their locations, however sample sizes are effective when they fall within the range of 5% to 10% of the entire population (Newman, 2000). During the sampling stage, both probability sampling methods will be applied probability methods employed in the study is simple random sampling. According to Saps Ford and Jupp (1996), random sampling means that every element in the population of interest has an equal and independent chance of being chosen.

3.7 Data Sources
This section points out where the data are obtained and collected. Two sources of data collection are applied, that is primary and secondary sources.

3.7.1 Secondary Data 
This is information which is collected through different sources to assist in obtaining the facts about what are transpiring and the gaps founded in the study.
Such information including bank reports related to SME’s access to finance, customer files and credit guarantee scheme reports from BOT, SME’s reports and from other relevant sources that provide financial services for SMEs. Therefore, the secondary data did help in identifying of what is done in the area of the study and come up with the constructive ideas for future use. 

Furthermore, various publications and edited manuals and journals in the academics and business management units in financial records, particularly those related to SME’s are reviewed to balanced arguments and well founded theories from various theories and practices on the theme of the study. Finally, there are data that are intended only to provide a superficial overview of what the topic including, its basic terminologies and often references for further reading (which would usually be secondary sources, producing by establishing ‘experts ‘on the topic ). Tertiary data might use other tertiary sources, such as dictionaries.

3.7.2 Data Collection Procedures
The study collected and used both primary and secondary data of credit customers of CRDB Bank since 2000 to 2009. Secondary data were collected from borrowers’ credit files and Banks data base of non-performing customers. Primary data were obtained through interviewing customers and bank (Yin, R 1994). The study adopted different methods of data collection, where by both secondary and primary data was collected from SME’s under study, other data extracted from the data bank on CRDB Bank (PLC) and other from Bank of Tanzania (BOT).

3.8 Data Analysis Processing
At the end data display is the second major activity, means taking the reduced data and displaying it in an organized and compressed way to draw the conclusion more easily. Good displays are major avenue to valid qualitative analysis conclusion drawing and verification is the final analytical activity for the qualitative research, , here the research beings to decide what is means if is done by noting explanations, regularities, patterns possible configurations, causal flows and propositions. A researcher should hold such conclusions lightly while maintaining both openness and degree of sceptical.

3.9 Data Analysis Procedure  
At the end of data collection all competed questionnaires  from the bank lending staff, borrowers land registry staff were thoroughly examined by the by the researcher, coded and organized for computer analysis. Since the secondary data were collected using the collection sheet designed as well for computer analysis. Data analysis was formed in order to achieve the research objectives. Cleaned data were entered in the computer using Statistical Package for Social Science (SPSS) software. This was followed by the actual analysis of data in order to answer the research questions and test the significance of the hypothesis.

The data were first analyzed for descriptive statistics as shown in chapter four. The second stage of data analysis involved inferential statistics. The simple correlation matrix was determined to establish whether there existed multi co-linearity between the dependent variable and the independent variables. Linear equations were then run to establish the correlation between the dependent variable and the independent variables as shown in the chapter four.

Data analysis is the process that implies editing, coding classification, tabulating, organization of the collected data (Kothari, 2004). In the present the study will be analyzed both qualitatively and quantitatively. The data from questionnaire and interviews will require quantitative data analysis using SPSS (Statistical Package for the Social Sciences). Data obtained from observational checklists and documentary reviews was analysed qualitatively.

3.10 Data Presentation 
Data presented in tabular graphical form; the discussion was based around the research objectives and the subsequent task and research questions.

3.11 Ethical Issues
The effort made to ensure that the study adheres in human rights, secrecy of gathered data from CRDB customers, National policies. Therefore, due attention was paid to rules and regulations during the process of preparation and conducting the field research. The concept of respondents was also maintained to persuade them in delivering the required information’s, they provided information on their own free will. Respondents were assured of anonymity beforehand and informed that the information brought by them will be treated confidentially and can be used for the current research purpose only.      

CHAPTER FOUR

4.0 EMPIRICAL FINDING AND INTERPRETATION OF DATA

4.1 Research Findings
This chapter presents the findings of the research, the analysis and Interpretation of the findings. The findings are analyzed in relation to the research objectives, questions and hypothesis of the study and literature reviewed.

4.1.1 Causes of SME’s Default
Defaults in commercial Banking in Tanzania have got many causes which are including but not limited to the following causes;-

Fund diversion, this is the  one among the causes of SME default, whereby funds obtained from the commercial Banks are faced different intended uses as how it was requested before. For instance, instead of using borrowed money to strengthen working capital, the Director decides to buy luxury saloon car.

Management problems, this is the situation whereby management team have a conflicting interests which automatically causes difficulties in prioritizing against debt payment when falls due.

Change in business environment, other business is seasonal. When loan processing time takes long, and seasons becomes to an end. SMEs might think of doing alternative business using loaned funds. Change in Government policies, Government policies are required to be stable at a reasonable time and their changes should be communicated to all stake holders.

4.1.2 Factors Associated with SME Default
These factors are mainly hand in gloves with SME default which are including but not limited to;-
Influence of bank and customer relationships on credit performance, banks are normally provide credits to their existing customers at more favourable terms and conditions than for new customers.

Motive for borrowers to service their credit facilities, SMEs service their credit facilities in to avoid tarnishing their reputations and avoidance of auctioning of their assets which were pledged as collaterals against their loans. 

4.1.3 Receiving the Application
Loan application is very crucial stage to strike a deal with the prospective borrower. It is the requirement by the Bank that, at the first contract, the bank lending staff must gather enough Information for appraising the Credit facility.

Responding to this issue58.4 percent of the bank lending staff as shown on the tableIndicated that, the important issue discussed in the first meeting is the business information Other issues discussed are about Credit particulars (21.6%). This finding is in line with the literature, which asserts that, the first dependable way out in lending transaction is the business itself. 

The discussion need to dwell on the business whether the same is viable and worth finding. Credit information is considered in such meetings so as to be able to have an appropriate strategy in the lending transaction.


