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ABSTRACT 

 

This study aimed at investigating determinants of SMEs loan defaults and their 

impacts to commercial banks in Tanzania using CRDB as a case study. The study was 

guided by five objectives which were (1) to investigate how the factors that cause 

SMEs to default loan repayment affect CRDB bank, (2) to identify factors that hinder 

SMEs to repay back their loan to CRDB,(3) to  assess how CRDB bank respond 

towards the defaulted loan from SMEs,(4)to find out how SMES loan default affect 

CRDB bank  and (4) to investigate problems encountered by SMEs when they fail to 

make loan repayment.. 

 

The research design was both quantitative and qualitative. The study used 

questionnaires and observation methods for collecting data which were then entered 

in SPSS software for analysis. The study involved total of 150 respondents as sample 

size. According to literatures loan defaults occurs due to the character of the 

borrowers, high interest rates from the lending institutions, marital status and business 

failures. The findings from this study revealed that deaths and prolonged illness of the 

borrowers, changes in political regimes, character of the SMEs and business failures 

to be the main factors behind SMEs loan defaults in Tanzania.  The study 

recommends CRDB bank to visit the premises of the borrowers, develop a 

relationship with SMEs and conduct a proper monitoring control. The study 

recommended CRDB to use Credit Reference Bureau (CRB) in order to facilitate 

collection of loans. 
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CHAPTER ONE 

 

INTRODUCTION 

 

1.1 Background of the problem 

Small and medium enterprises are an integral part in the sustainable economic 

development as they contribute to the increase of Gross Domestic Product (GDP) in 

the developed countries as well as the developing countries. Joel (1998) suggested 

that, the survival of SMEs depend solely on the stability of nation’s financial 

institutions such as banks and insurance agencies. The success of any commercial 

bank depends on its ability to provide loan to its customers while making sure that the 

debtors repay their loans timely and with the required interest. Keenan (1999) 

observed the presence of interdependence which exists between SMEs and 

commercial banks with the ground that profits obtained from the collection of interest 

rates help banks to pay taxes to the government and increasing employment 

opportunities to the population. 

 

According to African Development Bank Group (2012), the need to empower SMEs 

in respective countries should be given a special priority since they play great role 

towards national growth and also improve the people’s standard of living. However, 

the report suggested that despite the usefulness of those SMEs, they encounter a 

number of obstacles including lack of access of credit from commercial banks. 

 

A study conducted by Lando and David (2004) revealed that, despite the role played 

by SMEs in poverty reduction and enhancing economic growth in Tanzania still the 

ability of  SMEs to access loans from  available domestic commercial banks  is a 

critical problem in  which to a large extent it has contributed to poor performance of 

SMEs. Morin (2009) argued that, challenges faced by SMEs are due to lack of access 

of those enterprises in acquiring financial support from commercial banks in the form 

of loans.  
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For the past decade, majority of the developing countries have witnessed some 

financial system experiences changes and the innovation as the result of the 

emergence of SMEs. International organization have come in terms that SMEs are 

genuine and efficient ways to ensure efficient implementation of program mainly 

property alleviation schemes, as well as seeking direct information on the needs and 

the interest of the poor across development countries. (Okumadewa, 1998) 

Tanzanian government responded very strongly to 1980,s economic crisis caused by 

oil crisis and the impact of Kagera war by introducing macroeconomic stabilization 

policies and structural reforms which led to the transition of the national economy 

from socialist based to the market oriented economy based on capitalist thinking. 

According to Kinyondo (2009), the government adopted financial initiative strategy 

in 1991 which increased the number of commercial banks but they were constrained 

by several challenges including loan defaults. 

Randhawa and Gallardo (2003), argued that bank lending in Tanzania is extremely 

biased against the poor SMEs because they do not possess valuable physical 

collaterals to pledge as loan security. It is for this reason, the government of Tanzania 

created an environment that paved a way to the growth of microfinance institutions 

throughout the country so as to complement the formal financial institutions. 

However, there are number of challenges facing commercial banks which are 

suggested to contribute to loan defaults in the commercial banks such as inadequate 

support from the donors, poor government support and weak regulation procedures 

and poor loan repayment (Dhahir, 2015).  Among those challenges, loan default is the 

major problem that threatens the performance of commercial banks that operates in 

Tanzania. 

There is no doubt that loan default is stumbling block towards SMEs which is found 

not only in Tanzania but also in the  rest of the developing countries most of them 

exists in the southern hemisphere. In that regard, Njiru (2006) argued that, most of 

SMEs in the less developed countries are not sustainable because of various 

uncertainties which affect their repayment schedules and eventually increasing bank 
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risk to continue lending them. Commercial banks have tried to put some legal 

obligations like the use of mortgages, bonds, Collateral and notes to secure their loan 

assets but yet the magnitude of loan default increase day after day. 

 

Tanzania has been struggling in transforming its economy up to middle income 

country by 2025 through introduction of semi industrialization policy. The Tanzania 

Development Vision (TDV-2025) recognizes the role of SMEs in the fulfilment of 

long term development goals. Economic survey conducted by Anjichi (1994) 

revealed that, SMEs sector comprise more than 3million enterprises which contribute 

about 27% of the overall Gross Domestic Product (GDP) in which mostly come from 

the agricultural sector and half of them owned by women organized groups. 

  

However, despite the contribution of commercial banks toward national development 

but still they are faced with loan default which is a problem of the great concern 

especially in the developing countries. Berger and D Young (1995) argued that, loan 

default caused by inability of SMEs to repay their debts have led commercial banks 

into financial risk and eventually results into bankrupt. 

 

The researcher in this study argues that, loan default in the context of Tanzania SMEs 

is the biggest problem which needs to be addressed. The fact that SMEs are small and 

weak creates a desire for many scholars to undertake studies in relation to loan 

defaults. Although, determinants of loan defaults are universal, there is a need to 

investigate the factors which contribute to failures of investors to default their loan 

with the emphasis to be put upon in the change of political regimes. 

 

There have been little studies conducted by economists in finding out whether 

transfer of powers in Tanzania has a financial implication in loan defaults or not. The 

past five years has been characterized by financial constraints which caused the 

lending system in Tanzanian from commercial banks to be at risks and sometimes 

have experienced withdrawal of shareholders from these commercial bank due to 

inadequate dividends. This study has investigated the determinants of Loan defaults 

among the SMEs in relation to change of political regimes. The influence of 
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government in power towards growth of economy cannot be underscored and can 

either improve the performance of SMEs or collapse them. Therefore, the study has 

investigated how CRDB have been responding to the impacts of loan defaults caused 

by SMEs. 

 

1.2 Statement of the Problem 

Development of any nation depend on the ability of the government to empower 

SMEs by creating institutional framework that allows them to access loan from 

commercial banks. Inability of SMEs to repay their loans has created a number of 

problems not only in the bank’s liquidity but also on the side of SMEs themselves 

leading to unemployment, business failure and loss of integrity.  

 

A study conducted by Fofak, (2005) revealed out that, factors that cause SMEs to 

default their loan has a direct impact to commercial banks. For the last ten years, 

commercial banks in Tanzania have been struggling to create strategies that will help 

to minimize bank risks caused by SMEs loan defaults and at the same time improving 

mechanisms that would ensure borrowers repay their loan as per stipulated bank 

conditions. Thus this study aimed at investigating factors that cause SMEs to default 

their loans and its impact to commercial banks using CRDB bank as a case study. 

 

1.3 Objectives of the Study 

1.3.1. General objective 

The general objective of this research is to investigate how CRDB bank has been 

affected by factors that cause SMEs to default their loan repayment. 

 

1.3.2 Specific objectives 

i. To identify factors that hinder SMEs to repay back their loans to CRDB bank. 

ii. To find out how CRDB bank has been affected by inability of SMEs to repay 

their loans. 

iii. To assess how CRDB bank have been responding towards challenges caused 

by SMEs loan defaults 
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iv. To investigate problems encountered by SMEs when they fail to repay their 

loan 

 

1.4. Research Questions 

1) What are the main causes of SMEs loan defaults? 

2) What happens when SMEs default their loans? 

3) How does loan defaults hinders the development of CRDB? 

4) How do political changes affect loan defaults?? 

 

1.5. Significance of the study 

1) This study will lay down the foundation of addressed challenges facing SMEs 

loan defaults in commercial banks. 

2) Policy makers can use this research to formulate strategies that will be 

imperative in overcoming problems relating to failures of SMEs in repaying 

their loan.  

3) The study will also contribute to the body of knowledge where by other 

researchers across the world can use this as a reference material for those who 

will conduct their studies in the same area.  

4) It will also be useful to the commercial banks in Tanzania. Recommendations 

designed in this study will help banks to frame good approaches that can be 

useful in overcoming loan defaults. 

