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[bookmark: _Toc194563579]ABSTRACT
This study sought to determine the influence of electronic loan processing on loan performance in microfinances in Zanzibar. The study was based on three main variables: electronic client and business assessment, electronic loan monitoring, and electronic loan repayment. A sample of 50 respondents, comprising clients, loan officers, and credit managers in the microfinance industry, was used. The collected data were analysed and interpreted using inferential statistics (Pearson's correlation and linear regression) in the Statistical Package for the Social Sciences (SPSS). Electronic client and business assessment, electronic loan monitoring, and electronic loan repayment were found to be strongly statistically significant for loan performance in microfinance institutions. The study recommends that microfinance institutions should improve loan process automation through electronic platforms and upscale real-time processing to improve loan performance. Likewise, there should be an established policy to enhance the provision and access to financial services, including favourable credit facilities. Further research is recommended on: the influence of electronic loan processes on other financial aspects of financial institutions, such as financial performance and financial growth; the assessment of the effects of economic downturns on loan performance in microfinance; and the influence of advanced technologies on financial inclusion.

Keywords: Electronic Clients and Business Assessment, Electronic Loan Monitoring, Electronic Loan Repayment, Loan Performance, and Zanzibar.
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[bookmark: _Toc194563583]                                                     CHAPTER ONE
[bookmark: _Toc194563584]INTRODUCTION
1.1 [bookmark: _Toc194563585]Overview 
This chapter provides an overview of the study, the issue statement, the study's background, objectives, scope, hypothesis, importance, and theoretical implications.

1.2 [bookmark: _Toc194563586]Problem Background 
Globally, the persistence of non-performing loans (NPLs) remains a major concern for financial stability and the overall performance of banking institutions. The European banking sector has continued to grapple with a substantial proportion of NPLs, which undermine credit growth and institutional solvency. In March 2017, the European Central Bank (ECB) released data on NPLs, thereby increasing pressure on financial institutions under the Single Supervisory Mechanism to develop robust, comprehensive strategies to reduce default rates and strengthen operational resilience (KPMG, 2017).

In the African context, similar trends have been observed, with NPLs continuing to challenge the performance of financial institutions, and according to the Financial and Monetary Stability Committee, Kenya and Rwanda reported the highest proportions of hazardous borrowers within the East African region (National Bank of Rwanda, 2017). Conversely, Uganda recorded a 6.2% decline in NPLs as of June 2017, largely attributed to the Bank of Uganda’s decision to reduce lending rates to stimulate credit flows (Bank of Uganda, 2017). Despite these improvements, Uganda’s trade and commercial loan segments became more vulnerable, with default rates rising from 9.6% in 2016 to 17% in 2017, primarily due to shorter loan maturities and weak consumer demand. In Tanzania, the rise in NPLs from 8.2% in 2016 to 10.8% in 2017, exceeding the national benchmark of 5%, further underscores the regional banking sector’s exposure to credit risk and operational inefficiencies (Wambua & Were, 2014).

These regional and global trends highlight the need for financial institutions, particularly microfinance institutions (MFIs), to adopt innovative mechanisms to improve loan performance and reduce default risk. The implementation of electronic loan processing systems offers a strategic response to this challenge. Electronic loan processing can improve operational efficiency by automating credit evaluation, digital documentation, and real-time loan monitoring. Such systems enhance the accuracy of credit risk assessment, minimize human error, and facilitate the timely identification of potential defaulters. Consequently, integrating electronic loan processes can improve repayment performance, reduce turnaround times, and strengthen institutional capacity for credit management.

East African scholars attempt to examine the impact of an electronic loan management system on loan performance (Mwangi, 2023). Aliija and Muhangi (2017) investigate the impact of loan evaluation management on loan performance in Uganda. The impact of financial management on loan performance in Ugandan microfinance is evaluated (Nkundabanyanga et al., 2014). Only the effects of non-performing loans (NPLs) made in Kenya are the subject of these studies. The following authors investigate the causes and effects of non-performing loans in financial institutions: Moti et al. (2012); Mwithi (2012); Muriungi & Muturi (2018); Nyambari & Kimutai (2024); Katula & Kiriinya (2018); Tarus & Tarus (2023).

According to Maina and Njeru (2023), credit risk affects loan recovery. Omar and Koori (2016) investigate the financial performance of SACCOs and mobile banking services in Kenya. Few Tanzanian academics concentrate on the significance and effects of non-performing loans (NPLs) (Kingu et al., 2018; Moshi, 2020; Ngonyani & Serbes, 2020; Malimi, 2017). Only Tanzania's debt recovery process is evaluated by Sikiri (2021). (Maseko & Kalama 2022; Gotifridi 2022; Mmari, 2023) are the only three studies that specifically address the impact of technology and electronic banking on loan performance. However, all studies show that the relationship between electronic loan processing and loan performance remains unclear; none integrate the two; instead, they address only the impact of non-performing loans and correlate with standard variables.

Therefore, examining the influence of electronic loan processing on loan performance within Zanzibar’s microfinance institutions is imperative. Understanding this relationship will provide insights into how technological innovation can be leveraged to mitigate the persistent issue of non-performing loans, foster prudent lending practices, and promote financial sustainability across the microfinance sector.





1.3 Statement of the Problem
The design and implementation of digital lending systems have been found to significantly influence the loan performance of micro, small, and medium-sized enterprises (MSMEs). According to Akiate et al. (2024), service automation achieved through online customer engagement and efficient service delivery has a substantial impact on key loan performance indicators, including loan defaults, borrower listing, and lenders’ accessibility to credit information. These findings suggest that the digitalization of loan processes can enhance credit quality and reduce the risk of non-performing loans (NPLs) by improving operational efficiency and borrower assessment mechanisms.
On a global scale, microfinance institutions (MFIs) have increasingly begun disclosing data on loan performance and portfolio quality. However, despite this progress, the precise relationship between electronic loan processes and loan performance remains insufficiently understood. According to Sifrain (2022), the correlation between the adoption of digital lending technologies and the ratio of non-performing loans to total loans has not been consistently established across financial systems. This ambiguity underscores the need for further empirical research to clarify how electronic processes contribute to improved loan management and overall institutional performance.
In Tanzania, financial institutions have continued to publish their annual loan performance reports under the regulatory oversight of the Bank of Tanzania (BOT). While these reports provide valuable insights into portfolio quality and credit risk trends, they do not explicitly identify the underlying factors that influence variations in loan performance. In particular, it remains unclear whether advancements in technology, such as the adoption of digital and electronic loan processing systems, directly enhance loan repayment outcomes and portfolio quality, or whether other institutional and economic factors play a more dominant role.
This research, therefore, seeks to fill this empirical and contextual gap by examining the influence of electronic loan processes on loan performance among microfinance institutions in Zanzibar. By focusing on microfinance operating within Zanzibar’s metropolitan region, the study aimed to determine the extent to which integrating electronic loan application systems and digital monitoring tools affected key loan performance indicators, such as repayment rates, default levels, and portfolio at risk.
[bookmark: _Toc194563587]
1.4 [bookmark: _Toc194563588]Objectives of the Study
1.4.1 [bookmark: _Toc194563589]General Objective
The general objective of the study was to examine the influence of electronic loan processing on the loan performance of microfinance institutions in Zanzibar.

1.4.2 [bookmark: _Toc194563590]Specific Objectives
i. To examine the influence of electronic client and business assessment on loan performance of microfinance in Zanzibar.
ii. To assess the effect of electronic loan monitoring on loan performance.
iii. To assess the impact of electronic loan repayment on loan performance.


1.5 [bookmark: _Toc194563591]Significance of the Study
The purpose of this study is to help Zanzibar microfinance organizations better understand the efficiency of the electronic loan procedure, a relatively new lending practice. This study can help guide policy development for decision-makers and other organizations, such as management, regulators, government agencies, and the Central Bank of Tanzania (BOT), particularly in controlling the provision of electronic loan processing services in Tanzanian microfinance.  This is to ensure that microfinance uses electronic technology to promote economic progress, not otherwise. This study is beneficial to academics and other researchers in the banking and finance fields, as it contributes to the body of knowledge by expanding on the existing literature on loan performance and the electronic loan process, with a focus on the microfinance sector. In addition to recommending areas for future research, the study serves as a useful reference.

1.6 [bookmark: _Toc194563592]Scope of the Study
This study examined the effects of microfinance institutions' use of electronic platforms to issue credit facilities to clients on their overall loan performance, profitability, and the electronic loan process. In Zanzibar, there are three micro lending banks and four reputable microfinance organizations. The study focused on banks that provide micro lending and microfinance services and use an electronic loan process to enable inclusive lending. The study's respondents included relevant clients who use the services, as well as credit officers and managers from banks and microfinance organizations who are directly responsible for maintaining the loan book, particularly for mobile lending activities. They were chosen to stand in for the various tier groups.

1.7 [bookmark: _Toc194563594]Organisation of the Study Report
The report of this study is organized into five chapters. Chapter one covers the background information and provides the statement of the problem, the objective of the study, the research hypotheses, the significance of the study, the scope of the study, and the organisation of the study. Chapter two provides a review of the literature by other authors and researchers on the related topic under study, identifies research gaps, and presents the conceptual framework. Chapter three delineates the methodology and tools employed in this study, including the study philosophy, research design, research approach, study population, sampling designs, data collection procedure, data analysis, variables and measurement, data validity and reliability, and research ethical considerations. Chapter four describes data presentation and the discussion of findings, outlining each specific objective of the study and focusing on the relevant concerns and information obtained while articulating the study. Moreover, chapter five presents the summary, conclusion, and recommendations based on the research findings. This chapter also holds suggestions for further studies.