Table 4.1: First Meeting with Customer and Expected Information
	Response
	Frequency
	Percent

	Business Information
	46
	58.4

	Credit Particulars
	33
	21.6

	Borrower Legal Status
	5
	10.1

	Management
	2
	9.9

	Total
	86
	100.0


Source: Field data (2014)

4.1.4 Early Rejection
At the Initial Credit processing stage, these are possibilities of early rejection. Bank staff attributed these rejections to various reasons. About 34 percent of the bank lending staff indicated the main reason for early rejection of loans as per table 4.2 is that, business is still an idea. Starts up businesses are less likely to be financed by the bank; other reasons include inadequacy of security, required information (22.4%).

Table 4.2: Common Reasons for Early Rejections
	Response
	Frequency
	Percent

	Business is still an idea
	27
	34.7

	Lack/ Inadequate collateral
	20
	22.5

	Business not bankable
	19
	21.4

	Failure to submit required information
	19
	21.4

	Total
	85
	100.0


Source: Field data (2014)

About 86 percent of the Credit applications are processed within the time frame stipulated in the CRDB Bank Credit policy, with 52 percent processed with in 30days that is less than the maximum time allowed of 60days. These findings to a large extent are hand in gloves with literature review started above, and it is also agrees with the customers’ responses on the same issue. About 52 of the customers responded that, the average time taken since lodging the credit application until when the loan money were available for utilization was up to 60 days as shown in Table 4.3.

Table 4.3: Time Taken Before Utilizing the Facility
	category
	Frequency
	Percent

	Less than 1 month
	4
	15.3

	2months
	12
	36.5

	3-4 months
	15
	46.2

	Over 5 months
	1
	2.0

	
	32
	100.0


Source: Field data (2014)

Credit processing time is critical. Although the time taken to process the credits agrees with the credit policy requirement by about 86 percent, the credit processing time is considered to be too long. In business transactions, a period of 60 days is enough to have the entire picture totally changed. The transaction may even be time barred and therefore make customers fail to meet their business implementation schedules.

From the customer’s point of view, they considered delay in utilization of credit facilities as per table 4.5 is mainly associated with delay of security assets as 48.4 percent of the respondents cited this reason. Also delay in valuation (32.3%) contributed to a greater extent on the delay in Utilization of the Credit facility.

4.1.5 Credit Processing Time
The credit policy requires that credit processing must be completed within 60 days from the time when the credit application was lodged tom the bank until when the approved is granted. From the secondary data, the processing time in days is as given in Table 4.4

Table 4.4 Loan Processing Time
	Category
	Frequency
	Percent

	Less than ten days
	43
	10.8

	11-30 days
	165
	41.3

	31- 60 days
	136
	34.0

	61-180 days
	35
	8.8

	Over 180 days
	21
	5.3

	Total
	400
	100.0


Source: Field data (2014)

Table 4.5 Reasons for Delay in Loan Utilization
	Reasons
	Frequency
	Percent

	Delay in valuation of collaterals
	10
	32.3

	Delay in Security Registration
	15
	48.4

	Delay in debenture Registration
	2
	6.5

	No reason for delay
	4
	12.9

	Total
	31
	100.0


Source: Field data (2014)

Bank lending staff saw the delay in credit decisions as mainly caused by lack of the maximum information required (67.1%) as per table 4.6. However they also saw in some cases the delay being as result of an harmonised lending process and decisions within the Bank (23.5%).
Delay in valuation of collateral featured to be among the causes for delay in utilization of credit facilities. The need for valuation cannot be underestimated. Valuation services the purpose of giving the indicative valueof the subject property in the form of market and forced sale value. The value given is used as the basis of lending. Valuation also assists in establishing the owner of the property through a title research conducted by the value at the Land registry. Valuation is used for locating the property by using information provided in the deed plan and plot sketch map attached to the title deed.

The value has to locate the property using the sketch map provided. During the property using sketch map provided. During the research an example was given where customer approached the Bank for Tanzania shillingsthirty five million loan. She pledged a property located at Mikocheni area in Kinondoni municipality. The relationship manger visited the place and made the estimate of the value commonly known as bank realization value as provided for credit policy of the bank. The realization value was estimated at Tanzania shillings 100 million.

The loan was granted subject to valuation of the property by professional value appointed by the bank. It was totally shocking to see the forced sale value in the valuation report revealed that, the property which was valued by the professional value was quite different from the one which Relationship Manager had assessed. The property whose title documents were submitted to the bank was located at the awkward area full of oxidation swamps of sewerage water, it was inhabitable. 

What the customer had done was a misrepresentation for want of defrauding the Bank. Had it not been the requirement to value the property prior to allowing utilization of the facility, the customer would have parted away with the approved sum for good. The real intention of the customer was to sell the property to the Bank in exchange with the inhabitable property.

Table 4.6 Reasons for Delay in Approval of Loans 
	Reasons
	Frequency
	Percent

	In adequate Information
	57
	67.1

	Unharmonised lending  process decision
	20
	23.5

	in the bank
	
	

	In adequate staffing in the bank
	2
	2.4

	Knowledge gap, experience and
	6
	                                  7.0

	integrity of lending officers
	
	

	Total
	85
	100.0


Source: Field data (2014)

Without adequate information, the bank cannot make informed lending decisions, however problems associated with information submission were in requested in piecemeal as indicated in table 4.7 where 86.5 percent of information obtained from customers was requested in piecemeal.

This implies that, lending staff are not certain of what they exactly want from customers, and it is contrary to the Banks Credit Manual which requires the lending staff to collect the minimum required information before embarking on credit processing. The requirement to collect necessary information aims at avoiding piecemeal request of information from customers’ failure to meet their schedule and hence poor business performance and default loan repayment. It is in every respect counterproductive.

Table 4.7 Whether Change of Government Policies Affects Loan Repayment?
	Response
	Frequency
	Percent   

	YES
	56
	65.9

	NO
	29
	34.1

	Total
	85
	100.0


Source: Field data (2014)

During the follow-up, interviews conducted with customers, it was stated that; their business are sometimes affected when here are changes in policies of the Government. Some of the cited cases induced decision of the BOT to intervene in stabilization of the Tanzania Currency against the United States Dollar. The appreciation of the shilling arising from monetary policies affected local traders involved in cash crop purchase-cotton, coffee and Cashew nuts. 