 

1.6 Organization of the Study 

This study is organized in five chapters. Chapter one presents the background of the 

study, statement of the research problem, research objectives, and research questions, 

significance of the study, scope of the study, organization of the study and limitation 

of the study. Chapter two provides conceptual definitions, theoretical and empirical 

literature review. It also provides the research gape and conceptual frame work. 

Chapter three covers research methodology which includes research design, study 

area, population of the study as well as sample size and sampling techniques. The 

chapter also presents types of data, methods of data collection, data processing and 

analysis, measurement of variables, reliability and validity and finally ethical issues. 
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Chapter four is about data interpretation and data analysis where chapter five presents 

the discussion of findings and finally, chapter six provides   conclusion, and 

recommendations. 

 

1.7 Scope of the study 

The scope of the study involved CRDB branches located in Dar as Salaam. CRDB is 

one of the organized commercial banks in Tanzania having many customers who 

process loans in order to fund their small projects.  CRDB was chosen by the 

researcher because it is the leading loan provider for SMEs located in almost all 

districts in Tanzania mainland. Thus, the researcher expected to get the required 

results pertaining to loan defaults. 

 

1.8 Limitations of the study 

The process of collecting data was not a simple task due to a number of factors which 

were beyond the ability of the researcher. Below are some limitations that the 

researcher encountered during time of collecting data; 

 

Financial constraint was a major limitation towards accomplishment of this 

dissertation. In order to fulfil the requirements stipulated into university prospectus 

the research needed enough funds for stationeries, transport and data collection. Self-

sponsorship has been a contributing factor behind financial challenges. The 

researcher relied on his own source of income to accomplish the writing of this 

dissertation. 

 

Willingness of the respondents to provide information which is confidential was 

another limitation which the researcher encountered in the process of writing this 

dissertation. Sometimes respondents became unwilling to disclose important 

information for the fear of losing their jobs or their credibility in the organization. 

However, this limitation was solved by educating them that the research is only for 

academic purpose and not for action. 
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Time allocated by the university to compile and submit the final report was another 

constraint to the writing of this dissertation. Shortage of time pressurized the 

researcher to reduce sample size. Thus few branches of CRDB bank and SMEs were 

included in the sample. Scarcity of time limited the researcher to conduct the study in 

Dar as Salaam while it could be covered by involving two or three regions given its 

importance.  
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CHAPTER TWO 

 

LITERATURE REVIEW 

 

2.0 Introduction 

This chapter presents the review of the literature and its significance in indicating 

what has been observed by other previous researchers from various places of the 

world who have studied about the determinants of loan defaults in various 

dimensions. Information obtained from literatures was noteworthy and highly 

contributed in providing some light to this study. 

 

2.1. Definition of terms 

2. 1.1.Small and Medium Enterprises (SMEs) 

SMEs stand for Small and Medium Enterprises or sometimes may be regarded to as 

Micro, Small and Medium Enterprises (MSMEs). SMEs in the developed countries 

do not involve agricultural sector or any economic sector that involves farming but 

rather manufacturing, mining, commerce and services. There is no single common 

accepted definition of SME. OECD, (2005) defines SMEs as businesses that maintain 

revenues, assets or a number of employees below a certain threshold. 

 

The conceptual understanding of the word SMEs differs from one country to the other 

depending essentially on the stability of the economy. Thus there is a variation in the 

way SMEs are defined in the globe. Many economists use total number of employees, 

investments and sales turnover to measure the strength of SMEs. In the context of 

Tanzania, micro enterprises are those engaging up to 4 people, in most cases family 

members or employing capital amounting up to Tshs.5 million.  

 

The majority of micro enterprises fall under the informal sector. Small enterprises are 

mostly formalized undertaken engaging between 5 and 49 employees or with capital 

investment from Tshs.5 million to Tshs.200 million. Medium enterprises employ 
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between 50 and 99 people or use capital investment from Tshs.200 million to 

Tshs.800 million (SMEDP, 2002) 

 

2.1.2. Importance of SMEs in Tanzania. 

It is estimated that about the third of the GDP originated from the SME sector. 

According to the information sector survey of 1991. Micro enterprises operating in 

the informal sector alone consisted of more than 1.7 million business businesses 

engaging about 3 million persons that were about 20% of the Tanzanian labour force. 

 

Since SMEs tends to be labour intensive they create employment at relatively low 

levels of investment for job created. At present, unemployment is significant problem 

that Tanzania has to deal with. Low rate of capital formation has led to over 

dependence to SMEs employment opportunities. 

 

SMEs tend to be more effective in the utilization of local resources using simple and 

affordable technology. SME play a fundamental role in utilizing and adding value to 

local resources. In addition, development of SMEs facilitates distribution of economic 

activities within the economy and thus fosters equitable income distribution, 

 

Through business linkages, partnership and sub-contracting relationships, SMEs have 

great potential to complement large industries requirements. A strong and productive 

industrial structure can only be achieved where SMEs and large enterprises not only 

co-exist but also function in a symbolic relationship. However, the linkages between 

SMEs and large enterprises are very week in Tanzania. 

 

These are also opportunities indicating a bright future for SME sector development in 

Tanzania. Thus include the various on – going reforms that oriented towards private 

sector development and thus lay the ground for SMEs. In addition the recognition of 

SME sector that it has higher potential employment generation for capital invested 

attracts key sector to support SME development program.  
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2.1.3. Loans 

According to Guttentag (2007), loan is a type of debt that needs to be paid back with 

agreed interest rate. Like all debt instruments, a loan entails the redistribution of 

financial assets over time, between the lender and the borrower. Loan is an important 

asset to any commercial bank because it increases revenue. The more the commercial 

bank provides loans to its customers the more it generates profit. In most cases loan is 

refunded by agreed instalment terms between the lender and the borrower. Sometimes 

contracts basis may be involved as a legal obligation that will ensure the security of 

the lender. Thus loan covenants have been identified by economists to be an effective 

approach to ensure that the borrowers repay back their loan.  

 

2.1.4. Performing Loans 

Hu, Yang and Yung (2006) defines performing loan as that loan which is not or near 

default. International Monetary Fund (IMF) describes performing loan as any loan in 

which interest and principal payments are less than 90 days overdue, less than 90 

days’ worth of interest has been refinanced capitalized or delayed by agreement and 

continued payment is anticipated. 

 

In the context of Tanzania Commercial banks, a loan may therefore be considered as 

performing if payments of both principal and interest charges are up to date as agreed 

between the creditor and debtor.  

 

Economic analysts like Heinz (2003) revealed that loans that are up to date in terms 

of principal and interest payments are described as performing facilities. These types 

of loans constitute quality asset portfolio for banks in view of the interest income 

generated by such assets. 

 

2.1.5. Non-Performing Loans 

Non-Performing Loan (NPL) can be defined as defaulted loans or close to being in 

default in which banks are unable to profit from. Usually loans are regarded to be 

defaulted if the bank has not received interest rates for a period of 90 days. But this 

may vary from one country to another depending on policy guidelines. Defaulted 
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loans force banks to take certain measures in order to recover and securitize them in 

the best way (Ernst & Young, 2004). 

 

NPL is an advance by a financial institution that is not earning income and full 

payment of principal. Van Greuning & Bratavonic (2003) argued that with Non-

performing Loan interest is no longer anticipated. Thus there is no global standard to 

define non-performing loans at the practical level. Variations exist in terms of the 

classification system, the scope, and contents.  

 

This pitfall potentially adds to disorder and uncertainty in the NPLs subject. For 

instance, Park (2003) postulated that during the 1990s there were three different 

methods of defining non-performing loans: the 1993 method based on banking laws; 

the “Bank’s Self-Valuation” in March 1996; and the “Financial Revival Laws-Based 

Debt Disclosure” in 1999. These measurements have gradually broadened the scope 

and scale of the risk-management method in the banking industry. 

 

The main principle activity of a commercial bank is to grant loans to borrowers. 

Loans are among the highest yielding assets that a bank can add to its balance sheet, 

and they provide the largest portion of operating revenue. In this respect, the banks 

are faced with liquidity risk since loans are advanced from funds deposited by 

customers. However, the higher volume of loans extended, the higher the interest 

income, hence the profit potentials for the commercial banks. Davinanga (2010) 

noted that banks with high volume of loans will also be faced with higher liquidity 

risk. Thus, commercial banks need to strike a balance between liquidity and 

profitability. 

 

Kinyondo (2009) argues that if the borrowers default then the interest income will not 

be earned and this will certainly affect the profitability of a bank. Thus the quality of 

the loans would also contribute towards higher profitability. Non- performing loan 

can therefore be used as an indicator of a loan quality. Hence the non-performing 

loans can therefore be used as an indicator of the loans quality. Hence the non-



12 

 

performing loans must also be taken into account as a factor which may affect a 

bank’s interest income and hence profitability. 

