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ABSTRACT 

This study aimed at examining the profitability of commercial banks in Tanzania. 

Specifically the study aimed at determining the effects of bank specific characteristics 

(internal) on bank profitability, Examine the effects of macroeconomics factors on bank 

profitability, and eexamining profit persistence in Tanzania commercial banks. This 

study involved four main banks; CRDB Bank Plc, National Bank of Commerce, Exim 

Bank (T) Ltd and National Microfinance Bank in terms of profitability. 

This study involves analyzing commercial banks operating in Tanzania for a period of 5 

years from 2014 to 2018. In analyzing financial ratios including, capital adequacy, asset 

quality, quality of management, inflation, interest and liquidity. The study utilizes the 

information released in its annual reports and financial statements by the sample banks. 

Descriptive statistics were applied in analyzing the data.  

The results showed that Return on assets (ROA) ranges from a high of 4% to a minimum 

of 0.5%. ROA has a 61% deviance from the mean as depicted by the standard deviation. 

It can be perceived that there was intermittent performance of banks in terms of ROA 

between 2014 and 2018, with the highest growth rate being recorded between 2014 and 

2015. Also operating expenses ratio (OER) ranges from a high value of 86.8% to a low 

value of 53%. There is a 17% uncertainty in NPL value. The mean NPL is 55%. Inflation 

averaged 4.35 percent and declined significantly from around 14 percent in 2014 to its 

lowest of 3.8 percent in 2018. However, from 2016 inflation has been rising at a very 

fast rate and has been in double digits since 2017. NMB has maintained the highest CAR 

over the period of study followed by CRDB, EXIM and then NBC. The overall 

performance of the sample banks shows a good capital sufficiency. NBC has the best 

average LDR followed by NMB, EXIM and then CRDB which have an average LDR of 

76.26%. CRDB in 2016 scored with LDR of 82.6%, this rating implies that there should 

be concerns in case the depositors where to pull out their deposits at the same time 

hypothetically. The banks all scored an average rating of “5” which implies management 

performance concerns. CRDB has the least average OER followed by NMB and then 

EXIM and NBC.  
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CHAPTER ONE 

INTRODUCTION AND BACKGROUND TO THE PROBLEM 

1.1 Introduction 

This section describes the components of profitability of business financial 

institutions in Tanzania. It includes the context of the investigation, an explanation of 

the issue contemplating the study’s research goals, and research issues. The section 

also demonstrates the study’s importance, study constraints, and study breadth. In 

Tanzania, the banking sector has risen quickly. Tanzania has over forty business 

banks. Over these years more scientists have begun conducting their study to 

determine the variables influencing commercial bank performance in many nations. 

1.2 Background of the Study 

Financial institutions play a crucial role in allocating countries’ lucrative resources. 

They are continually channeling funds from surplus unit to deficit unit. They can do 

so if they produce the revenue needed to cover their operating costs in the 

appropriate time. In other words, banks need to be lucrative for the function of viable 

intermediation.  

Commercial banks’ financial performance has critical consequences for the 

countries’ economic development of any country be it Tanzania, a country from 

Africa, Europe or elsewhere. Good and stable economic performance is rewarding 

investors for their investment. It, in essence, encourages additional investment and 

leads to economic development. At the same time, poor or weak banking 

performance can lead to bank failures and crises that have adverse consequences for 

economic growth (Obamuyi, 2013). 

Development of banks in Tanzania is divided into five historical phases. The first 

phase was during Germany rule.  Secondly during British rule, thirdly during Post-

independence period and before the proclamation of Arusha Declaration. The fourth 

phase is during the Post Arusha declaration. The last phase is from Arusha 

Declaration to present. After independence of Tanganyika in 1961, bank’s activities 
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were still carried out in the same way as the colonial master’s home country. This 

means that banks’ rules and regulations were from the home nations of the former 

colonies. However, the colonial masters’ rules and regulations were not consistent 

with the newly Tanganyika independent nation’s economic growth. This was because 

most banks’ directives and oversight were still given by their home nations (BOT, 

2012). 

Dr. Edwin Blumenthal, an expert from the German Federal Bank, was invited by the 

central government of East African nations to study the Eastern African currency 

system and provide recommendations following the foregone mentioned weakness. 

The recommendations were composed of two (2) tier system and separated the banks 

into the three (3) states and established the central bank (Report of Government of 

Tanganyika, 1963). During this period, the IMF and World Bank advised the three 

states to establish the central bank which would be supervising the monetary issues 

of the separate states. As consequence, the Bank of Tanzania (BOT) was established 

by the Parliament Act and began operating in 1966 (BOT, 2012). 

After the launch of the Bank of Tanzania (BOT), banking sector appears to be the 

most significant element of the economic industry. In 1991, the Government of 

Tanzania launched an extensive reform of the economic industry Pastory and Qin 

(2012). Reform embodied in the 1991 Banking and Financial Institutions Act 

included the liberalization of interest rates, the destruction of the allocation of 

administrative loans, strengthening the position of the Bank of Tanzania in managing 

and regulating financial institutions, reorganizing state-owned financial institutions 

and getting local and private banks onto the market. 

Pastory and Qin (2012) stated that commercial banks in Tanzania have undergone 

important modifications following the policy of the liberalization of the banking 

system and other economic and social sectors in 1991. The reforms removed 

obstacles to the entry of commercial banks as well as other sectors. This helped to 

improve the institutional framework and regulatory bodies and the results of 

commercial banks more effectively. 
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Nevertheless, the profitability of commercial banks has been affected by increased 

banking competition in the country. There were 40 full-fledged commercial banks in 

Tanzania, according to the Directory of Banks and Financial Institutions operating in 

Tanzania as published by Bank of Tanzania on 30 June 2017 (2017). This was a very 

great improvement due to the facts that before liberalization process there were less 

than five commercial banks in Tanzania. Worse still most of these banks were 

concentrated in major cities and towns leaving out villages and remote areas without 

access to commercial banks services 

Commercial bank profitability depends on banks’ product development, 

diversification and effectiveness (Hempell, 2002). It is also true that economy of a 

country as a whole relies on profitability, stability and efficiency of commercial 

banks in any country. More profitability tends to absorb hazards and shocks that 

business bank can encounter. In addition, profitability is the prerequisite for business 

bank’s effectiveness (Pastory and Qin, 2012). Detriguache (1999) proposed and 

verified in his research that business bank quality is heavily dependent on their 

profitability. 

Commercial banks' profitability has improved significantly, and many of them are 

above regulatory thresholds (BOT, 2010). The greatest profitability of these 

commercial banks shows that the internal and external factors played a significant 

role in achieving this profitability. BOT report (2010) further asserted that the 

Tanzanian banking industry remained secured and stable in 2009 despite the 

economic crisis which took place in 2008 in the world economy.  It was reported that 

the banking industry was satisfactorily capitalized. It recorded a 39 percent rise in 

paid up capital (15 percent in 2008). It was reported that assets of the banking 

industry raised by 19 percent with the ratio of earned assets at 79 percent (83 percent 

in 2008) (Flamini et al., 2019). 

Francis (2006) was against the reforms and argued that market reforms in sub-

Saharan Africa have worsened commercial bank profitability because they owned to 

elevated levels of non-performing loans. He argued that this poor performance 
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following banks reforms was due to the factors like existence of inexperienced staff, 

poor internal controls and inadequate management information systems. These 

factors were outlined by the researcher Francis (2006) as factors which led to 

underperformance of commercial banks in Tanzania. He argued that this led to less 

profitability and undergrowth.  Other scholars in support of him argued that such 

results were normally accompanied with collapse (Obamuyi, 2013). 

It can also be argued here that any downturn in the banking industry will have a huge 

impact on the economic growth of the country in a world where the financial 

industry is dominated by commercial banks. This is because any bankruptcy that 

could occur in the industry has a negative effect to the country at large. This 

contagion impact had economic tribulations. However, there are a few banks 

reporting losses in Tanzania and strong general profitability (Ally Z, 2013).  

Banking sector perform an essential role in business sector and economy of any 

country. Bank is a financial institution who deposits the saving of public and gives 

loan to people, other institutions, organization and Government. Banks also make 

investment to get the return. Thus, to get maximum benefit there is need to effective 

use of resources. To achieve maximum benefit the bank should find out the highest 

level of funds to fulfil the short term obligations and then make the investment of 

further funds and also have some funds to get gain form investment opportunity. 

Because by effectively manage liquidity banks can increase the profitability. 

The five famous banks in Tanzania are taken into consideration for this research 

which includes CRDB bank, National Bank of Commerce NBC, National 

Microfinance Bank NMB and Exim Bank. The data of such banks is taken easily 

from their annual reports. Banking organizations are the main players in the 

Tanzanian economic scheme, accounting for about 75 percent of the system’s total 

assets (DBS report, 2010). There at least 58 commercial banks in Tanzania. Net 

profit for the Sector fell from Sh438bn in 2015 to Sh423bn and Sh286bn in 2016 and 

2017 respectively. The first half of 2018 statistics indicated that the earnings could 

plunge further ((BOT, 2018).  
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1.3 Problem Definition 

For scholarly scientists, analyzing the financial performance of commercial banks 

was of excellent concern. Studies over the past two centuries have revealed countries 

in Africa south of have challenges in running business banks more than what could 

be compared to the rest of the world (Flamini et al., 2009). 

The effective and lucrative banking industry can better resist adverse shocks and add 

to a country's economic sector's stability. As a result, bank economic performance 

determinants have drawn interest from scholarly studies as well as from regulators, 

policy makers, bankers and analysts. The net profit of the financial sector has fallen 

over the previous three years from Sh438 billion in 2015 to Sh423 billion and Sh286 

billion in 2016 and 2017 respectively. 

Ally (2013) attracted the present researcher's attention in conducting research on 

bank profitability determinants. The research is important as it would invoke 

policymakers' and bank managements’ attention to have long term beneficial 

consequences of Tanzanian banking system and business as a whole. The research 

would offer scientists and the general public with extra understanding of variables 

influencing the performance of banks in the country. 

1.4 Objectives of the Study 

1.4.1 General Objective 

This research dealt with determinants of business bank profitability. Therefore, the 

overall objective of this research was to examine the profitability of commercial 

banks in Tanzania. 

1.4.2 Specific Research Objectives 

The survey specifically focused on the following aims which were to: 

(i.) Determine the effects of bank specific characteristics (internal) on bank 

profitability 

(ii.) Examine the effects of macroeconomics factors on bank profitability 

(iii.) Examine profit persistence in Tanzania commercial banks 
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1.5 Question on Research 

The specific questions relevant for the survey were as follows: 

(i.) What is the link between specific bank characteristics and performance of 

business banks? 

(ii.) What are the impacts of macroeconomic factors to the bank profitability? 

(iii.) How is profit persistence in Tanzania business banks? 

1.6 Significance of the Study 

To Host Organization 

It outlined organizations ' profitability determinants trends and proposed methods to 

improve that trend. This was important for every organization if it wanted to survive 

and compete in business world. 

To the Researcher 

The study area investigator acquired practical knowledge in the field of research. The 

research assisted the investigator to partially fulfill the Masters Degree prize. 

To the Public at Large 

The research functions as an incentive for other scientists to perform additional 

research on the subject under investigation. 

1.7 Limitations of the Study 

Investigator experienced a number of difficulties: 

(i.) Financial Constraints 

The sum budgeted for the study activity was provided too little and too 

meager to provide nice and comprehensive data on the issue. 