The traders were expecting sales proceeds in the United States dollar while their loans were looked in Tanzania shillings. With the appreciation of the shillings, they would receive a lesser amount in the local currency compared to the borrowing Projection, which were compared under the assumption that the local currency would continue to depreciate against the United states Dollar, as there were no any macroeconomic indicators to justify otherwise.
The other cited example was the decision by the Government in 2004 to ban export of logs overnight without informing other stakeholders. The total ban of the logs export business affected exporters who had financed their business through bank borrowing. A similar situation happened to famers who had responded to the Government’s move under the warehouse receipt system which essentially was established in order to empower grassroots procedures to sell their commodities at an improved price.

Famers in different areas of the country kept their commodities particularly rice and maize in designated warehouses under the warehouse operators anticipating that, with the passage of time, the price would increase and therefore they would sell then produce at an improved price. Warehouse receipts issued by warehouse operators were used to access financing from banks during the waiting period. However as the Government anticipated famine in the country a decision if banning food crops export was made. Such a decision affected farmers because the price drastically went decision affected famers because the price drastically consequently caused loan defaults to commercial banks.

Another customer whom had borrowed a loan in excess to Tanzania Shillings six billion under collateral management had to sell his stock at a throw away price making him go out of the business and ultimately defaulted. The Bank had to Institute recovery measures. The decision to ban export of crops was taken without taking stock of what was available in the country. The perceived shortage in the eyes of those affected was not a real storage.
4.1.6 Default
Responding to the main cause of loan default as indicated in table 4.8, about 48 percent of customers attributed default to fund diversification followed by management problems (38.7%). In the real sense management problems rank first because all the decisions of the business depend on the management, which serves as the brain of the business. Fund diversion as it is essentially depends on management attitude. The management is responsible for designing strategies and prepares policies for the betterment of the business. Any failure in the business performance including failure to repay loans is a reflection of Management failure.

Table 4.8 Reasons for Loan Default as Observed by Customers
	Reasons
	Frequency
	Percent

	Fund Diversion
	15
	49.4

	Management Problems
	12
	38.7

	Change in business environment
	2
	6.5

	Change in government policies
	1
	3.2

	Natural Disasters
	1
	3.2

	Total
	31
	100.0


Source: Field data (2014)

4.2 Interpretation of Data and Research Hypothesis

4.2.1 Pearson Correlation
The Pearson Correlation matrix obtained for the ten variables is shown on Table 4.9 below The performance of the Loan is, as expected significantly positively correlated to the loan processing time, duration of borrowing relationship, collateral and quality of financial information. The Correlation and between loan processing time and credit performance is 0.179 which is positive and significant at 0.0001.

This means shorting the loan processing time may lead to the decrease of the default rate and likewise lightening the credit processing time may lead to increase in the default rate. The correlation between duration of the borrowing relationship and credit performance is 0.2, which is significant at 0.0001 level of significance this means that, with a long time established banking relationship, there is more likelihood of the credit portfolio to perform better the correlation between ownership of collateral and credit performance is 0.172 and is significant this implying that, if the borrower is also the owner of the collateral the credit performs better this was expected to the case because the borrowers cannot stand to lose their assets. 

The quality of the financial information also positively influence the performance is significantly negatively correlated with adequacy of collateral with a correlation of -0.129 at a 0.0001 level of significance. This means at a lesser collateral level, the credit performance may be better and vice versa. The results also show that the correlation between the loan amount and the credit performance is -0.111. This implies that, smaller loans may perform poorly compared to bigger loans.

The correlation between loan monitoring visits and credit performance is -0.138 and is significant at 0.006 meaning that enhancing the level of supervision and monitoring lessens the level of supervision. However the correlation is not very much strong implying that there other factors which can explain the relationship.
Table 4.9 Simple Correlation Matrix of the Variables in the Study
	                                                        LPT      DBR    AdCIBorTCoIT   COI    QFI LAmtCusVPerfL

	Person Correlation
	LPT
DBR
AdC
BorT
ColT
Co
QFI
Lamt
CusV
PerfL
	     1
.128             1
-.184      -.162          1       
-.044      -.117     .191          1
-.223      -.223     .522     .350          1
.204       . 333     -220    -.219    -.600       1
-.123      -.328     .066    -.445   -.231   .283         1
.210        .179      .015     .624    .331  -.339   -.665       1
.036        .257    -.165    -.001   -.122   .098    .069    -.104     1
.179        .200    -.129   -.170    -.151   .172    .133    -.111    -.138      1

	Significance.
(2-tailed)
	LTP
DBR
AdC
BorT
ColT
CO
QFI
Lamt
CusV
PerfL
	.
. 011       .001          
.000        .019           .
.377        .000      .000        .
.000        .000      .000   .000           .
.000        .000      .000   .000     .000         .
.014        .000      .186   .000     .000    .000     
.000        .000      .770   .000     .000    .000    .000         .
.477        .000      .001   .987     .015    .049    .171    .037         .
.000        .000      .010   .002     .002    .001    .008    .026    .006


	                          N
	
	400         400     400       400     400      400     400     400     400   400     


Source researcher field data (2014)
4.2.2 Relationship between 	Credit Performance and Collateral Adequacy
The specific objective was to assess whether granting unsecured or partly secured credits increases the risk of default? 
Its corresponding test hypothesis reads as follows. “There is a relationship between adequacy of Collateral (Collateral level) and performance of credit”.

This hypothesis was tested by setting the null hypothesis to read, “There is no relationship between the Collateral level and performance of Credits” In other words; the performance of Credits is Independent of the Collateral level.

The data set for testing this hypothesis under the study comprised of secondary data gathered from 400 Credit Customer files. Since both variables are nominal, a Chi –square(x2) test was done involving two variables that is adequacy of Collateral and performance of the Credit facility result of which are shown in the table 4.10.