[bookmark: _Toc194563595]CHAPTER TWO
[bookmark: _Toc194563596]LITERATURE REVIEW
1. 
2. 
2.1 [bookmark: _Toc194563597]Overview 
Relevant prior theoretical and empirical research is reviewed and discussed in this section. It then delves deeper into the research gaps, presents the study's conceptual framework, and defines key terms.

2.2 [bookmark: _Toc194563598]Definitions of Terms

2.2.1 Credit score 
Credit score technique introduced by credit bureaus that evaluates one's full repayment behaviour and assigns a score; there is a minimum acceptance score to ensure the business can repay and does not have multiple loans. This application helps minimize asymmetrical information problems, which are vulnerable to credit risk (Martinez & Perez, 2016). 
2.2.1 [bookmark: _Toc194563600]Electronic Loan Monitoring 
According to Maina and Njeru (2023), electronic loan monitoring involves using digital tools and systems to track and manage loan portfolios. This encompasses automating loan application processes, monitoring repayment schedules, detecting defaults, and ensuring compliance with regulatory requirements.
2.2.2 [bookmark: _Toc194563601]Electronic Loan Repayment 
Electronic loan repayment is the process of repaying borrowed funds via electronic methods rather than traditional paper-based or in-person transactions (Gotifridi, 2021). 
2.2.3 [bookmark: _Toc194563602]Loan Performance 
Loan performance refers to the analysis of how well loans are being repaid, assessing their status and overall health within a financial institution’s portfolio (Kisala, 2014). A loan is considered performing when the borrower is fulfilling his or her legal obligations, including making payments, as agreed in the loan contract. The key metrics and concepts related to loan performance include:

	Key Metrics
	Concepts

	Delinquency Rates
	The percentage of loans that are past due (Dhakel, 2012). Higher delinquency rates indicate a greater risk of default. Usually, delinquency can be measured in three ways, namely: repayment rate (RR), overdue rate (OR), and portfolio at risk (PAR). Delinquency is measured because it indicates an increased risk of loss, warns of operational problems, and may help predict how much of the portfolio will eventually be lost if it is never repaid.

	Default Rates
	Default rate is the percentage of loans that have not been repaid and are unlikely to be recovered. According to Balogun and Alimi (1990), loan default occurs when a borrower is unable to fulfil his or her loan obligation when due according to the loan contract. 

	Non-Performing Loans (NPLs)
	According to the IMF (2020), nonperforming loans are those for which the debtor has not made any interest or principal payments for at least 90 days. If the interest payments have been outstanding for more than 90 days, they have been capitalized, refinanced, or postponed through an arrangement. Monitoring NPLs helps in understanding the health of the loan portfolio.

	Recovery Rate
	The loan recovery rate is the percentage of defaulted loan amounts repaid to lenders through collections, asset sales, or restructuring. (Mugisa, 2015) stated that the loan recovery rates enable the measurement of performing and non-performing asset ratios (ability to measure the recycling of financial resource levels), hence enabling the institution to enjoy public confidence.



2.3 [bookmark: _Toc194563603]Theoretical Review 
A theory is a set of views held by a person or a group of people that explain the situation that exists and predict the future. According to Kerlinger (2009), theories present a systematic view of phenomena by specifying relations among variables in empirical reality using a set of interrelated variables, definitions, and propositions. This study used the Technological Acceptance Model (TAM) to explore the study's idea, as reviewed and discussed, in the context of electronic loan processing and loan performance.

2.3.1 [bookmark: _Toc194563604]Technological Acceptance Model
Developed by Davis in 1985 and updated in 1986, the technology acceptance model (TAM) is one of the most popular models for describing user acceptance behaviour. The theory of reasoned Action (TRA) and social psychology theory in general serve as the foundation for this paradigm (Fishbein & Ajzen, 1975).  According to Microfinance research, attitudes are influenced by beliefs, and intentions lead to behaviours. Accordingly, Davis (1986; 1989) added the constructs of attitude, behavioural intention to use, perceived usefulness (PU), and perceived ease of use (PEOU) to the original TAM. PU and PEOU are two structures that help shape an end user's perceptions of a technology, which in turn forecast the user's attitude toward it and, ultimately, the likelihood that it will be accepted.

Using system utilization as the dependent variable and PEOU and PU as independent variables, Davis (1989) conducted several studies to validate TAM. Davis (1989) found a strong correlation among self-reported current use, self-predicted future consumption, and PU. The TAMs theory is applicable to this study, as it emphasizes the need for microfinance consumers to understand the technology underlying digital distribution channels as an alternative to paper channels. According to some studies, TAM may have made it easier and faster for researchers to attract participants, thereby drawing less attention to the true issue of technology acceptance (Lee et al., 2003). Despite the model's shortcomings, several academics have confirmed that PEOU and PU mediate external variables, meaning that any new variable has minimal impact on explaining system variance (Granic & Marangunic, 2019). 

Diverse scholars (Homaid, 2022; Ammar, 2017; Nnko & Haule, 2023; Mmari, 2023; Granic & Marangunic, 2019; Florence, 2017; Omar, 2022; Yusriyah, 2017; Wamai & kandiri, 2015; Macha, 2018) linked  TAM with diverse MFI operations variable like information communication technology (ICT) acceptance, intention to adopt of mobile banking, digital financial Inclusion, digital alternative delivery methods, impact of consumer attitude on internet banking adoption, introduction of mobile phone financial transactions, behaviours intention to adopt news sharia in MFI, determinant of mobile bank adoption, intention to adopt micro financial services.

This study will evaluate how the Technological Acceptance Model addresses MFI issues. The researcher was further inspired to investigate the applications of MFIs and TAM variables in the literature. As far as the author is aware, no thorough, systematic study has considered how often the TAM is used in MFI investigations. A study of this kind might reveal how MFI operations align with TAM variables regarding the impact of electronic loan monitoring, electronic loan repayment, and electronic client and business appraisal objectives.

2.3.2 [bookmark: _Toc194563605]Strength of Technological Acceptance Model 
Amin and Li (2014) argued that TAM helps understand the factors that influence user acceptance in microfinance, an industry where technology can greatly improve service delivery and reach. Microfinance institutions can optimize the adoption of their digital platforms by designing them with an emphasis on perceived usefulness (PU) and perceived ease of use (PEOU). Examining the foundations of TAM validity, Kim and Moon (2015) found that user acceptance is more influenced by technology use and other usability characteristics than by the basic TAM design. The absence of technological impediments prevents individuals from receiving financial services, which is crucial to promoting financial inclusion (Kariuki, 2015).

Therefore, the Technology Acceptance Model is a powerful tool for enhancing the adoption and effectiveness of technological innovations in microfinance. By focusing on user perceptions of usefulness and ease of use, TAM helps microfinance institutions design better technologies, improve financial inclusion, and ultimately achieve greater impact in their communities.

2.3.3 [bookmark: _Toc194563606]Weaknesses of the Technological Acceptance Model 
Ammar (2017) argued that the primary factors influencing the microfinance sector's adoption of mobile banking are microfinance customer factors, microfinance service provider factors, the business model, and the enabling environment (Zuya & Malatji, 2020). TAM is predicated on an individual's use of a computer, with an abstract notion of PU and a disregard for crucial social methods of Information Systems (IS) development and application. The PU and PEOU systems overlook additional problems, such as expenses and organizational requirements that force users to embrace novel innovations. 

Joseph and Sajan (2022) asserted that the sector's limited adoption of technology stems from its clientele, who are often resource-poor, lack financial awareness, and cannot afford expensive inputs.  It is frequently necessary to supplement TAM with additional frameworks or models that account for broader factors to address these weaknesses. Examples of such frameworks and models include the Diffusion of Innovations Theory, which considers social systems and communication channels.

2.3.4 [bookmark: _Toc194563607]Theoretical Review Gaps 
In this critical assessment of the technological acceptance model, Davis (1980) provided a compelling argument for why people could be inclined to adopt a given technology. What occurs when a person agrees to adopt a specific technology is a significant area of concern, given other researchers' opinions on this and on whether the accepted technology affects users; the TAM provided no information. This necessitates proposing theory or model innovations that highlight how technology affects people and their activities, which this study will achieve. The study is an effort to develop a model expansion and research topic that is pertinent to the advanced digital environment in which we currently live, and to demonstrate how the usage of technology and our expectations of what would be beneficial in resolving financial issues can cause the contemporary digital age to become either steady or unsteady.

2.4 [bookmark: _Toc194563608]Empirical Literature Review
In this section, a number of empirical studies related to this research, conducted across varied dimensions and sectors of learning, were reviewed. Specifically, the review focused on electronic clients and business assessment, electronic loan monitoring, and electronic loan repayment in line with loan performance.

The findings explain many causes of non-performing loans (NPLs) and indicate that the financial institution's loan sanctioning process is the main culprit. Descriptive and chi-square analyses are used to evaluate findings from a sample of 42 individuals in China (Ikram et al., 2016). That study was conducted in a developed country and did not consider electronic loan processing, as this study will do and will take place in Tanzania.
Hania and Himel (2023) assessed the factors affecting nonperforming loans in selected banks in Bangladesh using fixed- and random-effects regressions, with a sample of 33 banks. An appropriate model was selected. The study only examined factors that electronic loan processing influences on loan performance; conversely, this study took place in Tanzania.