(ii.) Lack of Co-operation 

Some of the organizations were unable to provide the data that was helpful 

and accurate, so the investigator attempted to build a healthy relationship to 

win their assistance. 
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(iii.) Time Factor 

Although the duration assigned for job was not enough, the investigator had 

worked tirelessly with the time available to finish the study job effectively. 

(iv.) Data Accessibility 

Some of the information was too confidential and critical for the investigator 

to comprehend them much better, so the investigator dedicated himself to 

adhering to professional ethics in the field of studies in order to access some 

information. 

1.8  Delimitations of Study 

The researcher faced problem of time and part of solution he had to work even in 

weekends in order to meet the set deadlines. The researcher devoted most of the time 

on research and spent all weekend in doing research. 

On aspect of confidential information, researcher convinced the sampled bank 

officials on purposes of research and it was just done for academic purposes.  

1.9 Scope of the Study 

Four the banking companies were studied covering five financial years from 2014 to 

2018. The banks studied included CRDB Bank Plc, National Bank of Commerce, 

Exim Bank (T) Ltd and National Microfinance Bank. In his research, the investigator 

evaluated only these particular organizations’ profit determinants. 

Consequently, the results presented may not apply to all Tanzanian banks. This was 

because the study had small number of sample. However, this also made the 

researcher to study these four selected banks in Tanzania in detail and thoroughly. 

The researcher was able to critically review financial statements for these banks. 
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CHAPTER TWO 

LITERATURE REVIEW 

2.1 Overview  

Profitability determinants of business banks have been theoretically and empirically 

researched extensively. This section deals with ideas, empirical and theories about 

bank profitability determinants from other scientists and writers. It also defined 

important research topic concepts and terms. This section helped the investigator to 

create a strong knowledge, insight and trends on comparable topics. 

2.2 Definitions of Terms 

2.2.1 Profit and Profitability 

The word profitability is described as any company's ability to generate profit 

(Hempell, 2002). There is no way that a firm can remain in the markets if it is not 

making profit. In the present study profitability was appraised among other aspect 

was in relation to the liquidity as one determinant apart from others which were 

studied(Hempell, 2002). It was also viewed that the primary and foremost core aim 

of any firm undertaking was to generate profit in whatever way and to enhance the 

profit of the firm or the undertaking. Therefore one can clearly say that it is 

necessary for any company to make sure that all its resources are efficiently used. 

There is need that any firm to make sure that it has and it maintains and determines 

required amount of liquidity (Hempell, 2002). 

Profitability also relates to venture’s potentiality for financial success. This can be 

evaluated by shareholders before joining a company or a firm (Frederick, 2014). It 

can also be used to evaluate a presently operating venture. This can lead to be 

discovered that one set of variables is unlikely to be effective or unsuccessful. It can 

also help in decision of abandoning the enterprise not(Frederick, 2014). 

Bordeleau and Graham (2010) defined the term profitability to mean ability of any 

company be it a bank or any other type of company to generate profits. This is quite 

correct because every business company is established with the purpose of making 
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profit for its all over survival and growth. The profit is obtained after the company 

has reduced all running expenses. The profit can also be used to reinvest in the 

company hence expansion of the company’s capital and investments. 

Again Muiruri (2017) argues that rentability is the ability of any company to gain 

revenue on its assets at a particular time with maximum utilizations of its asserts. It is 

also presented by him that profitability relates to the ability of any bank to ensure 

that profits are made regardless of any competing factors. This is normally calculated 

annually. 

It was argued that making profits by earning more money than the financial year's 

annual expenses and taxes is a necessary condition for the survival of the company. 

Kamande, (2017), recommended ways of measuring financial performance provides 

return on assets (ROA) and return on equity (ROE) in terms of profitability. 

The present study made use of these ratios so as to evaluate how which determinant 

of the profitability aspect. Four commercial banks in Tanzania were evaluated by 

using these ratios. The study made the use of these ratios so as to measure their 

financial performance focusing on profitability. Therefore profitability in this study 

was measure by focusing on the following money return (ROA) ratios and capital 

return (ROE) ratios. 

(a) Return of Assets (ROA) 

ROA measures the efficacy of the use of total assets to generate profit. This is 

normally calculated by earning net income divided by total wealth. Higher ROA 

represents improved bank profitability (Bwacha & Xi, 2018). 

Return on Asset (ROA) =Net Income/ Total Assets 

(b) Return on Equity (ROE) 

Return on equity is calculated as company's net income over shareholder's equity. 

They are also seen as promising by shareholders (Bwacha & Xi, 2018). 

ROE=Net Income/Shareholder’s Equity 
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2.2.2 Commercial Bank 

Murerwa, C. B. (2015) defined as an organization involved in the banking company. 

This implies the company of obtaining funds from the general public. It can be also 

any comparable company by frequently selling shares in the stock exchange. A bank 

therefore one can say that it is the link company between capital-deficit clients and 

capital-surplus clients. 

2.2.3 Inflation 

Hoffmann (2011) described inflation was among major macroeconomic determinants 

of the profitability of any account. Inflation impacts on any bank's income 

concentrate on whether the bank's salaries and operating expenses have risen more 

than the country's inflation rate over a given period of time. Effects of inflation 

largely therefore depends on the general macroeconomic stability in that particular 

economy. This will enable inflation to be properly predicted. The relation between 

inflation and bank profitability depends on whether or not the management of the 

bank fully anticipates inflation. This is a beneficial effect on profitability (Hoffmann, 

2011). 

2.2.4 Interest Rate 

Demirguç-Kunt& Huizinga (1999), Molyneux & Thornton (1992) all described the 

favorable linkage between the interest rate and the bank's profits. If there is any 

economy which is characterized by low interest rates and rigid competition between 

banks in that country the result will not be in their favour. If there are no 

competitions among banks then this will restrict banks’ ability to set suitable prices 

for their loan equipment and deposits. This will result into placing pressure on banks 

basing the operating margin and the performance adverse effect of banks involved in 

the business. 

Haslem (1968) provided a framework for characterizing risk variables that had an 

impact on determining the net interest margin. This model takes into account the 

impact of the volatility of interest rates on bank interest margins. The margin based 

on the exposure of interest rates and institutional variables that affect the prices 
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charged by banks on loans given and deposits obtained. Based on this model, banks 

are presumed to be risk-averse intermediaries in the financial market, collecting 

deposits and lending. 

A significant factor affecting the size of the bank's margin in this model is the 

uncertainty of the transaction owing to the asymmetric moment of the loan deposits 

of supply and demand. The scale of the market is another factor in the margin. Banks 

choose to exercise their market power and set higher rates because of the relatively 

inelastic demand for loans and supply of deposits. 

2.2.5 Capital Adequacy 

Capital adequacy reflects the economic power of a bank, typically expressed by the 

bank through the Capital Adequacy Ratio (CAR). This ratio measures the ability of 

the bank to fulfill on-time commitments and other factors such as operating risk and 

credit risk. 

Bank capital can be seen in two ways. It can be seen as the sum allocated by the 

holders of a bank (paid-up share capital) that entitles them to receive all the future 

revenue of the bank. This can also be seen as the amount of funds available to 

holders to support the business of a bank (Athanasoglou et al., 2005). The following 

definition includes reserves and is also referred to as investor's complete capital 

(Anyanwaokoro, 1996). A bank's capital is widely used to determine its economic 

strength status regardless of the term used (Bobáková, 2003). 

It was shown that extremely capitalized banks ought to have elevated earnings 

compared to low-capitalized banks. The primary reason is the existence of 

bankruptcy costs, the expected bankruptcy costs for a bank capitalized below its 

balance sheet are comparatively high, and a rise in capital ratios boosts anticipated 

earnings by increasing interest expenses on uninsured debt (Berger, 1995). 

Staikouras & Wood (2003) and Abreu & Mendes, (2001) have shown that there is a 

positive correlation between resource adequacy and profitability. This positive 

relationship is important for the bank to fund its capital at higher interest rates, to 
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raise expected profits and to cover equity costs, which is considered the most 

expensive bank liability in terms of expected returns (Athanasoglou et al., 2005). 

2.2.6 Asset Quality 

Dietrich & Wanzenried (2009) have argued that bank profitability is directly linked 

to asset quality. It was shown on the statement of financial position.  We said bad 

credit and credit performance had a negative effect on banks ' earnings. We also 

found that this correlation exists because it needs a bank to devote a substantial part 

of its gross margin to a rise in bad quality capital. This should be done in order to 

cover potential loan losses. This also reduces the earnings of the companies. 

2.2.7 Liquidity 

Financial liquidity refers to the ability of the financial institutions to meet its 

obligations. In general, depositors and sufficient liquidity rates are directly 

proportional to the profitability of the bank (Kamande, 2017). Management should 

use the ratio of cash and debt liquid assets from banks, available for sale of shares, 

and government securities to total assets to calculate liquidity (Kamande, 2017).. 

Here it is argued that commercial banks carrying low liquid assets face the risk of not 

being able to fund their daily operations. Liquidity is calculated using specific 

financial ratios that include customer deposit to total assets and total customer 

deposit loans and cash-to-deposit ratios (Kamande, 2017). 

Commercial bank should still have enough cash to meet the demands of the 

depositors. The success of a commercial bank depends more on the degree of trust 

that it can instill in the minds of its fund holders. If the shareholders of the fund lose 

faith in the ability of their bank to repay the depositors, the very life of the bank 

would be at stake. The bank should always be ready by having sufficient cash to 

meet the depositors ' claims (Kamande, 2017).). There is no way that one can expect 

that depositors will come and deposit their money if they were not sure of obtaining 

them when needs arise 



13 

Liquidity will be seen in every commercial bank as the current balance of money, 

bonds and the capacity of the bank to turn capital into cash. It is also used to indicate 

any bank's right to use unused credit lines and how easily they turn claims to liquid 

(Qin1 & Pastory, 2012). Liquidity must be adequate to meet all outstanding debt 

obligations. 

Despite gradual exposure to unsecured markets and other factors, this can be 

expected within a year time horizon. The most important issue to consider here is 

whether or not the banks being analyzed are able to fulfill their bank obligations 

(Qin1 & Pastory, 2012). Liquidity is meant here, particularly when funding is 

disrupted, what a bank needs at a time. The lender still has to be able to keep its 

commitments and not otherwise. 

Bourke (1989) described that there was a great link between these two concepts as he 

had established in his study. Banks can, however, choose to increase their holding 

money to mitigate risk at times of uncertainty. 

Molyneux and Thornton (1992) were the first to research in-depth determinants of 

bank profitability in a variety of countries. During the period 1986-1989, 18 

European nations were surveyed. According to these authors, the relationship 

between volatility and bank profitability is low and inverse. Banks are also forced to 

retain liquid capital. However, these liquid assets are also related to low return rates. 

High liquidity is thus correlated with low profitability. These writers have discovered 

a significant and positive correlation between the return on equity and certain 

variables, such as the level of interest rates in each country, the structure of property. 

2.2.8 Cost/ Expenditure 

Abreu & Mendes (2001) narrate that the operating costs of a bank are expected to 

have an adverse connection with profitability.  They also argued that the operating 

cost level was regarded as a measure of management's effectiveness. They have their 

beneficial impact on net interest margins. This adverse correlation between operating 

costs and profitability occurs. 
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2.2.9 Management Information System 

Information technology systems have significant contributions to banks management 

control. It has also effect on customer service effectiveness. Abdullah (1985) claims 

that IT spending increasing the full cost of a company operation plays an important 

role. It also helps in differentiating its products. Information technology systems 

increased net profit and hence bank results should reflect this. 