Table 4.10 Adequacy of Collateral and Performance of the Loan
	Adequacy Collateral

	Performance of the Loan
	Total

	
	Performing
	Non- Performing
	

	Adequately secured
	131(44.4%)
	62(59%)
	193

	Inadequately secured
	164(55.6%)
	43(41%)
	207

	Total
	295(100%)
	105(100%)
	400


Source: Field data (2014)





Chi-Square Test
	
	Value
	df
	Asymp.Sig (2-Sided)

	Pearson Chi-Square
	6.648
	1
	                       .010    

	Continuity correction
	6.074
	1
	                        014    

	Likelihood Ration
	6.666
	1
	                        010

	Fishers Exact Test
	
	
	

	Linear-by-Linear
	6.631
	1
	                        010

	Number of Valid Cases
	400
	
	


Source: Field data (2014)

A computed only for a 2x2 table
B o cells (0%) have expected count less than 5.The minimum expected count is 50.66
When compared with the critical value of 10.828 at 0.1% (0.001) level of significance with 1 degree of freedom the x2 value of 6.648 is not significant.

The statistical decision is not to reject the null hypothesis at 0.1% level of significance. In other words, the Collateral adequacy and the performance of the Credit are not related. Hence the hypothesis has not been substantiated. Performance of the Credit does not depend on the level of Collateral. Out of the non performing customers 41 percent were in adequately secured and 59 percent were adequately secured and out of the non performing Customers 55.6 percent were inadequately secured and 44.4 percent were adequately secured loans performs better than adequately secured loans. The conclusion would have been different if a 5% level of significance was considered. At 5% level of significance with degree of freedom, The Critical value of 3.84146 is less than x2 of 6.648.This means that, there is enough statistical evidence to reject the null hypothesis at 5% level of significance. 
There is a significant relationship between the level of Collateral adequacy and performance of the Credit. This means that, the performance of Credits depends on the level of Collateral- Whether the Credit is Unsecured/In adequately secured or adequately secured. Despite of knowing this result, the Chi-Square (x2) test performed did not give the direction of the relationship. 

The Pearson Correlation between performance of Credit and adequacy of Collateral as per table 4.9 was negative (-0.129) Implying that, there is negative relationship between Credit performance and adequacy of Collateral. This result was not expected result would have been a positive relationship the higher the Collateral level, the better the Credit performance. With the negative relationship it means at a lower Collateral level, the better the Credit performance.

A close look at the Credit management of CRDB Bank revealed that, most of the Credits, which were unsecured or inadequacy secured were granted under very strict Conditions. There was very close supervision, as some of t them were granted to finance specific self-liquidating transactions. Some were for transactions under Collateral management with the supervision function talking the form of continuous monitoring. In some cases, there were agreements/assignment deeds to secure that, they all go through the bank thereby sealing off all loopholes for fund diversion
Unlike the adequately, secured Credits, which were not seen as a serious risk to the bank necessitating close supervision, In adequately secured credits attracted a lot of attention from the Bank leading to their good performance.

The finding on the first hypothesis led to the need to test other relationships, which might exist between the Collateral in terms of ownership and type and the performance of the Credit. These tests were not rejected in the hypothesis as initially set. The null hypothesis in the first case was set to read. “There is no relationship between nature ownership of the Collateral and the performance of the Credit” The other null hypothesis was there is no relationship between nature of ownership of Collateral and performance of the Credit”.

4.2.3 Relationship between Ownership of Collateral and Performance of the Loans.
The null hypothesis tested was set as. “There is no relationship between nature of ownership of Collateral and performance of the Credit”. Since both variables are nominal, a Chi- Square (x2) was done, the result of which are show in Table 4.1

Table 4.11Ownership of Collateral and Performance of the Loan 
	Ownership of Collateral

	            Performance of the Loan
	Total

	
	Performing
	Non- Performing
	

	Mainly borrower and/or spouse and owners of Corporate body

	199(78%)
	55(22%)
	254(100%)

	Mainly third party owned
	96(66%)
	
	146(100%)

	Total
	295
	105
	400


Source: Field data (2014)

Chi-Square Test
	
	Value
	Df
	Asymp.Sig.(2 Sided)

	Pearson Chi-Square
	7.594
	1
	                   .006                 

	Continuity Correction
	6.958
	1
	                  008

	Likelihood Ratio
	7.445
	1
	                    006

	Fisher Exact Test
	
	
	

	Linear-by linear
	7.575
	1
	                    006

	Association
	
	
	

	N. of Valid Cases
	400
	
	


Source: Field data (2014)
a. Computed only for a 2x2 table
b. Ocells (.0%) have expected count less than 5.

The minimum expected count is 38.33
When Compared to the critical value of 3.8416 at 5% (0.05) level of significance with 2 degrees of freedom, the x2 value of 7.594 is significant. The statistical decision is to reject the null hypothesis at 5% level of significance. In other words, the nature of ownership of Collateral and the performance of the Credit is not good.

This reflects a certain level of moral hazard. Since the borrowers who use third party guarantee do not have anything at stake, they tend to have high degree of laxity because in case of default, they have nothing to lose in monetary terms.

Interview with the CRDB Bank Manager for Loan Recovery revealed that, customers who use third party mortgage do not have anything at stake when they default “They are arrogant uncooperative and very difficult to handle. They are evasive, don’t care and some, Institute legal actions demanding damages from the banks.
The foregoing implies that, Banks need to be alert when extending credits as regards ownership of the Collateral. The borrowers need to have their own assets at stake so as to draw maximum commitment from them.

4.2.4 Relationship between Collateral Type and Performance of the Loan.
The null hypothesis tested was set as. “There is no relationship between Collateral type and performance of Credit”. Since both variables are nominal, a Chi-square (x2) was done, the result of which are shown in Table 3.12

Table 4.12Type of Collateral and performance of the Loan 
	Type of Collateral

	      Performance of the Loan
	Total


	
	Performing
	Non- Performing
	

	Guarantee from Guarantee fund
	104
	47
	151

	Landed Properties
	77
	35
	112

	Movable Assets
	11
	3
	14

	Non-traditional assets
	103
	20
	123

	Total
	295
	105
	


Source: Field data (2014)

Chi- Square Tests
	
	Value
	Df
	Asymp.Sig (2-Sided)

	Pearson Chi-Square
	9.809
	3
	0.020

	Likelihood ratio
	10.368
	31
	0.016

	Linear –by-Linear Association
	9.132
	
	0.003

	Number of Valid Cases
	400
	
	


Source: Field data (2014)
A: I Cells (12.5% have expected count is 3.68
When Compared to the critical value of 11.3449 at 1% (0.01) level of significance with 3 degrees of freedom, the x2 value of 9.809 is not significant. The statistical decisions are not to reject the null hypothesis at 1% level of significance. In other words, the collateral type of and the performance of the credit are not related. 