Imeokpararia (2013) concluded that Nigerian banks' performance has not been impacted by loan management. The study targeted 22 banks and used regression and correlation coefficients to analyze the data. The study did not examine electronic loan processing in relation to loan performance, as was intended here in Tanzania.
Amran et al. (2019) found that mobile banking affected loan repayment in Malaysia. However, the study failed to control for other variables, such as electronic client and business assessments and loan monitoring.

Ntiamoah et al. (2024) examined the relationship between microfinance loan performance and credit management techniques among 375 respondents in Ghana. The statistical results clearly demonstrate a substantial positive correlation between loan performance and credit management techniques. However, the study did not examine the impact of electronic loan processing on loan performance and was conducted in Ghana.

Nyabwari and Kimutai (2024) examined the relationship between credit terms and loan performance among deposit-taking SACCOS in Nairobi, Kenya. The findings indicated that credit terms significantly and negatively affect loan performance. The data of 47 respondents were analysed using descriptive and inferential statistics, and information asymmetry theory was applied. However, unlike this current study, the study did not assess how the electronic lending procedure affected loan performance. 

Nexus between debt management literacy and digital loan repayment among selected SMEs in Kenya. Data were analyzed using descriptive and inferential statistics, and the sample comprised 243 participants. The results showed that digital loan repayment performance was favourably and significantly influenced by debt management literacy (Tarus & Tarus, 2023). The study did not account for variables related to electronic loan repayment and other electronic loan processes, as it focused on loan performance in Tanzania.

Mwangi (2023) examined the influence of the electronic loan management system on loan performance. The study used regression and correlation coefficients to analyze data from a random sample of 86.  The theory used was an innovative transaction cost theory. The finding revealed that electronic loan management improved loan performance. The study gap was that some variables were not taken into consideration, for example, electronic client and business assessment, and electronic loan monitoring, despite their significant contribution to loan performance.

Wainaina (2014) assessed the influence of mobile loan-based management practices on the financial performance of commercial banks in Kenya. The sample size was 52, and the interest theory was employed. The findings indicated that loan management practices are positively associated with financial performance, even though the study covered only commercial banks in Kenya. In contrast, this study was conducted in Tanzania, specifically in Zanzibar, focusing on Microfinance. 

Maseko and Kalama (2022) assessed the influence of electronic banking on commercial banks’ financial performance in Tanzania using descriptive and regression analysis with a population of 171 and a sample size of 120 respondents. The Technological Acceptance Model (TAM) was applied, and it found a positive relationship between the variables. However, electronic client and business monitoring and repayment were only dependent variables covered in loan performance. 

Mmari (2023) assessed the impact of using digital alternative distribution channels on Sacco's operational performance in Tanzania. The analysis involved 281 respondents and 20 SACCOS, with descriptive and inferential statistics. The technology adoption model and diffusion innovation theory were applied. The findings indicated that consumers had a positive experience, and digital alternative delivery methods affect SACCO’s performance. However, the study examined only the performance of SACCOs and other digital channel users and generalizes from it; it does not attempt to link the electronic lending process to loan performance.

2.5 [bookmark: _Toc194563610]Research Hypotheses
Based on the aforesaid empirical literature review, this study tested the following hypotheses:
i. H1:  There is a positive influence of electronic client and business assessment on loan performance.
ii. H2: The electronic loan monitoring has a positive effect on loan performance.
iii. H3: Electronic loan repayment has a positive impact on loan performance.

2.6 [bookmark: _Toc194563611]The Empirical Literature Review Gaps
In the Asian continent, Ikram et al. (2016) analyzed the causes of NPL in China, and Hania and Himel 2023) addressed factors affecting NPL in Bangladesh. Amran et al. (2019) investigated the impact of mobile banking in microfinance in Ghana, and Ntiamoah et al. (2024) evaluated the loan performance and credit management techniques in Ghana. The empirical literature review indicates that the previous research has not integrated the electronic loan procedure and loan performance. The studies focused only on the determinants and impacts of nonperforming loans in Kenya (Moti et al., 2012; Mwithi, 2012; Muriungi & Muturi, 2018; Nyambari & Kimutai, 2024; Katula & Kiriinya, 2018; Tarus & Tarus, 2023). Therefore, these studies did not correlate the electronic client and business assessment with loan performance.
Mwangi (2023) evaluated the influence of the electronic loan management system on loan performance. In Uganda, Aliija and Muhangi (2017) examined the effect of loan appraisal management on loan performance. Nkundabanyanga et al. (2014) assessed the impact of financial management on loan performance in Uganda's microfinance sector. However, studies do not address the impact of electronic loan repayment on loan performance.

Scholars in Tanzania who have examined the impacts of the loan recovery process (Malimi, 2017; Kingu et al., 2018; Ngonyani & Serbes, 2020; Moshi, 2020; Sikiri, 2021). Studies that focused on the influence of electronic banking and technology on loan performance (Maseko & Kalama, 2022; Gotifridi, 2022; Mmari, 2023). The gap identified in the scholars' research is that the scholars do not correlate loan performance with electronic loan monitoring. Previous studies do not integrate the electronic loan process with loan performance. Thus, there was a need to assess the influence of electronic loan processing on loan performance: a case study of microfinance in Zanzibar.

2.7 [bookmark: _Toc194563612]Conceptual Framework
 Therefore, the adoption of electronic loan processing systems is conceptually linked to improved loan performance through enhanced client and business assessment, loan repayment, loan monitoring, and credit risk control. This linkage provides a theoretical and conceptual framework foundation for examining how digital innovation can mitigate the persistent problem of non-performing loans and strengthen the financial sustainability of microfinance institutions in Zanzibar. 
 This research utilized the electronic client and business assessment, loan repayment, and monitoring as independent variables and loan performance as the dependent variable. The diagram in Figure 2.1 below illustrates the relationships among the variables. 

Independent Variables                            		       Dependent Variable
Electronic Client and Business Assessment 
Electronic Loan Repayment

Electronic Loan Monitoring

Loan Performance
(Nonperforming Loan)









[bookmark: _Toc194561344]Figure 2.1: Conceptual Framework
Source: Researcher’s Source, 2024





[bookmark: _Toc194563613]CHAPTER THREE
[bookmark: _Toc194563614]RESEARCH METHODOLOGY
3.1 [bookmark: _Toc194563615]Overview 
This chapter covers the research design and study methodology. In a similar vein, the chapter discusses the population and its sampling methods, and covers approaches to data collection and analysis. The chapter also covers measurement techniques, variables, data validity and reliability, and ethical considerations for research.

3.2 [bookmark: _Toc194563616]Philosophy
A philosophy of research is a set of ideas or precepts that guides a specific research project (Saunders, 2019). Positivist philosophy was adopted because the study focused on the logical response to the addressed problem, grounded in the general and specific objectives of the study, and applied a quantitative methodological approach to the collected data to support the study's hypothesis.

3.3 [bookmark: _Toc194563617]Research Design
The applied design for the study was quantitative, as numerical data were collected and analysed to understand the pattern of the relationship or to test the hypothesis (Saunders et al., 2019). The study focused on microfinance in Zanzibar and examined the cause-and-effect relationships among electronic client and business assessment, electronic loan monitoring, and electronic loan repayment, and their effects on microfinance institutions' loan performance.


[bookmark: _Toc194563618]3.4 Research Approach
Saunders et al. (2019) asserted that the deductive approach involves hypothesis testing to assess the relationship between independent and dependent variables. In addition to enabling the researcher to examine the theories' hypotheses, the deductive approach encouraged methodical data collection and analysis. The study applied the abduction approach, starting with the theory and arriving at the ideal in the conclusion, as recommended by Smith and Johnson (2018). Microfinance is rapidly expanding in Zanzibar despite religious and cultural beliefs against non-interest-based microfinance activities. 

3.4 [bookmark: _Toc194563619]Population of the Study 
Smith and Johnson (2018), any conclusion drawn from a sample that solely pertains to the designated population from which the sample was appropriately chosen is referred to as the population of interest. The target population included customers, subordinates, and top management employees of the 4 microfinance institutions and 3 banks involved in the study, all with specific loan provisions for the lower-income group. The total actual population was 200 respondents. The study area selected was urban Unguja, Zanzibar, where microfinance institutions are established. According to BOT (2017), Zanzibar has 747,432 people in the Unguja and Pemba area who use financial services, with more than 60% from the Mjini Magharibi district on Unguja. Hence, this influenced the researcher to choose this area for study, as it was easily accessible, saved time and research costs, and is the district where the researcher currently works.

3.5 [bookmark: _Toc194563620]Sampling Designs
Probability sampling was used via systematic random sampling, in which participants were selected after the Nth unit of the total population. From a total population of 200, a sample of 50 was selected to cover the microfinance area in Zanzibar; hence, the sample size was 200/50=4, and every 4th number in the population was selected for sampling. The sample size was selected using Yamane’s formula (Yamane, 1967). 