2.2.10 Size and Composition of Credit Portfolio 

Performance of any bank involves its loan portfolio's size and structure (Bourke, 

1989). They produce income by interest. They also boost bank earnings (Bourke, 

1989). 

Therefore, loan portfolio should increase results. However, credits are a cause of 

severe economic loss to many banks. They have been held liable for many bank 

mistakes in the world (Bourke, 1989). 

It is also argued that not all time that a big loan portfolio can result in good result. If 

it mainly involves under-standard credits, it may also contribute to reduced bank 

profitability performance. It is therefore true to assume that the size of the loan 

portfolio of a bank impacts its efficiency either favorably or negatively. It is 

normally based on its substandard loan structure. 

2.2.11 Efficiency 

This can be described as performing with lower costs (Bourke, 1989). It is the 

distribution of goods or services under the specified requirements before the 

deadline. Performance efficiency is described as the performance of the necessary 

norms at the anticipated price and output delivery before the particular deadline 

(Bourke, 1989). 

2.2.12 Financial Performance 

This is true because there is increasing competition in both the country's and the 

world's financial markets (Bourke, 1989). In the rapidly changing world and more 

globalised financial marketplace in today’s world. Taking into consideration other 
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influencing factors, banks are more concerned now about how to make profits in 

such competing environments. The concern of banks managers is also on how banks 

make profits out of all activities performed by the bank. Those who are interested 

with the bank activities assess it in respect of how much the bank has made as a 

profit in that particular period. This is a critical aspect in which every manager is 

worried (Bourke, 1989). 

Many stakeholders make decisions to make investment in a bank only when there are 

guaranteed profits and hence dividends (Bourke, 1989). One can easily differentiate 

which is able to survive in competitive environment by looking at its financial 

performance. 

Only banks which can survive in problems and with competitiveness were be 

selected by stakeholders to invest their capital. There are things that researchers can 

use to classify the studied banks ' strengths and weaknesses.  

2.2.13 Ownership 

In the literature, ownership is commonly recorded were among determinants of bank 

profitability. Several studies (Ayanda, et al, 2013) found that foreign-owned financial 

institutions in most developing nations were more stable than their local 

counterparts. They were also less lucrative than national banks in industrial nations. 

Private-owned banks were also judged to be more lucrative than their government 

counterparts in the country (Ayanda, et al, 2013).  In studies by scholars such as 

Athanasoglou et al. (2005) they found that performance of government financial 

institutions were lower than private. This is due to the reality that they are responding 

to a public imperative instead of relying on income. 

This aspect of ownership however will not be used to evaluate the present study on 

the aspect of profitability. This was because the sample banks all were privately and 

government had shares on them except only one studied bank. This aspect was here 

irrelevant basing on the nature of ownership of these banks. 
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2.2.14 Bank Age 

In their first years of operation, newly formed banks are not especially lucrative. This 

is true only if at all profitable. This is because in their first years they placed most 

efforts on enhancing instead of boosting productivity, their market share 

(Athanasoglou et al., 2005). This factor infact will not be considered in the present 

study. This is due to the fact that among all these studied banks has been in the 

market for more than ten years. 

2.2.15 Bank Size 

It is argued here that if a firm or company relative size grows, it improves revenues. 

This is the market power (MP) theory. The Structure-Conduct-Performance ( SCP) 

hypothesis was previously established (Athanasoglou et al., 2005). 

The impact of increasing size on bank profitability has been reported to be 

significantly beneficial (Demirguc-Kunt & Huizinga, 1999). They suggested that the 

profitability gap between large and small banks was responsible for 10 different 

production methods and outputs. The performance comparative hypothesis. 

Demirguc-Kunt & Huizinga (1999) say that bigger banks are more competitive than 

smaller banks. This is when the value of the wealth is measured. They are also more 

lucrative as a consequence of this superior effectiveness. 

2.2.16 Management Quality 

A bank management is another factor influencing a bank to make profits. Earnings 

and market shares are improved by superior management (Berger, 1995 and 

Athanasoglou et al., 2005). While Montinola and Moreno (2001 ) believed that if the 

standard of leadership is poor and supervision of management is imperfect, This is 

because some workers are not going to make a full effort. Observing that a poor 

worker shirks next to him, his own commitment will be diminished by a good 

worker. Over time, thus, the average effort decreases to that of the poorest worker. 

Good employees may be employed from time to time, but their efforts will ultimately 

fall to the pre-existing stage. 
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The recruiting of lazier workers than existing employees is often necessary, bringing 

down the productivity of current employees. The balance is to reduce productivity 

over time and adversely affect the company's profitability, because only hires that 

cause workers to shirk more have an impact. In the same way, where management 

efficiency is poor and the board of directors does not have honest and productive 

leadership, always more concerned with securing credit infrastructure for itself, 

prudent lending procedures are difficult to follow. 

This has the net effect of increasing the percentage of loans in the bank's loan 

portfolio and reducing the profitability of the bank (Mamman and Oluyemi, 1994). 

Yet Demirguc-Kunt & Huizinga (1999 ) argue that extremely bad management can 

not prove fatal to a bank until the bank takes a toll on negative financial conditions 

and leads to unexpected outflows of capital or loan losses. 

2.2.17 Level of Risk 

Athanasoglou et al . ( 2005) suggested in their investigation that bank risk taking has 

a negative effect on bank revenue. They also believed that protection had a 

detrimental effect. Bobáková (2003) argued that a bank 's profitability relies on its 

ability to anticipate, prevent and monitor risks. It was also due to the ability of a bank 

potentially to cover losses arising from hazards. 

Therefore, a bank must take into consideration the amount of danger to the property 

when making choices about allocating funds to asset deals. It is an obvious thing that 

business is full of risk and therefore has to take a calculated risk for its survival and 

profit making strategies. 

2.3 Theoretical Literature Review 

In a theoretical ability, several writers have described the determinants of banks' 

competitiveness. The most prevalent corporate and macroeconomic determinants are 

mainly inner determinants. These are reviewed as follows. 
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2.3.1 Efficient-Structure Hypothesis 

Because of their capacity to produce greater earnings (Demsetz, 1973), the ESH 

claims that companies those are scale-effective and eventually improve their volume 

and focus on the market. The company's success is the driving force behind the 

process of gaining significant market share. The most effective companies will 

achieve market share and profit from the economy (Frederick ,2014). 

Several empirical tests on the ESH are performed. Frederick (2014) was the first to 

apply the ESH to the U.S. banking sector, according to Saona (2011), and found 

evidence that there was no link between concentration and profitability. 

Nevertheless, he found a link between the bank's market share and profitability. 

Saona (2011),) tested the two opposing theories, SCP and ESH, and found that firm-

specific efficacy was a factor in explaining competitiveness in the U.S. banking 

industry. At present, SCP and ESH are traditional theories of business efficiency 

(Saona,, 2011). 

2.3.2 Expense-Preference Hypothesis 

 Hempell (2002) expenditure preference theory was developed. It suggests that 

company managers optimize value rather than benefit, and those managers have a 

high preference for spending on items like staff size, office furnishings, and the 

luxurious premises of the company (Hempell, 2002).). The conditions that require 

these actions are to distinguish ownership from control and imperfections in 

consumer and capital markets (Hempell, 2002). 

From the described theories, one can here argue that inner and external factors 

influence bank performance in any country. According to Athanasoglouet al, (2011) 

the inner variables are bank size, capital, effectiveness of leadership and ability of 

risk management. These academics argued that the main internal factors influencing 

bank performance are other factors related to macroeconomic factors include interest 

rates, unemployment, and financial development (Demirguc-Kunt & Huizinga, 

1999). 
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2.4 Empirical Literature Review 

2.4.1 Efficiency and Capital Adequacy 

Nazir (2010), his research stated that adequacy of equity, liquidity, value of wealth 

and governance are essential in affecting business banks ' economic performance. He 

was analyzing economic performance in India in his study. He came to conclude that 

bank financial performances were influenced by the adequacy of assets, liquidity and 

asset value and governance of the bank. 

Effectiveness studies of 137 banks in 29 sub-Saharan African countries by Flamini et 

al . ( 2009) found that intermediation in 2003 was 57% compared to 91% in Asia and 

75% in Latin America. This showed that it was difficulty in transforming collected 

deposits into loans for the Sub-Saharan private sector. The study further indicated 

that capital adequacy that reduced banks’ risk of financial distress and regulations. It 

also improved the quality of the credit environment improved efficiency. 

Credit risk, denoted by big loan loss clauses and the big proportion of rural 

populations that hindered economies of scale to implement banking technology, 

decreased bank effectiveness. Flamini et al. (2009) the article concluded that the 

effectiveness of all bank organizations improved in the second post-bank industry 

reform period, but these changes in the banking sector are more important to new 

private sector banks and to banks abroad. Some measures to boost the effectiveness 

of Indian nationalized banks have also been listed in this paper. However, other 

research, such as Naceur (2003), indicated that the profitability of commercial banks 

is determined by the productivity of business banks themselves. 

Lotto & Kakozi (2016). studied on effectiveness determinants in business banks in 

Tanzania. He observed that banks were operating on a decreasing part of the average 

cost curve. This was only started rising in early 2004 due to stiff competition. 

Inefficiencies emerged from the inefficient use of labor, fixed assets and machinery 

and bank size that led to the issue of the organization and surplus liquidity 

accumulation. However, capital adequacy and incentive to work hard had a positive 
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impact on efficiency, meaning that banks spending money on improving their capital 

base.  

2.4.2 Capital Adequacy and Profitability 

Berger (1995) offered empirical proof of the beneficial correlation between bank 

capitalization and profitability for the US and European banking systems , 

respectively. Naceur (2003) argues that money supply, liquidity, consumption and 

interest rate rates have beneficial effects on profitability. The effect of capital and 

market share on productivity is negative (Naceur, 2003).  

Hassan & Bashir (2003) observed that an improvement in the capital ratio and credit 

ratios had a positive and negative effect on productivity policies. Capital has shown a 

favorable profitability connection, acting as a safety-net, enabling time and flexibility 

to pursue company and cope with unexpected losses, economic distress and 

bankruptcy (Flamini et al., 2009; Athanasoglou et al., 2005). Well-capitalized banks 

adhere to regulatory standards and are able to lend out excess capital (Flamini et al., 

2009).  

Equity financing is a safe and low cost source of funding (Sufian and Habibullah, 

2009). A strong capital position increases confidence in the banking sector. This was 

signaling a better performance and thus raising profitability (Sayilgan and Yildirim, 

2009). Naceur (2003) found that stock market growth, capital ratios and loans had a 

positive effect on profitability. 

In order to assess bank profitability in the Southeastern European region, 

Athanasoglou et al . ( 2006) conducted a survey using loan institutions for the 

duration (1988-2002). The findings have shown that the profitability of all bank-

specific determinants has a substantial effect on the bank. Macroeconomic conditions 

have had a mixed effect on productivity. Rhoades and Rutz (1982) have concluded 

that there is no impact on profitability of market share capital structure, liquidity and 

bank sizes. While deposits, the structure of capital, overall investment, the index of 

consumer prices and the supply of money have a significant impact on profitability. 
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As an endogenous element, capital was seen by Athanasoglou et al . ( 2005) and 

Flamini et al . ( 2009). It affects profitability favorably. They also discovered that 

reinvestment of profit contributes to further capital development. Flamini et al . ( 

2009) found that benefit reinvestment in the third lag contributes to capital 

formation. This was suggesting that abnormal returns earned are not immediately 

reinvested to boost equity formation.  