 

Kakuru (2003), argues that loan default is a universal phenomenon associated with all 

types of business enterprises. Naturally, magnitude of loan default impacts negatively 

on bank’s profitability and value as a result of the reduced cash flow. If the non-

performing loans are not monitored over an extended period of time, it may lead to 

liquidity and eventually bankruptcy of the bank. Thus quick recovery of the loans is 

one of the most important factors that the banks make commercially viable.  

 

Berger (2002) observed that falling banks have often shown a level of bad loans and 

that such banks increase in non-performing loans tend to be followed by decrease in 

measured cost efficiency, suggesting that high levels of problem loans causes banks 

to increase spending on monitoring, working out and sell of these loans. Therefore    

argued that the first step to building a stable and strong financial system is to 

minimize the non-performing loans, 

 

2.1.6 Commercial Bank 

According to Kosazi (1998), commercial bank refers to a company licensed to carry 

on financial business and whose principal business consists mainly in the acceptance 

of call, demands, savings and time deposits withdrawal by cheque or otherwise. 

 

2.1.7 Factors for bank’s reluctance to give loans 

Agarwal  (2009) in his study revealed out that SMEs which have no steady revenue 

stream and consistent cash flow in every month violates loan agreements and those 

SMEs has the big chance be denied their loan request. He added that banks considers 

borrowers who are very smart in terms of repayment. Kakuru (2003 argues that lack 

of sufficient collateral excludes SMEs from accessing loan because loan applications 

usually include a specified collateral so as to accomplish loan request and other 

transactions. Thus inadequate of collateral creates hurdles to SMEs in the process of 

accessing credit from the commercial banks. 
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Kinyondo (2009) argued that insufficient loan history is another reason which 

discourage commercial banks to give loan to SMEs. Commercial banks usually give 

priorities to SMEs with good repayment records. Lending to SMEs which have poor 

repayment history creates bank risks of losing huge amount of money. Many 

commercial banks uses track records as a criteria for officiating loans to borrowers. 

Awan (2015) argued that economic situation of a country may influence commercial 

banks to decide on loan provision. Usually commercial banks will not lend money to 

SMEs if they realize that the current economic situation is unfavourable for them to 

get their money back.  

 

Ahimbisibwe (2002) stated that poor leadership and lack of management within the 

framework of SMEs hinders them to obtain loans from the commercial banks. 

Commercial banks believes that poor leadership creates opportunities for SMEs to 

default their loans and giving loans to such kind of SMEs places Banks at high risks 

of losing the money. Kinyondo (2009) argued that poor business credit score hinders 

banks to provide loans to SMEs. Having a low business score ensures that banks have 

pretty good reason to reject loan application. Such poor business score may be caused 

by high debts, multiple credit applications and poor performance. 

 

2.2. Empirical review on determinants of loan defaults 

According to Berger & De Young (1997) loan default may be a result of poor 

managerial skills of bank officials such managers and loan officer. When managers 

fail to practice adequate loan assessment, monitoring and proper control the 

possibility of experiencing loan default is high. Thus, the reason for why SMEs fails 

to repay back their loan could be partly contributed by poor management of CRDB 

loan officials and their Managers. Rouse (1989) suggested that poor financial skills 

and improper reasoning among bank leaders may create the ground for loan defaults. 

Commercial banks including CRDB should employ intellectuals who will not 

unnecessarily subject the organization into loan default  
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Fatoki and Asah (2011) asserted that the world economy depends solely on the 

functions played by SMEs. According to their findings, they came out with social and 

economic contributions of SMEs such as in the provision of employment, revenue 

collection, development of science and technology and development of rural and 

urban economic growth. Kayanula (2000) on the other hand commented on the 

important role that SME play in the development of country’s economic growth and 

said that, more than 22% of the productive population in the less developed countries 

depends on the existence of SMEs and other informal sectors. 

 

Olomi (2005) argued that, Tanzania like any other developing countries recognises 

the importance of SME sector in addressing challenges of employment. However the 

major challenge remains on the question of financial constraints which faces almost 

all SMEs leading to loan default. He also argued that, more than 700,000 jobs seekers 

from neighbouring countries enter Tanzania to look for employment in the informal 

sector and SMEs. Thus addressing to that challenge, the government is working very 

hard to improve the sector. In the last five years SMEs in Tanzania were improved 

simply because of the emphasis of the current government which aimed to transform 

the country from agricultural predominantly economy to semi- industrialised one.  

 

Therefore the government recognise that, in order to achieve that end, it has to set up 

a conducive environment for development of SMEs. According to Kayanula (2000), 

the government of Tanzania has to ensur  SMEs owners access to business education 

and entrepreneurial skills so as to boost the growth of the sector . To achieve that 

goal, the government has insisted the use of Small Industries development 

organization (SIDO) to provide training to SME in the rural and urban areas. Oyen 

and Levisky (1999) conducted a study on the financial challenges that SMEs 

encounter in accessing their loan and observed how lack of finance have been a 

serious problem towards success of SMEs. Their analysis provided a contention that, 

loan defaults or non-performing loans are contributed by poor access to finance as 

many commercial banks ignored SMEs with the notion that lending to SME is one of 

the risk businesses in the economy. 
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International Financial Statistics (2007) argues that, SMEs in the developing 

countries experience loan defaults because of high interest rates mainly due to High 

inflation rates, according to that report the higher the interest rates and default risk, 

the higher the possibility of commercial banks and other microfinance institution 

charging high interest rates to SMEs.  

 

Makorere (2014) conducted a study on factors affecting loan repayment behaviour 

which to default in Dar es salaam and Morogoro, Tanzania and revealed out the moral 

hazards, electricity rationing  and economic  stability  greatly influences many SMEs 

to default their loans.the study concluded that the government of Tanzania has to 

make intervention in its lending policies  so as to allow commercial banks adequately 

handle risks caused by borrowers. 

 

Kinyondo (2009), investigated the key factors that influences loan defaults among 

group borrowers of SMEs in Dar es Salaam, Tanzania and found that experience, 

training time and sanctions have positive and significant effects on loan repayment 

among group borrowers of SMEs. However, transaction costs and group size have 

negative and significant effects on loan defaults. Kinyondo concluded that policy 

option need to be strengthened in order to improve loan repayment. 

 

Bichanga (2013), studied on causes of loan defaults within micro-finance institutions 

in Trans-Nzoia County in Kenya. The general objective was to find out the causes of 

loan default within SMEs in Kenya. The study found that loan default was due to 

non-supervision of borrowers by those SMEs and inadequate utilization of loan funds 

before trhey received loan. 

 

A study conducted by Bloem and Gorter (2001) pointed out that the lack of bank 

management, inadequate administration, over optimistic assessment of credit 

worthiness during economic booms and moral hazard that result from generous 

government guarantees are some of the factors that lead to loan defaults.  Responding 

to those is important to investigate the role of intellectual capacity in overcoming the 
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problem of loan defaults. The assumption is based on the fact that if CRDB loan 

officials are not knowledgeable to supervise the process of loan refunding then the 

problem of loan defaults caused by SMEs will continue to affect bank portfolios. 

 

Ahmad (1997) pointed out that loan defaults which affect commercial banks result 

from internal human behaviour of debtors not to be willing to pay their loans and 

sometimes negligence from the borrowers and improper appraisal by credit officer 

increases loan defaults in the developing countries.  

 

This can be true with regard to SMEs in Tanzania whereby other SMEs default their 

loans not because they do not have an ability to repay back but they just put little 

emphasis due to negligence and lack of readiness. Sometimes the borrowers do not 

realize what economic impact would be generated when they default their credits. 

 

Hurt and Fesowalyi (1998) cited by Kwakwa (2009) found that corporate loan default 

increases as real Gross Domestic Product decline and that the exchange rate 

depreciation directly affects the repayment ability of borrowers. Thus economic 

stability of a nation can determine whether loan defaults increases or reduced.  

 

As such economic downfall can contribute the accumulation of loan defaults not only 

to CRDB but also to other commercial banks operating in the country. 

 

Fofack (2005) reviewed a World Bank policy research working paper on loan defaults 

in the sub-Saharan Africa and observed that, loan defaults facing commercial banks 

and SMEs are caused by unfavourable economic policies associated with high cost of 

capital and low interest margins. Bloem and Gorter (2001) indicated that, loan default 

may be caused by less predictable incidents such as the cost of petroleum prices and 

abrupt change of interest rates. 

 

Thomas (2000) suggested that, education is an important determinant of loan default. 

The researcher emphasized that the borrower’s level of education provides an ability 

of the borrowers to repay the loans before legal implication. Thus, the better educated 
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borrowers deemed to have more stable and higher income and higher employment the 

lower the loan defaults rate. Analysing Thomas’ ideas about the role of education 

towards loan defaults, there is a need for commercial banks to transform their daily 

operations by employing well trained manpower who will help to reduce loan 

defaults. Dinh and Kleimeir (2007) asserted on the relationship that exists between 

marriages and the ability of the borrowers to pay back their loans. 

