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ABSTRACT 

The study attempts to assess factors affecting loan repayment in microfinance 

institutions in Tanzania. The study was carried out to assess factors influencing loan 

repayments in Microfinance Institutions (MFIs) and it was guided by the following 

specific objectives: to assess the relationship between interest rates and loan 

repayments, to assess the relationship between borrowers’ education level and loan 

repayments and to assess the relationship between inflation and loan repayments as 

well as to identify other factors that affect loan repayments. 

The study used analytical research design whereby quantitative data was reviewed 

from 2007 to 2018 of three MFIs namely: FINCA Microfinance, EFC Microfinance 

and Brac Tanzania. The study relied on documentary resources to obtain secondary 

data. 

The key findings include: there is a significant positive correlation between interest 

rates and loan repayments in that higher interest rates lead to increased loan defaults 

and higher Non Performing Loans & places Portfolio at risk. Furthermore, borrowers 

with higher education level tend to honor their loan obligations than the non-

educated. This suggests a strong correlation between two variables. However, 

inflation was noted to have no significant effects on loan repayment. More so, other 

factors influencing loan repayment include: level of income & responsibilities, moral 

values and loan payment period among others. Also, the study noted that the rate of 

defaulting has been decreasing due to increase in the number of loan supervisors and 

close monitoring of borrowers’ business. But in 2015 to 2017 there was an increase 

of default rate due to inadequate close monitoring of new members and less 

supervision of new borrowers 

 The study calls on stakeholders in the microfinance sector to ensure borrowers have 

access to technical training in business and entrepreneurship. There should have clear 

and effective lending policies and procedures. In the same vein, government and 

other stakeholders alongside borrower should be sensitized to abide by due diligence 

before taking loans. 
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CHAPTER ONE 

1.0 INTRODUCTION 

Miniaturized scale Finance Institutions (MFIs) are the significant wellsprings of 

account to most business visionaries inside the nation. The current MFIs overcome 

any issues of credit openness yet most borrowers are blamed for defaulting. It is 

obvious that giving out credits joins inborn related dangers, for example, advance 

defaults, liquidity, loan fee, remote trade and capital sufficiency dangers among 

others (Santomero, 1997).  

 

Banking part is one of the key elements planned for pushing Tanzania to 

acknowledge monetary development. One of the pointers of money related solidness 

at an organization is advance characteristics. Advance reimbursements demonstrate 

the quality and the positive exhibition of the monetary area, which additionally 

represents the financial strength of the nation. The accomplishment of the 

miniaturized scale account organizations relies upon how they deal with their credit 

frameworks. The move is critical in light of the fact that the MFIs benefit originates 

from advances. Interests on credits contribute fundamentally to the enthusiasm of the 

monetary foundations (Harvlesky and Borman 1994).  

 

As indicated by Reeds and Gill (1989) practically 85percent of microfinance 

originates from enthusiasm on credits, consequently advances comprise the mass 

money related foundations resources (Saunders and Connets, 2005). Credit 

reimbursements rely upon various variables fluctuating among created and immature 

nations. Hypothetically, there are such huge numbers of reasons which impact credit 

reimbursement in microfinance foundations. The reasons can be arranged into three 

sections: loan specialists' attributes, borrowers' qualities and business attributes.  
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There are number of difficulties of default of credits. One of them is monetary stress, 

which influences the capacity to produce salary of customers. Another test is 

unanticipated occasions, for example, fire, floods or ailment which may cause 

business breakdown in light of the fact that there will be not be any money inflow to 

maintain the business.  

 

The motivation behind this investigation is to evaluate elements affecting advance 

reimbursements in Microfinance organizations in Tanzania and the contextual 

analysis is Foundation for International Community Assistance (FINCA) 

Microfinance Bank. The bank is outstanding amongst other performing miniaturized 

scale funds in Tanzania.  

 

In Tanzania, Bank of Tanzania (BOT) tries to carefully oversee money related 

foundations in order to keep up favorable advance reimbursements terms for 

borrowers and suitable acknowledge dangers the executives frameworks for 

financing costs as of now remaining at 9% per annum. Notwithstanding, BoT (2017) 

reports that however moderately steady, the normal budgetary exhibition of certain 

banks still falls underneath desire due to Non Performing Loans (NPL). MFIs, 

similar to some other money related foundations, are relied upon to help their 

monetary presentation by suitably dealing with their advance reimbursements 

through proper credit approaches (Okech, 2013).  

 

In Tanzania, advance reimbursements have to a great extent been affected by loan 

costs. For example, Olomi (2011) contends that in spite of the moderately steady 

financing costs, numerous borrowers still default somehow. Also, Tanzania 

Investment report (2015) has it that probably the greatest test confronting banks is to 

keep up maintainable money related execution yet numerous players in the 

microfinance business appear not to get a handle on which definite elements impede 

credit reimbursements, making the issue repeating over years..  
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Moreover, Nobuo (2015) contends that, if factors collecting poor advance 

reimbursements are not very much familiar by MFIs, will undoubtedly proceed with 

a rollover impact of declined execution along these lines, ruining the money related 

development of MFIs. In spite of different remedial advances made by MFIs like 

FINCA, EFC and BRAC to take care of and end this issue of low advance 

reimbursements and execution by structuring fitting loaning procedures speaking to 

borrowers, maintainable high benefits still stays slippery for the MFIs (FINCA, 

2015) and EFC(2017).  

 

The issue of advance reimbursements rises adrenaline in the brains of numerous 

borrowers who for different reasons run into money related pain in applying for 

credits as well as clearing their advance commitments, anyway little is thought about 

the full degree of explicit components liable for advance reimbursements in MFIs 

since most investigations done depend on business (Baisi, 2017). This raises 

enthusiasm for the longing to basically investigate the situation with respect to 

factors gathering to credit reimbursements in Tanzania MFISs as benchmark for 

uncovering the hidden issues, therefore the reason for this examination. 

Many creating nations, including Tanzania have understood that ladies can contribute 

gigantically to the advancement and improvement of the national economy; 

subsequently they see the significance of helping ladies to improve their expectations 

for everyday comforts (Harns, 2007). Since autonomy to date the legislature of 

Tanzania has been attempting endeavors to guarantee that ladies are completely 

associated with the creation circle in order to increase their living expectation and 

that of their families. This has been done in a joint effort with different microfinance 

foundations (MFIs). Ladies business visionaries around the globe are having any 

kind of effect. They contribute various thoughts and a lot of vitality and capital assets 

to their networks, and produce employments just as make extra work for providers 

and other side project business linkages (Siwadi and Mhangami 2011) includes that it 

is irrefutable that ladies business visionaries are the significant entertainers in that 

part and supporters of financial improvement and are getting progressively 

noticeable in the neighborhood economies of the creating nations. Advancing ladies' 
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financial and political strengthening increases more prominent consideration in the 

course of the most recent three decades (Yeshiareg and Defene, 2007).  

 

The legislature and the corporate world have concocted various financing plans 

planned for giving advances to ladies business visionaries. As indicated by Kamanza 

(2014) this exertion generally goes to be unfruitful because of poor credit 

reimbursement. Kamanza ascribes this to business disappointment impacts credit, 

sexual orientation jobs, borrower‟s pioneering aptitudes and preoccupation of 

advance assets by borrowers. These components have made the money related 

foundations to be incredulous about the pioneering capacities of ladies. The brokers 

consider ladies credits at higher hazard than men's lines. The investors put ridiculous 

and nonsensical protections to get credit to ladies business visionaries. Ladies in 

creating countries have little access to assets, because of the way that they are moved 

in poor country networks with hardly any chances to obtain cash (Starcher, 1996; 

UNIDO, 1995).  

 

An independent venture is an element that is exclusive and worked, with few 

representatives and generally low volume of offers. Independent ventures are 

regularly exclusive organizations, associations or sole ownerships. There is no 

unmistakable meaning of little scale undertakings as little shifts by nation and 

industry. Be that as it may, three criteria are for the most part utilized in writing to 

characterize Micro and Small Scale Enterprises (MSEs).  

 

Potential wellsprings of money for the little scale endeavors incorporate business 

banks, nonbank monetary foundations, non-administrative associations (NGOs), 

multilateral associations, business affiliations, and pivoting investment funds and 

credit affiliations. Likewise, budgetary exchanges additionally occur between 

dealers, companions, family members and landowners, just as business 

moneylenders (Atieno, 2001).  
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Reimbursement issue is one of the basic issues of Micro Financial Institutions that 

worries all partners where the high advance default rate is the essential driver of the 

disappointment of Micro Financial Institutions (Maata, 2004).  

 

Internationally, reimbursement issue is profoundly seen in creating nations where the 

banking or loaning business began in the late years contrasted with the created 

existence where banking or loaning business began from the get-go in the 

seventeenth century (Nawai, 2009) In Africa Repayment issue is in high rate since a 

large portion of African nations are lying in the district of creating nations as 

expressed previously. Africa nations began banking or loaning business in twentieth 

century when individuals from created districts came to put resources into Africa 

(Awoke, 2004).  

 

As per Derban (2005), destitution is the fundamental determinant of poor advance 

reimbursement along these lines since neediness is high in Africa then it shows that 

the advance reimbursement issue do exist in Africa by and large.  

 

In Tanzania setting reimbursement issue has been seen in various money related 

foundations where it has influenced the majority of smaller scale account making 

them work under misfortune henceforth quitting for the day the business. The issue 

has been to a great extent saw in urban territories, particularly in enormous urban 

communities, for example, Dar Es Salaam where the vast majority don't have 

perpetual location where it gets hard to follow borrowers who are not loyal in 

reimbursing back their credit portions. Ladies enterprise assumes a significant job in 

the financial advancement of a Country. Ochola and Okelo (2013) found that ladies 

business visionaries upgrade jobs inside the family and prompts riches creation at the 

national level. Because of their developing significance there is expanded research in 
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the territory. Female business visionaries have been viewed as a significant power for 

development, work creation and monetary development and in this way there has 

been a swarm of investigation into ladies' business possession. In spite of the 

significant job they play, ladies business visionaries keep on confronting various 

difficulties which include: inability to reimburse their advances on schedule, 

separation, absence of access to back, absence of experience, absence of preparing 

among others (Jamali, 2008). In spite of the fact that there is developing enthusiasm 

for ladies subsidizing through ladies' endeavor finance and various small scale 

financing foundations, examines show that credit reimbursement by ladies are a 

major test which prompts decrease of their capability to emphatically add to the 

economy (Kamanza, 2014). 

1.2 Statement of the Problem 

In a battle against neediness and joblessness, microfinance foundations assume a 

huge job through giving advances and sparing administrations to the poor whose 

entrance to back leaves a great deal to be wanted (Fikirte, 2011). For as long as not 

many years, the microfinance area has developed quickly. These establishments offer 

medium measures of advances generally to specialists who can't bear the cost of 

insurances to get advances from the huge business banks.  