This also was highlighting the need for regulations requiring income preservation to 

boost the economic banking system's stability. On the other side, Elyor (2009) 

discovered a adverse connection for Malaysian banks, suggesting that the regulatory 

expenses connected with capital requirements implicitly behave as economic taxes. 

Capital is therefore not only a safety-net and a cheap source of funding but it is also 

an implicit financial tax. 

2.4.3 Expense Management and Profitability 

Superior management and manufacturing techniques and efficient cost management 

lead to increased bank revenues (Berger, 1995; Athanasoglou et al., 2005). Using the 

ratio of operating (non-interest costs) or overhead costs to total assets and staffing 

costs to total operating costs, the surveys found an adverse impact on profitability, 

indicating that inefficiency in the control of costs reduced profitability 

(Athanasoglou et al., 2005). 

Using the ratio of rate of change in inflation-adjusted gross income to workers, 

Athanasoglou et al . ( 2005) found a favorable correlation with profitability, arguing 

that reduced labor quantities and enhanced well paid labor quality contribute to 

enhanced profitability. Flamini et al. (2009), using natural logarithm of overheads, 

did not find evidence that cost management efficiency increased profitability. 

Empirical difficulties stay in measuring expense management efficiency and 

personnel productivity. 
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2.4.4 Inflation 

Survey by Berger et al. (1999) indicated the role of macroeconomic variables in 

contributing bank profitability. Inflation causes variations in profits by increasing the 

cost of borrowing and reducing the real value of earnings and its impact on 

performance rely on whether it is anticipated or not (Flamini et al., 2009). Staikous 

and Steliaros (1999) have shown that the rate of inflation, the proprietary program 

and core assets have had an impact on the commercial banks profitability. 

Flamini et al . ( 2009) went further to include the costs of fuel and non-fuel products. 

Athanasoglou et al. (2005) and Flamini et al . ( 2009) found a positive relationship 

with profitability. It meant that banks could predict future inflation and change 

interest rates. However, they found that consumers failed to anticipate inflation due 

to the asymmetric information problem.  

Due to the inability of the bank to adequately forecast deflation, Sufian and 

Habibullah (2009) and Sayilgan and Yildirim (2009 ) reported adverse reactions. 

Flamini et al . ( 2009) found a negative correlation between fuel and productivity.. 

We also found a good correlation between non-fuel commodity prices and 

profitability. Elyor (2009) did not find inflation significant. The impact of inflation 

on profitability remained an empirical question, since it depended on whether or not 

it is anticipated. 

2.4.5 Interest Rates 

Elyor (2009) discovered an adverse connection between discount rate and 

profitability. This was so since central bank borrowing costs were used as a 

benchmark for setting bank charges for users of funds and rewarding depositors by 

Islamic banks. However, Naceur (2003)  indicated that the cost of borrowing from 

central banks had a favourable impact on interest rate spreads in Sub-Saharan Africa.  

Naceur (2003) did not discover a substantial rate of Treasury bills. It is used by 

commercial banks as a base rate in setting lending rates. Also Demirgüç and 

Huizinga (1999) did not find interest rates to be significant. In order to boost 
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productivity, higher real interest rates have been established, especially in developing 

countries (Demirgüç and Huizinga 1999). 

The macro-economic climate has affected the bank's profitability across several 

different channels. Credit risk has been affected by economic development. Inflation 

and the pace of real interest rates have had an impact on the borrower's repayment 

prospects. The collateral value are also very much affected by it ( Demirgüç and 

Huizinga , 1999). 

2.4.6  Empirical Studies from Europe and America 

In Europe, Çekrezia(2015) tries to decide whether bank size, capital adequacy, 

liquidity and age for the period 2010-2013 are responsible factors affecting the 

financial performance of commercial banks in terms of asset return (ROA) in 

Albania. The study used cross-section time series to analyze the data collected from 

the annual balance sheet reports. 

The current study examined five factors that explicitly affect profitability in terms of 

the impact of liquidity, capital adequacy, interest rate, inflation, bank management 

and bank size on bank financial results. The study focuses on banking sector 

profitability, but the study covers a range of variables, such as bank size, bank 

management, asset adequacy, inflation and interest rates. 

2.4.7  Empirical Studies from Asia 

Ibrahim (2015) conducted a study contrasting Dubai Islamic Bank's financial 

performance with Sharjaht Bank's UAE-based Islamic and traditional banks from 

2002 to 2006. The metrics were used with an emphasis on the liquidity , profitability, 

performance of management, and capital structure and share quality of banks. 

To rate the outcomes, measure the dispersion and the variability of stability of the 

measures, descriptive statistical analysis was used. The results showed that a higher 

overall rate of liquidity , efficiency, management capacity, and capital structure 

benefited Sharjah 's bank. In Dubai, the Islamic Bank was better off in terms of the 

success of indicator sharing and overall stability. 
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This study examined five factors, including banks ' impact on bank performance in 

general, including liquidity, productivity, management efficiency, capital structure, 

and share quality. The present study examined only one factor that affects the 

financial performance of bank liquidity. 

Hoffmann (2011) conducted another study evaluating eight commercial banks ' 

financial performance in Bahrain from 2005 to 2015. They applied regression, 

correlation analysis and t-tests in order to determine the relationship between 

different financial parameters.  Outcomes indicated that the profitability had an 

influence on capital adequacy and financial leverage. The study did not, however, 

ratify the relationship between the banks ' profitability and performance. In addition , 

the study showed that the profitability of banks was adversely affected by higher 

capital adequacy levels and there was no positive correlation between customer 

deposits, profitability, efficiency, financial strength and leverages of the banks in 

Bahrain. 

2.4.8  Empirical Studies from Africa 

In Kenya, for a period of five ( 5 ) years from 2011 to 2015, Kamande (2017) 

analyzed the impacts of capital adequacy, asset quality , management efficiency, 

earnings capacity and liquidity as bank-specific influences on the financial 

performance of commercial banks in Kenya based on asset returns (ROA) as the 

dependent variable. By using panel data analysis design to achieve the goals, the 

study adopted an explanatory approach and data was analyzed using multiple linear 

regression models to demonstrate the effect of bank-specific factors on the financial 

performance of commercial banks during the study period. 

The findings showed a strong and important relationship between the ROA and all 

the independent variables. The study concludes that the bank's asset quality has the 

maximum influence on banks ' ROA and weak positive correlation between banks ' 

ROA and liquidity. 
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2.5  Research Gap 

In Tanzania a study performed by Ally (2013) analyzed commercial banks' financial 

performance. The analysis was used financial ratios to measure profits made by 

banks. He performed variance analysis (ANOVA) to check the significant profit 

differences among seven banks. He carried out this study using a seven (7) year 

timeframe from 2006 to 2012. The overall performance of commercial banks has 

been found to have increased over the first two years of the report, while the 

performance of public sector banks is less satisfactory compared to their peer groups. 

Even though there is no major gap in profitability between domestic private banks 

and international banks. 

The analysis also showed that the capital adequacy ratio, the overall cost of loan 

interest and the net interest margin have a huge effect on capital returns. However, 

the study did not disclose the effect on the financial performance of commercial 

banks of liquidity levels, bank management or leadership, as calculated in terms of 

capital returns, although the study noted a decreasing trend in liquidity rates for small 

and medium-sized banks and an growing trend in liquidity for large banks.  The 

present study aimed at filling this gap. 

This study focused on issues such as bank size, bank management, and adequacy of 

assets, inflation, and interest rates. As a result, our study examined both internal bank 

factors and external factors. The review of the literature above reveals abroad 

literature exists surrounding the factors that affect financial performance of 

commercial banks measured by return on assets (ROA). 

However a very limited number of studies appear to include determinant of 

profitability as independent explanatory variable for bank profitability and most of 

the empirical studies revealed diverse outcomes due to existence of conflicting 

evidences. Presence of varying results on limited number of studies done to 

investigate the effect of bank profitability on financial performance of commercial 

banks especially in Tanzania, has left a significant knowledge gap. 
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The limited studies in this area and mixed results obtained from previous researches 

do not exhaust explanations of the effects of bank profitability and its relationship 

with the financial determinant to commercial bank profitability. There are a few 

studies done in Tanzania with focus to profitability of banks and for the few that 

have been done, most of them are outdated. Thus it is of great interest to perform 

further study to examine the effect of determinant of bank profitability on 

commercial banks profitability in Tanzania based on the most recent data to draw 

truthful conclusion. 

Similar methodology used in various studies to analyze variables revealed that most 

of the studies used regression analysis and few of the studies used other qualitative 

technique to evaluate the relationships. Therefore ,based on the identified research 

gaps in the previous studies and essence of bank profitability, it is of great interest to 

perform further study to examine the determinant of commercial bank profitability in 

Tanzania considering enough information to draw truthful conclusion. 
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CHAPTER THREE 

CONCEPTUAL FRAMEWORK ON DETERMINANTS OF COMMERCIAL 

BANKS PROFITABILITY 

3.1 Introduction 

A theoretical basis for the profitability of commercial banks is included in this 

section. The section describes the approach that the author used to tackle the issue of 

analysis. Therefore, it gives the reader a general understanding of the work. This 

chapter therefore focuses on the conceptualization of the nature of the 

interrelationship between bank profitability and macroeconomic and bank-specific 

factors. 

3.2 Developing the Framework: Variables 

The main objective of this study is to investigate the determinants of the profitability 

of commercial banks in Tanzania. The competitiveness of banks can be affected by 

individual banks variables that are inner variables linked to bank policy, goals and 

management decision. These particular bank variables include liquidity, bank size 

and quality of assets, management of operating expenses, and development in 

productivity and adequacy of assets. Macroeconomic (internal) variables may also 

affect bank profitability, including inflation rate and interest rate. Therefore, the 

investigator discusses the dependent and independent variables selected in this 

chapter for bank profitability analysis. 

3.2.1 Dependent Variables 

ROA is the parameter that is commonly used to calculate profitability. ROA can be 

the single largest proportion to compare the profitability and operating performance 

of banks. This ratio takes into account the returns produced from the assets financed 

by the bank; it is primarily a measure of management efficiency. 

Bank profitability in this research is the dependent factor. There are a number of 

metrics used to measure commercial banks ' profitability, the key being Return on 

Capital, Return on Equity and Net Interest Margin (Alexandru et al., 2008). 
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Nevertheless, in this analysis, two alternatives calculate or reflect the profitability 

variable: the profit-to-asset ratio, which is the asset return and the equity return. 

Theoretically, ROA reflects the potential of a bank to produce income from the 

bank's capital, although it could be distorted because of the off-balance sheet. 

ROE indicates a return on equity for investors and is equal to the average asset-to-

equity ratio at ROA stages. Banks with decreased (high equity) leverage are typically 

higher than the ROA reported. ROA is the main metric for determining bank 

profitability because a ROE evaluation lacks high-leverage and financial leverage 

hazards often determined by legislation. 

3.2.2 Independent Factors: Determinants of Bank Performance 

The independent variables used to assess bank profitability are explained in this 

section. One that would influence a dependent variable is an independent variable. It 

can be altered as appropriate, and its principles are not a problem that needs 

clarification in an assessment, but are simply taken as given. The literature splits 

bank profitability determinants into inner and external bank variables. These 

variables include factors specific to banks (inner) and factors specific to 

macroeconomics (external). 

3.2.2.1 Bank-specific Determinant 

Each paragraph describes the independent variables used to assess the bank's 

profitability. The independent variable is one that influences a variable that is 

dependent. It can be changed as required, and its values are not an issue that requires 

clarity in an evaluation, but are simply taken as given. 