 

According to their findings, the probability of default is higher for married 

individuals than for single who opt to acquire loan. They also discovered that, 

married investors are always at risk of getting loan default than unmarried couples 

due to the fact that, the married people have an increased number of dependants 

which create a burden to them and therefore, increasing the possibility of having 

defaults. 

 

Nkuah (2013) conducted a research on the challenges facing SMEs in Ghana and 

observed that, commercial banks are striving to empower SMEs. But despite the 

provision of loans, they still fail to access credits and this problem is magnified by 

inability of those SMEs to repay their loans. Thus responding to that problem, the 

government of Ghana took several reforms which are expected to reduce setbacks 

faced by SMEs and especially related to loan defaults, Irwin and Scort (2010). 

 

Anjichi (1994) conducted a study on the impact of the loan default in commercial 

banks in Kampala, Uganda  and found that loan defaulting  not only affect the 

commercial banks but also  SMEs as they fail to obtain another loan or encounter 

legal actions leading to loss of collateral. Therefore, this study indicates how 

seriously loan defaults affect the daily operations of commercial banks and   distorts 

the sustainability of SMEs using CRDB as a case study. 

 

Bichanga and Aseya (2013) asserted that, failure of the SMEs to repay back their loan 

hinder the performance of commercial banks as well as the economy at large because 

loan is an important bank asset. Loan default is one of the financial problems which 

affect bank profits, liquidity and solvency position to many banks in the developing 
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countries. CRDB is a commercial bank in Tanzania organized to provide loans to 

SMEs and contributes to the growth of National development is very great. 

 

Ameyaw (2011) argued that, loan defaults experienced by SMEs takes place when the 

debtor has not been able to meet legal obligations which was stipulated in the 

contract. For example when a debtor has not made a scheduled payment or has 

violated a loan conditions. According to this perception, loan default can be regarded 

as a failure to pay back a loan and it may occur if someone is either unwilling or 

unable to pay their debt. Kosazi (1998) on the other hand argued that loan default 

occurs when the borrower does not make required payments or in other words does 

not comply with the terms of a loan. 

 

Sheila (2011) conducted a research in Uganda and observed that, shortage of financial 

analysis to be the reason for why many SMEs failed to repay their loans back to 

commercial banks in Uganda. She also said that poor financial analysis created 

inadequate loan support which eventually brought SMEs loan defaults.  Similar study 

was conducted by Waweru and Kalani (2009) and identified that, weak credit analysis 

to be a contributing factor behind loan default which affected commercial banks in 

Uganda. 

 

Kasozi (1998) pointed out that, poor business practice is another reason for loan 

default which can be resolved by improving management of business  by advocating 

technical skills how to make records and checking the performance of the business 

progressively. Aseya (2013) on the other hand conducted a study to investigate 

factors behind loan default and found that, poor monitoring of micro-and small 

enterprises by bank and bank delays in the process of loan provision contributed to 

loan defaults. He added that, bureaucracy and diversion of funds makes SMES and 

other borrowers to default their loan. Nguta and Guya (2013) researched on the 

causes of loan default in Kenya and observed that, nature and character of the 

business if not properly handled may bring loan default. They identified two sectors 

which suffered loan defaults as Manufacturing SMEs and service Industry SMEs. 
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Allan and Olomi (2003) conducted a study on how commercial banks are affected by 

inability of the SMEs to repay their loans. They argued that, poor supervision and 

credit monitoring has been a major source of loan default and they were with an 

opinion that, lack of skilled personnel and inadequate trainings to be among the 

factors which facilitate bank failures. 

 

2.3 Conceptual framework 

Botha (1998) defines conceptual frame work as the type of intermediate theory that 

attempts to connect all aspects of inquiry, for example problem definition, purpose of 

the study, literature review, methodology, data collection and analysis.  Also the 

author argues that conceptual framework acts like map that gives coherence to 

empirical inquiry (Botha, 1998). Thus since conceptual frameworks relates to 

empirical inquiry, they take different forms depending upon research questions and 

problem. This study will use various theories to connect all the requirements of the 

research.  

 

2.3.1. Variable descriptions 

This study is guided by two variables which are dependent and independent variables. 

The SMEs loan default is a dependent variable where as poor business skills, marital 

status of the borrowers, high interest rates and changes in political system stand for 

independent variables. From the variables, the study assumes that, a loan default 

occurs due to inability of SMEs to generate the returns. 
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Figure 2. 1: Diagram indicating variables 

 

 

 

 

 

 

 

 

 

 

Source: Survey Data 2020 

 

2.4. Theoretical Framework 

According to Kothari (2004), theoretical is a collection of interrelated concepts such 

as theories and elements that are supposed to be measured. He suggested on the 

usefulness of using theoretical framework as a guidelines which help to notice what is 

going on in the course of writing a research paper. The study has used several theories 

that explain issues regarding determinants of SMEs loan defaults. 

 

2.5. Strategies which can be used to minimize loan defaults 

There are many strategies that commercial banks can take in order to reduce loses. 

The following are some of the strategies which financial institutions like banks can 

use to overcome the magnitude of loan defaults: 

 

Dependent variables 

SMEs Loan default 

 Poor Business Skills 

 Character of the 

borrowers 

 Marital status 

 Political changes 

 High interest rate 

Loan defaulting 

 

Independent variables 
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2.5.1. Collateral 

Stigliz and Weiss (1981) argued that, for banks to reduce lending risk they must use 

collateral systems accordingly, also banks should agree with the borrower’s 

properties which stand as a collateral before officiating the loan. Also Aghion and 

Bolton (1992) suggested that, collaterals are effective tools to guarantee borrowers 

good behaviour and at the same time they offer the possibility of getting back the 

required amount. 

 

2.5.2. Credit securitization 

According to Marsh (2008), credit securitization is another best method to ensure that 

credits from the borrowers are paid timely. The researcher argued that, the process 

helps the transfer of credit risk to a factor or insurance agency and this relieve the 

banks from monitoring the borrower and fear of the hazardous effect of classified 

assets. This approach is economically cheap and may increase bank profits as it helps 

to insure the lending activity of banks. Therefore the use of this approach does not 

expose the bank or any other lending institution into financial collapse.  

 

2.5.3.Asset – by – asset Approach 

Traditionally, banks have taken an asset – by – asset approach to credit risk 

management. The foundation of asset – by – asset approach is a sound loan review 

and credit risk rating system. Joel (1998) asserted that, loan review and credit risk 

rating system enable management to identify changes in individual credit or portfolio 

trends in a time manner. 

 

2.5.4. Portfolio approach 

This approach is also applicable in financial institutions when they want to reduce 

loan defaults. Its application complements the asset by asset approach with a 

quantitative portfolio review using a credit model. Banks increasingly attempt to 

address the inability of the asset – by – asset approach as it has difficulty in 

identifying and measuring concentration. Greuning and Bratanovic, (2009) argued 
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that, the concentration risk makes additions to portfolio risk resulting from increased 

exposure to a borrower. 

 

2.6. Bank’s Revenue  

A bank’s revenue is basically generated from its assets. However, it is worth nothing 

that not all assets generate revenue. Thus the assets of a bank can basically be 

classified as income or revenue generating and non- income generating. Bank’s 

income can be classified as interest income and no-interest income. The interest 

income is basically divided from interest charged on loans and overdraft of trade 

finance. 

 

2.7. Loan provision to SMEs  

The financing of Small and Medium Enterprises (SMEs) has been a subject of great 

interest both to policy makers and researchers because of the significance of SMEs in 

private sectors around the world and the perception that these firms are financially 

constrained. Awan (2015)       argued that SMEs contributed 60% of the employment 

rate. Bichanga (2013) argues that most SMEs in developing countries are affected by 

institutional and legal factors. Restrictive government regulations reinforce the 

tendency to adopt very conservative leading policies whereby financial providers 

charge high interest rate. Also insufficiently development legal systems effectively 

present the development of certain financing instruments and even in the protection of 

the intellectual properties which dominate SMEs business. 

 

2.8. Credit analysis 

Banks have credit policies that guide them in the process of awarding credit. Credit 

control policy is the general guideline governing the process of giving credit to bank 

customers. The policy sets the rules on who should access the credit, when and why 

one should obtain the credit including repayment arrangements and necessary 

collaterals. The method of assessment and evaluation of risk of each prospective 

applicant are part of a credit control policy (Payle, 1997). Dahir (2015)       defined 

credit analysis as the process of evaluating an applicant’s loan request or 
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corporation’s debt issue in order to determine the likelihood that the borrower will 

live up to his/her obligations. Credit analysis examines financial history of an 

applicant in order to determine credit worthiness.  

 

2.9. Adoption of a sound internal lending policy. 

 Many banks encounter loan defaults because of poor lending policy. A lending 

policy guides banks in disbursing loans to customers.  Every commercial bank should 

set up its own restriction policies which will help to reduce credit risks or loan 

default. Kithinji (2010) argues that, the lending policy should be among other things 

reflect the overall bank strategy which are in conformity with bank credit policy and 

general economic conditions operating in the country in which the bank exists. 