The credit performance in this case does not depended on the type of the security. It does not matter the security is landed property, chattel or non-traditional asset. The credit turns delinquent or continues to perform well regardless of the type of Collateral. What is important is for the collateral to have the attributes of the good Collateral that is they must be easy to value, have legal title and are easily realize in case of default. From the foregoing, it can be concluded that granting unsecured or inadequately secured loans may not increase the risk of default.

4.2.5 Influence of Credit Granting Process to the Performance of the Loan.
The specific objective was to assess the Impact of Credit granting and post approval supervision process on the performance of Credit facilities and its corresponding test hypothesis being: There is a relationship between the Credit management process and the performance of the Credit. The hypothesis is aiming at capturing the Pre-approval Credit granting process The first hypothesis being: “There is no relationship between the time taken in processing the Credit facility and the performance of the Credit facility”. The second null hypothesis reads: “There is no relationship between monitoring visits made by the bank to the customers and the performance of the Credits”.
4.2.6 Relationship between Credit Processing time and Performance of the facility.
The null hypothesis tested was set as: “There is no relationship between the time taken in processing the Credit facility and the performance of the Credit facility”. 
Since both variables are nominal, a Chi-square (x2) test was done the results of which are shown in Table 4.1.3

Table 4.13 Loan Processing Time and Performance of the Loan 
	Loan Processing Time
	Performance of the Loan
	Total

	
	Performing
	Non -Performing
	

	Less than 10 days
	40
	3
	43

	11-30 days
	122
	43
	165

	31-60 days
	104
	32
	136

	61-180 days
	15
	20
	35

	Over 180 days
	14
	7
	21

	Total
	295
	105
	400


Source: Field data (2014)

Chi-Square Tests
	
	Value
	Df
	Asmmp.Sig.(2-Sided)

	Pearson Chi-Square
	26.572
	4
	.000

	Likelihood Ratio
	26.507
	41
	.000

	Linear-by-Linear Association
	12.748
	1
	.000

	Member of Valid Cases
	400
	
	


Source: Field data (2014)

A: O Cells (.0%) have expected countless than 5. The minimum expected count is 5.51.When compared to the critical Value of 9.48773 at 5% (0.05) level of significance with 4 degrees of freedom, the x2 value of 26.576 is significant.The statistical decisions are to reject the null hypothesis at 5% level of significant. In other words, the Credit Processing time and the performance of the Credit are not independent.

Credit processing time explains the performance of Credit facilities. Table 3.14 indicates that, the Correlation between loan processing time and Credit performance is positive (0.179). The time taken to process accredit facility is very critical. The longer the time processing the Credit, the higher the likelihood of the Credit to turn bad after the borrower has utilized the facility.

 Customers do have their plans, which need to be fulfilled. The longer time it takes to process the customers to adhere to the business implementation schedules. In most cases by the time bank allows utilization of the Credit facility, it is already time barred. However, most of the customers are forced to utilize the facilities even if they are time barred due to their desire to see their plans Implemented anticipating that they receive the long waited money think of short terms plans, which were not in earlier plans anticipating that, things would go towards the right direction. But things turn to then disadvantage giving room for the banks to use their recovery axe on mortgaged assets.


4.2.7 Relationship between Credit Monitoring Visits and Credit Performance.
The null hypothesis tested was set to read. “There is no relationship between monitoring visits by the Bank to the customers and performance of Credits”. Since both Variables are nominal, a Chi-Square (x2) test was done, the results are shown in Table 4.14.

Table 4.14Customers Visits and Performance of the Loan 
	
	Performing of the Loan
	Total

	
	Performing
	Non- Performing
	

	No Visit
	7
	7
	14

	Less than 4 Visits
	262
	95
	357

	Over 4 Visits
	26
	3
	29

	
	85
	
	

	Total
	295
	105
	400


Source: Field data (2014)

Chi- Square Tests
	
	Value
	Df
	Asymp.Sig (2 sided)

	Pearson Chi-Square
	7.893
	2
	.019

	Likelihood Ratio
	8.172
	2
	.017

	Linear-by-Linear Association
	7.650
	1
	.006

	Number of Valid Cases
	400
	
	


Source: Field data (2014)

A: 1 Cells (16.7%) have expected count less than 5, the minimum expected count is 3.68.
It is observed that, one cell in a course of computing the Chi-Square has expected frequency less than 5. As the general rule, for a 2x2 tables no expected the comparison of three or more categories in each Variable (i.e. 2x3) or 4x5, 

There is no hard and fast rule regarding the minimum cell frequencies. Since table 4.14 represents a 2x3 table then the general rule does not apply.When compared to the critical value of 5.99147 at 5%(0.05) level of significance with 3 degrees of freedom, the x2 Value of 7.893 is significant.

The statistical decision is to reject the null hypothesis at 5% level of significance. In other words, there is a relations ship between the monitoring visits made by bank to customers and the performance of the Credit. This finding together with the negative Correlation between loan monitoring and Credit performance as per table 4.9 explains the need for the banks to have effective loan supervision if they want to see their Credit portfolio well performing.

The decision by CRDB Bank to employ account managers responsible for monitoring the relationship between the bank and customers is aimed at enhancing the level of supervision so as to improve the performance of Credit portfolio. The Banks Credit supervision efforts have a well been enhance by the deliberate decision to have a Credit unit headed by Credit manager at every branch geared with the responsibility of supervising loan to recovery. There is a relationship between the Credit management processes and the performance of Credit was therefore substantiated.
It can be concluded that there is a relationship between the Credit management process and the performance of the Credit. Therefore, the hypothesis is justified.