(a) Equity over all assets 

The equity-to-asset ratios are used as a benchmark for the assets of a bank when 

using ROA as a profitability indicator. It is difficult to predict the net effect of 

changes in this ratio. 
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Banks with higher capital-to-account ratios, for instance, are considered 

comparatively safer and less volatile than lower-capital organizations. Banks with 

higher equity-to-asset ratios tend to have a decreased need for external funding, again 

having a beneficial impact on their profitability. A higher capital ratio has a positive 

influence on profitability from this viewpoint. 

(b) Return of Assets (ROA) 

The efficiency of using total assets to generate profit is assessed by ROA, calculated 

as net income divided by total assets. Higher ROA shows higher bank profitability 

(Bwacha & Xi, 2018) 

Return on Asset ( ROA) = Net Income/ Total Assets 

(c) Return on Equity (ROE) 

The return on equity is measured as the net profits of the company over the equity of 

the shareholder. Unlike ROA, ROE tests the efficacy of the use of shareholder equity 

to generate profit, which for shareholders is the most significant metric. Banks with 

high ROE are usually regarded by shareholders as lucrative and promising (Bwacha 

& Xi, 2018). 

ROE = Net Income / Equity of Shareholder 

(d) Net Profit Margin (NPM) 

NPM (Net Profit Margin) tests the efficacy of the conversion of income into profit, 

showing the capacity of the bank to maintain cost control. Higher NPM is seen as a 

favorable signal for banks' strong cost control potential (Bwacha & Xi, 2018). 

Margin of net profit= Net Profit/ Revenue 

(e) Expenses management 

Operating costs and other investments (including taxation, depreciation) are 

categorized into the complete expenses of a bank (net of interest payments). Only 

running costs as a consequence of the above-mentioned bank management. The 
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proportion of these expenditures to total assets is negatively associated with 

profitability, as enhanced management of these expenditures increases effectiveness 

and thus increases profitability. 

(f) Size 

The size of the bank is evaluated by total assets. For small, medium and large banks, 

I generate dummy variables to acknowledge potential side effects. That size 

optimizes bank profitability is one of the most important questions underlying the 

bank policy. Vong and chan (2006), for instance, suggest that the size of the bank 

increases the competitiveness of its medium-sized banks.  

Generally speaking, the effect of growing size on profitability has been shown to be 

positive to some degree. For extremely large banks, but, due to bureaucratic and 

other considerations, the size effect may be negative. The relation between size and 

profitability can therefore be assumed to be non-linear. To capture this possible non-

linear connection, the investigator used actual assets of the banks (logarithm) and 

their square. 

(g) Loan loss provisions over total loans 

The ratio of loan loss provisions to total assets is a measure of the loan quality of a 

bank. The provisions on credit loss are reported on the revenue declaration of a bank. 

A higher percentage indicates decreased credit quality and thus decreased 

profitability. The investigator thus demonstrates that the rules on credit losses have a 

negative impact on the bank's profitability as opposed to full loans. 

3.2.2.2 Macroeconomic Profitability Determinants 

These macroeconomic features include inflation rates and interest rates. Table 3.1 

shows the study variables. 
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Table 3.1: Study Variables Meanings and Symbolization on Bank 

Profitability 

Variables Ration Symbolization 

Dependent Variable   

Profitability Net profits before taxes/assets ROA  

 Return on Assets   

Independent Variables   

(Elements)   

Bank-specific   

 Capital Adequacy Total equity/Total assets CA 

 Asset Quality Non-performing loans/gross loans. Higher ratio 

indicates poor quality. AQ   

 Bank Size Total asset logarithm SIZE 

 Liquidity Current assets / complete deposits LIQ 

 

Operating expense 

Management 

Operating expenses/assets 

EXP   

   

Macroeconomic   

 Inflation Rate The rate of inflation AIR 

 Interest Rate  IR 

 

3.3 Conceptual Framework and Hypothesis Development 

3.3.1 Conceptual Framework 

This chapter explained the theoretical basis for the development of the bank 

profitability function. The model specification in this chapter also illustrates the basis 

for defining the variables. A generalized model that used a panel data set to test the 

determinants of bank profitability in Tanzania was developed by implementing the 

theoretical model with some extensions. 

The conceptual framework is a set of basic concepts and values taken from related 

research fields and used to establish a follow-up presentation (Saksonova, S. and 

Solovjova, I., 2011). It can be defined as a set of concrete ideas and concepts adopted 

and used to create a corresponding presentation from related fields of study. As a 
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result of the inquiry, it is part of the negotiation agenda to be discussed and reviewed, 

analyzed and revised. 

To evaluate the effect of some banks and macroeconomic factors on the profitability 

of commercial banks, a multiple linear regression model is used. The linear 

functional form is obviously commonly used in literature and provides good results 

(Athanasoglou et al., 2006). The regression model shows the relation of efficiency as 

calculated by asset returns and other independent variables. 

These include adequacy of capital, liquidity, quality of assets, productivity growth, 

size of the bank, management of expenditure, inflation rate and interest rate. Some 

bank profitability surveys, such as Athanasoglou et al . ( 2005), Sufian and 

Habibullah (2009), Sayilgan and Yildirim (2009), have used regression models to 

evaluate the effects of various reasons that may be important for understanding bank 

profits. 

 

Where profitability is dependent variable measured by return on asset, bank-specific 

and macroeconomic variables are independent variables,  is the coefficient of 

explanatory variables (bank-specific and macroeconomic variables) and 

 

Therefore, by using explanatory variables and profitability as dependent variables, 

the above equation can be generalized as 

follows;

 

Where:  

 =Capital Adequacy of bank,  = Asset Quality of bank, 

EXP = Expenses Management of Bank, LIQ =Liquidity Ratio of Bank, SIZE= bank 
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size,  = Inflation Rate,  = Interest Rate and = Error term where  is cross 

sectional and  time identifier. 

3.3.2 Hypothesis Development 

As stated by Athanasoglou et al . ( 2006), Athanasoglou et al . ( 2005), Flaminiet al . 

( 2009), Staikouras and Wood (2003), Staikous and Steliaros (1999), and Flamini et 

al . ( 2009), bank-specific determinants have shown that bank-specific determinants 

have a major effect on the profitability of bank inflation and revised interest. On the 

other hand Saona (2011) did not find any significant interest rates). 

On the basis of the survey goals, the hypotheses are; 

Ho. There is a positive correlation between bank internal variables and 

business bank profitability 

The size of bank assets, asset quality and liquidity are some of the internal variables 

of banks that affect business banks ' profitability.  The presence of favourable ratios 

in banks specific factors is therefore led to profitability of the business banks in 

Tanzania. 

H1. There is no substantial correlation between commercial bank profitability 

and government regulations over business banks 

 There are various government regulations over commercial banks in Tanzania. 

Recently, the central bank of Tanzania has introduced 18% of VAT on all bank 

transitions. The government also ordered all ministries, public companies and local 

authorities to move their funds from commercial banks to BOT in January 2017. 

The result has been an outflow of deposits from commercial banks approximately 

TZS 600 billion. Hence, it is in the researcher’s perception that there is no relation 

between productivity of the commercial banks with government regulations. 
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H2. Macroeconomic conditions have a significant relationship with the 

efficiency and profitability of commercial banks  

Macro-economic variables are external elements which are not relating Bank 

management also represent the economic and legal situation affecting commercial 

banks ' operations and profitability. It is therefore the researcher's measure that it is 

more efficient for commercial banks to operate in favorable macroeconomic 

variables. 
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CHAPTER FOUR 

RESEARCH METHODOLOGY 

4.0 Overview  

The research design and methods used in information collection and evaluation to 

evaluate the profitability determinants of commercial banks in Tanzania are 

discussed in this chapter. In general, the research design section, the description of 

the information collection method, the description of the sample size and sampling 

methods, and the description of the data analysis approach. 

4.1 Research Design 

Research design is a systematic plan of the techniques and processes employed by 

the researcher in the collection and analysis phase of the data required by decision-

makers (Kothari, 2010). Descriptive design was used in this study because it 

illustrates in depth the relationship between the determinant of profitability of 

commercial banks and profitability. Descriptive studies are those studies aimed at 

explaining a phenomenon, predicting a proportion of a population with similar 

characteristics, and finding correlations between various variables (Cooper and 

Schindler, 2011). The research was carried out as the primary source of data from 

2014 to 2018 using the audited financial statements of commercial banks of 

Tanzania. In this, the secondary data has an advantage; it affects both route and 

space, thus making it easier to conduct the test. Before being analyzed, all the data to 

be considered in the analysis met the demand for accuracy and completeness. The 

length of the data is based on an annual basis. 

To evaluate and validate the most acceptable research model design for the sample, a 

test was performed. The qualitative research design is inappropriate for this research 

because variables of interest were quantitatively measured. As the variables 

highlighted could be related (significant or insignificant) to the determinant of 

commercial bank profitability, the research design suitable for this study was 

quantitative. It is assumed that developing the relationship between these variables 

would help Tanzania's commercial banks increase financial profitability in the future. 
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Additionally, the nature of study is flexible and divergent in responding the research 

questions. Thus, the research objectives could clearly be achieved with the adoption 

of quantitative research design. 

4.2 Description of Variables 

The word variable is derived from the word "vary" in its roots, meaning changes in 

amount, quantity, number, shape, nature or type. Variables are those portions of the 

dynamic phenomena you plan to research that are condensed (Muiruri, 2017). 

Empirical research involves evaluating variables that include variables that are 

independent and dependent. ROA tests the main definition of profitability, which 

demonstrates how successful a bank is in producing its income using its total assets. 

4.2.1 Dependent Variable 

The dependent variable is the one that reacts to the independent variable's impact 

(Muiruri, 2017). In this analysis, the dependent variable indicates how successful a 

bank is using its total assets in producing its income. It is measured as net profits 

over total assets after taxes. 

4.2.2 Independent Variables 

Independent variables are those variables that may influence or affect the other 

variable that is the dependent variable (Muiruri, 2017).The independent variables 

from this study are liquidity assets, Customers deposits and Capital adequacy as 

explained below; 

4.2.2.1 Liquid Assets 

This is an asset that can quickly be transformed into cash, which is close to cash 

itself, since the asset can be converted into cash with no effect on its value. The 

current ratio here is measured as the net sum of liquid assets over total liabilities of a 

short-term nature. This ratio showed the capacity of the bank to fulfill its short-term 

financial obligations ((Muiruri, 2017). 
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4.2.2.2 Customer deposits 

These are deposits made to banks by customers. It demonstrates the capacity of the 

bank to mobilize customers' short-term financing. It is measured as deposits over 

total assets and plays a key role in the cheap financing of banks. 

4.2.2.3 Capital adequacy 

The capital adequacy ratio (CAR) is a calculation of the capital of a bank. The capital 

ratio is measured as gross capital over total assets. The ratio demonstrates how well a 

bank can cope with losses due to financial distress. Banks with higher capital have 

more potential for liquidity development and thus more room for profit development, 

and thus a positive relationship exists between capital and profitability (Berger & 

Bouwman, 2009). Present, deposit and capital ratios are selected to measure liquidity 

and the ratio of return on assets ( ROA) to measure financial efficiency, provided that 

the variables chosen have a direct effect on the determinant of commercial bank 

profitability. 