 

Borrowers are compelled by a solemn obligation to reimburse the credits to 

guarantee the reusing of cash for the advantages of different people. Studies led by 

Mpogole, H et al, (2012) and Mukama J, et al, (2005) show the development of small 

scale money area in Tanzania is looked with difficulties of advance reimbursement 

issues by customers.  

 

Difficulties in advance reimbursement cloud advances of microcredit. To be sure, the 

achievement of the Micro account Institutions rely upon how they deal with their 

credit framework. The purpose for this background is that, MFIs benefit originates 

from advances. Interests on advances contribute essentially to expand salary of 

budgetary organizations (Harvlesky and Borman, 1994). It is from this setting the 

examination intends to research the variables affecting advance reimbursements in 
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the Microfinance Institutions in Tanzania. 

 

1.3 Objective of the Study 

1.3.1 General Objective 

The main objective of this study is to assess the factors influencing loan repayments 

in the Microfinance Institutions in Tanzania. 

 

1.3.2 Specific Objectives 

i. To assess the relationship between interest rates and loan repayments. 

ii. To assess the relationship between borrowers education level and loan 

repayments. 

iii. To assess the relationship between inflation and loan repayments. 

iv. To identify other factors that affect loan repayments. 

 

1.4 Research Questions 

To provide the conclusion on the research problem, this study aims to answer the 

following questions; 

i. What is the relationship between interest rates and loan repayments? 

ii. What is the relationship between borrower’s education level and loan repayments? 

iii. What is the relationship between inflation and loan repayments? 

iv. What other factors affect loan repayments? 

 

1.5 Significance of the study 

The study purpose is to assess the factors that influence the loan repayments and how 

these factors can play a role in ensuring prompt loan recoveries. The MFIs can utilize 

the research findings by putting up in place some measures to categorize their 

customers based on criteria with higher probability to pay the loans.  

Another significance of this study is to help all MFIs in the policy making as to 

determine the criteria in loan disbursement and loans repayments forecasting models. 

Also the academic community and educational institutions can use this study for 

further researches and academic references. 
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1.6 Scope of the study 

The study focused on assessment of factors influencing loan repayments in 

Microfinance institutions. The FINCA microfinance, EFC microfinance and Brac 

Tanzania are chosen as the case study but the results can be shared with other 

Microfinance institutions where the study like this has not been conducted. 

 

1.7 Organization of the study 

The study is categorized into six chapters. Chapter one consist of  introduction, 

background for the study, statement of the problem, objectives of the study, research 

questions, significance, scope and organization of the study. Chapter two reviews the 

literature related to the study by defining the key terms, theoretical review, theories 

guiding the study, empirical literature and conceptual framework.  

 

Chapter three shows methodology of the study which includes description of study 

area, research design, sampling unit and population, sampling technique, sample size, 

data collection methods and tools, and Data analysis methods. Chapter four presents 

data analysis and discussion of the results. Chapter five presents discussion of 

findings whereas chapter six entails the summary, conclusions and recommendations 

drawn from the study. 
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CHAPTER TWO 

LITERATURE REVIEW 

2.0 Introduction 

Writing survey covers different examinations identified with credit reimbursement 

issue. The audit covers both hypothetical and experimental writing. The section has 

four sections. The initial segment present the meaning of the ideas, the subsequent 

part survey hypothetical writing portraying speculations concerning variables 

affecting credit reimbursement, the third part audits observational writing and the 

forward part shows applied system of the investigation. 

 

2.1 Definition of the Key Concepts 

2.1.1 Loan repayment 

A loan is a sum of money that a person can borrow from bank , financial institutions 

or an individual and agreed each other to repay after a certain period of time. A loan 

repayment is the act of making payment to loan usually monthly. A loan repayment 

is determined by the liquidity position of the borrower and economic life of the 

investment borrowed upon. 

2.1.2 Interest Rates  

A loan cost is the measure of enthusiasm due per period, as an extent to the sum loaned, kept 

or obtained (called the chief entirety). The complete enthusiasm on a sum loaned or obtained 

relies upon the chief whole, the financing cost, the exacerbating recurrence, and the period of 

time over which it is loaned, saved or acquired (Oketch, 2013).  

 

So also, Ngari (2013) characterizes financing cost as the extent of a sum lent which a loan 

specialist charges as enthusiasm to the borrower, typically communicated as a yearly rate. It 

is the rate a bank or other loan specialist charges to get its cash, or the rate a bank pays its 

savers for keeping cash in a record. 
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2.1.3 Inflation  

 As indicated by Prasanna and Gopakumar, (2016) expansion is alluded to as a 

monetary circumstance that happens on the off chance that an expansion the 

stockpile of cash is more noteworthy than the measure of merchandise and 

enterprises created in a nation. Swelling is arranged as hyper if is runs in the 3 digit 

rate focuses and it very well may be amazingly high expansion when it arrives at 50-

100%.  

 

Likewise expansion can be esteemed incessant in the event that it ranges from 15-

30% and can be sorted as high swelling extending from 30-half while moderate 

swelling runs from 25-30%. All the more in this way, expansion can be considered 

low when it ranges from 1 - 5% (Umaru and Zubairu, 2015).  

 

As per Hammermann and Flangan, (2017), the monetary circumstance where buying 

force is relied upon to hold the worth and low degree of swelling is helpful to 

customers for making long haul arrangements. A low expansion rate prompts lower 

ostensible and genuine financing cost that thus diminishes the expense of acquiring. 

An economy where swelling is low, "families" will be urged to buy more products 

that are strong and increment the pace of venture. The move will come full circle into 

an expansion in profitability and large scale manufacturing of merchandise and 

ventures, hence boosting the economy. 

 

2.1.4 Education   

As indicated by Otubu (2009), instruction is the way toward encouraging learning, or 

the obtaining of information, abilities, qualities, convictions, and propensities. 

Instructive techniques incorporate narrating, dialog, educating, preparing, and 

coordinated inquire about. Instruction regularly happens under the direction of 

instructors, however students may likewise teach themselves.  

 

Instruction can be acknowledged in formal or casual settings and any involvement in 

developmental impact in transit one thinks, feels, or acts might be viewed as 
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instructive. The approach of educating is called teaching method. Training is 

generally partitioned officially into such stages as preschool or kindergarten, grade 

school, optional school and afterward school, college, or apprenticeship (Oundo, 

2012) 

2.2 What is Microfinance?   

Microfinance is alluded to as the manner by which monetary administrations are 

given to individuals of low salary; this implies the underestimated and the jobless 

ones (Otero 2000). Scheiner and Colomber, (2001) characterize microfinance as 'the 

endeavor to improve access to little credits and stores for poor family units ignored 

by banks.  

 

Morduch (2000) points out that Microfinance Institutions (MFIs) are the specific 

associations that had joined the standard of microfinance sharing duties towards 

budgetary consideration.  

 

Without a doubt, as indicated by the Asia advancement bank, MFIs are the ones 

whose significant arrangements of the microfinance administrations are: stores, 

credits, installment administrations, cash moves and protection to poor and low 

salary family unit together with their miniaturized scale endeavors.  

 

As indicated by the World Bank (2012), microfinance is a little scale money related 

help, principally credit and reserve funds given to individuals who ranch or fish and 

the individuals who work little endeavors in which merchandise are delivered, 

reused, fixed or acquired. They are centered around who give administrations, who 

work for wages and who increase pay from leasing modest quantity of land, vehicles, 

dry season creatures or hardware.  

 

Basing on the above definitions gave by various creators on microfinance definitions, 

one can contend that it is the limited quantity of cash given to poor people and 

individuals who procure low pay from money related administrations. 
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2.3 Microfinance Institutions in Tanzania 

 

During the year, 1995 microfinance was another undertaking in Tanzania separated 

from Non Government Organization (NGOs) managing ladies and destitution 

mitigation.  

 

Not many contributors' associations (Norad and Usaid) were the pioneers, giving 

advances to the nearby network, particularly ladies bunches in little scale producing, 

opening up credit plans, setting up business people preparing. In a similar vein in, 

2001 after the foundation of the National Microfinance Policy (NMP) Tanzania got 

comprehensive of the Microfinance in the financial part. From that point forward the 

nation has seen the expansion in the quantity of Microfinance foundations. The area 

has been recording critical steps with the quantity of various players in the market. 

These include: NMB, FINCA, PRIDE, SEDA and Akiba.  

 

A decent quantities of network banks have taken a lead in serving the neighborhood 

customer base in Micro financing, in this gathering incorporates Dar es salaam 

Community Bank, Mufindi Community Bank, Religious bunches NGOS just as the 

quantities of Saccos are working their nearby effort. Under the small scale network 

level ladies in various territories have working the nano idea of Microfinance known 

as Village Community Banks (Vikoba).  

 

It is the idea of gathering sparing and loaning where by individual spares the measure 

of concurred cash after a specific development period they share the assets it's more 

the instrument of empowering sparing soul among the individuals in the gathering. 

Vikoba has improved to the degree that it isn't unprecedented to discover them in 

most working spots in Tanzania.  

 

The fate of MFIs in Tanzania looks ruddy the same number of these offices are 

spreading their wings to contact increasingly unfaltering individuals in the nation. 

The development of innovation and physical foundation will be key variables 

deciding MFIs development.  
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2.4 Microfinance loaning model  

 

Loaning model are strategies utilized by MFIs to give credit to the customers. 

Loaning includes a bank giving advance consequently to a guarantee of premium and 

head reimbursement in future (Kay, 2005). The normal strategies utilized are Group 

and Individual loaning models.  

 

2.4.1 Group loaning model  

 

People join to shape a gathering to get credit from money related establishments. The 

gathering regularly comprises of four or five people chose by their relationship and 

notoriety. They are endowed with forces to make installment to the acquired sum and 

incase of any default both endure the outcomes. A case of gathering model is Joint 

Liability.  

 

2.4.2 Individual loaning model  

 

Chijoriga (2012) has it that individual loaning model is applied when the advance is 

given straight forward to the borrower and they are obligated to make full 

installments of chief sum close by the endorsed intrigue and if there should arise an 

occurrence of any default, he/she endures the outcomes. MFIs center around 

elements prompting respecting the advances before giving the money to a recipient. 

These components include: character of the borrower, motivation behind the credit, 

salary wellspring of reimbursement, capacity of the borrower to oversee business 

effectively and reason for the advance and the sum being mentioned by the customer.  