4.2.8 Loan size and Performance of the Credit
The specific objective was to assess the size of the loan regardless of the level of the Collateral and the corresponding hypothesis was set as “There is no relationship between the size of the loan and its performance. The Pearson Correlation results are as given in Table 4.15

Table 4.15 Pearson Correlation between Loan amount and Credit Performance
	
	Loan Amount
	Performance of the Loan

	Pearson Correlation
	Loan Amount Performance of loan
	1
-0.111	
	-0.11
       1

	Sig (2 Sided)
	Loan Amount perf.of the Loan
	0.026
	0.026

	     N
	
	400
	400


Source: Field data (2014)

Correlation is significant at the 0.05 level (2-tailed)
From the results in the table, the Correlation between performance of the loan and loan amount is negative (-0.111). At 398 degrees of freedom and a probability level of 0.05, the Correlation must be 0.195 or greater to be statistically significant.

Therefore, the null hypothesis is reflecting leading to the conclusion that, there is a relationship between the size of the loan and performance of the loan. The interpretation of the findings was made by looking at the Cross tabulation between the loan amount and Credit performance as given under Table 4.16

Table 4.16 Loan Amount and Performance of the Loan 
	Loan Amount
	
	Total

	
	Performing
	Non- Performing
	

	Up to 30 million
	116(39%)
	49(47%)
	165

	31-100 million
	33(11%)
	21(20%)
	54

	Over 100 million
	146(50%)
	35(33%)
	181

	Total
	295(100%)
	105(100%)
	400


Source: researcher field data (2014)

Table 4.6 Multiple Regression Analysis

Table 4.17(a) Model Summary
	Model
	R
	R.Square
	Adjusted R.Square
	St.Error of the Estimate

	1
	0.373
	0.373
	0.119
	0.41345


Source: Field Data (2014).

A predicators (constant), Customers Visit per quarter type of the Borrower, Loan processing Time, Duration in Borrowing Relationship, Adequacy of Collateral ownership of Collateral, Quality of Financial information, Type of Collateral, Loan Amount.


Table 4.17(b) ANOVA
	Model
	Sum of Squares
	Df
	Mean Square
	f
	Sig

	1
	Regression
	10.771
	9
	7.001
	.000

	
	Residual

Total
	66.667

77.437
	390

399
	
	


Source: Field data (2014).
A: predictors (constant), Customer visits per quarter, type of the borrower, loan processing time, duration in borrowing Relationship, Adequacy of Collateral, ownership of Collateral, Quality of financial Information, type of Collateral loan amount.
B: Dependent Variable performance of the Loan

4.17 (C) Coefficients
	Model
	
	
	Sig

	
	B
	Std Error
	Beta
	t
	

	1
	(Constant)
	1.440
	0.214
	
	6.719
	.000

	
	Loan processing Time
	0.07056
	0.023
	0.156
	3.017
	.003

	
	Type of the Borrower
	-0.03315
	0.021
	0.100
	-1.586
	.114

	
	Duration in Borrowing Relationship
	0.08762
	0.025
	0.183
	3.456
	0.001

	
	Adequacy of Collateral
	0.08777
	0.052
	-0.100
	-1.699
	.090

	
	Type of Collateral
	0.01523
	0.019
	0.058
	0.822
	.412

	
	Ownership of Collateral
	0.06730
	0.047
	0.087
	
	.156

	
	Quality of Financial Information
	0.01086
	0.023
	0.032
	0.479
	.632

	
	Loan Amount
	-0.01801
	0.037
	-0.038
	-0.491
	.624

	
	Customer Visit Per quarter
	-0.291
	0.067
	-0.215
	-4.345
	.000


Source: Field Data (2014).
A: Dependent Variable Performance of the Loan.
4.2.9 Regression Equation
Regression Coefficient enables the research to assess the strength of relationship between quantifiable dependent Variable one or more quantifiable Independent Variables. For Data obtained from a Sample, there is a need to know the probability of correlation coefficient having occurred by chance alone. If this probability is very low (usually less than 0.05), then it is considered statistically significant. If the probability is greater than 0.05 than relationship is not statistically Significant. A Very low significance Value (usually 0.05) means that, the Coefficient is unlikely to have occurred by chance alone. A value greater than 0.05 means the regression Coefficient could have based on the regression Coefficients given in Table 4.16(c), the overall regression equation is as follows;

Y=1.44+0.07058X1-0.03315X2+0.08762X3-0.08777X4 +0.01523X5 +0.0673X6+0.01086X7 +0.01801X8 -0.291X9.................................1
Where 
Y= Performance of the Loan
X1 = Loan processing time
X2 = Type of the borrower
X3 = Duration in Borrowing relationship
X4 = Adequacy of Collateral
X5 = Type of Collateral
X6 = Ownership of Collateral
X7 = Quality of financial Information
X8 = Loan Amount
X9 = Customer Visits per quarter

In the regression equation (1), there are three Independent Variables, which are Significant Predictors of the Dependent Variable. These are X1-X9 above i.e. Loan processing time with a Standardized beta Coefficient of 0.156 and probability of 0.003. The Positive Coefficient means that, reducing the processing time, Lowers the level of default rate, with a standardized beta Coefficient of 0.183 and probability of 0.001.
The Implication of this is, longer the borrowing relationship, the better the performance of the Credit. There is a more likelihood of the Customer to default if the account with the bank is just opened for the sake of borrowing. It explains the Importance of having a Credit track record with the borrower. A well –nurtured Customer bank relationship, which has been developed over time, is necessary if banks are to improve the performance of their portfolio.

Loan monitoring represented in the model as Customer Visits per quarter, is the most significant Predictor of Credit Performance in the context of this study, with a standardized beta Coefficient o (-0.215), the highest number in the Standardized in the model. It is significant with a probability of 0.001. As expected, the negative beta weight indicates that, if performance on Credit is to be improved and hence reduce defaults, it is necessary to enhance the effectiveness of loan Supervision and Monitoring.