4.3 Population of the Study 

All banks operating in Tanzania between 2013 to 2018 and which fulfill data 

collection criteria are part of the population study in this research. According to the 

Directory of Banks and Financial Institutions Operating in Tanzania as at 30th June 

2017 as issued by Bank of Tanzania (2017) there were 40 fully fledged Commercial 

Banks in Tanzania. These commercial banks were Access Bank (Tanzania) Limited, 

African Banking Corporation (Tanzania) Limited), Akiba Commercial Bank Plc, 

Amana Bank Limited, Azania Bank Limited, Bank M (Tanzania) Plc, Bank of Africa 

(Tanzania) Limited, Bank of Baroda (Tanzania) Limited, Bank of India (Tanzania) 

Limited, Barclays Bank (Tanzania) Limited, Canara Bank (Tanzania) Limited, China 

Commercial Bank Limited, Citibank (Tanzania) Limited, Commercial Bank of 

Africa (Tanzania) Limited,  CRDB Bank Plc, DCB Commercial Bank Plc, Diamond 

Trust Bank (Tanzania) Limited, Ecobank (Tanzania) Limited, Exim Bank (Tanzania) 

Limited, Equity Bank (Tanzania) Limited, First National Bank (Tanzania) Limited, 

Habib African Bank Limited, I & M Bank (Tanzania) Limited, International 

Commercial Bank (Tanzania) Limited, KCB Bank (Tanzania) Limited, Letshego 
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Bank (T) Limited, Mkombozi Commercial Bank Plc, Mwalimu Commercial Bank 

Plc, National Microfinance Bank Plc, NBC Limited, NIC Bank (Tanzania) Limited, 

Peoples’ Bank of Zanzibar Limited, Stanbic Bank (Tanzania) Limited, Standard 

Chartered Bank (Tanzania) Limited, TPB Bank Limited, Tanzania   Women’s Bank 

Plc, TIB Corporate Bank Limited, Twiga Bancorp Limited, United Bank for Africa 

(Tanzania) Limited and UBL Bank (Tanzania) Limited) 

4.4  Sample and Sampling Techniques 

Sampling is the method of choosing a portion of the total population from the 

population as a whole (Kothari, 2010). Data collection is the method of collecting 

knowledge about the population by observing part of the population. 

4.4.1  Sampling Techniques 

Sampling procedures involves the techniques to which the sample is chosen from the 

total population (Kothari, 2010).It is a selection of a section of the population in a 

certain logical and scientific manner in order to avoid biasness (Saunders et al., 

2009). For purposes of the present study and research r research objective, a non-

probability sample was adopted (Saunders et al., 2009). 

4.4.2  Sample Size 

 In the selection of the sample,  four banks represent 45% of the country’s banks total 

assets of Tanzania shillings 33 trillion according to economic bulletin from the bank 

of Tanzania for the quarter ended June 2018. Commercial banks that fit sample 

selection criteria for is study  are  CRDB bank Plc, NBC Limited, NMB Bank Plc 

and Exim Bank  (T) Ltd. Moreover, the sample period selected for the study is 

significantly influenced by the recent turn down in banks' financial performance 

contributed by banks profit shortfalls. 

4.5  Data collection Methods 

The published audited bank financial statements provided data which was used in 

studying the variables for the period of five years (2014 to 2018). These data were 

collected from published audited bank financial statements released by the Bank of 
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Tanzania (BOT). This included the statement of comprehensive income and 

statement of financial position of the commercial banks. 

4.6  Data Analysis Strategy 

Carefully surveyed and checked the collected information for completeness and 

directness. The data were then compiled, marked, tabulated and analyzed using both 

descriptive statistics and inferential statistics. The definition statistics include 

discrete numerical data. Includes frequency tables, percentages and central trend 

measures such as mean, as well as standard deviation. Descriptive analysis was used 

to clarify commercial banks ' productivity for five years as best suited in a reasonable 

study. 

The data was assessed as an assessment tool using a Social Sciences Statistical 

Package (SPSS) version 21. To assess the comparative importance (sensitivity) of 

each explanatory variable in influencing the profitability of commercial banks as 

calculated by asset returns, a multiple linear regression model is used. Inferential 

statistics evaluated using different linear regression models to assess whether there is 

no meaningful link between macroeconomic variables and business bank 

profitability. A hypothesis check is performed at a level of 0.05. Finally, the 

investigator contrasted the assessment acquired for drawing a conclusion with the 

theory available. 

4.7 Conclusion 

The research project on the subject of the Tanzanian profitability determinants of 

commercial banks was identified in this report. Lately, the banking sector in 

Tanzania has risen rapidly. Over the years, more scientists have started to study the 

factors affecting commercial bank profitability in many countries.  
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CHAPTER FIVE 

FINDINGS AND DISCUSSION 

5.1  Overview 

This section presents discussion and interpretation of findings. Specifically, it covers 

effects of bank specific characteristics (internal) to the bank productivity, effects of 

macroeconomics factors to banks business profitability and profit persistence in 

Tanzania commercial banks. The chapter presents the descriptive findings, 

correlation and regression analysis in the order of the first. Discussions of their 

respective conclusions are delivered hand in hand. Such results were the basis of the 

review and conclusion section of this study. 

5.2  Determine the Effects of Bank Specific Characteristics (Internal) on 

Bank Profitability 

This specific objective was analyzed by using the relationship between specific 

characteristics of the bank and quality of commercial banks as follows 

5.2.1  Descriptive Statistics 

Summary statistics are given in Table 5.1 for variables used in this analysis. The 

dependent variable is a productivity indicator of return on assets ( ROA), and 

independent variables are also indicated. 

Table 5.1:  Descriptive Statistics of Variables 

Variable Mean (%) Std. Dev (%) Min(%) Max(%) 

ROA 2.175 1.33734 0.5 4 

CAR 17.555 7.638438 14 22 

Npl 7.466 4.099093 2 14 

Oer 70.375 8.658281 53 86.8 

Ldr 71.665 11.75312 60.2 86.2 

Source: Field Data (2019) 

 

Return on assets ( ROA) varies from a maximum of 4% to a low of 0.5%. As 

represented by the standard deviation, ROA has a 61 percent deviation from the 
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mean. It can be seen that banks' output in terms of ROA between 2014 and 2018 was 

intermittent, with the highest growth rate reported between 2014 and 2015.  

Perhaps this can be explained by the existence of a climate of favorable economic 

growth at that time. This agrees with Ali (2011), who found that profitability often 

increases as economic growth increases. Bank magnitude as measured by the 

ordinary logarithm of overall properties averaging 12.45. The growth of bank assets 

has been very static up to around 2015, after which growth started to pick up 

significantly to be at its present level. The share of total assets for a single bank 

averaged 6.67 percent. Inflation averaged 4.35 percent and declined significantly 

from around 14 percent in 2014 to its lowest of 3.8 percent in 2018. However, from 

2016 inflation has been rising at a very fast rate and has been in double digits since 

2017. 

5.2.2 Capital Adequacy 

CAR has calculated the status of capital adequacy. The tabular presentation of the 

CAR of the sample commercial banks is in Table 5.2. 

Table 5.2:  Comparative CAR Analysis  

Year CRDB 

(%) 

NBC 

(%) 

NMB 

(%) 

EXIM 

(%) 

2014 14.3 14 22 15.14 

2015 19.4 15.2 22 18.2 

2016 17.6 16.2 20 20 

2017 17 16.4 18 19 

2018 16 13.9 19 17.76 

Average 16.86 15.14 20.2 18.02 

Source: Annual Reports of Sampled Banks (2018) 

 

Banks are well capitalized in the study and comply with BOT 's instruction on the 

capital adequacy ratio that includes a minimum of 12% total capital to risk weighted 

capital. This ensures that banks should be able to withstand future shocks that can 
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arise. For this reason, while the world has been struck by a financial crisis, the 

Tanzanian banking system has continued to perform well. Over the duration of 

research followed by CRDB, EXIM and then NBC, NMB held the highest CAR. The 

total output of the sample banks demonstrates a strong sufficiency of capital. 

5.2.3  Liquidity Position 

The position of liquidity was calculated using LDR. The tabular presentation of the 

LDR of the sample commercial banks is in Table 5.3. 

Table 5.3:  Comparative LDR Analysis 

Year CRDB 

(%) 

NBC 

(%) 

NMB 

(%) 

EXIM 

(%) 

2014 76 60.2 68 65 

2015 79.6 70.9 71 73 

2016 82.6 63.3 76 75.5 

2017 72.4 62.6 68 79.3 

2018 70.7 64.6 78 76.6 

Average 76.26 64.32 72.2 73.88 

Source: Annual Reports of Sampled Banks (2018) 

The LDR calculates the ratio of funds from deposits obtained that a bank has used in 

lending. The greater the LDR, the more efficient the bank uses the funds it has 

raised. In the financial position of a bank, both the liquidity deficit and the liquidity 

surplus pose a concern. The commercial bank's competitiveness is hurt by much 

more liquidity surplus by reducing the return on assets. 

Liquidity was also used in the descriptive figures in which the findings revealed that 

return on equity and earnings per share had the highest average values while the 

lowest average value of the cash ratio. The results of the sample commercial banks 

are summarized in Table 5.4. 

 

 



43 

Table 5.4: Descriptive Statistics 

 ROA CAR CTAR LTAR 

 Mean 1.643186 20.75503 71.36671 30.53582 

 Median 1.719121 19.16349 75.46437 31.83782 

 Maximum 5.954633 81.50826 88.77869 56.16066 

 Minimum -3.905637 7.785857 18.01451 13.04426 

 Std. Dev. 1.651063 10.76955 12.97059 8.449148 

 Skewness -0.589361 4.082408 -1.634612 0.283895 

 Kurtosis 5.147055 23.75121 7.336157 3.676136 

 Jarque-Bera 11.24856 932.3946 55.29391 1.461648 

 Probability 0.003609 0.000000 0.000000 0.481512 

 Sum 73.94338 933.9763 3211.502 1374.112 

 Sum Sq. Dev. 119.9444 5103.265 7402.399 3141.076 

 Observations 45 45 45 45 

 

The descriptive statistical findings from Table 5.4 indicate that return on equity and 

earnings per share have the highest average values, whereas cash ratios have the 

lowest average value. This was right for all financial years studied. 

5.2.4  Management Quality 

The quality management position was calculated by OER. The tabular presentation 

of the OER of the sample commercial banks and their respective ratings is provided 

in Table 5.5. 
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Table 5.5:  Comparative OER Analysis and Rating 

Year CRDB 

(%) 

Rating NBC 

(%) 

Rating NMB 

(%) 

Rating EXIM 

(%) 

Rating 

2014 60.4 5 84.1 5 70.6 5 71 5 

2015 55.8 5 86.3 5 65.3 5 67 5 

2016 63.1 5 79.3 5 70.5 5 53 5 

2017 66.7 5 75.3 5 64.8 5 72 5 

2018 66.7 5 76.3 5 72 5 86.8 5 

Average 62.54 5 80.26 5 68.74 5 69.96 5 

Source: Annual Reports of Sampled Banks (2018) 

The banks all scored an average rating of "5" which implies management 

performance concerns. After NMB and then EXIM and NBC, CRDB has the least 

average OER. These low ratings suggest that the approach used by loan officers or 

managers is ineffective. 

5.2.5  Asset Quality 

The standard of assets has been assessed by NPL. The tabular presentation of the 

NPL of the sample commercial banks and their respective ratings is provided in 

Table 5.6. 