 

2.4.3 Credit Policy  

 

As indicated by Ahimbishwe (2002), credit strategies are standards utilized by 

officials in the money related establishments when giving advances. They set up 
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techniques and rules intended to limit expenses related with credit while expanding 

its advantages from  

 

In extra to the credit strategies, some significant loaning standards are utilized by 

money related foundations as their qualities Zena, (2009). These include: borrowers 

saw need, competency or reimbursement limit and borrowers character.  

 

The Government of Tanzania (GOT) set up the National Microfinance Policy (NMP) 

in 2000 to give the structure to tackling the microfinance partner's intercessions in 

the improvement of the national business.  

 

The standards of the NMP depend on manageability and best practice. To influence 

maintainability, the NMP set forward three instruments for its usage specifically: 

guideline, utilization of standard and limit building (Rugambe, 2016). 

 

2.5 Microfinance Policy in Tanzania 

Microfinance in Tanzania is one of the methodologies that the legislature has 

concentrated on as of late in quest for giving reasonable money related 

administrations to larger part of Tanzanian populace (Rubambey, 2001). Before the 

budgetary and banking rebuilding occurred, the vast majority of money related 

administrations for rustic, smaller scale and little ventures were offered by the 

National Bank of Commerce (NBC) and the Co-employable and Rural Development 

Bank (CRDB) (Chijoriga, 2000).  

 

Rubambey (2001), has it that since 1991, the legislature has been executing money 

related changes to guarantee focused, proficient and compelling budgetary 

framework. Despite the fact that the restructurings have had sensible accomplishment 

in realizing the development of focused and proficient standard financial segment, it 

has not achieved expanded access to fundamental monetary administrations by most 

of the Tanzanians, especially those in country regions.  
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The reflection on the above difficulties had prompted the administration's choice to 

mount up an intentional activity to encourage elective methodologies in the making 

of an expansive based budgetary framework, including an assortment of supportable 

organizations with wide effort and offering differing monetary items. The 

administration's decision of microfinance was affected by the conviction that, given 

satisfactory consideration, microfinance can possibly contribute impressively to the 

financial improvement of the nation since it is progressively adjusted to the 

requirements of the low salary populace which makes up most of Tanzanians 

(Rubambey, 2001)  

 

2.6 Significances of microfinance organizations  

 

As per Chijoriga (2012), the reason for microfinance is to give assets to speculation 

that is relied upon to produce pay to financial specialists in a new offer to improve 

their employments. It is seen that most borrowers utilize miniaturized scale credit 

funds on nourishment, safe house and apparel to meet their fundamental needs 

instead of venture.  

 

Microfinance includes broadening little credits, reserve funds and different 

administrations to individuals who don't approach capital. It is a key methodology in 

helping individuals living in neediness to turn out to be monetarily free and it causes 

them become stronger and ready to battle for their families in the midst of monetary 

trouble.  

 

2.7 Theoretical Review  

 

A hypothesis is a lot of interrelated ideas, suspicions and speculations that 

deliberately portray and clarify regularities of conduct. A hypothesis in this way has 

standards, presumptions, speculations, fundamental ideas and application (Corey, 

2001).  

 

2.7.1 Agency Theory  
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Organization tends to issues or circumstance that can emerge because of certain 

distinctions that may show up between the head and operator. Organization 

hypothesis handles circumstances in which one gathering follows up for the benefit 

of the other. The hypothesis clarifies the connections of personal responsibility in 

business association. The investigation perceives the MFIs as the guideline and 

borrowers as the operator who are relied upon to reimburse the advance according to 

MFIs prerequisites. Now and again, there is a data inconsistency between the MFIs 

and borrowers that may lead borrowers to secure credit when the likelihood of 

reimbursement is low.  

 

MFIs neglect to get borrowers' data about business execution, a move that may lead 

into advance default. In such manner, office hypothesis bolsters the MFIs to go into 

contract into the borrowers without having ideal data of the borrowers. The 

hypothesis itself lies in discovering approaches to rouse specialists to take proper 

activities.  

 

2.7.2 Maslow’s hierarchy of needs 

The focal fundamentals of Maslow's Hierarchy of necessities hypothesis (1970) are 

five degrees of requirements that each individual tries to fulfill, these are mental 

(hunger, parched, cover), Safety (security, insurance, request, solidness), Social 

(warmth, having a place, fellowship), Esteem (sense of pride, notoriety, achievement, 

and accomplishment) and Self-completion (want, self-satisfaction). As pursues: 



17 

 

 

Figure 2.1 Abraham Maslow’s hierarchy of needs (Sagimo, 2002) 

The mental needs are the most essential needs in the chain of command. They are 

fundamental natural elements of the human association. These requirements are 

unlearned, model yearning, parched, rest and sex. The security, wellbeing needs 

possess the subsequent level. These requirements identified with want of exact easily 

run and stable condition (Sagimo, 2002). The fundamental or lower request needs are 

generally genuinely fulfilled in workplace, and accordingly they depend on 

predominance (Okumbe, 1999).  

 

The third needs are differently alluded to as adoration having a place, love, 

connection, or social needs these necessities are worried about loving connection 

with other individuals and status, inside a gathering since laborers go through the 

vast majority of their hours in their workplace, a large portion of the affection needs 

ought to be fulfilled here. The fourth degree of necessities is regard. These are 

requirements for control accomplishment, fitness, acknowledgment and status. Here 
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individual rouse for regard, confidence and regard for other people. At this level 

people need to feel that they are worth, that others additionally perceive this and the 

individual moreover perceive that others worth (Okumbe, 1999).  

 

Individuals should be free from risk, threat, torment or an unsure future. For this 

situation, business people, clients and MFI officials need security to communicate 

one another. Social needs allude to the need to bond with other individuals, be 

adored and structure enduring connections with others. On the off chance that one 

has had no chance to give and get love the person in question gets antagonistic. The 

fulfillment of social needs makes regard needs progressively quiet.  

 

The principle motivation behind microfinance is to give reserves/advances for 

interest in miniaturized scale organizations in order to lift needy individuals, when 

they gain admittance to that credit and in the event that their fundamental 

requirements for endurance are not met, at that point the advance goes to address 

those issues instead of placing them in their business, by doing so they may get 

themselves trouble to reimburse the assets obtained. Bayang (2009) out that at the 

hour of advance disbursal, the poor are pre-busy with squeezing monetary issues. In 

each phase of development of the business the exchange proprietor has neglected 

lower needs along these lines the assets goes to address those issues as opposed to 

paying the credit.  

 

2.7.3. The hypothesis of Information Asymmetric  

 

The hypothesis of data asymmetry expresses that it is hard to dispassionately 

separate a decent from a terrible borrower (Auronen et al, 2013). All the more along 

these lines, the hypothesis affirms that typically borrowers will in general have more 

data which may redundant be brought to the consideration of the banks yet such data 

could impact the choice as to give or not to give the borrower a credit.  
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Bercof, et al, (2012) elucidates that the gathering that thinks less about a similar 

explicit thing to be executed is thusly in a place of settling on either right or wrong 

choice concerning the exchange. Antagonistic determination and good risks have 

prompted critical gathering of non-performing credits in banks.  

 

The hypothesis is of most extreme hugeness to this investigation as in a method for 

improving budgetary execution, banks frequently give credits to borrowers whose 

due determination is irrefutable. Be that as it may, as a general rule, banks much after 

due industriousness might not have all the essential significant data relating these 

borrowers and hence now and again credits are given to awful borrowers which 

might be negative to the budgetary accomplishment of the bank.  

 

2.7.4. The Credit cycle Theory  

 

Rajan et al (2013) put it concisely that the significance of data dependent on banking 

similar to a foundation of the key Keynesian financial hypothesis. The hypothesis 

expect awry data or data mistiness as the underlying driver for defective credit 

markets. Pioneers of this hypothesis are Stieglitz and Weiss (2012) declared that the 

hypothesis offers a model which gives a system to breaking down money related 

markets wasteful aspects or disappointments.  

 

Loaning foundations, for example, business banks are not just keen on the pay earned 

from advances yet additionally the inborn dangers of such advances, Berger Young 

(2015).  

 

As indicated by the Credit cycle Theory financing costs play a double reason among 

a pool of borrowers, screen clients through the antagonistic determination procedure 

or good peril. Banks need to utilize different screening intends to recognize potential 

borrowers who are bound to pay back their advances, since the normal profits for 

such advances depends critically on the likelihood of reimbursement" stressed.  
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To summarize, the credit advertise hypothesis places that data asymmetry prompts 

unfriendly choice and good risk, which sadly brings about wasteful credit showcase 

in developing markets.  

 

(Borio and Lowe, (2012) contend that generally safe borrowers, for example, SMEs 

are sidelined from the flood of potential borrowers, in this manner the hypothetical 

builds bolster the view that high financing costs, as a screening gadget, are contrarily 

identified with credit request and advance reimbursement  

 

2.7.5 Interest Rate Parity Theory  

 

As indicated by Bhole and Dash, (2002), loan cost Parity hypothesis (IPRT) depends 

on the contention that distinctions in financing costs between a nation and its 

exchanging accomplices represent the pace of progress in the ostensible conversion 

scale.  

 

Without a doubt, the hypothesis of loan cost equality identifies with the contrast 

among remote and residential financing costs with the distinction in spot and future 

trade rates. This equality condition expresses that the residential loan cost ought to be 

equivalent to the outside financing cost in addition to the normal trade rates. The 

financing cost differential between local nation and world is equivalent to the normal 

change in the household conversion scale  

 

Handling and Shorthand (2015) contend that the IPR hypothesis loan cost 

differentials between two unique monetary standards will be reflected in the 

premium or rebate for the forward conversion scale on the outside cash if there is no 

action of purchasing offers or money in one budgetary market and selling it at a 

benefit in another. 
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2.8. Guiding Principles of Loan Repayment 

An advance reimbursement is dictated by the liquidity position of the borrower and 

the monetary existence of the speculation acquired upon. In extra to the credit 

approaches some significant loaning standards are utilized by the money related 

foundations as their core values (Zena, 2009). These include: borrowers saw need, 

competency or reimbursement limit and borrowers character. In borrowers' apparent 

need, borrowers should be given the advance that covers their apparent needs all 

together for the advances to be utilitarian.  

 

The budgetary foundations credit framework should concentrate on the borrowers 

need as the criteria for qualification. Skill, borrower's ability to pay relies upon the 

best possible use of the credit office to produce benefit. This is the significant 

apparatus in deciding potential credit value of the borrower.  

 

Moneylenders should utilize the borrowers previous history on benefits and thriving 

and borrowers individual character; loan specialists need to know individual 

notoriety of the borrower and his disposition to the budgetary commitments. Loan 

specialists ought to consistently relate credit with great individual characteristics of 

the borrowers including trustworthiness, genuineness, obligation, constancy and 

earnestness of the borrower. 