 

2.10 Importance of SMEs in Tanzania 

Kosozi (1998) suggests that, SMEs in Tanzania are crucial in the sense that they 

contribute about one third of the Gross Domestic Product (GDP). According to him, 

SMEs have been playing an important role towards employment generation in the 

country at the moment and they are doing the best to reduce the problem of 

unemployment which is a major challenge in most of the developing countries. 

Therefore given that importance, the government has to intervene situation of loan 

defaults which characterise by almost large number of SMEs in both rural and urban 

areas. 

 

Katunzi (2010) in his study observed that, SMEs in Tanzania have become more 

effective in the process of utilisation of available natural resources through the use of 

simple and affordable technologies. That situation has allowed SMES to facilitate the 

government effort towards the distribution of economic activities within the economy 

and then fosters an equitable distribution of income. He further suggests that, 

technologies used by SMEs are simple and affordable to local communities or middle 

income earners. 
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Jones (1998) argued that, industrial development of a country can be achieved if 

SMEs and large scale industries functions in a symbolic relationship. However, the 

linkage between SMES and large enterprises in Tanzania is very poor and basically 

needs government intervention. Accordingly, SMEs have been very significant as 

they act as a training ground for entrepreneurship and enables motivated individuals 

to find new avenues for investment and expanding their operations. 

 

2.11. Government efforts to Improve SMEs 

The government of Tanzania recognises the importance of SMEs and in order to 

support their operations, the government have implemented a number of policies and 

programmes which support the development of the sector. 

 

(a) Policy Development 

The government of Tanzania has established Tanzania Development Vision 2025 

which aims to transform agricultural productivity to semi- industrialization which is 

expected to reduce poverty among the people. Reducing poverty has to go with 

promotion of the development of SMEs which recently encounter a number of 

constraints which need to be addressed.  

 

(b) Sustainable Industrial Development Policy SIDP (1996-2020) 

This policy has aimed to improve Small and medium industries in the country by 

promoting SMEs development. In order to implement the policy and make it 

meaningful to the population, the government have decided to reduce taxes and 

remove registration challenges to SMEs which include removing bureaucracy in the 

provision of business licenses. This improvement has benefited SMEs in the process 

of getting access to financial services. Through SIDP, the government has allowed 

local entrepreneurs such those owned by women groups, youths and people with 

disabilities to take part in various economic development so as to achieve the 

development vision. 
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(c) The national Micro-Finance Policy 

This policy was established in order to allow SMES to obtain financial services both 

those in the rural areas as well as in the urban sector that are engaged in types of legal 

economic activities . By so doing the government of Tanzania expect the SMEs to 

contribute more than 50% of the country‘s Gross Domestic Product and about 60% of 

the country’s foreign exchange  

 

(d) The Mineral policy of Tanzania  

This policy identifies essential strategies adopted by the government of Tanzania in 

promoting the development of small minors. The policy entails small minors to 

access to finance and availability of tools which facilitate their undertakings. Through 

this policy SMEs have benefited a lot in areas of license, tax reductions and markets 

both local and international. In collaboration with the National employment policy, 

this policy recognises that SMEs are important source of employment in Tanzania. 

 

2.12 Vision of SMEs in Tanzania 

The objective of the National Vision of 2025 is to transform the predominantly 

agricultural economy to semi-industrialization one. The SME sector has a significant 

role to contribute towards attaining this goal. It is on this basis that, the sustainable 

industrial development policy identified specific strategies targeting at stimulating the 

SMEs sector to be able to play this crucial role. The Vision of SMEs development 

policy is to have a vibrant and dynamic SME sector that ensures effective utilization 

of available resources to attain accelerated and sustainable economic growth. 

 

2.13. Tanzania‘s SMEs mission 

The mission of SME policy in Tanzania is to stimulate development and growth of 

SMEs activities through improved infrastructures, enhanced service provision and 

creation of condusive legal and institutional framework so as to achieve 

competitiveness. 
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2.14. Categories of SMEs in Tanzania  

The government of Tanzania has categorized SMEs in Tanzania as Micro-enterprise, 

Small enterprise, Medium enterprise and large enterprises. Those SMEs regardless 

their size and economic stabilities play significant roles in the growth of the national 

economy.  

 

Table 2.1: Categories of SMES in Tanzania  

Categories Employees Capital 

Micro-Enterprises 1-10 Up to 4 million 

Small enterprises 11-40 Above 4 mil to 150 million 

Medium enterprises 41-99 Above 150 mil to 700mil 

Large enterprises 100+ Above 700 millions 

Source: A Survey data 2020 

 

2.15 Theory of credit default 

Keenan (1999) developed a theory credit default to explain the reasons for why 

commercial banks experiences lending risks caused by inability of the debtors to 

repay back their loan whether individuals or a company. A theory of credit default 

represents a systematic understanding of the causes which directly lead to the effects 

which are associated with credit defaults. 

 

Thus this theory gives closer links between macroeconomic causes of changing 

financial environment and their microeconomic effects on changing personal or 

corporate financial conditions leading to possible credit defaults. This theory was 

useful in this study because it provides justifications that financial changes in a given 

economy may contribute towards failures of debtors to repay their loans. In other 

words, debtors may be willing to return their loans but limited to do so due to 

unexpected financial changes. However, the researcher used this theory in order to 

capture the requirements of study objectives. 
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2.16 Loan commitment theory 

A loan commitment theory (LCT) was developed by Snyder (1998) to explain an 

agreement between the bank and customers. According to this theory a bank promises 

to lend to a customer at pre-specified terms while retaining the right to renege on its 

promise if the borrower’s credit worthiness deteriorates. Loan commitment theory 

allows the borrower to set the loan terms in advance and leaves the timing in 

investment to his direction. Snyder (1998) argues that, loan commitment theory 

dominate standard debt contracts since the commitment fee charged allows a lower 

interest that gives incentivizes to the firm to continue with investment. This theory 

was very useful in this study since it met the main objective of the research. Thus 

developing a contract basis between CRDB and SMEs will help to reduce the 

possibility of having loan defaults and reduces bank risks of losing their loans. 

 

2.17 Liquidity theory of credit risk 

This theory was first proposed by Emery (1984) who suggests that, credit rationale 

firms use more trade credit than those with normal access to financial institutions like 

commercial banks. The main idea of the theory is that when a firm is financially 

constrained the offer of trade credit can make up for the reduction of the credit offer 

from financial institutions. In accordance with this view those firms presenting a good 

liquidity or better to access to capital markets can finance those which are credit 

rationed. This theory is more applicable where SMEs are encouraged to use trade 

credit as a funding source. 

 

2.18 Research gap 

This study has used some ideas from various researchers who come to investigate the 

problem of SMEs loan default and its impacts to commercial banks globally and 

Africa in particular. It has also used ideas from the people who studied loan default in 

the context of Tanzanian SMEs. 
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The reviewed literatures have revealed the need to empower SMEs due to their roles 

which they play towards building national economic growth and prosperity. Other 

literatures have indicated challenges encountered by SMEs which of course are 

driving motives behind their failures to repay back their loans. Moreover, it was noted 

that, no study has been conducted to investigate determinants of SMEs loan default in 

Tanzania during a transitional period from agricultural based economy to Semi-

industrialized economy. Therefore this study is setup to fill that gap. 
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CHAPTER THREE 

 

RESEARCH DESIGN AND METHODOLOGY 

 

3.0. Introduction 

This chapter presents information on research approaches, study area, target 

population, sample and sampling techniques, and data analysis procedures.  

 

3.1 Research Design 

This study has utilized both qualitative and quantitative research approach. The 

researcher applied different methods such as interviews which were presented 

qualitatively by describing data leading to content analysis. Table in the form of 

numbers and percentages representing structured questionnaires quantitatively. 

Kothari (1990) argues that, both approaches enable the researcher to capture the 

feelings, attitudes and expectations of the respondents as well as collecting objective 

and generalized data respectively. He further argues that, these approaches facilitate 

collection of different kinds of information and triangulations to generate great 

confidence in arriving at conclusion. Kothari (2004) argues that, the use of specific 

approaches is relatively expensive and requires knowledge of research procedure as 

well as statistical analysis. 

 

3.2. Location of the study area 

The study was carried out in five Districts located in Dar- as – Salaam Region that is 

include Temeke, Ilala, Kinondoni, Ubungo and Kigamboni. In every district the 

researcher selected two branches of CRDB. Bank Managers and loan officers were 

included in the study because they are directly affected by loan default. However, all 

respondents in this research were given equal treatment provided that they captured 

the requirements of the study objectives. 
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3.3 Sampling procedures 

Sampling is about what or who will be studied or observed in the whole world of 

potential observation, representing only a fraction of them Babie, (1992). Design is a 

representation and selection technique Kothari (1990). On the basis   of representation 

the sample may be random or probability and non-random or non-probability. On the 

basis of selection the sample may be either restricted or unrestricted. 