Table 5.6:  Comparative NPL Analysis and Rating 

Year CRDB 

(%) 

Rating NBC 

(%) 

Rating NMB 

(%) 

Rating EXIM 

(%) 

Rating 

2014 5 5 12.6 5 3 3 5.8 5 

2015 8.1 5 8.2 5 2 2 2.4 2 

2016 14 5 9.1 5 4.8 5 10.1 5 

2017 12.6 5 12.4 5 6 5 5 5 

2018 8.5 5 7.8 5 4.4 4 7.52 5 

Average 9.64 5 10.02 5 4.04 4 6.164 5 

Source: Annual Reports of Sampled Banks (2018) 
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Bank management is generally concerned with the quality of its assets because they 

represent much of the cost of the bank and play an important role in a bank's 

profitability. The performance of commercial banks largely depends on the quality of 

the assets held by them, and the quality of the assets depends on the character, 

power, collateral and covenant (4Cs) of their borrowers' financial stability.  

5.2.6  Bank Size 

Bank magnitude has been measured by ordinary logarithm of overall properties. The 

magnitude of the sample commercial banks is described in tabular form in Table 5.7. 

Table 5.7:  Comparative Bank Size Analysis 

Year CRDB NBC NMB EXIM 

2014 12.62 12.21 12.59 12.07 

2015 12.73 12.23 12.66 12.1 

2016 12.73 12.23 12.69 12.18 

2017 12.77 12.25 12.74 12.21 

2018 12.78 12.29 12.75 12.21 

Average 12.73 12.24 12.69 12.15 

Source: Annual Reports of Sampled Banks (2018) 

Banks overall properties are averaging 12.45. The growth of bank properties has 

been very dynamic to all five years. The share of total assets for a single bank 

averaged 6.67 percent. This indicates that competitiveness of the banking sector is 

still stagnant. 

5.3  Effects of Macroeconomic Factors to the Bank Profitability 

This was specific objective two where two elements were used to make analysis for 

effects of macroeconomic factors to commercial bank profitability in Tanzania. This 

analysis used both comparative inflation analysis together with comparative interest 

rate analysis to establish the correlation. The results were presented as follows 
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5.3.1  Inflation and Interest Rate 

Inflation averaged 4.35% and declined significantly from around 6.8% in 2014 to its 

lowest of 0.2% in 2016. However, from 2016 inflation has been rising at a very fast 

rate (Table 5.8). 

Table 5.8:  Comparative Inflation Analysis 

Year CRDB 

(%) 

NBC 

(%) 

NMB 

(%) 

EXIM 

(%) 

2014 4.8 1.1 4.8 4.8 

2015 6.8 5.4 6.8 5.3 

2016 5 0.2 5 0.27 

2017 4 5.3 4 4.2 

2018 3.3 8.4 5 2.47 

Average 4.78 4.08 5.12 3.41 

Source: Annual Reports of Sampled Banks (2018) 

The Treasury bill rate (interest rate) averaged 13.46% (Table 5.9), possibly because 

the government financed its deficit by issuing Treasury bills which crowded out the 

private sector credit, and triggered inflation through a large amount of fiscal 

expenditure. 

Table 5.9:  Comparative Interest Rate Analysis 

Year CRDB 

(%) 

NBC 

(%) 

NMB 

(%) 

EXIM 

(%) 

2014 15.22 7.3 16.11 12.31 

2015 17.6 11.4 18.2 10.1 

2016 13.4 15.5 14.4 9.6 

2017 15.7 16.11 16.7 11.2 

2018 12.4 12.1 13.3 10.5 

Average 14.86 12.48 15.74 10.74 

Source: Annual Reports of Sampled Banks (2018) 

As Hoffmann (2011) argues that inflation impacts on any bank's income concentrate 

on whether the bank's salaries and operating expenses have risen more than the 

country's inflation rate over a given period of time. It is correct that effects of 
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inflation largely depends on the general macroeconomic stability in that particular 

economy, in this case Tanzania. This will enable inflation to be properly predicted. 

The correlation between inflation and bank profitability, however, depends on 

whether the bank's management fully anticipates inflation or not. This is a beneficial 

effect on profitability of that commercial bank. 

5.4  Profit Persistence in Tanzania Commercial Banks 

This was the specific objective three. The findings for this specific objective were 

presented in Table 5.10.  ROA was used in the present study to measure positions of 

profits in the studied banks.  

Table 5.10:  Comparative ROA Analysis 

Year CRDB (%) NBC (%) NMB (%) EXIM (%) 

2014 3.1 0.5 4 2.38 

2015 3.5 0.7 3 3 

2016 2.2 0.8 3 7 

2017 0.9 0.9 2 1 

2018 1.6 0.5 2 1.4 

Average 2.26 0.68 2.8 2.96 

Source: Annual Reports of Sampled Banks (2018) 

During the chosen study period, the ROAs of all the sample banks were positive; the 

performance of the banking system in Tanzania is rational in terms of net profit. In 

the five (5) year cycle followed by EXIM, CRDB and then NBC, NMB had the 

highest average ROA. This meant that NMB has had stronger asset management 

strategies. EXIM experienced the highest ROA of 7 percent in 2016 and NBC's 

lowest of 0.5 percent in 2016.  
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5.4.1  Correlation Analysis 

It was presented in Table 5.11. 

Table 5.11:  Correlation between ROA and other Factors of the Bank’s 

Performance Ratios 

 ROA Car Npl Oer Size Ldr Inflation  Interest 

Rate 

ROA 1.0000        

Car 0.8400 1.0000       

Npl -0.7590 -0.9490 1.0000      

Oer -0.7320 -0.4900 0.2270 1.0000     

Size 0.2690 0.4230 -0.1390 -0.6860 1.0000    

Ldr 0.8330 0.5160 -0.3030 -0.9680 0.4930 1.0000   

Inflation 0.0770 0.4030 -0.1780 -0.4120 0.9410 0.1940 1.0000  

Interest 

Rate 

0.1230 0.4250 -0.1900 -0.4640 0.9580 0.2500 0.9980 1.0000 

Source: Worked out from SPSS Software (2019) 

The findings show that CAR (0.8400), size (0.2690), LDR (0.8330), inflation 

(0.0770) and interest rate (0.1230) are positively associated with ROA. This implies 

that the capital adequacy, the size of the bank, the position of liquidity, inflation and 

interest rates shift in the same direction as the profitability represented by ROA. 

Although scale, inflation and interest rate have weal linear relationships with ROA, 

both the CAR and LDR have strong linear relationships with ROA.  

On the other hand, as predicted, ROA was negatively correlated to NPL (-0.7590) 

and OER (-0.7320). For NPL, which indicates a clear negative relationship, this 

means that the more assets are aggravated, the less profitable the bank is. Moving 

NPL in opposite directions. The same applies to the OER, the lower the cost of 

management the less profitable the commercial bank is. 
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5.4.2  Regression Analysis 

The commercial banks' regression results are summarized in Table 5.12.  

Table 5.12:  Regression Analysis for ROA and Factors of the Bank’s 

Performance Ratios 

ROA Coef. Std. Err. T P>t [95% Conf. Interval] 

Car 0.260 0.118 2.210 0.047 0.004 0.517 

Npl -0.056 0.071 -0.795 0.442 -0.211 0.098 

Oer -0.131 0.027 -4.767 0.000 -0.190 -0.071 

Ldr -0.016 0.044 -0.367 0.720 -0.111 0.079 

Size -1.151 1.124 -1.024 0.326 -3.599 1.297 

Inflation -0.114 0.120 -0.955 0.359 -0.375 0.146 

Interest Rate -0.108 0.109 -0.990 0.342 -0.345 0.130 

Constant 24.646 12.997 1.896 0.082 -3.672 52.964 

Source: Worked out from SPSS Software (2019) 

Some impressive results are shown by the analysis in Table 5.12. At the 95 % 

confidence level, five variables, namely NPL, size, inflation, interest rate and LDR, 

are negligible. At the 95 percent confidence level, the variables CAR and OER are 

important. This implies that an increase in CAR and OER would contribute to an 

increase in ROA. The model of this research can be written as follows, based on the 

regression results in Table 5.12: 

Regression Model: 

ROA= 24.646 + 0.260CAR – 0.056NPL – 0.131OER– 0.016LDR – 1.151size – 

0.114Inflation – 0.108Interest rate 

Significant model: 

ROA= 24.646 + 0.260CAR – 0.131OER 

In the econometric model, CAR and OER are significant while NPL, OER, size, 

inflation, interest rate and LDR are not significant.  There is also a major relationship 

between the size of bank resources, the quality of management and the profitability 

of commercial banks. The presence of favorable ratios in the size of bank capital and 
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the quality of assets has contributed to the profitability of Tanzania's commercial 

banks. There is also no major relationship between macroeconomic factors (inflation 

and interest rates) and commercial banks' profitability. It is, therefore, indicates that 

commercial banks operate in favorable macro-economic factors that are more 

profitable. 

5.4.3  Summary of Financial Performance Variables for Five Commercial 

Banks from 2014 to 2018 in terms of Liquidity 

BANK YEAR ROA CAR CTAR LTAR 

CRDB 2014 0.023106 0.815083 0.815083 0.335428 

CRDB 2015 0.022935 0.191635 0.783475 0.332138 

CRDB 2016 0.012742 0.175531 0.758713 0.318542 

CRDB 2017 0.005306 0.167907 0.729939 0.376179 

CRDB 2018 0.011756 0.161274 0.774256 0.32247 

NBC 2014 0.005665 0.178878 0.799178 0.428406 

NBC 2015 0.007116 0.198896 0.775498 0.365663 

NBC 2016 0.008219 0.200687 0.73815 0.412241 

NBC 2017 0.008691 0.198411 0.675763 0.130443 

NBC 2018 0.005354 0.171058 0.733566 0.359015 

NMB 2014 0.039734 0.221369 0.772909 0.244064 

NMB 2015 0.032935 0.214862 0.781194 0.255496 

NMB 2016 0.03115 0.204006 0.756784 0.285119 

NMB 2017 0.016979 0.235788 0.768521 0.331167 

NMB 2018 0.017191 0.223036 0.754644 0.349411 

EXIM 2014 0.017320 0.156984 0.656300 0.395725 

EXIM 2015 0.026318 0.18172 0.635647 0.346321 

EXIM 2016 0.059546 0.332557 0.554606 0.342085 

EXIM 2017 0.006718 0.216317 0.569947 0.346838 

EXIM 2018 -0.011568 0.133437 0.553817 0.317613 

Source: Dar es Salaam Stock Exchange Reports, 2019 

From the data presented on Table 5.13 the researcher observed the following. It was 

revealed that out of four studied commercial banks there was no commercial bank, 

which recorded a negative ROA in the studied years. From 2014, all five studied 

commercial banks got an increase in profits’ rates. 
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Tanzania banking system seemed to be stable despite the internal financial crisis. 

Tanzania bank sector was still stable despite all economic crises in the world. Apart 

from unfavourable business conditions which were experienced in world economic 

issues Tanzania seemed to be not affected much. These were good news and the data 

in the study showed stable and increasing profits in these banks. 

5.5  Analysis Model 

Data on such research was obtained from the last five years (2014-2018) annual 

reports (audited financial statements) of four banks in Tanzania, including CRDB 

bank; National Bank of Commerce (NBC), National Microfinance Bank (NMB) and 

Exim Bank. The ratios demanded were derived from the banks' combined and 

unconsolidated financial statements. The data was analyzed with the use of E-views. 

The correlation, descriptive statistics and regression (Panel Least Squares) were used 

to analyze the essence of the dependent relationship (profitability) and bank 

profitability determinants as an independent variable. 
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5.5.1  Correlated Random Effects - Hausman Test 

Equation: Untitled 

Test period random effects 

     
     

Test Summary 

Chi-Sq. 

Statistic Chi-Sq. d.f. Prob.  