2.9 Empirical Literature Review 

2.9.1 Interest rates and loan repayment 

 

Otuori (2013) and Obiero (2012) have it that a domain of low financing costs close 

by savage challenge among MFIs could restrain the potential outcomes for MFIs to 

build up fitting costs for their credits and stores, putting pressure on the working 

edge and contrarily influencing banks' productivity.  

 

Changes in transient rates or in the slant of the yield bend don't altogether impact 

bank gainfulness once macroeconomic and bank-explicit controls are properly 

considered.  
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In any case, there may be unfriendly impacts on bank productivity if rates stay low 

for an extensive stretch of time. To be sure, Moosa and Bhatti, (2010) contend that 

following a diminishing in loan costs, net intrigue edges are from the start protected 

due to the commonly quicker repricing of the remarkable measure of liabilities when 

contrasted with resources. Since resources will in general be longer term, changes in 

the financing costs applied on new business take more time to be reflected in the 

extraordinary measure of credits. An extended low loan cost condition could in this 

way be required to be increasingly hindering for MFIs.  

 

George (2014) examined on the effect of loan fees on MFIs in Kenya; it was a 

registration investigation of all enrolled 43 MFIs in Kenya and depended vigorously 

on narrative optional information for multi year study period (2009-2013). The 

investigation found that financing costs coordinated influenced advance 

reimbursements and in the occasion where loan costs are higher credit 

reimbursements declined and the invert is valid.  

 

Besides, Lucy (2017) led an examination on the impact of financing costs on the 

NPL of MFIs in Kenya; the investigation embraced a study research plan on an 

objective populace of all associations enlisted for home loan loaning as of 31st 

December 2016 which were 33. The examination utilized auxiliary information 

sources to gather measurements from CMA library and Central Bank of Kenya. The 

information gathered were examined utilizing various direct relapse examination led 

at 95% certainty level.  

 

The investigation set up a noteworthy negative relationship in the five relapse 

examination between financing costs and NPL advances propelled; three positive 

outcomes were built up between loan costs and the previous. The investigation 

reasons that higher loan fees dishearten borrowers and make it considerably 

progressively hard for current borrowers to respect their money related 

commitments.  
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2.9.2 Borrowers instruction level and advance reimbursement  

 

The ethical factor is of impressive significance in credit assessment practically 

speaking (Pandey 2004). MFI must pass judgment on the clients/borrowers whether 

they will endeavor to respect their credit commitments. The character of the client is 

significant in breaking down his/her readiness to pay. The primary attributes that 

characterize borrower's capacity to pay the credit are character, limit and capital. The 

degree of instruction contributes a great deal to the credit value of the borrowers.  

 

The Character of a client is imperative to investigate his readiness to pay. The 

budgetary or credit chief should pass judgment on whether the clients will endeavor 

to respect their credit commitments. The ethical factor is of extensive significance in 

credit assessment practically speaking (Pandey, 2004).  

 

Experimental study done by Alene, (1993) had it that the age, salary, training level of 

the clients, reliance level, human capital and clients wellbeing added to the credit 

value of the ranchers, business condition in connection to advance reimbursements 

incorporates area of the business, kind of business enrollment formal or casual, 

nature of the business. In this classification likewise incorporates general pattern of 

the economy, government approach, nature and estimation of the security advertise 

variance.  

 

A borrower with elevated level of instruction realizes how to oversee well his 

business and the other way around is valid. The one with low degree of salary will 

neglect to deal with the business so the benefit won't be created thus the 

reimbursement of the advance become troublesome. It is accepted that individuals 

with countless dependants will in general go through more contrasted and those with 

modest number, subsequently if the borrower has an enormous number of wards they 

will focus more on ensuring that the huge number of individuals has satisfied their 

essential needs and this reason him not to reimburse his obligation.  
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Besides individuals with little age will in general default their credit since they have 

a great deal things to be done once they get their advance they typical spend more on 

lavish than necessities needs.  

 

2.9.3 Inflation and advance reimbursement  

 

Waseem et al. (2014) contemplated the effects of inflationary drifts on advance 

reimbursements in Pakistan. The examination inferred that as expansion increments 

NPL as well as net intrigue edge of money related foundations. That is there is a 

Positive relationship among expansion and advance reimbursements of this huge 

financial fragment of the Pakistan banking industry.  

 

Nguta and Huka (2013) inspected the components impacting advance reimbursement 

default in microfinance establishments: the experience of north locale in Kenya. 

Utilizing an illustrative study singular microfinance credit recipients and 

microfinance organization authorities were considered. An agent arbitrary example 

of 400 respondents was chosen from the examination populace utilizing enumeration 

and bunch inspecting systems for smaller scale money organizations officials and 

advance recipients separately. Information gathered utilizing both organized and 

unstructured surveys were broke down utilizing illustrative and inferential 

measurements.  

 

The examination discoveries uncovered that there was huge connection between 

macroeconomic components like expansion, the kind of business, age of the 

business, number of workers, business benefit and advance reimbursement default. 

The examination further showed a solid connection between specialized preparing 

for credit recipients and the exhibition of pioneering business among the remote 

networks.  

 

The examination prescribed that the partners in the microfinance area ought to 

guarantee that the advance borrowers approach sufficient significant specialized 

preparing in innovative microfinance organizations. 
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2.9.4 Other factors that affect loan repayment 

Microfinance qualities incorporate property, strategies, goals and work execution; all 

these oversee the loaning criteria. The loaning procedure depends on limit, character, 

capital, conditions, and guarantee, they additionally use past budget reports 

incorporate pay proclamations and monetary record which audited as far as 

productivity and acknowledge proportion just as capital put resources into the 

business. Future projections on market size, deals and gainfulness are additionally 

assessed to decide the capacity to reimburse the advance (Hisrich, 1989).  

 

Qualities include: area of the business, kind of business enlistment formal or casual, 

period of business, size and benefit produced by the business. In this classification 

additionally incorporates general pattern of the economy, Government approach, 

nature and estimation of the security showcase vacillation.  

 

Mpunga (2004) affirms that the degree of business pay is a significant factor that 

would decide the credit value of a customer. The size of the business is estimated by 

the measure of pay acquired from it. On the off chance that the salary is low level, at 

that point the business will have minimal expenditure to spare and when is high 

much can be spared as credit protections and in future such security can be sold in 

order to reimburse the advance.  

 

The degree of salary will likewise be utilized as a marker to decide the credit value 

of a customer. Be that as it may on the off chance that the business is producing a 

high benefit, at that point there could be no uncertainty in the reimbursement of 

advance, yet on the off chance that the benefit is low the borrowers will in general 

default their advance. The organizations that will in general create high salary for the 

most part pull in MFI officials to loan the cash since they will be certain that the 

bank will pay back the assets acquired.  
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As per Horne (2007) the abundance of the security promised over the measure of the 

credit decides the moneylender's edge of wellbeing. On the off chance that the 

borrower can't meet a commitment, the loan specialist can offer the security to fulfill 

the case. In the event that the security is sold for a sum surpassing the measure of the 

advance and intrigue owed, the thing that matters is dispatched to the borrower. On 

the off chance that the security is sold for less, the moneylender turns into a general, 

or unbound, leaser for the measure of the distinction.  

 

The degrees of salaries can likewise be utilized as a marker to decide the credit value 

of customer. Since verified banks don't wish to become general lenders, they for the 

most part look for security with a market esteem adequately over the measure of the 

advance to limit the probability of their not having the option to sell the security in 

full fulfillment of the advance. The level of security insurance a moneylender looks 

for shifts with the credit value of the borrower, the security the borrower has 

accessible, and the monetary foundation making the advance.  

 

Horne likewise states that the estimation of the insurance to the moneylender 

fluctuates as indicated by a few elements. Maybe the most significant is the 

attractiveness. On the off chance that security can be sold rapidly in a functioning 

business sector without discouraging the value, the bank is probably going to be 

eager to loan a sum that speaks to a genuinely high level of the guarantee's expressed 

worth. Then again, if the guarantee is a unique reason machine structured explicitly 

for an organization and it has no feasible auxiliary market, the moneylender may 

loan nothing by any means.  

 

The life of the guarantee additionally matters. In the event that the security has an 

income life that intently parallels the life of the credit, it will be more important to 

the loan specialist than guarantee that is any longer term in nature. As the guarantee 
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is sold into money, the returns might be utilized to settle the advance. Still another 

factor is the danger related with the guarantee. The more noteworthy the vacillation 

in its reasonable worth or the more dubious the loan specialist is concerning business 

sector esteem, the less alluring the guarantee from the stance of the bank. Along 

these lines, attractiveness, life, and hazard decide the engaging quality of different 

sorts of security to a loan specialist and, consequently, the measure of financing 

accessible to borrower.  

 

The investigation led by Makorere (2014) looks at components influencing credit 

reimbursement conduct in Tanzania uncovers that numerous money related 

foundations still face poor advance recuperation issues with moderately high 

portfolio in danger in abundance of 5% on 30 days time span. He utilized polls were 

by 100 respondents were secured and accommodation examining used to choose the 

respondents and that enlightening information was utilized in information 

investigation.  

 

The above examination discoveries show that there are multiplicities of components 

which generously influence advance reimbursements in money related 

establishments which among others include: loan fees, expansion, experience, beauty 

period given just as, productivity among others.  

 

It is, thusly, found that money related establishments just as mother partners like 

government ought to amicably cooperate to make credit condition which is helpful 

for the two moneylenders and borrowers. Additionally there is requirement for due 

steadiness by MFIs with the goal that great credits are given out that meet the 

particular needs of the borrowers.  

 

In like manner, Mosha (2016) mulled over the determinants of credit defaults in 

microfinance associations in Tanzania. The examination used cross-sectional 
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structure to collect information at the assessment domain. Non-purposive 

(fundamental sporadic) testing methodology was applied to pick 196 respondents. 

Purposively, Microfinance establishments and key observers were picked. 

Fundamental data were assembled truly from the respondents using composed 

meeting and semi - sorted out meet however discretionary data were accumulated 

through a story review of sources including conveyed and unpublished materials. 

Data obtained were poor somewhere near expressive bits of knowledge and key 

backslide using SPSS interpretation 11.5. Vital backslide model assessed the 

components influencing the likelihood of borrowers to default.  

 

The delayed consequences of the Logistic backslide model shows that season of 

borrowers and financing cost charged by MFIs were significant at (P<0.05) and 

business type, business the administrators preparing and acknowledge uses were 

viewed as basic at (P<0.01). A lot of respondents recognized loss of vows and 

renouncing of future advance as huge effects of advance default. Loss of Interest pay 

rates, reduction of working advantage through game plan for dreadful commitments 

and diminishing of advancing point of confinement are effects nitty gritty by MFIs. 