The other Variables are type of the borrower, adequacy of Collateral, type of Collateral, ownership of Collateral, quality of financial Information and loan amount are not significant predictors of the Credit performance because they have probabilities greater than 0.05. Implying that regression Coefficients could have occurred by chance alone.

As shown in table 4.16(c) the Variable Customer visits per quarter had a standardized Coefficient of (-0.215) means that, for every increase in customer visits per quarter by one percent there will be a reduction in total default rate by 0.215 percent. Other variables such as type adequacy of Collateral and loan amount though not statistically significant, have negative Standardized beta Coefficients. For every increase in Collateral adequacy by one percent, reduces the default rate by 0.1 percent. Likewise for every increase in the loan size by one percent reduces the default rate by 0.04 percent.

[bookmark: _Toc395897084]CHAPTER FIVE

5.0 CONCLUSION AND RECOMMENDATIONS


5.1 Conclusion
Loans are very plausible to SME’s for their daily operations as well as for their future profits and prosperous. Basically, SME’s decides to take loans in order to acquire working capital, investment purposes hence profitability.

It is undisputable that loans interest rates restrain SME’s from borrowing; loans interest rates are higher in relation to SME’s repayment capability. Most of SME’s are in need of loans but they are avoiding them for fearing of risk in relation to high interest rate.

Collateral requirements influence accessibility of loans to SME’s. Collateral requirements are very stiff, before SME’s are given loans, are required to fulfil the conditions. In most cases, SME’s are disqualified because they do not meet collateral requirements.

Inflation has a greater impact to SME’s as compared to banks because banks sets high interest rates and costs related to loans are incurred by customers.
Inflation resulted SME’s to incur losses instead of profits and they were unable to pay back loans. This makes SME’s default in commercial banks.

[bookmark: _Toc395897085]5.2 Recommendations
In order for SME’s to repay their loans to commercial banks when falls due, the following has to be adhered to:-
Firstly, Commercial banks should reduce their interest rates to SME’s. Reasonable interest rates Encourages SME’s to take loans hence increase bank customers and SME’s ability to repay their loans to commercial banks when their loans falls due.

Secondly, SME’s should as well find education / skills so as to have keen observation on the business trend, as for instance study of the market, avoidance of riskier business.

Thirdly, commercial banks should strengthen the credit and risk department so as to have early follow-ups before defaults happens. This has to go in hand with the dependence of sounding business which can pay its debts when falls due through daily incomes. 

Fourthly, Government through its policies must make sure that SME’s should be empowered through various programmers’ in order to make them competitive and profitable, as for instance to make the use of portfolio use of strategies.

Lastly, Government should not change its policies overnight, reasonable time should be taken before policies are changed. In 2000’s Government banned log export business overnight without informing stake holders and caused some of business people to be ruined and others’ collaterals to be auctioned.
[bookmark: _Toc395897086]5.3 Area for Future Research
SME’ splays very vital role in the development of the country this study based on the financial prospective focusing on the SME’s loan default in commercial banks in Tanzania. However, it is not sufficed to say that if SME’s pays their loans to commercial banks when falls due, good performance are inevitable, there are other constrains hinders SME’s performance.
The study is a starting point for further studies which among others will focus on default factors associated with SME’s which includes managerial training and experience, poor infrastructure, marketing, modern technologies  and good governance.   














REFFERENCES

Berger, A.(1999), “The Big Picture About Relationship Based Finance”, Journal        proceedings of the Federal Reserve Bank of Chicago, Amsterdam, North Holland.
Besly (1995)“Saving and Credit Insurance”, in Behraman, J., and Srinivasm, T.N.,(eds), Hand Book of Development Economics, Amsterdam, North Holland, pp 2123-2207. 
The BOT Act (2006); Prudential Guidelines on Management of Risk Assets, Classification of Loans and Other Risk Assets, Provisioning for Losses and Accrual of Interest.
BOT (2008), Bank of Tanzania Regulations: Issued by the Bank of Tanzania Under the Powers Given in section 71 of The Banking and Financial Institution Act, 2006. 
Chijoriga, M.M (1997); Application of Credit Scoring and Financial Distress Publication Models to Commercial Banks Lending; The Case of Tanzania, PhD. Dissertation, Wirts chaftsnnverstitat Wien (WU), Vienna.
Controller’s Handbook (2001), Rating of Credit Risk: Issued by the USA Controller of the   Currency and Administration of National Banks, April.
CRDB (2006, 2005, 2004, 2003, 2002, 2001, 1999, 1998, 1997, 1996), Annual Reports.
CRDB Bank (2003), Credit Operating Manual.
CRDB Bank (2005), Credit Policy. Dar es Salaam.
Ebben, E (2008), Bootstrapping and the Financial Conditions of Small Firms; Emerald 
 Group Publishing Limited.
Fitch, T (2000); Dictionary of Banking Terms, Barons Business Guide, Barons Education Series, 4TH Edition, USA.
Fraser, E (2005). Finance for Small and Medium Enterprises; A Report on the 2004 UK 
Fuchita, (2004), The Enactment of the Amended Securities and Exchange Law.
Fuchita, Y. (2004); Looking Beyond Bad Loans to Bad Loan Problems in Japan, DRC-MICMR Seminar in Bad Assets in Chinese Banking Systems, December 2004,  Page  2.
Granovetter, M (1985), “Economic Action and Social Structure; The problem of Embeddedness” American Journal of Sociology, pp 91, 481-510. 
Graziano and Raulin, (1997); Research Methods, A process of Inquiry 3rd edition, 
Group Publishing Limited, Volume 15.
Holmostrom, B (1989)” The theory of the Firm” in Schmalensee, R., and Willing, R, Handbook of Industrial Organisation, Amterdam: North Holland, pp 61-133. 
Kalegeya, L. (2005) The Role of Court in Facilitating Loan Recovery, Tanzania Experience, A Paper Presented at the Tanzania Bankers Association Conference, Golden Tulip Dar es Salaam..
Kaynak&Kucukemiroglu (1992), “International Journal of Bank Marketing, 109(1) 3-6.
Kimei, C. In Msambichaka, L (1994). The Impact of Monetary and Fiscal Policies on the Financial System in Tanzania.  
Kimei, (1987); Tanzania’s Financial Experience in the Post war period Finance, Banks and Banking Central, Financial Institution & money supply.
Kothari, C (2004), Research Methodology, Methods and Techniques, Second Edition, New age International (pty) Ltd., New Delhi, India.
Lwiza, D.R.B &Nwanko, S (2002); Market Driven Transformation of the Banking Sector in Tanzania” International Journal of Bank Marketing.
Mlabwa, A (2004), Usefulness of Collateral in Mitigating Credit Risk. Unpublished  Master of Business Administration Dissertation, University of Dar es salaam, Dar es salaam.
Morsam, E (1996), “Commercial Loan Structuring” The Journal of Lending and Credit Risk Management.
Nkurunzinza, J. (2005); Reputation and Credit without Collateral in Africa’s formal 
Banking. The Centre of Study of African Economics, Working Paper Series 236.
Obamuyi, T. (2007), An Exploratory Study of Loan delinquency among Small and Medium
Enterprises in Ondo State in Nigeria.  
Sekeran,U (2006), Research Methods for Business: A Skill Building Approach, New Delhi, John Willey & Sons, Inc.
Srivastava, P91996), Structural Aspect of Manufacturing in Sub Saharan Africa: Finding s from a Seven Country Enterprise Surve“, World Discussion Paper No. 346.
Whitaker, J(1993), “Guidelines for Structuring Loans”, The Journal of Commercial Lending.,
May, pp 18-31.    
Xavery, M. (2014), Access by Economically Active Customers to Credits From Banks in Tanzania. 
Yin R.K (1994), Case study, Design and Methods, California, Sage Publication.
Zeithaml, V., Berry, L and Paransuraman, A (1993), The Nature and Determinants of Customer Expectations of Service. Journal of the Academy of Marketing science.
Zikmund, W. (2000), Business Research Methods, Oklahoma State University, Thomson South Western.   




