3.6 [bookmark: _Toc194563621]Data Collection Procedure
Data collection refers to the systematic process of gathering raw, original data from relevant sources to address specific research questions or objectives (Kothari, 2014). In this study, data were collected to provide empirical evidence on how electronic loan processes affect loan performance among microfinance institutions in Zanzibar's metropolitan region. The objective was to identify appropriate data-collection strategies that would yield accurate, reliable, and relevant information on the relationship between electronic loan processing and loan performance.
Given the research design and the nature of the study variables, the researcher adopted a survey as the primary data collection approach. This strategy was chosen because it allowed for the collection of standardized information from a large number of respondents within a relatively short period of time (Creswell & Creswell, 2018). To operationalize this strategy, the researcher employed a structured, closed-ended questionnaire as the primary data collection instrument. Questionnaires are widely recognized for their efficiency in collecting quantitative data, ensuring anonymity, and facilitating statistical analysis (Saunders et al., 2019).
The questionnaires were administered directly to the staff and management of selected microfinance institutions in Zanzibar to capture their perceptions, experiences, and insights regarding the electronic loan processing and its impact on loan performance. The use of primary data obtained through questionnaires ensured that the study captured first-hand information relevant to the specific research context. This approach was complemented by a review of secondary data sources, such as institutional reports, policy documents, and existing literature on electronic loan systems and loan performance, which provided contextual and theoretical support for the analysis.

[bookmark: _Toc194563623]3.7 Data Handling, Coding and Entry 
In this study, research data were stored on personal storage devices (such as flash drives, USBs, computer hard drives, DVDs, and CDs), online storage, notebooks, and printed forms. Moreover, research data management and procedures for protecting the confidentiality of study respondents and informants were in accordance with the available local and international legal frameworks on data governance. 

According to Saunders et al. (2019), data coding is the process of assigning numerals or other symbols to responses so that responses can be grouped into a limited number of categories or classes. To facilitate efficient data analysis in this study, coding decisions were incorporated at the early stage of questionnaire design, with open coding applied to open the data to all potential possibilities. After considering the data's meanings and examining the context, interpretive conceptual labels were assigned to the data. This researcher selected most of the key phrases specific to the interviewees and assigned codes to those relevant to the research questions and the issues the researcher was interested in. The coded data sets were entered into Microsoft Office and the Statistical Package for the Social Sciences (SPSS) version 27 for analysis. 

3.7. The Data Analysis
In the study, the regression model explained the relationship between the independent and dependent variables. The dependent variables were Electronic Clients and Business Assessment (ECBA), Electronic Loan Monitoring (ELM), and Electronic Loan Repayment (ELR). Mathematically, the model can be expressed as:
LP=β0​+β1​ECBA+β2​ELM+β3​ELR+ε
Where:
· LP = Loan Performance (dependent variable)
· β₀ = Constant term (intercept)
· β₁, β₂, β₃ = Regression coefficients showing the influence of each independent variable on loan performance
· ε is an error term
Kothari (2014) asserted that data analysis is the process of looking over the information gathered from a survey or experiment and drawing conclusions and inferences. Following the collection of primary data, the IBM Statistical Package for the Social Sciences (SPSS) version 20 was utilised to tabulate and analyse the data after it was verified for accuracy, consistency, correctness, and completeness. To determine the relationship between the dependent and independent variables, inferential statistics (Pearson's correlation and linear regression) were used. For regression analysis results to be legitimate and trustworthy, several fundamental assumptions must be met. While many of these presumptions also hold for other regression models, they are most relevant for linear regression. The main presumptions were as follows: 

Linearity: The dependent variable and the independent variable(s) were linearly related. This indicates a proportional relationship between changes in the independent and dependent variables. Independence: The data points, or observations, are unrelated to one another. The residuals, or mistakes, of the data should not be correlated.

Homoscedasticity: At every level of the independent variables, the residuals' variance is constant. Stated otherwise, the residuals' spread should be approximately the same for each fitted value. Normality of Residuals: The model's residuals need to have a roughly normal distribution. When creating confidence intervals and running hypothesis tests, this is especially crucial. 

Exogeneity: There is no correlation between the error term and the independent variables, which are assumed to be measured without error. This indicates that, rather than the dependent variable influencing the independent variables, the opposite is true.
If these presumptions are broken, the model's predictive capacity may be reduced, and estimations may become erroneous or skewed.

[bookmark: _Toc194563627]3.10   Variables and Measurements 
Table 3.1 shows the variables, measurements, and sources.

[bookmark: _Toc194561334]Table 3.1: Variables and Measurements
	Variable
	Type of Variable
	Measurement
	Type of 
Measurement Scale
	Source

	Electronic client and business assessment
	Independent
	Creditworthiness of the borrower
	5-Likert scales
(from 1= strongly disagree
to 5 = strongly agree)
	Aliija (2017)

	Electronic loan monitoring
	Independent
	No divergence of loan purpose
	5-Likert scales
(from 1= strongly disagree
to 5 = strongly agree)
	Katula (2018)

	Electronic loan repayment
	Independent
	Nil Past and overdue repayments
	5-Likert scales
(from 1= strongly disagree
to 5 = strongly agree)
	Katula (2018)

	Loan performance
	Dependent
	Nil or low NPL and portfolio growth
	Yes = Y; 
No = N
	Malimi (2017)


Source: Field Data (2024)

3.11.0 [bookmark: _Toc194563628]Data Validity and Reliability 
According to Phelan and Wren (2006), data reliability is the degree to which an assessment tool produces stable, consistent results, while validity is the extent to which a test measures what it purports to measure. Both data validity and reliability are concepts used to evaluate the quality of research; that is, they indicate how well a method, technique, or measure something. Reliability is about the consistency of a measure, and validity is about the accuracy of a measure. It was important for the researcher to consider validity and reliability when creating the research design, planning the methods, and writing up results so as to avoid several types of research bias that could seriously impinge on the quality of the entire research work.

3.11.1 Data Validity
Validity refers to the degree to which a research instrument measures what it is intended to measure (Mugenda & Mugenda, 2003). To ensure validity, both content validity and construct validity were tested during the pilot study phase. Content validity was established through consultation with experts in microfinance and electronic loan processing to review the questionnaire items for relevance, clarity, and alignment with the research objectives. Their feedback was incorporated to refine and improve the instrument before the final data collection.
Construct validity was assessed through pilot testing with a small group of respondents (10% of the total sample) drawn from similar microfinance institutions in Zanzibar who were not included in the main study. The purpose of the pilot test was to confirm that the questions accurately captured the constructs of Electronic Clients and Business Assessment (ECBA), Electronic Loan Monitoring (ELM), Electronic Loan Repayment (ELR), and Loan Performance (LP). The pilot test results indicated a strong correlation between the questionnaire items and their respective constructs, with all validity coefficients exceeding the acceptable threshold of 0.7. This suggests that the research instrument was valid for measuring the intended variables. The results presented in Table 3.1 show that all constructs recorded validity coefficients greater than 0.7, indicating that the questionnaire items were appropriate and measured the intended aspects of electronic loan processing and loan performance. Therefore, the instrument was considered valid for use in the final study.
Table 3.2: Validity Analysis Results
	Variable
	No. of Test Items
	Validity Coefficient (r)

	Electronic Clients and Business Assessment (ECBA)
	4
	0.879

	Electronic Loan Monitoring (ELM)
	4
	0.902

	Electronic Loan Repayment (ELR)
	4
	0.887

	Loan Performance (LP)
	4
	0.915

	Average
	4
	0.896


Source: Field Data (2024)

3.11.2 [bookmark: _Toc194563630]Data Reliability
Reliability is a measure of the internal consistency of a research instrument (Kothari, 2014). This implies that a reliable instrument can be administered on different populations with similar characteristics and return similar results. The study used Cronbach's alpha to assess the questionnaire's reliability. Reliability Analysis was conducted on a 4–item questionnaire designed to measure the influence of electronic loan processing on loan performance. The reliability threshold was alpha values equal to or greater than 0.7 (α ≥ 0.7). As shown in Table 3.2, all variables yielded alpha coefficients greater than 0.7, indicating they were highly reliable and consistently measured the construct of loan performance.

[bookmark: _Toc194561335]Table 3.3: Reliability Analysis Results
	Variable
	No. of Test Items
	Cronbach's Alpha

	Electronic Clients and Business Assessment (ECBA)
	4
	.935

	Electronic Loan Monitoring (ELM)
	4
	.952

	Electronic Loan Repayment (ELR)
	4
	.941

	Loan Performance (LP)
	4
	.962

	Average
	4
	0.948


Source: Field Data (2024)

3.12 [bookmark: _Toc194563631] Ethical Considerations on Research Issues
In accordance with the recommendations of Wallace and Sheldon (2015) and Kang and Hwang (2020), every aspect of research ethics was considered. All responders first asked for their permission. Anonymity and confidentiality were maintained. There was no physical or psychological harm to the individuals. The consumer with the lowest level of understanding received extra attention. It was acceptable to participate in the research voluntarily or to stop. Plagiarism, data manipulation, and misrepresentation were prohibited, and a clearance letter to undertake the research was obtained from the Open University of Tanzania, issued by the assigned supervisor.







[bookmark: _Toc194563632]CHAPTER FOUR
[bookmark: _Toc194563633]PRESENTATION AND DISCUSSION OF FINDINGS
4.1 [bookmark: _Toc194563634]Overview
This chapter presents findings of the study, which focused on the influence of electronic loan processing on loan performance, a case study of microfinance institutions in Zanzibar. Questionnaires were used to collect data from clients, loan officers, and credit managers at selected banks and microfinance institutions. The presentation and discussion of the findings were done based on research objectives.

4.2 [bookmark: _Toc194563635]Response Rate 
 In this study, the researcher distributed 50 questionnaires to the sampled customers, loan officers, and credit managers of the selected microfinance institutions involved in microfinance activities and specific loan provisions in urban Unguja, Zanzibar. After collection, it was found that all 50 questionnaires had been completed. 