Further, this examination endorses MFIs should incorporate borrowers in 

investigating advance repayment terms, fruitful checking of advances, credit 

planning programs and where significant the usage private commitment specialists.  

 

Additionally, Kinyondo (2009) examined the key factors that effect credit repayment 

among bundle borrowers of microcredit establishments in Dar es salaam, Tanzania. 

The assessment reliant on 150 respondents from PRIDE and FINCA in Kariakoo 

Division, Dar es salaam, Tanzania. The Logit model backslide results suggest that 

experience, getting ready time, and underwrites have positive and gigantic effects on 

advance repayment among pack borrowers of MFIs. Regardless, trade costs and 

assembling size have negative and basic ramifications for credit repayment 

execution.  
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Finally, Kinyondo shut by prescribing technique choices to improve credit repayment 

execution among borrowers of MFIs in Tanzania. These are, engaging whole deal 

relationship with get-togethers, agreeable planning of get-togethers, developing 

suffering social approvals with the get-togethers and by the microfinance 

establishments, slashing down cost procured by get-togethers and enabling more 

coordination among MFIs through the creation credit reference office. 

Yunus (2013) states that, small scale account doesn't utilize guarantee rather utilize 

the three C's of credit. Character being the primary C, alludes to how an individual 

has taken care of past commitments. This can be gotten from financial record, 

trustworthiness and individual foundation of the borrower. The other one is limit, 

implies capacity of the borrower to deal with the obligation serenely, this takes 

thought of the different pay streams including the lawful commitments. The last one 

is capital this implies the accessible resources of the borrower, for example, land, 

reserve funds or speculation that could be utilized to reimburse obligation if salary 

ought to be inaccessible (Mwenje, 2006).  

As per Batar (2008), advance officials can help decide the proper advance sum and 

how the customer ought to invest it to spare energy pursuing defaulting customers. 

So as to accomplish these advance officials must have information and aptitudes that 

will assist them with recognizing objective customers, urge them to find out about 

the MFI's money related administrations, assess their needs, evaluate their character 

and limit with regards to reimbursement and communicate with them with proper 

language. When MFI gives budgetary help, it goes to fill holes in past obtaining not 

to begin or lift business (Bayang, 1999). There is no observing to guarantee assets 

are utilized for the reason favored by terms of MFIs, some get from one foundation 

to pay other.  

Bayang (2009) elucidates that that MFIs neglect to meet undertaking objectives when 

it is legitimately applied to circumstances without empowering condition. He says 

that without satisfactory planning, reserves are lifted and dispensed to borrowers. 

Indeed, even evaluation stage is deficiently dealt with. As opposed to sharpening the 

potential recipients on the should be ambitious, advancement specialists set their 

motivation on accessibility of conceivable monetary help. He says that arrangement 
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of mf support without building the required innovative limit of recipients as a startup 

alternative may yield undesired aftereffects of crumbling patterns towards further 

destitution. He says that at the hour of reserve disbursal, the poor are distracted with 

squeezing financial issues running from nourishment deficiency to absence of seeds.  

 

2.10 Conceptual Framework 

An applied system is an improved orderly theoretical structure of interrelated 

components in some schematic structure, for example, story articulation or numerical 

condition. It portrays connection between or among ideas and factors 

(Krishinaswami, 2003). 

In this study, independent variables are borrowers’ characteristics, business 

characteristics and lenders characteristics. Conceptual framework shows the 

relationship between independent variables and dependent variables. It shows 

relationship among borrowers, business and lenders characteristics. 

Other studies suggest the long term relationship between the micro finance and 

borrowers to have impact on positive and timely loan repayment as per Basley and 

Coate (1995). Many studies have been conducted on various lending criteria to be 

used by the MFIs in providing loans credit. However, not much has been done to 

ascertain why borrowers fail to meet their financial obligation even after meeting the 

criteria in the first place. 
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Figure 2.2 Conceptual Framework 

(Independent variables)      (Dependent variable) 
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Source: Researcher, 2019 

 

Figure 2.1, shows that there are a number of independent variable which affect loan 

repayments in MFIs which among others influence: interest rates, borrowers’ level of 

education, inflation and a host of multiple factors such as company policies, age of 

business and taxation among others (Nkusu, 2015). On the other hand, the dependent 

variable is the loan repayment which is measured by NPL (Ward, 2014). It is inferred 

that when interest rates are high, NPL declines and therefore borrowers have a poor 

repayment mode and the reverse is true.  

Also, it is noted that when inflation increases it upsurges the cost of goods and 

services which reduces the purchasing power of money and negatively affect loan 

repayments, hence the rationale for optimal level of inflation as an economic stimuli 

arises. 

Furthermore, it is inferred that borrowers with higher levels of education tend to have 

better loan repayments than those with lower education or no formal education 

status. More so, when borrowers are given appropriate training and sensitization on 

loan matters, their default rate tends to decline than when they are left ignorant about 

loan issues.
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                                              CHAPTER THREE 

RESEARCH METHODOLOGY 

3.1 Introduction 

This chapter presents the methodologies that have been used in the research to find 

the factors influencing loan repayment in micro finance institutions in Tanzania. The 

chapter is divided into the following subheadings: research design, sample 

population, sampling techniques, sample size, data collection and data analysis.   

3.2 Research Design 

A research design is guidance to a researcher in collecting, analyzing and interpreting 

observed fact. The study used analytical research design since it entailed mainly 

quantitative data. Analytical approach is concentrates on the process of the final 

result rather giving importance to the result. Analytical approach stands applicable in 

all stages of research, right from the articulation of thesis to the formulation of 

arguments on the issues mentioned in the research (Kothari, 2005).  Analytical 

design was instrumental in quantitative data and the use of tables and figures was 

adopted to present the findings  

 

3.3 Sample Population 

The population used in the study comprised of all MFIs in Tanzania however only 

three major players in the industry were selected. 

3.4. Sampling techniques  

The study used purposive sampling techniques to select FINCA, EFC Microfinance 

Bank and Brac Tanzania out of MFIs available within the country. They three MFIs 

were selected because they are the biggest in the country and they provide both 

individual and group based lending models.  
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3.5 Sample Size 

The study took a sample size of 3 MFIs in Tanzania whereby their data ranging from 

2007 to 2018 was reviewed. 

 

3.6 Data Collection Instruments 

3.6.1 Secondary data  

The study used secondary data that were collected through documentary sources 

from FINCA Microfinance bank, EFC Microfinance Bank and Brac Tanzania which 

included annual report related to loan problem. 

3.7 Ethical Issues 

The analyst agrees with Mugenda and Mugenda (1999) that scientists are individuals 

really worried about other individuals' personal satisfaction. They need to regard 

members and to explore their destinations. Subsequently, a specialist in this 

examination will know about the ethical ramifications of the work (Creswell, 2003).  

Subsequent to finishing information gathering, the scientist ensured nobody 

approaches the information with the exception of co-agents. Confidentiality were 

guaranteed and kept. The sources and substance of auxiliary information was not 

uncovered. Likewise, affirmation of others' work was thought about by referring to 

the co0nsent of respondents. The specialist, likewise, had an official letter from 

Mzumbe University.  

3.8 Data Analysis  

The study involved the use of documentary literature review because it is 

instrumental in collecting detailed and accurate historical information. The process of 

documentary research will often involve some or all of conceptualizing, using and 

assessing documents (Kothari, 2005). The study mainly based on quantitative data 

with few exceptions of qualifications with regards to identification of factors 

influencing loan repayments as per the fourth specific objective.. The collected data 

https://en.wikipedia.org/wiki/Document
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was captured and aimed at addressing the first three specific objectives being 

quantitative in nature were inputted into Statistical Package for Social 

Sciences9SPSS) version 22 whereby regression analysis was done with regards to the 

different variables; the findings were then pasted to Microsoft World where tables 

were used to present the findings. 

3.9 Validity and Reliability Issues 

In this investigation, a pilot contemplate was led for 1 MFI that was excluded in the 

examination test. The information gathered in the pilot stage were tried for 

dependability utilizing the Cranach Alpha unwavering quality test and the 

instruments were considered adequately solid in the event that they delivered under 

0.7 of the suggested esteem.  

 

Kothari (2004) portrays the dependability of an instrument as the level of consistency 

with which a variable measures, how much an exploration apparatus produces 

reliable outcomes or information after rehashed tests.  

3.10 The model 

Pooled data regression model is expected to be used in the analysis of this study. The 

econometric model to be employed in the study is given as:  

Y = β0 + β1Xit +εit  

Where: Y is the dependent variable; β0 is constant; β is the coefficient of explanatory 

variables; Xit is the vector of explanatory variables; and εit is the error term 

(assumed to have zero mean and independent across the time period) 

 

Rit  = β0 + β1IRit + β2Eit + β3IFiit +eit  

Where:  

 

LRit   = Loan Repayment (Measured by PAR & NPL)  i MFI in year t  

IR   = Interest rate (measured MFI lending rate) i MFI in year 

E   = Borrower education level (measured by education),  i MFI in year 

IF   = Inflation (measured by annual inflation rate) in year t                                                                           
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Β0   = The Intercept (constant)  

Β1,β2, β3,  = The slope which represents the degree with which loan repayment 

changes as the independent variables changes by one unit variable.  

Eit   = error component  

 

Furthermore, the variable that’s is independent consisting of interest rate, borrowers 

education, inflation as well as the dependent variable that is Loan repayment were 

measured as shown in the table belo 

Table 3.1: Measurement of Variables 

No Variable Measurement 

1 Loan Repayment Measured by the Non Performing Loans 

rate for each MFI 

2 Interest Rate Measuredly the individual microfinance 

lending rate in each year 

3 Borrowers 

education 

Measured by the education level on a 

scale of 1-5 of which 1-not attended 

school, 2-primary level, 3-seoondary 

level, 4-College/Tertiary and5-university 

4 Inflation Measuredly the average annual national 

inflation rate 

   

 

The study used paneled data whereby data from each MFI under study covered the period 

running from 2010 to 2018 and the data was run through SPSS 22 using linear regression so 

as to give a definite perspective of the effect of the independent variable on the dependent 

variable. 
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CHAPTER FOUR 

PRESENTATION AND INTERPRETATION OF RESEARCH 

FINDINGS  

4.1 Introduction 

The main objective of this study was to assess factors that influences loan 

repayments in the Microfinance Institutions in Tanzania with specific objectives of 

assessing the relationship between interest rates and loan repayments, assessing the 

relationship between borrowers’ education level and loan repayments as well as 

assessing the relationship between inflation and loan repayments and ultimately to 

identify other factors influencing loan repayments. This chapter presents findings of 

the study analyzed and organized by Statistical Package for Social Sciences (SPSS) 

version 22 together with the discussion of findings. 