     
     
Period random 0.331855 3 0.9539 

     
     ** WARNING: estimated period random effects 

variance is zero. 

Period random effects test comparisons:  

Variable Fixed   Random  Var(Diff.)  Prob.  

     
     
CAR 1.621543 1.511440 0.046618 0.6101 

CTAR -0.479237 -0.454609 0.044663 0.9072 

LTAR 0.502480 0.487523 0.021817 0.9193 

     
     
Since p value is greater than 5%, random-effect modal will be used. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



53 

5.5.2  Random-Effect Modal 

Dependent Variable: ROA   

Method: Panel EGLS (Period random effects)  

Date: 07/24/19   Time: 09:48   

Sample: 2010 2018   

Periods included: 5   

Cross-sections included: 4   

Total panel (balanced) observations: 45  

Swamy and Arora estimator of component variances 

     
     
Variable Coefficient Std. Error t-Statistic Prob.   

     
     
C -3.848982 3.442699 -1.118013 0.2701 

CAR 1.511440 0.413219 3.657718 0.0007 

CTAR -0.454609 0.597316 -0.761085 0.4510 

LTAR 0.487523 0.517302 0.942435 0.3515 

     
     
 Effects Specification   

   S.D.   Rho   

     
     
Period random  0.000000 0.0000 

Idiosyncratic random 0.984585 1.0000 

     
     
 Weighted Statistics   

     
     
R-squared 0.340291     Mean dependent var 0.335073 

Adjusted R-squared 0.292020     S.D. dependent var 1.083389 

S.E. of regression 0.911580     Sum squared resid 34.07011 

F-statistic 7.049545     Durbin-Watson stat 1.265079 

Prob(F-statistic) 0.000627    

     
     
 Unweighted Statistics   

     
     
R-squared 0.340291     Mean dependent var 0.335073 

Sum squared resid 34.07011     Durbin-Watson stat 1.265079 

     
     
 

The intercept coefficients and independent variables all have p-values of less than 

0.1, with the exception of liquidity being important. The findings suggest that the 

dependent variable is related negatively to the independent variables. 
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In Table 5.3, the C is constant, representing where the y-axis is intercepted by the 

regression line. When all other variables are at zero, it represents the ROA. It has a p-

value of -3.848982, which makes it interesting to. 

5.6 Robustness Check 

This refers to how well the changes in the dependent variable are explained by the 

research model. This is determined by a modified R-square. 

 

Table 5.14: Summary of multiple regressions 

 Weighted Statistics   

     
     
R-squared 0.340291     Mean dependent var 0.335073 

Adjusted R-squared 0.292020     S.D. dependent var 1.083389 

S.E. of regression 0.911580     Sum squared resid 34.07011 

F-statistic 7.049545     Durbin-Watson stat 1.265079 

Prob(F-statistic) 0.000627    

     
     
 Unweighted Statistics   

     
     
R-squared 0.340291     Mean dependent var 0.335073 

Sum squared resid 34.07011     Durbin-Watson stat 1.265079 

     
     
 

The adjusted R-square often referred to as the coefficient of multiple determinations 

is the percentage of the variance in the dependent variable described solely or jointly 

by the independent variables and is 0.292020.  
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CHAPTER SIX 

CONCLUSIONS AND RECOMMENDATIONS 

6.1  Introduction 

There is a description of the study's key findings. It also outlines findings, study 

limitations, and forward-looking research guidelines. ROA, liquidity and capital 

structure data were collected for four commercial banks analyzed between 2014 and 

2018.  

The study included the use of the analysis of financial performance regression. 

Therefore, in this section of the report, conclusions and suggestions are given to 

banks in Tanzania on how to improve factors that affect commercial banks 

profitability. The study limitations are also suggested and the potential for further 

analysis is presented. 

6.2  Summary 

The study analyzed the profitability determinants of commercial banks in Tanzania, 

taking into account four sampled major banks, CRDB Bank Plc, National Bank of 

Commerce, Exim Bank (T) Ltd and National Microfinance Bank; five ( 5) years 

from 2014 to 2018. The purpose of this study was to analyze the profitability of 

commercial banks in Tanzania. Specifically, the analysis aimed at determining the 

effects of bank specific characteristics (internal) on bank profitability, Analyzing the 

effects of macroeconomic factors on bank profitability and reviewing the persistence 

of bank income in commercial banks in Tanzania. This study compares the financial 

performance of four key banks, CRDB Bank Plc, National Bank of Commerce, Exim 

Bank (T) Ltd and National Microfinance Bank, in terms of profitability. This 

research includes the review of commercial banks operating in Tanzania for a period 

of 5 years from 2014 to 2018. Analyzing financial ratios including capital adequacy, 

asset quality, management quality, inflation, interest and liquidity. The analysis uses 

the details provided by the sample banks in its annual reports and financial 

statements. The findings have been presented as follows 
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6.2.1 Determine the Effects of Bank Specific Characteristics (Internal) on 

Bank Profitability 

This particular goal was evaluated using the relationship between the specific 

characteristics of the bank and the efficiency of commercial banks. The results can 

be seen as intermittent ROA output of banks between 2014 and 2018, with the 

highest growth rate reported between 2014 and 2015.  

Perhaps this can be explained by the existence at that time of a favorable economic 

growth climate. This is in line with Ali (2011) who noted that, as economic growth 

increases profitability, it also increases profitability. Bank magnitude as measured by 

the ordinary logarithm of overall properties averaging 12.45. The growth of bank 

assets has been very static up to around 2015, after which growth started to pick up 

significantly to be at its present level. The share of total assets for a single bank 

averaged 6.67 percent. 

Inflation averaged 4.35 percent and declined significantly from around 14 percent in 

2014 to its lowest of 3.8 percent in 2018. However, from 2016 inflation has been 

rising at a very fast rate and has been in double digits since 2017. NMB has held the 

highest CAR over the study period followed by CRDB, EXIM and then NBC. NBC 

has the highest average LDR followed by NMB, EXIM and then CRDB with an 

average LDR of 76.26 per cent. Banks overall properties are averaging 12.45. The 

growth of bank properties has been very dynamic to all five years. The share of total 

assets for a single bank averaged 6.67 percent. This indicates that competitiveness of 

the banking sector is still stagnant. 

6.2.2  Effects of Macroeconomic Factors to the Bank Profitability 

This was specific objective two where two elements were used to make analysis for 

effects of macroeconomic factors to commercial bank profitability in Tanzania. This 

analysis used both comparative inflation analyses together with comparative interest 

rate analysis to establish the correlation. The results were showed that inflation 

averaged 4.35% and declined significantly from around 6.8% in 2014 to its lowest of 

0.2% in 2016. 
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However, from 2016 inflation has been rising at a very fast rate. The Treasury bill 

rate (interest rate) averaged 13.46% , possibly because the government financed its 

deficit by issuing Treasury bills which crowded out the private sector credit, and 

triggered inflation through a large amount of fiscal expenditure. 

6.2.3  Profit Persistence in Tanzania Commercial Banks 

This was the specific objective three. The findings for this specific objective were 

presented in Table 5.10.  ROA was used in the present study to measure positions of 

profits in the studied banks. Positive returns can indicate the effectiveness of the 

management of the sample banks. Continuously profitable banks raise the equity of 

the total capital fund, reduce the risk of liquidation, and thereby increase the wealth 

of their shareholders. 

6.3  Conclusions 

The purpose of this study was to analyze the profitability of commercial banks in 

Tanzania. This study compares the financial performance of four key banks, CRDB 

Bank Plc, National Bank of Commerce, Exim Bank (T) Ltd and National 

Microfinance Bank, in terms of profitability. It can be seen that bank output in ROA 

was intermittent between 2014 and 2018, with the highest growth rate reported 

between 2014 and 2015.  

It can also be inferred that the operating expenditure ratio (OER) varies from a high 

value of 86.8 per cent to a low value of 53 per cent. The NPL value is 17 per cent 

unknown. The average NPL is 55%. Loan to Deposit Ratio (LDR) ranges from a 

high value of 82.6 per cent to a low value of 60.2 per cent. The mean is 71.67 per 

cent and the variability of the LDR is 16 per cent. The non-performing percentage of 

loans displays the greatest variability relative to the other ratios. 

Also it can be concluded that inflation averaged 4.35 percent and declined 

significantly from around 14 percent in 2014 to its lowest of 3.8 percent in 2018. 

However, from 2016 inflation has been rising at a very fast rate and has been in 

double digits since 2017.  
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Banks overall properties are averaging 12.45. The growth of bank properties has 

been very dynamic to all five years. The share of total assets for a single bank 

averaged 6.67 percent. This indicates that competitiveness of the banking sector is 

still stagnant. 

Also it can be concluded that inflation averaged 4.35% and declined significantly 

from around 6.8% in 2014 to its lowest of 0.2% in 2016. However, from 2016 

inflation has been rising at a very fast rate. The Treasury bill rate (interest rate) 

averaged 13.46%, possibly because the government financed its deficit by issuing 

Treasury bills which crowded out the private sector credit, and triggered inflation 

through a large amount of fiscal expenditure. 

6.4  Recommendations  

6.4.1  Recommendations of the Commercial Banks 

To address the banking sector profitability problem the study recommended that 

banks ensure that banks should have a viable business for assuring capital adequacy 

and management quality. This would increase commercial banks performance in the 

industry. 

The study also found that maintaining capital adequacy and quality control as 

profitability metrics substantially affect the financial performance of commercial 

banks as part of the study. The study suggested that the management of commercial 

banks should aim to achieve and sustain capital adequacy and quality of 

management.  

In addition, financial performance management should recognize and resolve all 

factors that can influence their financial performance. This is correct one wants to 

consider on factors affecting the way bank can obtain its profits. It should be taken 

into account that all aspects related to profitability should be taken into account. 

 

 

 



59 

6.4.2  Recommendations of Furner Study 

Since this study explored the determinants of profitability of commercial banks that 

was on the financial performance of four commercial banks among many other 

commercial banks, the study recommends that similar studies should be performed in 

all other commercial banks registered by BOT in Tanzania. This will be done for 

comparative purposes and to make it possible to generalize the results; that similar 

studies should be performed in other countries for comparative purposes and to make 

it possible to generalize the findings. 

This analysis also excluded listed companies in the non-financial sectors. The study 

recommends more research for these sectors to confirm whether there is still a 

relationship between liquidity and profitability in these commercial banks. A study 

on the determinants or factors for financial performance for commercial banks. 

These companies can be those which are both not listed at the DSE or listed 

companies are also suggested. This involves businesses in the financial sector, for 

example, the SACCO's. It may also include non-financial firms, such as 

manufacturing companies. 

6.5  Limitations of the Study 

The aim of the analysis was to investigate the determinants of financial success of 

commercial banks in Tanzania. Just four commercial banks have been studied. The 

analysis was entirely based on the reported audited financial results. It was also 

subject to all restrictions inherent in the simplified published financial statements. Of 

the several commercial banks, only four commercial banks were included in the 

report. 

The research is influenced by any inherent constraints on sampling. That involve 

things like over-representation. They also included a limited number of examples of 

a specific type of bank in the study. The research is focused on data and knowledge 

relating to the period 2014-2018, i.e. the five-year period. This is a constraint in the 

event that one wishes to develop a relationship within a different timeframe, say 

more than five years. 
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The research concentrated only on four commercial banks. The analysis is therefore 

restricted to the profile of four commercial banks analyzed by themselves. 

The study undertook to establish determinants on financial performance for banks in 

Tanzania. The analysis used ROA employed as measure of financial performance.  

This study had used only five years. 
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