 

This study employed non-probability sampling method to choose the sample. 

According to Kothari (1990) non-probability sampling is that sampling procedure 

which does not afford any basis for estimating the probability that each item in the 

population has a chance of being included in the sample. 

 

3.4 Sampling frame and sample size 

The sample of this study involved a total 150 respondents .The researcher managed to 

interview 30 respondents from 10 selected CRDB branches and 50 respondents from 

SMEs located in Dar- as-salaam. The following tables show the number of 

respondents and their respective branches. 

 

Table 3.1: CRDB Branches and the number of respondents 

Districts  Number of respondents Bank Managers Loan officers 

Temeke 20 4 16 

Kinondoni 20 4 16 

Ilala 20 4 16 

Ubungo 20 4 16 

Kigamboni 20 4 16 

Total  100 20 80 

Source: Survey data 2019 

 

Table 3.2 : SMEs and the number of respondents 

Districts Number of respondents SMEs owned by men SMEs owned by women 

Temeke 10 5 5 

Kinondoni 10 5 5 

Ilala 10 5 5 

Ubungo 10 5 5 

Kigamboni 10 5 5 

Total  50 25 25 

Source: Survey data 2019 
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3.4.1. Purposive sampling and random sampling 

The researcher used purposive and random sampling so as to obtain a truly 

representative sample. Kothari (2004) urges that, the researcher must decide the 

technique to be used in selecting items for a given sample size which will become a 

truly representative of the population. The random and purposive samplings 

significantly complement each other depending on the magnitude of the 

representative and the nature of the study carried out (Cohen& Holiday, 1996). 

 

3.4.2 Purposive sampling 

Purposive sampling was used to select the population sample using a non-probability 

method from which the respondents were selected based on the expectation that they 

meet the interest and specific requirement of the study. Although there are some 

allegations that the purposive sampling method encourages bias, it has some 

advantages of meeting specific qualities, nature and knowledge of the researcher 

concerning the intention of the study Cohen, Marion &Morrison, (2000). 

 

3.4.3 Random sampling 

Random sampling has been employed in this study because it includes different 

people of mixed character in the sample. Random sampling enables the researcher to 

get information from the people of different mixed character and therefore easy to 

view their perceptions toward the issue under the study. 

 

Randomly sampling was used to select 100 respondents from five districts in Dar as 

Salaam regardless of their sex and age. Random sampling gives every member of the 

wider population equal chance of being included in the sample, inclusion or exclusion 

in a sample is a matter of chance nothing else Kothari (2004). 
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3.4.4. Selection of respondents 

Bank Managers and loan officers were included in this study in order to get reliable 

information regarding Determinants of SMEs loan default. Those respondents 

selected from different CRDB branches provided their own experiences on how loan 

default affects the economy as well as stability of the bank. 

 

3.4.5. Data collection techniques and instrumentation 

Since no data collection method is superior to others in every aspect, and hence none 

is complete in itself, so more than one data collection instruments were used the 

researcher to investigate the determinants of SMEs loan default. Similarly, the choice 

of techniques to accomplish the study was controlled by tasks and key questions 

which were combined to suit those tasks. Therefore, a range of research techniques 

and instruments were used in data collection this included the following: 

 

3.4.6 Questionnaires 

These are set of research questions intended to capture the feelings, attitudes and 

values of the respondents in a systematic way Kothari (2004).These were used to 

collect information from the bank managers and loan officers. Questionnaires were 

composed of  both open-ended and close-ended questions. According to Kothari 

(2004) open ended questions refer to questions where respondents use their own 

words to answer while close-ended questions are those questions in which the 

researcher present possible alternative and respondent select the correct response. 

This study used both open and close ended questionnaires. 

 

3.4.7 Documentary review 

This technique was employed by the researcher to obtain reliable information from 

various documents available at University main library. Both primary and secondary 

sources of information were reviewed for the purpose of  learning what other scholars 

have undertaken their studies. Primary documents refer to all documents that keep 

records of actual events as they happen. Secondary documents on the other hand refer 
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to information by a secondary party which might not have been distorted (Kothari, 

2004) 

 

3.4.8 Observations 

This method was used to collect information from the respondents because it is 

accurate and avoids bias. This method is independent of respondent’s willingness to 

respond and as such relatively less demanding of active participation on the part of 

respondents as happen in the case of interviews and questionnaires. Kothari (1990) 

argues that, under observation the information is sought by a way of the investigator’s 

own direct observation without asking from the respondents. 

 

3.4.9 Interviews 

Interview method was used to obtain information from respondents related to factors 

that cause SMEs fail to make loan repayment to commercial banks. According to 

Kothari (2004) interviews are collection of information through oral or verbal 

discussion between the researcher and respondents. The technique was used to 

acquire additional information from bank officials and SMEs owners. Interview 

schedules were properly handled because they sometimes possess potentials for 

invalid responses and bias. 

 

3.5 Validity and Reliability of instruments 

In order to ensure validity and reliability of instruments, the researcher used different 

sources of data namely questionnaires, interviews and documentary review. This 

aimed at creating consistency of the obtained information. It is argued that, when 

using combination of methods the disadvantages of each will be minimized while 

increasing reliability of data that will be obtained Kessy (2004) quotes shipman 

(1975) giving an emphatic warning on the use of combination method: 

 

Shortcomings and if are used alone are likely to give dependable results. 

Multiple cross-     “…No single technique is superior to any other. What is 

certain is that they all have checking methods which are time consuming 

but may have a greater chance of contributing results of lasting value……” 
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3.6. Administration of instruments 

In all branches that the researcher visited ensured that the research objectives were 

well known to the respondents as a way of winning cooperation from respondents. 

Questionnaires in all selected branches were distributed and overseen by the 

researcher himself. The researcher did not employ anyone to monitor interview 

schedules and filling in the questionnaires. 

 

3.7 Data analysis 

This study used Statistical Package for Social Science (SPSS). Descriptive statistical 

such as frequencies and percentages which will be calculated as per given tasks. On 

the other hand, qualitative data was subjected to the content analysis technique in 

which the main themes became identified, analysed and presented as per given tasks 

in the research questions. 

 

3.8   Research   ethics 

Research ethics was strongly maintained in the process of undertaking this study. The 

researcher embarked to avoid plagiarism and falsification in the provision of 

information because it not part of academic scholarship. Personal competences were 

developed by the researcher in order to improve professionalism and at the same time 

respecting the intellectual properties of other researchers. 

 

The researcher maintained confidentiality in the information provided by the 

respondents and all secret documents which are not supposed to be exposed 

publically. And lastly the researcher was interested to avoid bias in order to maintain 

research objectivity. 
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CHAPTER FOUR 

 

DATA ANALYSIS AND INTERPRETATION 

 

4.0 Introduction: 

This chapter presents data analysis and findings of the study with response to research 

objectives and methodology. The study findings presented the determinants of SMEs 

loan defaults and its impacts to commercial banks in Tanzania using CRDB as a case 

study. Questionnaires and interview schedules were used to collect data from 

respondents and all respondents filled the questionnaires and returned. Data analysis 

was done using Statistical Package for Social Science (SPSS). 

 

4.1 Type of respondents who were involved in this study 

This study used respondents who occupied various positions in the CRDB Bank 

branches and they included bank managers, assistant managers, credit officers, credit 

analysts, accountants and operational managers. Respondents were given 

questionnaires and were also interviewed according to the study objectives. However 

the researcher encountered some challenges because some of the respondents thought 

that, the research was an action research so they feared to lose their job. 

 

Table 4.1: Type of respondents 

Type of respondents Number of respondents Percentage 

Bank Managers 20 20% 

Assistant  managers 10 10% 

Credit officers 28 28% 

Credit analysts 15 15% 

Accountants 12 12% 

Operational Manager 15 15% 

Total 100 100 

Source: A survey Data 2020 

 

From the above table ,the large number of respondents which were given 

questionnaire and interview schedules were credit officers as indicated by 28%, 

followed by Bank managers as indicated by 20%. The other respondents were 

assistant managers 10%, operational managers 15%, credit analysts 15% and 
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accountants 12%. All respondents were able to provide their responses according to 

their professions .However, some respondents delayed to fill in the questionnaire due 

to their work lords. 

 

Table 4.2 : Gender of Respondents  

Gender of Respondents Numbers Percentage 

Male 78 52% 

Female 72 48% 

Total 150 100 

Source: A survey Data 2020 

 

From the field, the findings revealed out those male respondents were many 

compared to female respondents. Male respondents were 78 as indicated by 52% and 

female were 72 as indicated by 48%. However, the objective of this research was not 

to investigate gender inequalities but SMEs loan defaults and their impacts to 

commercial banks in Tanzania taking CRDB as a reference. 