 

4.2 Descriptive Statistics 

The study covered factors influencing loan repayments in Microfinance Institutions 

(MFIs) in Tanzania which consisted of FINCA Microfinance Bank, EFC 

Microfinance and Brac Tanzania whereby their data ranging from 2007 to 2018 were 

reviewed so as to arrive at comprehensive findings. The study specifically looked at 

three major factors influencing loan repayments namely: interest rates, education 

level of borrowers as well as macroeconomic factors like inflation and descriptive 

statistics are as shown below. 
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Table 4.1: Descriptive statistics of independent variables 

 N Minimum Maximum Mean 

Std. 

Deviation 

Interest Rate 36 24.00 36.00 27.5000 4.837 

Education level 36 64.00 107.00 90.9444 10.282 

Inflation 36 5.20 16.00 8.4167 3.439 

Loan 

Repayment 
36 2.20 12.10 5.3083 3.315 

Valid N (list 

wise) 
36     

Source: Field Data (2019) 

In reference to table 4.1, the average interest and inflation rate is 27.5% and 8.4% 

respectively with average borrower level of education at 90.9 with a scale of 1 for 

someone who has never attended formal education, 2- for certificate holders, and 3-

for diploma holders, 4-for degree holders and 5- for post graduates.  The findings 

indicate that majority of the borrowers have low levels of education. They are mere 

certificate holders. More so, it is evident that the annual interest rates charged by the 

MFIs are relatively higher which could have adverse effects on borrower’s ability to 

repay the loans. 

4.3 The effects of interest rates on loan repayments  

The study entailed review of the lending rates charged by the MFIs ranging from 

2007 to 2018 as well as the loan repayment patterns over those years which were 

regressed giving the following findings 

Table 4.2: Descriptive statistics of interest rates and Loan Repayment 

 Mean Std. Deviation N 

Loan Repayment 5.3083 3.31502 36 

Interest Rate 27.5000 4.83735 36 

Source: Field Data (2019) 

Table 4.2, shows that the average interest rate stands at 27.5% whereas the average 

loan repayments stood at 5.3% of loans with poor repayments and respective 

standard deviations of 3.32 and 4.83. These findings indicate that sizeable proportion 
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of loans go bad due to poor repayments which could be detrimental to the 

sustainability of the MFIs. 

Furthermore, the correlation of the effect of interest rates on loan repayments is as 

shown in the table below 

Table 4.3: Correlation of interest rates and loan repayment 

 

Loan 

Repayment 

Interest 

Rate 

Pearson 

Correlation 

Loan 

Repayment 
1.000 .405 

Interest Rate .405 1.000 

Sig. (1-tailed) Loan 

Repayment 
. .007 

Interest Rate .007 . 

N Loan 

Repayment 
36 36 

Interest Rate 36 36 

Source: Field Data (2019) 

Table 4.3, shows that there is a significant correlation between interest rates and loan 

repayments as evidenced by the fact that the Pearson correlation of 0.405 is nearer to 

one (!) and a significance value of 0.07 which is less than 0.05(5%) level of 

significance. Thus, the findings further indicate that as lower interest rates encourage 

borrowers to pay up, the situation leads to declined Portfolio at risk and none 

performing loans in which the reverse is true. 

 

Furthermore, the study involved analysis of the model summary which is as shown 

below: 
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Table 4.4: Model summary of interest rates and Loan Repayment 

Model R 

R 

Square 

Adjusted 

R 

Square 

Std. 

Error of 

the 

Estimate 

Change Statistics 

R 

Square 

Change 

F 

Change df1 df2 

Sig. F 

Change 

1 .405a .164 .140 3.075 .164 6.688 1 34 .014 

a. Predictors: (Constant), Interest Rate 

 

Source: Field Data (2019) 

 

Table 4.4, shows that there is a significant relationship between interest rate and loan 

repayment as indicated by a significant value of 0.014 which is less than 0.05(5%) 

level of significance, More so, the R squared for the regression model was 0.164 

indicating that the model is explaining 16.4% of the change in loan repayments 

hence these findings show that interest rates can explain 16.4%of the change in the 

loan repayments of the MFIs. It can, therefore, be deduced that at higher interest 

rates non-performing loans and portfolio at risk also increases which is a clear 

indicator of poor loan repayments and the reverse is true. 

 

In addition, the regression of interest rates and loan repayments in MFIs gave rise to 

the coefficient of correlation as shown hereunder: 
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Table 4.5: Coefficients of interest rates and Loan Repayment 

Model 

Unstandardized 

Coefficients 

Standard

ized 

Coeffici

ents 

T Sig. 

95.0% 

Confide

nce 

Interval 

for B Correlations 

B 

Std. 

Error Beta 

Lo

we

r 

B

ou

nd 

Upp

er 

Bou

nd 

Zer

o-

ord

er 

Part

ial 

Pa

rt 

1 (Constant) 

-2.332 2.999  
-

.778 
.442 

-

8.

42

6 

3.76

2 
   

Interest Rate 
.278 .107 .405 

2.58

6 
.014 

.0

60 
.496 

.40

5 
.405 

.4

05 

 

Source: Field Data (2019) 

Table 4.5 shows that, the test of the statistical significance of the independent 

variable in the model was done using the t-test which indicates that interest rate has a 

positive coefficient when used as a predictor for loan repayments with t-statistic of 

2.586 which was significant at 5% level of significance and a Collinearity Statistics 

tolerance of 1.00.  The findings therefore indicate that when interest rate is high, loan 

repayments defaults also increase. However when interest rates decrease then loan 

repayment defaults also decline correspondingly. 

4.4 The effect of borrower’s education level on loan repayments  

The study involved analysis of the effect of borrower’s education level which was 

accessed from the loan application forms against the loan repayments represented by 

amounts in arrears over a period of 2007 to 2018. The regression results are as shown 

below: 
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Table 4.6: Descriptive Statistics of education level loan repayment 

 Mean Std. Deviation N 

Loan Repayment 5.308 3.315 36 

Education level 90.944 10.282 36 

Source: Field Data (2019) 

In reference to table 4.6, it is evident that the average education level stands at 90.9 

whereas average loan repayment stands at 5.3% which implies that about 5.3% of the 

loans have poor repayment status or ultimately go bad yet most of the borrowers are 

people with relatively low education of either no school r under diploma 

qualifications. 

Furthermore, the regression analysis gave rise to correlation results between 

borrower’s education level and loan repayments and the findings are as shown 

hereunder: 

Table 4.7: Correlation of education level and loan repayment 

 

Loan 

Repayment 

Education 

level 

Pearson 

Correlation 

Loan Repayment 1.000 -.479 

Education level -.479 1.000 

Sig. (1-tailed) Loan Repayment . .002 

Education level .002 . 

N Loan Repayment 36 36 

Education level 36 36 

Source: Field Data (2019) 

Table 4.7, shows that there is a significant correlation between borrowers education 

level and loan repayments as evidenced by the fact that the Pearson correlation of 

0.479 is nearer to one (!) and a significance value of 0.02 which is less than 0.05(5%) 

level of significance, thus, the findings further indicates that as borrowers get higher 

education, their repayments get better which leads to lower non performing loans and 

portfolio at risk. On the other hand, lowly educated borrowers are deemed to have 

relatively poor loan repayments culminating into higher non performing loans and 

portfolio at risk. 
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Also, the study’s regression analysis of borrowers education level and loan 

repayments gave rise to the model summary as presented below: 

Table 4.8: Model smarmy of education level and loan repayment 

Model R 

R 

Square 

Adjusted 

R 

Square 

Std. 

Error of 

the 

Estimate 

Change Statistics 

R 

Square 

Change 

F 

Change df1 df2 

Sig. F 

Change 

1 .479a .229 .207 2.95281 .229 10.113 1 34 .003 

a. Predictors: (Constant), Education level 

 

Source: Field Data (2019) 

 

Table 4.8, shows that there is a significant relationship between borrower’s education 

level and loan repayment as indicated by a significant value of 0.003 which is less 

than 0.05(5%) level of significance, More so, the R squared for the regression model 

was 0.229 indicating that the model is explaining 22.9% of the change in loan 

repayments hence these findings show that borrower’s education level can explain 

22.9%of the change in the loan repayments of the MFIs. It can therefore be deduced 

that at higher education levels non performing loans and portfolio at risk also decline 

which is a clear indicator of better loan repayments and the reverse is true. 

 

In addition, the regression of borrower’s education level and loan repayments in 

MFIs gave rise to the coefficient of correlation as shown hereunder: 

Table 4.9: Coefficients of borrower’s education level and Loan Repayment 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. 

95.0% 

Confidence 

Interval for B Correlations 

B 

Std. 

Error Beta 

Lower 

Bound 

Upper 

Bound 

Zero-

order Partial Part 

1 (Constant) 19.348 4.442  4.356 .000 10.321 28.376    

Education 

level 
-.154 .049 -.479 

-

3.180 
.003 -.253 -.056 -.479 -.479 

-

.479 
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Source: Field Data (2019) 

 

Table 4.9 shows that, the test of the statistical significance of the independent 

variable in the model was done using the t-test which indicates that borrower’s 

education level has a negative coefficient when used as a predictor for loan 

repayments with t-statistic of -3.180 which was significant at 5% level of 

significance and a Collinearity Statistics tolerance of 1.00.  The findings therefore 

indicate that when borrower’s education level is high, loan repayments defaults also 

decline, however when borrower’s education level decrease then loan repayment 

defaults also increase correspondingly. 

 

4.5 The effect of inflation on loan repayments  

The study involved carrying out a regression analysis of the effect of macroeconomic 

factors such as inflation on loan repayments in MFIs and the findings are as 

presented hereunder: 

Table 4.10: Descriptive statistics of inflation and loan repayment 

 Mean Std. Deviation N 

Loan Repayment 5.3083 3.31502 36 

Inflation 8.4167 3.43948 36 

Source: Field Data (2019) 

In reference to table 4.10, the average loan repayment default stands at 5.3% with 

standard deviation of 3.32 whereas average inflation stood at 8.4% over the period 

2007 to 2018 which is relatively higher for borrowers of MFIs loans convenience. 

More so, the regression analysis results of inflation and loan repayments by MFIs 

borrowers gave rise to the following correlation analysis: 
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Table 4.11: Correlation of inflation and loan repayment 

 

Loan 

Repayment 

Inflatio

n 

Pearson 

Correlation 

Loan Repayment 1.000 -.025 

Inflation -.025 1.000 

Sig. (1-tailed) Loan Repayment . .443 

Inflation .443 . 