4.3 [bookmark: _Toc194563636]Characteristics of Respondents
A total of 50 respondents were sampled for data collection, of whom 40 were working staff (loan officers and credit managers) of selected banks and microfinance institutions in urban Zanzibar, and the remaining 10 were clients of those financial institutions. The demographic characteristics include gender, age, and level of education, and their distributions are presented in the following tables.



[bookmark: _Toc194561336]Table 4.1: Respondents’ Gender
	Gender
	Frequency
	Percentage

	Male
	19
	38

	Female
	31
	62

	Total
	50
	100


Source: Field Data, (2024)

The characteristics of respondents by gender, as shown in Table 4.1 above, indicate that 38% were male and 62% were female. The findings imply that most females have access to employment opportunities and financial services in banks and microfinance institutions more than males. This study is comparable to Haule and Magali's (2020) study, which found that 48.3% of respondents were male and 51.7% were female, suggesting that females were more involved in entrepreneurial activities and in accessing financial services. On the other hand, the findings of this study differ from those of Murigi (2018), who reported that 61% of respondents were male. The remaining 39% were female, calling for greater action within microfinance institutions to ensure diversity and empower more women to access financial services.
[bookmark: _Toc194561337]Table 4.2: Respondents’ Age
	Age Interval (Years)
	Frequency
	Percentage

	18 – 25
	10
	20

	26 – 35
	12
	24

	36 – 50
	23
	46

	Above 51 
	5
	10

	Total
	50
	100


Source: Field Data (2024)

Table 4.2 above shows respondents’ age distribution. According to Table 4.2, most respondents were aged 36–50 years at 46%, followed by those aged 26–35 years at 24%, then 18–25 years at 20%, and finally those aged 51+ at 10%. These statistics indicate that microfinance institutions are more inclined to absorb and serve stakeholders with full energy and suitable experience for the microfinance industry. It is believed that youth are energetic and have the required zeal to search for business opportunities and are passionate about the application of technology; hence, it is easy for financial institutions to deploy electronic loan processing and management systems. The findings of this study are consistent with a study by Vandenberghe and Waltenberg (2010) on the ageing workforce and productivity, which found that the age-productivity profile increases until the age group 30-35 years, then decreases until the age group 55-60 years. Young workers under 20 years and workers over 50 years have significantly lower productivity than the reference group. 

[bookmark: _Toc194561338]Table 4.3: Respondents’ Level of Education
	Education Level
	Frequency
	Percentage

	Secondary Level
	4
	8

	College 
	10
	20

	University
	36
	72

	Total
	50
	100


Source: Field Data (2024)

The data on respondents' educational levels are presented in Table 4.3. The data revealed that all respondents were literate at different levels of education, 72% were educated up to university level, 20% were diploma holders, and 8% had a secondary education qualification. The study assessed respondents' levels of education to gauge their understanding and the extent to which they are qualified to perform their tasks on behalf of their employers and their businesses. Additionally, the results indicate that the study recruited educated and knowledgeable participants who could think and provide reasonable answers. 

The findings of this study are similar to those of Murigi (2018), who found that most respondents (81%) had a degree-level education or higher. This implies that employees in MFIs have high-quality work, which enhances organizational loan management and can lead to improved performance. Nevertheless, these findings are conversely compared to the results of the study conducted by Mosha (2016), who indicated that a high percentage of respondents (76%) had attained primary and secondary school education, and only 12.3% were holders of university degrees. This means that the majority of respondents with low education are self-employed and are more eager to take advantage of available opportunities to obtain credit services from IMFs. 

4.4 [bookmark: _Toc194563637]The results from the Descriptive Analysis 
This section presents the results of descriptive analysis and pertinent interpretations. The results align with the study's objectives. In addition, the study used a 5-point Likert scale to collect data for the study questions, with integers 1 to 5 corresponding to disagree to agree strongly. Therefore, the mean score is the average value of responses for each item on the Likert scale. The implication is that the item with the highest mean is the one that most respondents chose or rated highly, and vice versa. The results are presented as measures of distribution (frequencies), measures of central tendency (means), and measures of dispersion (standard deviations). 

4.4.1 [bookmark: _Toc194563638]Electronic Client and Business Assessment
The first objective of this study was to determine the influence of electronic client and business assessment on loan performance. Therefore, the study put into perspective the views of staff working in banks and microfinance institutions in Unguja town regarding the influence of electronic client and business assessments on loan performance. The results of this are shown in Table 4.4. As indicated, it was largely strongly concurred (70% of respondents) that electronic clients and business assessment influences loan performance. The findings supported a previous local study by Moti et al. (2012), which emphasized that lending institutions should closely examine borrowers' credit histories as one way to address the challenges posed by NPLs. 

The findings of the study conducted by Niaz and Azimun (2015) among commercial banks in Bangladesh established that, to mitigate non-performing loans, commercial banks engaged in thorough loan appraisal processes to arrest NPL risk. Nevertheless, the findings of this study contradict those of a previous study by Sanusi (2012), which found that a poor credit appraisal system existed in selected commercial banks in Nigeria. Likewise, the study by Hania and Himel (2023) demonstrates that the volume of non-performing loans in Bangladesh's commercial banks is primarily determined by macroeconomic variables and bank performance rather than client and business assessments. 

The results show that the majority (70%) of respondents held the opinion that electronic clients and business assessment influence loan performance, 20% disagreed, and 10% were unsure. Based on these findings, the study accepted that electronic clients and business assessment influence loan performance in banks and microfinance institutions.

[bookmark: _Toc194561339]Table 4.4: Influence of Electronic Clients and Business Assessment on Loan Performance
	Response
	Frequency
	Percentage

	Strongly Agree
	14
	28

	Agree
	21
	42

	Neither Agree Nor Disagree
	5
	10

	Disagree
	8
	16

	Strongly Disagree
	2
	4

	Total
	50
	100


Source: Field Data (2024)
 
4.4.2 [bookmark: _Toc194563639]Electronic Loan Monitoring
The second specific objective of the study was to assess the effect of electronic loan monitoring on loan performance. The study further analysed the views of staff at banks and microfinance institutions in urban Unguja, Zanzibar, on the monitoring process for electronic loans. The results of this effect are shown in Table 4.5. The study observed that there was a belief that banks and microfinance institutions used electronic means to monitor how their borrowers repaid loans. It was also noted that 64% of the sampled respondents held the strong view that electronic loan monitoring had a significant effect on loan performance, compared with 32% who disagreed and 4% who neither agreed nor disagreed. It was further argued that effective electronic loan monitoring technology had enabled loan portfolio managers to more easily focus on vigilantly monitoring advanced loans, thereby improving loan performance. This was in line with observations from a study conducted in Uganda by Nakayiza (2013), which found that effective loan portfolio managers have focused on closely monitoring the performance of advanced loans electronically, thereby facilitating more effective monitoring and recovery of loans. 

On the same vein, the findings of this study support those of Mwangi (2023), which examined the influence of the electronic loan management system on loan performance. The findings concluded that increasing electronic loan management also increases loan performance. On the other hand, the empirical study conducted by (Moti et al. (2012) on the analysis of the effectiveness of credit management system on loan performance in microfinance sector in Kenya, depicted that despite there being arrear monitoring systems among MFIs, these institutions continued to suffer from huge NPLs, implying the insignificant correlation between loan monitoring and loan performance in microfinance institutions. 

[bookmark: _Toc194561340]Table 4.5: Effect of Electronic Loan Monitoring on Loan Performance
	Response
	Frequency
	Percentage

	Strongly Agree
	19
	38

	Agree
	13
	26

	Neither Agree Nor Disagree
	2
	4

	Disagree
	11
	22

	Strongly Disagree
	5
	10

	Total
	50
	100


Source: Field Data (2024)

4.4.3 [bookmark: _Toc194563640]Electronic Loan Repayment
According to the field-collected data presented in Table 4.6, respondents had different perceptions of the impact of electronic loan repayment on loan performance. 68% of respondents agreed that electronic loan repayment affected loan performance, while 24% disagreed. The remaining 8% of respondents neither agreed nor disagreed on the impact of electronic loan repayment on loan performance. 

Similar results are reported in the study by Amran et al. (2019) on the impact of mobile banking on loan repayment, which employed a qualitative case study methodology at Amanah Ikhtiar Malaysia (AIM), a leading microfinance organization in Ghana. I found that Mobile banking increases the system's efficiency and organization of loan repayments. The use of mobile banking streamlined data updates and enabled the management of recipients' bank accounts after repayment. Conversely, the study by Tarus and Tarus (2023) found that digital loan performance is favourably and significantly influenced by debt management literacy rather than by electronic loan payments. 

[bookmark: _Toc194561341]Table 4.6: The Impact of Electronic Loan Repayment on Loan Performance
	Response
	Frequency
	Percentage

	Strongly Agree
	17
	34

	Agree
	17
	34

	Neither Agree Nor Disagree
	4
	8

	Disagree
	12
	24

	Strongly Disagree
	0
	0

	Total
	50
	100


Source: Field Data (2024)

4.5 [bookmark: _Toc194563641]The Results of Inferential Analysis and Interpretations
The study examined the influence of electronic loan processing on loan performance among microfinances. To this end, this section provides a perspective on the results and interpretations of Pearson correlation and linear regression analyses. A linear regression model was constructed to illustrate the relationship between the dependent variable (Y) and the independent variable (X). The variables were loan performance as the dependent variable, and the independent variables were electronic clients and business assessment, electronic loan monitoring, and electronic loan repayment.