 

Table 4.3: Qualifications of respondents 

Qualifications Numbers Percentage 

Certificate  45 30% 

Diploma 41 27.4% 

Degree 52 34.6% 

Post-Graduate 12 8% 

Total 150 100 

Source: A survey data 2020 

 

In order to obtain proper information from the respondents, the researcher decided to 

investigate the level of education to the respondents who were included in the sample. 

The findings has revealed out that many financial institutions have employed  a 

number of graduates from various higher learning institutions as given by 34.6%, 

followed by certificate holders as indicated by  30% .Diploma holders were indicated 

by 27.4% whereas post-graduates respondents were indicated by 8%. An analysis of 

education background of respondents helped the researcher to make clear 

assumptions regarding what might have caused loan defaults to commercial banks if 

employees are well educated and qualified in their job specialization. 
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Table 4.4 : Age of SMEs Owners 

Age of SMEs Owners Numbers Percentages 

20-30 4 4% 

31-40 26 26% 

41-50 15 15% 

50+ 5 5% 

Total 50 50 

Source: A survey Data 2020 

 

From the above table, the study found out that many SMEs in Dar es Salaam are 

owned by people aged between 31-40 as given by 26% followed by age limit of 41-

50 as indicated by 15%. Others were owners aged from 20-30 years and above 50 

which is indicated by 5%. The findings has shown that, SMEs owned by young 

owners had a lot of chance to collapse compared to those owned by matured owners. 

 

4.2 CRDB and lending policies to SMEs 

Lack of knowledge about CRDB lending policies to SMEs has created serious 

obstacles towards development of SMEs lending and it has contributed to an increase 

of loan defaults. From the findings, on whether SMEs adhere to the lending policies, 

the study revealed that, 74 % of respondents indicated that, SMEs do not adhere to 

the lending policies and 26% of respondents said that, they adhere to the lending 

policies   set up by CRDB. Therefore, from the findings it was noted that, some of the 

loan complications facing commercial banks in Tanzania are partly caused by 

ignorance of the SMEs to adhere to the lending policies. As a result the relationship 

between banks and SMEs has not been effective and bank managers regard SMEs 

leaders to be their greatest enemies towards the survival of their employment. 

 

Table 4.5 : How SMEs responds to Lending policies 

Frequencies Number of Respondents Percentages 

Yes 37 74% 

No 13 26% 

Source: Survey Data 2020 
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4.3 CRDB risks caused by lending to SMEs  

This study investigated various risks that banks encounters in the process of lending 

to SMEs. The following table shows the list of bank risks as provided by loan officers 

and credit managers in all branches where the study was undertaken. 

 

Table 4.6 : Bank Risks caused by lending to SMEs 

 Risks Frequency Per cent 

Ignorance to SMEs leaders 32 32% 

Shortage of collateral 27 27% 

Lack of clear of information on SMEs 14 14% 

Failure of SMEs to adhere to lending policies  12 12% 

Violation of credit terms 15 15% 

Total  100 100 

Source: A survey data 2020. 

 

Question 4 in the questionnaire for bank officers asked the respondents on the risks 

that bank experiences in the course of lending to SMEs. From the findings, the study 

revealed that, ignorance of SMEs leaders was the biggest risk that CRDB experiences 

when lending to SMEs cited by 32%, shortage of collateral indicated by 27% was 

identified to affect bank lending to SMEs. Lack of clear information on SMEs 

presented by 14% was another specific hindrance and obstacle that CRDB encounters 

during lending to SMEs followed by failure of SMEs to adhere to the lending policies 

given by 12% and violation of credit terms indicated by 15%. Thus, from the 

findings, this study observed that, although lending is one of the important bank 

assets it has great impact towards the development of commercial banks and proper 

care is needed before making a decision to give loan to the borrowers.        

   

4.7 SMEs and the amount of defaulted loan 

The study investigated the amount defaulted loan by SMEs in order to find out the 

magnitude of the problem. Both bankers and SMEs leaders were given a set of 

questionnaires in order to explore the amount of loan defaults which affect the 

performance of banks. 
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Table 4.7 : SMES and the defaulted loans 

Names of SMEs Location Amount of loan 

Repair of motor vehicles  Tandika 2,500,000/= 

Manufacturing SMEs  Ubungo 3,600,000/= 

Whole sale traders   Kariakoo 7,000,000/= 

Mining and quarrying  Tegeta 1,500,000/= 

Accommodation and food service activities  Kigamboni 4600,000/= 

Transport and storage Ubungo 5,000,000/= 

Source: A survey data 2020. 

 

Question 5 in both the questionnaires for bankers and SMEs asked about the amount 

of defaulted loan. From the findings the study revealed that, failure of SMEs in 

repaying their loans is a major challenges to CRDB and the situation has affected 

almost all branches which the researcher conducted the study. Data collected from 

loan books indicated that, from June 2019 to April 2020 SMEs failed to repay their 

loans.  From the findings it was noted that, whole sale traders failed to repay Tsh. 

7,000,000/=, whereas transport and storage were unable to repay Tsh. 5,000,000/=, 

Accommodation and food service activities failed to return Tsh 4,600,000/=, mining 

and quarrying did not manage to repay back Tsh. 1,500,000/=, Manufacturing SMEs 

failed to return Tsh. 3, 6000, 000/= and repair of motor vehicles could not return Tsh. 

2,500,000/=. The study revealed that, the ability of SMEs to repay their loans to 

commercial banks is a serious problem which needs quick intervention given the 

contribution of SMEs in the development of national growth. 

 

4.5 Causes of SMESs loan defaults 

The main objective of this study was to investigate determinants of loan defaults and 

its impacts to commercial banks in Tanzania. Literature review has indicated a 

number of reasons which contributes to loan defaults. This study is not far from the 

ideas cited by other researchers across the world. The table below display some of the 

prominent reasons behind loan defaults and they vary from one SME to the other 

depending on the activities undertaken. 
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Table 4.8: Causes of SMEs loan defaults 

         Causes  Respondents Percentage 

High interest tares 30 30% 

Character of the borrowers 26 26% 

Changes in economic and political environment 11 11% 

Business failure 12 12% 

Poor loan monitoring 13 13% 

Deaths of borrowers and prolonged  illness 8 8% 

Source: A survey data 2020 

 

Question number 7 in the questionnaire for bankers asked the respondents on the 

major reasons for SMEs loan default. The study revealed that, those important factors 

were high interest rates which was 30%, character of the borrowers was 26%, 

changes in economic and political environment  was 11 % business failure 12%, poor 

loan monitoring was  13%, deaths and prolonged illness faced by borrowers was 8%.  

 

4.6 Repayment period where loan default occur more. 

The study investigated the repayment period where SMEs fails to repay back their 

loans. From the findings, the researcher noted that, time limits are not well-matched 

with the ability of SMEs to return their loans because sometimes businesses do not go 

as it was intended. The following table shows periods and occurrence of loan 

defaults. 

 

Table 4. 9: Repayment periods and loan defaults 

Period        Frequency  Percentage  

6 months to 1  year 52 52% 

1 year      to  4  year 29 29% 

4 year      to   5  year  15 15% 

5 years      to  7 years   4 4% 

Total 100 100 

Source: survey data 2020 

 

Question 8 in the questionnaire for bankers asked respondents on the repayment time 

frame work in which loan default occur more. The study found that, 52% of 

respondents indicated the period between six months to one year than, 29 % of 

respondents indicated 1 to 4 years, 15% of respondents indicated 4 to 5 years, 4% of 
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respondents indicated 5 to 7 years.  Thus, the findings has revealed loan defaults 

increases when the SMEs have been given short period of time to repay their loans. 

This has been contrary to other studies which have indicated that, loan defaults occurs 

significantly when the borrowers have an ample time to repay their loan. 

 

4.7 Amount of SMEs loan bracket where rate of default occur more 

This study investigated loan bracket where rate of defaults occur more.  

 

Table 4.10 : Indicates loan bracket and loan defaults 

Loan brackets  Frequency  Percentage  

250,000       -   400, 000/= 6 6% 

400,000       -   800,000/= 8 8% 

800, 000      -    1,500,000/= 10 10% 

1,500,000     -      3,000,000/= 11 11% 

More than 3,000,000/= 15 15% 

Total 50 50 

Source: A survey data 2020 

 

Question 7 in the questionnaire for SMEs asked respondents on the loan bracket 

where the defaulted rate by SMEs occurs more. The study findings revealed that, 15 

% of the respondents indicated more than 3,000,000, 11% of respondents indicated 

from 1500,000 to 3,000,000, 10% of respondents indicated 800,000 to 1500,000, 8% 

of respondents indicated 400,000 to 800,000 and 6% of respondent indicated 250,000. 

The study has observed that, there is a need for CRDB bank to properly follow-up the 

ability of SMEs to return the loan before making the decision to give them loans. This 

will help to reduce the magnitude of loan defaults experienced by the bank 

 

4.8 Factor considered by CRDB before loan provision to SMEs 

One of the specific objectives of this study was to investigate factors which CRDB 

bank considers before provision of loan to SMEs. The assumption was that, if those 

factors are properly followed the rate of loan defaults would be reduced. 