N Loan Repayment 36 36 

Inflation 36 36 

Source: Field Data (2019) 

 

Table 4.11, shows that there is no significant correlation between inflation and loan 

repayments as evidenced by the fact that the Pearson correlation of 0.025 is farther 

from one (!) and a significance value of 0.443 which is more than 0.05(5%) level of 

significance, thus, the findings further indicates that as borrowers of MFIs are not 

substantially affected by changing inflation levels when doing their loan repayments.  

 

Furthermore, the regression analysis gave rise to the model summary as presented 

hereunder: 

Table 4.12: Model summary of inflation and loan repayment 

Model R 

R 

Square 

Adjusted 

R 

Square 

Std. 

Error of 

the 

Estimate 

Change Statistics 

R 

Square 

Change 

F 

Change df1 df2 

Sig. F 

Change 

1 .025a .001 -.029 3.362 .001 .021 1 34 .885 

a. Predictors: (Constant), Inflation 

 

Source: Field Data (2019) 

 

Table 4.12, shows that there is no significant relationship between inflation and loan 

repayment as indicated by a significant value of 0.885 which is more than 0.05(5%) 

level of significance, More so, the R squared for the regression model was 0.001 
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indicating that the model is explaining 0.1% of the change in loan repayments hence 

these findings show that inflation can explain only 0.1%of the change in the loan 

repayments of the MFIs. It can therefore be deduced that macroeconomic variable 

such as annual inflation hardly has any effect on borrowers loan repayment abilities. 

 

In addition, the regression of inflation and loan repayments in MFIs gave rise to the 

coefficient of correlation as shown hereunder: 

Table 4.13: Coefficientsa of inflation and loan repayment 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. 

95.0% 

Confidence 

Interval for B Correlations 

B 

Std. 

Error Beta 

Lower 

Bound 

Upper 

Bound 

Zero-

order Partial Part 

1 (Constant) 5.511 1.499  3.675 .001 2.463 8.558    

Inflation 
-.024 .165 -.025 -.146 .885 -.360 .312 -.025 -.025 

-

.025 

Source: Field Data (2019) 

 

Table 4.13 shows that, the test of the statistical significance of the independent 

variable in the model was done using the t-test which indicates that inflation has an 

insignificant  negative coefficient when used as a predictor for loan repayments with 

t-statistic of -0.14 which was significant at 5% level of significance and a 

Collinearity Statistics tolerance of 1.00.  The findings, therefore, indicate that the 

effects of inflation on loan repayment though negative is hardly recognizable as most 

borrowers of MFIs ignore the general increase in the prices of goods and services 

when extinguishing their loan obligations. 

4.6 Other factors influencing loan repayments  

A review of available documents available at the MFIs indicates that there are other 

factors that influence borrower’s loan repayment in MFIs in Tanzania and these 

include among others: It was noted that borrowers with low level of income will fail 

to manage the business so the profit will not be generated hence the repayment of the 
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loan becomes difficult. More so, younger borrowers tend to have poor loan 

repayments than their older counterparts. 

Furthermore, it was noted that when people will often find it easier to pay their loan 

obligations if the loan payment periods are spread and does not strain them and also 

when credit officers do due diligence with appropriate expertise, bad borrowers are 

eliminated making it easy for loan repayments. 
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CHAPTER FIVE 

DISCSSION OF RESEARCH FINDINGS  

5.1 Introduction 

This chapter presents the precise discussion of findings in line with the various 

specific objectives with regards to factors influencing loan repayments in MFIs in 

Tanzania is concerned. 

5.2 Interest rate and loan repayments  

The study covered three MFIs in Tanzania namely: FINCA Microfinance Bank, EFC 

Tanzania Microfinance and Brac Tanzania whereby data from 2007 to 2018 was 

reviewed pertaining the interest rates and loan repayments and it was noted that there 

is a significant effect of interest rates on loan repayment of MFIs borrowers in that 

when interest rates are higher borrowers tend to default which results into poor 

repayments and ultimately higher non performing loans and portfolio at risk. 

However, attractive low interest rates is an incentive for borrowers to honor their 

loan obligations resulting into better loan repayments or lower non performing loans 

and port folio at risk. 

This investigation concurs with Nguta and Huka (2013) who inspected the 

components affecting credit reimbursement default in microfinance and noticed that 

there was noteworthy connection between the sort of business, financing costs, age 

of the business, number of workers, business benefit and advance default. The 

examination further showed a solid connection between specialized preparing for 

advance recipients and the presentation of pioneering business among the remote 

networks.  
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All the more in this way, this examination discovering likewise concurs with the 

discoveries by Lucy (2017) who led an investigation on the impact of financing costs 

on the NPL of MFIs in Kenya. The examination embraced a study research plan on 

an objective populace of all associations enlisted for home loan loaning as of 31st 

December 2016 which were 33. The examination utilized auxiliary information 

sources to gather information from CMA library and Central Bank of Kenya. The 

information gathered were broke down utilizing various direct relapse investigation 

led at 95% certainty level.  

Without a doubt, this examination concurs with Makorere (2014) who declares that 

the most extreme elements like financing cost, elegance period, benefit, moral risk, 

power apportioning, and monetary dependability have solid impacts in invigorating 

credit reimbursement conduct in Tanzania  

Additionally, this investigation agrees with Mosha (2016) who concentrated the 

determinants of advance defaults in microfinance establishments in Tanzania and 

contended that time of borrowers and financing cost charged by MFIs were 

noteworthy at (P<0.05) and business type, business the executives training and credit 

uses were seen as critical at (P<0.01). Dominant part of respondents recognized loss 

of pledges and forswearing of future advance as significant impacts of advance 

default. Loss of Interest livelihoods, decrease of working benefit through 

arrangement for awful obligations and decrease of loaning limit are impacts detailed 

by MFIs.  

Moreover, this examination concurs with that of George (2014) did an investigation 

on the effect of financing costs on MFIs in Kenya; it was a registration investigation 

of all enrolled 43 MFIs in Kenya and depended intensely on narrative optional 

information for multi year study period (2009-2013). The examination found that 

intrigue the set financing costs influenced credit reimbursements and in the occasion 

where loan fees are higher advance reimbursements declined and the invert is valid.  
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The examination built up a noteworthy negative relationship in the five relapse 

investigation between financing costs and NPL advances propelled; three positive 

outcomes were set up between loan fees and the previous. The examination reasons 

that higher loan costs dishearten borrowers and make it significantly progressively 

hard for current borrowers to respect their money related commitments. 

5.3 Borrowers education level and loan repayments 

The study involved evaluation of the effect of borrower’s education level on loan 

repayments and it was noted that borrowers with better or higher education tend to 

have good loan repayment ultimately leading to lower non performing loans and 

portfolio at risk and the reverse is true, hence there is a significant effect of 

borrower’s education level on loan repayment.  

A borrower with high level of education knows how to manage well his business and 

pays loan easily than his lowly or uneducated counterpart and vice versa is true and 

this position is also shared by Nguta and Huka (2013), who noted that enlightened 

borrowers often tend to comply with credit terms and conditions than their less 

enlightened counterparts. 

This study is in line with the empirical study done by Alene, (1993) who asserts that 

age, income, education level of the customers, dependence level, human capital and 

customers health contributed to the credit worthiness of the farmers, business 

environment in relation to loan repayments includes location of the business, type of 

business registration formal or informal, nature of the business. In this category also 

includes general trend of the economy, government policy, nature and value of the 

collateral market fluctuation.  

This study finding is in line with that of Oandey, (2004) who asserts that a borrower 

with high level of education knows how to manage well his business and the vice 

versa is true. Those with low level of income will fail to manage the business so the 

profit will not be generated hence the repayment of the loan become difficult.  

Furthermore, it is believed that people with a large number of dependents tend to 

spend more compared with those with small number, therefore if the borrower have a 
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large number of dependents will concentrate more on making sure that the large 

number of people has fulfilled their basic needs and this cause him not to repay his 

debt.  

The above position is also shared by Mpunga (2004) who no0tes that the level of 

education is a fundamental factor that influences the adherence to loan repayments 

terms and conditions. He went ahead and observed that loan defaults are often lower 

among highly educated people and higher among lowly educated communities. 
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5.4 Inflation and loan repayments 

The investigation noticed that macroeconomic factors, for example, expansion has no 

huge impact on advance reimbursements as borrowers don't frequently think about 

swelling as an obstacle to respecting their advance commitments.  

 

Likewise, this examination uncovered that there was noteworthy connection between 

macroeconomic elements like swelling, the sort of business, age of the business, 

number of representatives, business benefit and credit reimbursement default. The 

examination further showed a solid connection between specialized preparing for 

advance recipients and the presentation of pioneering business among the remote 

networks.  

 

The above discoveries are in accordance with Nguta and Huka (2013) who inspected 

elements impacting credit reimbursement default in microfinance organizations: the 

experience of iment north region, Kenya. Utilizing an unmistakable review singular 

microfinance advance recipients and microfinance foundation authorities were 

examined.  

 

An agent arbitrary example of 400 respondents was chosen from the investigation 

populace utilizing statistics and bunch examining systems for small scale account 

foundations officials and advance recipients separately. Information gathered 

utilizing both organized and unstructured polls were investigated utilizing illustrative 

and inferential measurements.  

 

Besides, Kinyondo (2009) examined the key factors that impact credit 

reimbursement among bunch borrowers of microcredit establishments in Dar es 

salaam, Tanzania and noticed that macroeconomic elements impact reimbursements. 

Different influencers noted include: exchange expenses and gathering size have 

negative and huge impacts on advance reimbursement execution. All the more thus, 

this investigation can't help contradicting Horne (2007) who notes the 

macroeconomic elements like swelling and financial development can obstruct 

reimbursements if ominous.  
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Also, this examination finding concur with Waseem et al. (2014) who concentrated 

the effects of inflationary drifts on credit reimbursements in Pakistan. The 

investigation inferred that as swelling increments NPL as well as net premium edge 

of money related foundations additionally shoot up. That is; there is a positive 

relationship among expansion and credit reimbursements of this huge financial 

portion of the Pakistan banking industry. 

 

5.5 Other factors influencing loan repayments 

The examination distinguished various elements which impact credit 

reimbursements, for example, postponement of advance discharge, business 

disappointment, unfriendly reimbursement terms, high financing cost, and deficient 

advance sizes, unanticipated possibilities, for example disease and passing of a 

relative, absence of preparing for the customers when dispensing. These issues was 

likewise revealed by Okorie(1986) where deferrals of advances was a significant 

reason for credit default among microfinance customers, additionally Vandel (1993) 

and Okpugie (2006) in different examinations found that high loan cost charged by 

microfinance establishments is a primary driver of default among the microfinance 

customers.  