4.5.1 [bookmark: _Toc194563642]Results from Pearson Correlation 
This section presents the results of the Pearson correlation analysis, which outlines the relationships between variables characterizing electronic loan processes and loan performance, as shown in Table 4.7. The significance of the correlation was tested at the 95% confidence level, equivalent to a 0.05 level of significance. The results from the correlation table 4.7 below show that all variables are positively correlated with loan performance. As shown in Table 4.7, the correlation between electronic clients, business assessment, and loan performance was positive, moderately strong, and significant (r = 0.857; p < 0.05). These results were interpreted to mean that enhancing the electronic clients and business assessment was likely to increase loan performance. 

The study further revealed a positive, moderately strong, and significant relationship between electronic loan monitoring and loan performance (r = 0.802; p < 0.05). The interpretation of these results was that the more electronic loan monitoring was employed, the more borrowers would fulfil their loan obligations (i.e., higher loan performance), and the reverse was also true. According to the findings, microfinance institutions with effective electronic loan monitoring of advanced credit facilities were more likely to achieve high loan performance. Moreover, the study found that the relationship between electronic loan repayment and loan performance was positive (r = 0.816) and statistically significant (p < 0.05). The results showed that the process of repaying loans electronically was largely consequential for loan performance in microfinance. 

[bookmark: _Toc194561342]Table 4.7: Pearson Correlation Matrix
	Correlations
	Electronic Client and Business Assessment (ECBA)
	Electronic Loan Monitoring (ELM)
	Electronic Loan Repayment (ELR)
	Loan Performance (LP)

	N
	50
	50
	50
	50
	50

	Electronic Client and Business Assessment (ECBA)
	Pearson Correlation
	1
	.902**
	.940**
	.857**

	
	Sig. (2-tailed)
	
	.000
	.000
	.000

	Electronic Loan Monitoring (ELM)
	Pearson Correlation
	.902**
	1
	.893**
	.802**

	
	Sig. (2-tailed)
	.000
	
	.000
	.000

	Electronic Loan Repayment (ELR)
	Pearson Correlation
	.940**
	.893**
	1
	.816**

	
	Sig. (2-tailed)
	.000
	.000
	
	.000

	Loan Performance (LP)
	Pearson Correlation
	.857**
	.802**
	.816**
	1

	
	Sig. (2-tailed)
	.000
	.000
	.000
	

	**. Correlation is significant at the 0.01 level (2-tailed)


Source: Field Data (2024)

4.5.2 [bookmark: _Toc194563643]Results from Linear Regression Analysis
The study scrutinized the extent to which electronic loan process influenced loan performance in microfinances. This was achieved by running linear regression analysis in SPSS, in which the general correlation (R), coefficient of determination (R²), analysis of variance, and regression coefficients were determined. The study also verified the presence of multicollinearity problems in the regression equation using variance inflation factors (VIFs) and tolerance levels (T). As shown in Table 4.8, the general correlation between the electronic loan process and loan performance was strong and positive (R = 0.857, 0.860, and 0.860). This implied that the more microfinance institutions focused on advancing and managing loans through electronic platforms, the more likely they were to record high loan performance. In addition, the study noted that the variables characterizing the electronic loan process (electronic clients and business assessment, electronic loan monitoring, and electronic repayment) accounted for 73.4%, 73.9%, and 73.9% of performing loans in microfinance (R2 = 0.734, 0.739, and 0.739).  

Moreover, the study indicated that the general relationship between electronic loan processing and loan performance was statistically relevant and significant (R = 0.857; F = 132.571; p < 0.05), (R = 0.860; F = 66.481; p < 0.05), and (R = 0.860; F = 43.403; p < 0.05). To this end, the study stressed the extent of the influence of loan processing attributes on loan performance, with the emphasis on improving the level of advancement and management of credit facilities via electronic platforms.

Lastly, the suitability of the regression model used in this study, Y= R0 + R1 H1 + R2 H2 + R3 H3 + έ, was established by determining the presence or absence of multicollinearity problems. Tolerance and VIF were used to assess collinearity among the predictor variables (ECBA, ELM, and ELR). The analysis, as indicated in Table 4.8, showed that all predictor variables had Tolerance values greater than 0.1 or VIF values less than 10, which were well above the acceptable thresholds of T ≥ 0.1 or VIF ≤ 10 (Littel et al., 2000). Therefore, the forecasted regression model was deemed suitable. 

[bookmark: _Toc194561343]Table 4.8: Linear Regression Results
	
Model Summary

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate

	1
	.857a
	.734
	.729
	.634

	2
	.860b
	.739
	.728
	.635

	3
	.860c
	.739
	.722
	.641

	 Predictors(Constant; a, b, c): Electronic Client and Business Assessment, Electronic Loan  Monitoring,  and Electronic Loan Repayment

	
ANOVAa

	Model
	Sum of Squares
	Df
	Mean Square
	F
	Sig.

	1
	Regression
	53.228
	1
	53.228
	132.571
	.000b

	
	Residual
	19.272
	48
	.402
	
	

	
	Total
	72.500
	49
	
	
	

	2
	Regression
	53.565
	2
	26.783
	66.481
	.000c

	
	Residual
	18.935
	47
	.403
	
	

	
	Total
	72.500
	49
	
	
	

	3
	Regression
	53.574
	3
	17.858
	43.403
	.000d

	
	Residual
	18.926
	46
	.411
	
	

	
	Total
	72.500
	49
	
	
	

	a. Dependent Variable   :  Loan Performance is Influenced

	b. Predictors (Constant) : Electronic Client and Business Assessment (ECBA), Electronic Loan Monitoring (ELM), and Electronic Loan Repayment (ELR)

	Coefficientsa

	Model
	Un-standardized Coefficients
	Standardized Coefficients
	t
	Sig.
	95.0% Confidence Interval for B
	Collinearity Statistics

	
	B
	Std. Error
	Beta
	
	
	Lower Bound
	Upper Bound
	Tolerance
	VIF

	1
	(Constant)
	.332
	.306
	
	1.084
	.284
	-.284
	.947
	
	

	
	ECBA
	.901
	.078
	.857
	11.514
	.000
	.743
	1.058
	1.000
	1.000

	2
	(Constant)
	.412
	.319
	
	1.293
	.202
	-.229
	1.054
	
	

	
	ELM
	.133
	.146
	.158
	.915
	.365
	-.160
	.426
	.186
	5.368

	3
	(Constant)
	.400
	.334
	
	1.199
	.237
	-.271
	1.072
	
	

	
	ELR
	.034
	.242
	.033
	.141
	.889
	-.454
	.522
	.105
	9.498

	a. Dependent Variable: Loan Performance


Source: Field Data (2025)
4.6 Discussion of Results
This section presents an in-depth discussion of the empirical findings in relation to the study’s specific objectives, the reviewed literature, and the theoretical framework that guided the research. The objective of the study was to determine how electronic loan processing measured through electronic client and business assessment (ECBA), electronic loan monitoring (ELM), and electronic loan repayment (ELR) influences loan performance among microfinance institutions in Zanzibar.
4.6.1 Influence of Electronic Client and Business Assessment on Loan Performance
The first objective sought to determine the influence of electronic client and business assessment on loan performance. The descriptive results in Table 4.4 showed that 70% of respondents agreed or strongly agreed that ECBA positively influences loan performance, suggesting that effective digital client appraisal enhances credit quality and repayment outcomes. Pearson's correlation (r = 0.857; p < 0.05) further confirmed a positive, statistically significant relationship between ECBA and loan performance. Likewise, regression analysis revealed that ECBA had the strongest standardized beta coefficient (β = 0.857; p < 0.05) among all predictors, signifying that it was the most dominant factor influencing loan performance.
These findings suggest that when microfinance institutions use automated systems for client data collection, credit scoring, and business assessment, they are better able to assess a borrower’s capacity and willingness to repay loans. Enhanced decision-making through technology reduces information asymmetry and minimizes the risk of non-performing loans (NPLs).
The results corroborate earlier studies such as Moti et al. (2012), which emphasized that comprehensive credit appraisal processes significantly improve loan portfolio quality. Similarly, Niaz and Azimun (2015) found that banks in Bangladesh reduced NPLs by incorporating digital tools into client evaluation systems. On the other hand, the findings contradict those of Sanusi (2012), who observed poor credit appraisal systems in Nigerian commercial banks, leading to deteriorating loan quality. Overall, the present study demonstrates that integrating electronic client and business assessment tools is a critical determinant of loan performance in Zanzibar’s microfinance institutions.
4.6.2 Effect of Electronic Loan Monitoring on Loan Performance
The second objective was to assess the effect of electronic loan monitoring (ELM) on loan performance. Descriptive results (Table 4.5) indicated that 64% of respondents agreed or strongly agreed that electronic monitoring has a significant effect on loan performance. The Pearson correlation coefficient (r = 0.802; p < 0.05) indicated a moderately strong, positive relationship, while regression results (β = 0.158; p = 0.365) indicated that although ELM contributes positively, its influence is statistically weaker when other factors (ECBA and ELR) are controlled.
The positive correlation supports the view that electronic monitoring systems, such as digital dashboards, automated alerts, and mobile tracking applications, enable real-time tracking of borrowers’ repayment behaviour and the early detection of potential defaults. This proactive monitoring allows loan officers to intervene promptly, improving repayment rates and overall loan performance.
The findings are consistent with Nakayiza (2013), who found that effective electronic loan monitoring enhances repayment performance among microfinance institutions in Uganda, and Mwangi (2023), who reported that increasing adoption of electronic loan management systems leads to better loan performance. However, these results contrast with those of Moti et al. (2012), who found that despite the presence of monitoring systems, Kenyan MFIs continued to face high levels of NPLs, suggesting that monitoring alone may not be sufficient without proper implementation and enforcement mechanisms. Thus, while electronic monitoring contributes positively to loan performance, its effectiveness depends on how well it is integrated with decision-making processes, staff capacity, and the enforcement of credit policies.
4.6.3 Impact of Electronic Loan Repayment on Loan Performance
The third objective examined the impact of electronic loan repayment (ELR) on loan performance. Descriptive findings (Table 4.6) revealed that 68% of respondents agreed or strongly agreed that electronic loan repayment influences loan performance. Pearson correlation results (r = 0.816; p < 0.05) indicated a strong, significant positive relationship, suggesting that digital repayment systems foster more consistent and timely loan repayment. However, the regression coefficient for ELR (β = 0.033; p = 0.889) indicated that its influence was statistically insignificant when considered alongside other electronic loan processing factors.