APPENDICES

           Appendix i CRDB Bank (PLC) Branches in Tanzania and Burundi
          List of CRDB Bank Branches in Tanzania 
1. ARUSHA BRANCH 
2. AZIKIWE BRANCH 
3. AZIKIWE PREMIER BRANCH 
4. BABATI BRANCH 
5. BAGAMOYO BRANCH 
6. BARIADI BRANCH 
7. BUGANDO MINI BRANCH 
8. BUKOBA BRANCH 
9. CHAMWINO BRANCH 
10. DODOMA BRANCH 
11. EXECUTIVE OFFICE 
12. GEITA BRANCH 
13. HAI MINI BRANCH 
14. HOLLAND HOUSE BRANCH 
15. IFAKARA BRANCH 
16. IRINGA BRANCH 
17. KAHAMA BRANCH 
18. KARAGWE BRANCH 
19. KARIAKOO BRANCH 
20. KIBAHA BRANCH 
21. KIGOMA BRANCH 
22. KIJITONYAMA BRANCH 
23. KILOMBERO BRANCH 
24. KOROGWE MINI BRANCH 
25. KWA MROMBO 
26. LINDI BRANCH 
27. LUMUMBA BRANCH 
28. MAFINGA BRANCH 
29. MAKAMBAKO BRANCH 
30. MANDELA BRANCH 
31. MARANGU BRANCH 
32. MASASI BRANCH 
33. MBAGALA BRANCH 
34. MBALIZI AGENCY 
35. MBEYA BRANCH 
36. MBEZI BRANCH 
37. MBEZI LOUIS SERVICE CENTER 
38. MBINGA BRANCH 
39. MBOZI BRANCH 
40. MERU BRANCH 
41. MICROFINANCE COMPANY 
42. MIKOCHENI BRANCH 
43. MKWAWA BRANCH 
44. MLIMANI CITY BRANCH 
45. MOROGORO BRANCH 
46. MOSHI BRANCH 
47. MPANDA BRANCH
48. MSASANI BRANCH
49. MTWARA BRANCH 
50. MUSOMA BRANCH 
51. MWANJELWA BRANCH 
52. MWANZA BRANCH
53. MZUMBE MINI BRANCH
54. NGARAMTONI BRANCH 
55. NJOMBE BRANCH 
56. NYANZA BRANCH 
57. NYERERE BRANCH 
58. OYSTERBAY BRANCH 
59. PUGU ROAD BRANCH 
60. QUALITY CENTER BRANCH 
61. SHINYANGA BRANCH 
62. SIKONGE SERVICE CENTRE 
63. SINGIDA BRANCH 
64. SONGEA BRANCH 
65.  SUMBAWANGA BRANCH
66. TABATA BRANCH
67. TABORA BRANCH
68. TANGA BRANCH
69. TARIME BRANCH
70. TEGETA BRANCH
71.  TFA BRANCH
72.  TOWER BRANCH
73. UBUNGO BRANCH
74. UDOM BRANCH
75. UDSM BRANCH
76. URAMBO BRANCH
77.  USA RIVER BRANCH
78. VIJANA BRANCH
79. WATERFRONT BRANCH
80. ZANZIBAR BRANCH


     List of CRDB Bank (PLC) Branches in Burundi
1. HEAD QUARTERS 
2. ASIATIC 
3. CITY MARKET
























     Appendix ii: List of CRDB Bank (PLC) Departments
1. DEPARTMENT OF ADMINISTRATION
2.  DEPARTMENT OF ALTERNATIVE BUSINESS CHANELS
3. DEPARTMENT OF CORPORATIVE AFFAIRS
4. DEPARTMENT OF CORPERATIVE BANKING
5. DEPARTMENT OF CREDT
6. DEPARTMENT OF FINANCE
7. DEPARTMENT OF HUMAN RESOURCES
8. DEPARTMENT OF I.C.T
9. DEPARTMENT OF INTERNAL AUDIT
10. DEPARTMENT OF MARKETING AND INNOVATION
11. DEPARTMENT OF RETAIL BANKING
12. DEPARTMENT OF RISK COMPLIANCE
13. DEPARTMENT OF STRATEGY AND INNOVATION 
14. DEPARTMENT OF TREASURY 























