 

Besides, Balogun and Alimi (1988) likewise distinguished the significant reasons for 

advance default as advance deficiencies, delay in time of advance conveyance, little 

ranch size, high loan cost, time of ranchers, poor supervision, non productivity of 

homestead ventures and undue government mediation with the tasks of government 

supported credit programs.  

 

Be that as it may, Microfinance Finance Institutions additionally recognized a 

portion of the variables for credits default as misguided thinking, poor supervision 

and subsequent meet-ups to borrowers, foul customer decision, delight to customers, 

and refusal of customers to pay, lack of education and inadequate aptitudes of 
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customers on advances, poor strategic policies and Government strategies. In 

addition, these issues was likewise raised by Ahmad, (1997), who found that absence 

of readiness to pay credits combined with redirection of assets by borrowers and poor 

evaluation may cause the breakdown of numerous MFIs.  

Besides, this investigation concurs with Pandey (2004) who notes salary level and 

family duties as variables influencing the degree of credit reimbursements. He 

includes that it is accepted that individuals with countless dependants will in general 

go through more contrasted and those with those with a modest number, along these 

lines if the borrower has countless wards, they will focus more on ensuring that their 

kith and families have satisfied their essential needs and subsequently cause 

obligation.  

Also, the youthful will in general default their credit since they have a ton things to 

be done once they get their advance. They regularly spend more on rich things than 

tending to fundamental difficulties. 

Nyamboga (2012) led an examination on an appraisal of money related Literacy on 

Loan Repayment by Small and Medium business visionaries in Ngara, Nairobi 

County; the motivation behind this paper was to explore the impact of monetary 

education on SMEs advance reimbursement. The particular goals of this examination 

were to build up the effect of accounting abilities, credit the board and planning 

aptitudes impact advance reimbursement by the recipients. The examination was led 

among the recipients of Equity Group Foundation Training Program (EGFTP) on 

SMEs in Ngara, Nairobi County. An example of 30 SMEs was chosen for the 

examination utilizing a stratified irregular inspecting method. The examination 

utilized an illustrative overview research to explore the components affecting 

advance reimbursement among the recipients. The specialist utilized self managed 

organized surveys to gather essential information from an example of chose 

recipients. The gathered information were coded and entered in PC programming for 

investigation. Both clear and inferential measurements were utilized for information 

investigation. The investigation infers that accounting, credit the board and planning 

aptitudes essentially affected the capacity of SMEs to reimburse advances. The 



55 

 

examination found that the SMEs structure an incredible level of all endeavors on the 

planet. The worldwide economy is vigorously subject to the accomplishment of 

Small, Medium Entrepreneurship (SME) which makes business, destitution 

mitigation and adjusted improvements which realizes monetary development in 

country and urban arrangements.  

Fanuel (2008) made an investigation of the variables influencing credit 

reimbursement conduct in Tanzania: Empirical proof from Dar es Salaam and 

Morogoro districts This paper inspected elements influencing advance 

reimbursement conduct in Tanzania since encounters show that numerous money 

related establishments still are confronting poor advance recuperation. The 

accommodation examining strategy was utilized in the choice of 100 example size. 

Information were gathered utilizing managed survey. Additionally, unmistakable 

measurement was utilized in the information examination. Results show that the 

farthest factors like financing cost, elegance period, benefit, moral risk, power 

proportioning, and monetary steadiness have solid impacts in invigorating credit 

reimbursement conduct in Tanzania. It is, hence, presumed that administration 

mediation is significant. And furthermore, monetary establishments ought to evaluate 

credit chance administration satisfactorily utilizing security, condition, characters, 

limit and capital estimation to control misconduct rate. Proper arrangement in the 

institutional system was prescribed to improve advance reimbursement conduct in 

Tanzania  

 

Bindra (1998) contends that the genuine basic reason for non-performing advances is 

totally of our own creation - poor hazard the executives. This is where the bank 

credit authorities don't appropriately evaluate the appropriateness of propelling credit 

to their clients; they don't stick to great loaning standards. He reasons that credit 

misfortunes can be limited through expert administration of the loaning capacity.  
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Muasya(2009) examined the effect of non-performing credits on the presentation of 

the financial division in Kenya and affirmed that non-performing advances influence 

business banks in Kenya. Further examination of individual business saves money 

with more than KES 25 Billion worth of benefit demonstrated that the effect on non-

performing advances to premium pay and productivity are not antagonistic to these 

banks.  

 

Reta (2011) investigated and distinguished the components that impact the advance 

reimbursement execution of the recipients of Addis Credit and Saving Institution 

(AdCSI) - a microfinance establishment in Ethiopia. He discovered that age and five 

business types (baltina and frivolous market, stand and shop, administrations giving, 

weaving and fitting and urban agribusiness) were significant in impacting the credit 

reimbursement execution of the borrower. Also, sex and business experience of the 

respondents were seen as huge determinants of credit reimbursement rate.  

 

Brehanu (2008) utilized the Tobit model to break down the variables that influence 

credit reimbursement. An aggregate of 17 informative factors was considered in the 

econometric model. Out of these seven factors were found to fundamentally impact 

the reimbursement execution. These were land holding size of the family, agro 

biology of the zone, all out animals holding, number of long periods of experience, 

number of contacts, wellsprings of credit and salary from off ranch exercises. The 

rest of the factors (family size, separation between the principle street and family 

unit, habitation, motivation behind getting, advance sum and consumption for social 

celebrations) were found to have immaterial impact on the credit reimbursement 

execution of smallholder ranchers. Bhatt and Tang (2002) demonstrated that ladies 

have a low reimbursement rate since certain ladies business visionary in the 

examination may have been occupied with high hazard and low return exercises. 
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CHAPTER SIX 

SUMMARY, CONCLUSION AND RECCOMENDATIONS 

6.1 Introduction 

This chapter presents the precise summary of key findings, conclusions and practical 

recommendations in as factors influencing loan repayments in MFIs in Tanzania is 

concerned.. 

6.2 Summary   

The study assessed the effects of interest rate, borrower’s education level and 

inflation on loan repayments in MFIs in Tanzania and it was noted that there is a 

significant correlation between interest rates and loan repayments as evidenced by 

the fact that the Pearson correlation of 0.405 is nearer to one (!) and a significance 

value of 0.07. more so, the study revealed that there is a significant relationship 

between interest rate and loan repayment as indicated by a significant value of 0.014 

with the test of the statistical significance of the independent variable in the model 

was done using the t-test which indicates that interest rate has a positive coefficient 

when used as a predictor for loan repayments with t-statistic of 2.586 which was 

significant at 5% level of significance. 

Furthermore, it was noted that there is a significant correlation between borrowers 

education level and loan repayments as evidenced by the fact that the Pearson 

correlation of 0.479 is nearer to one (!) and a significance value of 0.02. more so, the 

test of the statistical significance of the independent variable in the model was done 

using the t-test which indicates that borrower’s education level has a negative 

coefficient when used as a predictor for loan repayments with t-statistic of -3.180 

hence implying that borrower’s education level is high, loan repayments defaults also 

decline, however when borrower’s education level decrease then loan repayment 

defaults also increase correspondingly. 

In addition, the study observed that there is no significant correlation between 

inflation and loan repayments as evidenced by the fact that the Pearson correlation of 

0.025 is further from one (!) and a significance value of 0.443 which is more than 
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0.05(5%) level of significance, thus, the effect of inflation on loan repayment though 

negative is hardly recognizable as most borrowers of MFIs ignore the general 

increase in the prices of goods and services when extinguishing their loan obligations 

6.3 Conclusion  

It is evident that borrowing is a necessary evil which must be harmonized to suit the 

specific needs of the borrowers but at the same time fulfills the objectives of the 

MFIs. It is therefore imperative for MFIs to design loan products which would not 

become a burden to borrowers but more so, due diligence can substantially weed out 

bad borrowers. 

It is noted that borrower characteristics such as level of education, sickness or delays 

due to certain circumstances can substantiality derail loan repayments if not analyzed 

properly and therefore credit rating should take into account these factors but also the 

MFIs lending rates need to curtail favorable levels for sustaining the lender borrower 

relationships. 

6.4 Recommendations 

Coming up next are prescribed to control or limit default. The development of solid 

gatherings is a vital aspect for averting high unfulfilled obligations. The preparation 

and development arrange regularly spread a few sessions. Gathering individuals 

should unmistakably comprehend their jobs and obligations and completely 

comprehend that they are separately marking for the advances of each gathering part.  

MFIs ought to have clear and powerful credit or loaning approaches and 

methodology that must be routinely evaluated. The acknowledge boss should check 

for credit officials day by day to guarantee that approaches are pursued and the 

administrator must react rapidly to tackle credit officials' issues.  

 

It looks bad to have solid strategies on paper that are not followed in the field. Next, 

if credit officials have a particular geographic locale, they can visit customers all the 
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more frequently, constraining geographic extension and diminishes time and cash 

squandered venturing out from the workplace to customers' organizations.  

There is requirement for more supervision visits to empower acknowledge officials 

create connections for their neighbors. The board and credit officials need to focus 

on subtleties. The normal overdue debts pace of each credit official's portfolio ought 

to be followed week after week or fortnightly. Credit officials must react rapidly to 

issue customers in their portfolios.  

Moreover, loaning smaller scale business people who have been doing business for 

in any event a year would be increasingly powerful. Organizations are destined to 

bomb inside the main year of activity so on the off chance that they have existed for 

at any rate a year on the proprietor's cash, the imbuement of cash from the MFI ought 

to be at a lower chance than if the business is a beginning up.  

The investigation additionally suggests that the legislature and different partners in 

the money segment ought to guarantee borrowers approach formal instruction and 

sufficient applicable preparing in the business territory before setting out on advance 

since discoveries from the examination have demonstrated that instructive degree of 

borrowers essentially impact default in advance reimbursement. 

The government and other stakeholders should have mechanisms in place to check if 

a borrower has another loan in another financial institution he/she is servicing before 

they are given new loans. This will contribute in discouraging multi-borrowing 

which could encourage loan repayment default. The microfinance institutions should 

aim at reducing the time taken to process a loan application since this could make the 

borrower lose interest or be overtaken by the intended purpose. Experience has 

recently shown that in case a borrower receives loans late the cash is likely to be 

spent contrary to the goals set in the first place. 
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6.5 Area for further research 

This study covered pertinent issues with regards to factors influencing loan 

repayments in MFIs in Tanzania whereby three MFIs were reviewed; there is need 

for future studies to incorporate all the MFIs in Tanzania across the different divide 

of the country so as to come up with a much better perspective. 

Therefore, there is need to assess the effect of social cultural factors on loan 

repayments as well as assess how other metronomic factors such as: economic 

growth, financial sector development and changing government policies influence 

loan repayments. 
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