The positive association implies that the use of mobile banking, online transfer platforms, and automated payment reminders facilitates convenience, reduces transaction costs, and enhances repayment discipline among borrowers. These systems also reduce operational inefficiencies for microfinance institutions, allowing them to manage loan accounts more effectively.
The results align with Amran et al. (2019), who found that mobile banking enhances repayment efficiency in microfinance operations by improving payment tracking and financial record management. Conversely, they differ from Tarus and Tarus (2023), who reported that debt management literacy, rather than electronic payment systems, was the main driver of loan performance in digital lending contexts.
4.6.4 Influence of Electronic Loan Processing on Loan Performance
The combined regression results (Table 4.8) indicated that the three electronic loan processing variables collectively explained approximately 73.9% of the variance in loan performance among microfinance institutions in Zanzibar (R² = 0.739). This means that most of the improvement in loan performance can be attributed to electronic loan processing components, particularly electronic client and business assessment, which emerged as the most influential predictors. The analysis also confirmed the model’s statistical significance (F = 43.403; p < 0.05) and the absence of multicollinearity (VIF < 10, Tolerance > 0.1), validating the regression model's suitability for this study.
The findings provide empirical evidence that adopting electronic loan processing technologies substantially improves loan performance by increasing credit evaluation accuracy, improving monitoring efficiency, and facilitating timely repayments. These results are consistent with financial intermediation theory, which posits that efficient information flow and risk management mechanisms enhance institutional performance and financial sustainability.
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[bookmark: _Toc194563645]SUMMARY, CONCLUSION AND RECOMMENDATIONS
5.1 [bookmark: _Toc194563646]Overview
This chapter presents a summary of the study's major findings and interpretations, aligned with the objectives. It also presents conclusions drawn from the study's findings and offers a set of necessary recommendations.

5.1.1 [bookmark: _Toc194563648]The Influence of Electronic Clients and Business Assessment on Loan Performance
The findings indicated that 70% of the respondents agreed that electronic client and business assessment influences loan performance. The regression analysis indicated that the relationships between electronic clients, business assessment, and loan performance were positive, strong, and significant. Based on these findings, electronic clients and business assessments are among the most important elements to consider in loan performance. The findings emphasize the role of microfinance management in fulfilling its duty and responsibility to prepare and review proper assessments before extending credit facilities. The findings further imply that electronic client and business assessments enable microfinance institutions to understand their clients better and minimize default rates among borrowers who are not creditworthy. 

5.1.2 [bookmark: _Toc194563649]The Effect of Electronic Loan Monitoring on Loan Performance
The study results revealed that 64% of respondents strongly believed that electronic loan monitoring had a significant effect on loan performance, compared with 32% who disagreed and 4% who neither agreed nor disagreed. Those who agreed argue that continuous monitoring was the most effective and efficient approach for identifying control breaches, anomalies, and high-risk activities or conditions at early stages, and for applying immediate strategies to prevent and minimize the impact of any possible loan portfolio impairment. Furthermore, the findings reveal that electronic loan monitoring positively and significantly affects loan performance. The regression analysis indicated that electronic loan monitoring promoted loan repayment performance.

5.1.3 [bookmark: _Toc194563650]The Impact of Electronic Loan Repayment on Loan Performance
The findings indicated that 68% of respondents agreed that electronic loan repayment affected loan performance. In comparison, 24% held the view that it had no impact, and the remaining 8% neither agreed nor disagreed. Pearson correlation and regression analysis indicated that electronic loan repayment was strongly and positively correlated with loan performance. 

5.2 [bookmark: _Toc194563651]Conclusions 
Generally, based on the findings, the study established that electronic clients and business assessment, electronic loan monitoring, and electronic loan payment have a positive and significant influence on loan performance amongst banks and microfinance institutions in Zanzibar. Therefore, the conclusions outlined in this section are pertinent to both the study objectives and findings as further explained below:

5.2.1 [bookmark: _Toc194563652]Electronic Clients and Business Assessment
The study concluded that the use of electronic processing in assessing clients and businesses makes it easier to evaluate clients’ character and the financial soundness of businesses. Proper client and business assessments help financial institutions improve loan performance by enabling them to better understand their clients before extending loans. However, the study concluded that several shortcomings were observed on the part of banks and microfinance institutions during the assessment of loans advanced through the electronic loan process. The lending banks and microfinances strived to examine the genuineness of the cash flows, income levels, credit history, and capital of the electronic-based borrowers. 

5.2.2 [bookmark: _Toc194563653]Electronic Loan Monitoring
The results of the study revealed that proper, ongoing loan monitoring is the most effective and efficient approach for identifying control breaches, anomalies, and high-risk activities at early stages. The study concluded that electronic monitoring of the loan portfolio significantly influenced loan performance, as it helps financial institutions quickly identify, through the review of electronic records, activities or conditions that require attention and apply immediate strategies to prevent and minimize the impact of potential loan portfolio impairment. 

5.2.3 [bookmark: _Toc194563654]Electronic Loan Repayment
The study found that electronic loan repayment methods, including online banking, mobile banking, electronic fund transfers, credit card payments, and digital wallets, among others, have a significant impact on loan performance. 
5.3 [bookmark: _Toc194563655]Recommendations
The study established that electronic loan processing has a significant influence on loan performance amongst financial institutions in Zanzibar. Therefore, based on the findings of this study, the following recommendations have been suggested by the researcher:

5.3.1 [bookmark: _Toc194563656]Practical Recommendations
Microfinance institutions should provide appropriate training, particularly financial literacy on digital financing, to their customers, as this is important for improving loan performance and their financial prosperity. The training should be inclusive enough to accommodate all eligible borrower groups in society, including people with disabilities. Equally important, the study advises that all loan officers and credit managers should be well-trained to handle electronic loan processing to reduce slip-ups that could increase non-performing loans. Moreover, to enhance loan performance, financial institutions should improve loan monitoring through electronic platforms and upscale real-time automated evaluation of borrowers to establish their creditworthiness, while reducing the cost of loan administration. Nevertheless, the study recommends that microfinance borrowers equip themselves with the necessary skills to manage their credit facilities and businesses better. This could help them allocate the borrowed funds to their intended purposes, which, in turn, would lead to strong loan performance and improve their business and personal prosperity. 


5.3.2 [bookmark: _Toc194563657]Policy Recommendations
The study recommends that policy makers establish an inclusive policy to guide the operations and management of electronic loan processing, including for people with special needs. The policy should emphasise the provision of electronic loans with favourable terms and interest rates to people with special needs. The policy should describe, among others, the nature and mode of training to be provided, with consideration of the diversity requirements of people with special needs, the procedures for electronic clients and business assessment, encouraging procedures for electronic loan monitoring and repayment, eligibility criteria, and the nature and type of collaterals to be pledged. 

Also, as this study's findings show, the majority of females have been involved in financial services; the policy should specify how males, particularly youth, should be encouraged to utilise available credit facilities to improve their participation in sustainable income-generating activities rather than gambling.

5.3.3 [bookmark: _Toc194563658]Theoretical Contributions
The findings of this study demonstrate the extensive use of technology in the loan process and that all the examined variables of the electronic loan process: electronic client and business assessment, electronic loan monitoring, and electronic loan repayment, positively and significantly influence loan performance. This signifies the existing high level of technological adoption in the loan process among microfinance institutions in Tanzania. Based on these findings, the results of the study concur with the Technological Acceptance Model (TAM) as applied. Consequently, strategies and other frameworks or models should be developed regularly to promote microfinance, design better technologies, improve financial inclusion, and ultimately achieve greater impact in their communities. Examples of such frameworks and models include the Diffusion of Innovations Theory, which considers social systems and communication channels.

5.4 [bookmark: _Toc194563659]Study Limitations 
In the process of conducting this study, some of the major obstacles encountered included the inadequacy of financial resources and time that limited the coverage of the study; minimum cooperation from the most of the credit department staff who were busy with their daily responsibilities and reluctant to disclose information regarding their banks for fear of potential reprisals from their superiors; and minimum support from bank clients (borrowers) who thought that the researcher was spying on their businesses and financial affairs. To mitigate the aforesaid challenges, the researcher chose a study area near his residential locale and place of economic activities. Also, the researcher sought the approval of higher authorities of the participating employees through a clear explanation of the importance of the study to their entities and using a clearance letter and a research consent agreement, which assured the participants that the study was going to be exclusively for academic purposes and that the findings were going to be shared with them.

Due to the study's limitations, the researcher adopted a qualitative research design with an explanatory approach, collecting data from a purposive sample of 50 respondents. This study employed quantitative methodological choices to reduce bias, enhance data validity, and enable standardized data collection. 

Moreover, the study examined three variables influencing loan performance namely; electronic clients and business assessment, electronic loan monitoring, and electronic loan repayment whereas in the absence of the above mentioned limitations, the study could had taken into account more variables that could influence loan performance including the extent of financial and loan education, level of income and economic growth, borrower’s perceptions and attitude, rate of loan interest, to mention a few. 
Furthermore, the aforesaid challenges limited the study to a small area, namely, urban Unguja-Zanzibar, which was near the researcher’s residential locale and place of economic activities. Zanzibar, an area with some religious and cultural beliefs against non-interest activities, and with three micro lending banks and four reputable microfinance institutions, could not have been the only coverage area for the study if it had not exhibited the study limitations. 

5.5 [bookmark: _Toc194563660]Suggested Areas for Further Studies
Given the study's limitations, which affected the choice of study design, variables covered, and the study's area, the researcher suggests further comparative research on the assessment of the effects of customer training on loan repayment and how these effects affect non-performing loans among banks and microfinance institutions. Moreover, the study recommends further research on the influence of electronic loan processes on other financial aspects of financial institutions, such as financial performance and financial growth. 

In addition, it is important to assess the effects of economic downturns on loan performance among microfinance institutions. Besides, the study proposes further research encompassing other theories, frameworks, or models that address the weaknesses of the Technological Acceptance Model and that, in the design of advanced technologies, promote microfinance, improve financial inclusion, and ultimately achieve greater impact in communities.
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APPENDIX I: RESEARCH QUESTIONNAIRES
TITLE: THE INFLUENCE OF ELECTRONIC LOAN PROCESSING ON LOAN PERFORMANCE A CASE STUDY OF MICROFINACE INSTITUTIONS IN ZANZIBAR.

Section A
Directives: Tick (✔) for the correct Response to question.
1. Tick for your gender: 	Male 	…………….. 	Female	       ………………….
2. Tick to indicate level of education: Secondary …..………. 	College………….... 	University 	………………
3. Tick to indicate if you are employee or customer of this microfinance institution: Employee 	…………………. 	Customer 	……………………
4.  Tick to Indicate your Age: 18-25 ………	26-35 ………	36-50 ………	51-65 ………
Section B
Instruction put Y for yes and N for no in Black.
1. Does the microfinance use electronic system or device in loan process?               (…......)
2. There is integration between electronic loan processing and loan performances.       (……..)
3. Is loan performance influenced by other factors than electronic loan processes?      (.….…)
If Yes, What are those factors?
………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………

Section C
	Statement
	Likert Scale

	
	Strongly Agree  (5)
	Agree (4)
	Neither Agree Nor Disagree
(3)
	Disagree (2)
	Strongly Disagree (1)

	There is Influence of Electronic Client and Business Assessment on Loan Performance
	
	
	
	
	

	Electronic Loan Monitoring has Effect on Loan Performance
	
	
	
	
	

	Electronic Loan Repayment has Impact on Loan Performance
	
	
	
	
	



Thank you for your cooperation.






APPENDIX II: CONSENT TO PARTICIPATE IN RESEARCH STUDY
RESEARCH TITLE: “THE INFLUENCE OF ELECTRONIC LOAN PROCESSING ON LOAN PERFORMANCE” A CASE STUDY OF MICROFINACE INSTITUTIONS IN ZANZIBAR

CONSENT TO PARTICIPATE IN RESEARCH STUDY
1. General Information 
This consent form is designed primarily to be used by the researcher to conduct a research study titled “The Influence of Electronic Loan Processing on Loan Performance.” The interventions to be used to collect data from respondents are questionnaires, observations, and interviews. 
This consent form acts as an agreement between the researcher and the research participant outlining the roles and responsibilities they are taking towards one another throughout the whole of the research process. It pays particular attention to ensure that research data can be curated and made available for future use, as well as taking into account the requirements of available laws for Personal and Data Protection in Tanzania.

2. Agreement to Participate in Research and Permission of Information
· I have read and understood the study information or it has been read to me. I have been able to ask questions about the study and my questions have been answered to my satisfaction.
· I consent voluntarily to be a participant in this study and understand that I can refuse to answer questions and I can withdraw from the study at any time, without having to give a reason.
· I understand that the information I provide will be used for the purpose of this study, and that personal information collected about me that can identify me will not be shared beyond the study team. I agree that my information can be quoted in research outputs.
· I give permission for the information that I provide to be deposited so it can be used for future research and learning. 

3. Signature
    ………………………………	     ………………….…       ………………….
    Name of Respondent 		Signature 		        Date

I have accurately provided the study information to the participant and, to the best of my ability, ensured that the participant understands to what they are freely consenting.

……………………………       ………	………………….…     ………………….
Name of Researcher 			Signature 		        Date





APPENDIX III: RESEARCH CLEARANCE LETTERS
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THE UNITED REPUBLIC OF TANZANIA

\ MINISTRY OF EDUCATION, SCIENCE AND TECHNOLOGY
THE OPEN UNIVERSITY OF TANZANIA

Ref. No OUT/PG2022000245 13" September, 2024

Zonal Manager
BRAC ZNZ Finance Ltd,
P.0.Box 2633,

ZANZIBAR.

Dear Manager,

RESEARCH CLEARANCE FOR MR. THOBIAS DIETRICH KAPINGA, REG NO:
PG2022000245

2. The Open University of Tanzania was established by an Act of Parliament No. 17
of 1992, which became operational on the 1%March 1993 by public notice No.55 in the
official Gazette. The Act was however replaced by the Open University of Tanzania
Charter of 2005, which became operational on 1"January 2007.In line with the Charter,
the Open University of Tanzania mission is to generate and apply knowledge through
research.

3. To facilitate and to simplify research process therefore, the act empowers the Vice
Chancellor of the Open University of Tanzania to issue research clearance, on behalf of
the Government of Tanzania and Tanzania Commission for Science and Technology, to
both its staff and students who are doing research in Tanzania. With this brief
background, the purpose of this letter is to introduce to you Mr. Thobias Dietrich
Kapinga, Reg.No: PG2022000245), pursuing Master of Business Administration
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(MBA). We here by grant this clearance to conduct a research titled “The Influence of
Electronic Loan Process on Loan Performance: Case Study Microfinance in
Zanzibar”. He will collect his data at your office from 17" September 2024 to 30"
November 2024.

4. In case you need any further information, kindly do not hesitate to contact the
Deputy Vice Chancellor (Academic) of the Open University of Tanzania, P.O.Box 23409,
Dar es Salaam. Tel: 022-2-2668820.We lastly thank you in advance for your assumed
cooperation and facilitation of this research academic activity.

Yours sincerely,
THE OPEN UNIVERSITY OF TANZANIA

_ Bt

Prof.Gwahula Raphael Kimamala

For: VICE CHANCELLOR

Kinondoni Biafra, Kawawa Road; P.O 23409; Dar es Salaam; Tel: +255 22 2668 445;
E-Mailyc@out.ac.tz]| Website:www.out.actz
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THE UNITED REPUBLIC OF TANZANIL

MINISTRY OF EDUCATION, SCIENCE AND TECHNOLOGY.
THE OPEN UNIVERSITY OF TANZANIA

Re. No OUTIPG2022000245

RetallDirector,
PBZ Head Offcs,
BOX 1173,
ZANZIBAR

Dear Director,

RE: RESEARCH CLEARANCE FOR MR. THOBIAS DIETRICH KAPINGA, REG NO:
PG2022000245

2. The Open Uriversity of Tanzaria was established by an Act of Parament No. 17
of 1992, which becama operational on the 1*March 1993 by public notice No.55 n the
offcial Gazetie. The Act was however replaced by the Open University of Tanzania
hartr of 2005, which became operational on 1*January 2007.I o with the Charte,
the Open University of Tanzania mission is 1o genorate and apply knowiedge through
research.

3. Tofaciltate and o simpiy research process threfore, theact empowers the Vico
Chancellorof the Open University of Tanzania toissue research clsarance, on behalf of
the Government of Tanzania and Tanzania Commission for Scence and Technolagy, o
both s stalf and siudents who are doing research in Tanzania. Wit this brief
background, the purpose of tis lttr is to intoduco 1o you Mr. Thoblas Dietrich
Kapinga, Reg:No: PG2022000245), pursuing Master of Business Administration
(MBA). We here by grant ihis clearance to conduct a research tled “The Influenco of
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Electronic Loan Process on Loan Performance: Case Study Microfinance in
Zanzibar”. He wil collect his dala at your offce from 17" Septomber 2024 to 30"
November 2024,

4. I case you need any further information, kindly do not hesitate 1o contact the.
Deputy Vice Chancellor (Academic of the Open University of Tanzania, P0.80x 23409,
Dar os Salaam. Tel: 022-2-2668820.We lasly thark you in advance for your assumed
‘cooperation and facitatin of this research acader

Yours sincerely,

THE OPEN UNIVERSITY OF TANZANIA

et

Prof Gwahula Raphael Kimamala

For: VICE CHANCELLOR

Kinondon ik, K Road: .0 2040: D s Sesa, Tat 1255 2 2668 445
ot el A2
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