Questionnaires and interview schedules were arranged to explore information from 

the bank officers regarding the factors which are considered before loan provision as 

indicated in the following table. 
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Table 4.11: Factors considered by CRDB before loan provision 

Factors  Frequency  Percentage  

Adequate collateral 43 43% 

SMEs financial record  12 12% 

Ability of SMEs to repay the amount  20 20% 

Purpose of  loan  15 15% 

Level of risk  10 10% 

Total  100 100 

Source: Survey data 2020 

 

Question 9 in the questionnaire for bankers asked respondents about the factors that 

CRDB considers before granting loan to SMEs. The study found that, 43% of 

respondents indicated adequate collateral to be the first criteria for loan provision, 

20% of respondents indicated that, it was the ability of SMEs to repay back their loan, 

15% of respondents indicated that, it was the purpose of loan, 10% of respondents 

indicated that, it was level of risk and 12% of respondents indicated SMEs financial 

records. From the findings, it was observed that, CRDB recognizes the role of SMEs 

in the development of national economic growth and an increase of Gross Domestic 

Product (GDP). Thus the management has created an environment where SMEs 

would acquire loan without complications so as to stimulate the economy. 

 

4.9 Impact of loan default to SMEs 

This study investigated the impacts of loan defaults to SMES. Questionnaire and 

interview schedules were arranged in order to obtain information from the 

respondents. 

 

Table 4. 12 Impact of loan defaults to SMEs 

Impacts Frequency  Per cent  

Loss of financial eligibility  6 6% 

Legal action may result into business failure 13 13% 

Employees lose their jobs 11 11% 

Business license becomes withheld by the bank  10 10% 

Reduction of credit score  8 8% 

Seizure of SMEs properties  2 2% 

Source: A survey data 2020 
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Question 8 in the questionnaire for SMEs leaders asked respondents on the impact 

that SMEs encounters after they fails to repay back their loan. The study found that 

business failures due to legal actions as shown by 13% is the main impact that SMEs 

experiences in the course of development were loss of financial eligibility as shown 

by 6%, reduction of credit score as indicated by 8%, redundancy to employees shown 

by 11%,, seizure of the properties as given by 2% and loss of business license as 

shown by 10%. Therefore, from the study findings the researcher noted that, loan 

default does not only affects the performance of the bank but also the SMEs and from 

the field it was observed that, some of the SMEs were bound to collapse due to 

financial constraints caused by loan defaults. 

 

4.10 Strategies used by CRDB to mitigate loan defaults 

The research assessed on various strategies adopted by CRDB in order to mitigate 

SMEs loan defaults. An interview schedules with bank managers aimed to obtain 

approaches undertaken by the bank to reduce the financial predicaments caused by 

inability of SMES to return their loans. The following table indicates strategies that 

CRDB applies to ensure that the borrowers return.  

 

Table 4.13 : Strategies used by CRDB to mitigate loan defaults 

Strategies  Frequency  Percentage  

Education and training  25 25% 

Visiting SMEs premises 40 40% 

Firing bank officers who receive corruption from SMEs 15 15% 

Reviewing bank’s interest rates 20 20% 

Total 100 100 

Source: A survey data 2020 

 

Question 10 in the questionnaire for bankers asked respondents on the strategies that 

CRDB bank has understand in order to mitigate loan default. .From the findings the 

study revealed that, 40% of respondents indicated visiting SMEs premises would help 

to reduce loan defaults, 20% of respondents indicated the review of bank’s interest 

rates would help SMEs to reduce the rate of loan defaults, 25%  of respondents 

indicated on education and training given to SMEs before  starting using loan  and 
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15% of respondents indicated on terminating contract of Service to employees who 

engages in corruption  scandals including taking them into courts for legal actions.  

 

4.11 Interview with respondents 

In order to obtain information about determinants of SMEs loan default and how they 

affect CRDB bank, an interview schedule was organized with bank officials and 

SMEs owners as credit beneficiaries. All the interviewees from the bank have had 8 

years credit provision experiences and SMEs owners have had over 3 years in the 

business activities. Respondents who were interviewed had so many in common as to 

what causes SMEs to default their loans. Most the interview participant raised the 

following issues: 

 

(a)Lack of integrity of loan officers and credit managers (b) terms and condition on 

how to access loans are not properly set up (c) poor monitoring and following up (e) 

SMEs failure to comply with the existing bank policies (f) absence of check and 

balance in loan process follow up and monitoring (g) funds being directed to 

unintended purposes.  

 

4.12. Challenges facing SMEs 

An interview conducted with SMEs aimed to investigate the challenges that SMEs 

faces in the process of paying back their loans to commercial banks.  

 

The study findings revealed out the following to be incredible challenges which affect 

smooth operation of SMEs namely (a) Poor leadership among SMEs owners (b) 

corruption in the process of getting credits done by bank officials, (c) poor customer 

care leading to business collapse is another stumbling block towards effectiveness of 

SMEs,(d), lack of motivation among workers.  

 

Table 4.14 : Indicates challenges facing SMEs 

Challenges Number of respondents Percentages 

Poor leadership 20 40% 

Corruption 11 22% 

Poor customer care 10 20% 

Lack of motivation 9 18% 

Total  50 100 

Source: Survey data 2020 
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4.13. Influence of political changes towards SMEs loan defaults. 

Question 11 and 9 in the questionnaires for bankers and SMEs respectively asked 

respondents whether a change of political regime especially from 4th government to 

5th government have any contribution to SMEs loan defaults. From the findings, the 

researcher found that, 68% of respondents indicated that their business have not been 

doing well in the 5th Tanzanian government compared to when it was during the 4th 

government.  Whereas 32% of respondents argued that, political changes has not 

affected their businesses and that, failure to repay loans has nothing to do with 

political changes. The following table indicates responses from the respondents 

regarding the position of political changes towards SMEs loan defaults. 

 

Table 4.15: Indicates the influence of political changes towards loan defaults 

Frequency Respondents Percentages 

Yes 115 76.6% 

No 35 23.4% 

Total 150 100 

Source:  A survey data 2020. 

 

4.14. Contributions of SMEs towards National Economy. 

In order to enable SMEs to accomplish their intended goals, the government has a 

role to play, such as setting up policies which will favour SMEs acquire financial 

support that they can reduce the problem of loan default which is a major problem in 

the most of middle income countries. A questionnaires with bank officials from 

various CRDB branches in Dar es Salaam wanted to explore how SMEs contributes 

towards Gross Domestic Product (GDP) and the national economy as a whole.  

 

The study findings revealed the following significances, (1) creation of employment 

opportunities to the majority, (2) improvement of living standards,(3) reduction of 

dependants and (4) raising up life expectancy to many people in the lower income 

families. Respondents were asked to give their responses as indicated in the following 

table. 
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Table 4.16: Indicates contributions of SMEs towards national economy 

Contributions Respondents Percentages 

Employment 65 43.4% 

Raising standards of living 40 26.6% 

Reduction of redundancy 30 20% 

Increasing life expectancy 15 10% 

Total 150 100 

Sources: Survey data 2020. 

 

4.15 Characters of SMEs in Tanzania  

This study investigated the character of SMEs in Tanzania. The findings have 

revealed the existence of various characters which differentiates one SME and the 

other such as the size, location, education, survival of business and ownership.  

Those characters can either be part of SME’s failures to repay their loan or driving 

motives towards loan payments. According to findings 30 respondents represented by 

60% said that, SME’s characters influenced owners to default their loan and 20 

respondents, indicated by 40% said that, SMEs characters did not affect them to repay 

their required amount to the commercial banks. 

 

Table 4.17 : Character of SMEs 

Characteristics of SMEs Respondents Percentages 

Size of SMEs 13 13% 

Education 8 8% 

Location 11 11% 

Survival of SMEs 10 10% 

Ownership 8 8% 

Source: A survey data 2020 

 

4.16 Addressing SMEs constraints in accessing credit 

An interview schedule with SMEs owners wanted to explore internal mechanisms 

used to address challenges facing SMEs in accessing their credits. Results from the 

interviewed respondents indicated the following constraints, (1) poor regulatory 

framework,(2) shortage of skilled manpower, (3) and poor infrastructure. According 

to arguments provided by SMEs owners, there is a need for the government of 

Tanzania to set up good financial policies which help to rectify those constraints. 
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4.17 Legal implications on the rights of the defaulters 
 

(a) Right to communicating with the lender. 

This study investigated the rights of the borrowers who have failed to repay their 

loans. The right to communicate with the bank is essential for borrowers as it helps to 

maintain good relationship between the lender and the borrower. In that regard, the 

borrower has the right to ask for Bank’s favour when complications occur in the 

process of repayments. Respondents from various SMEs were asked if they had such 

communicating right and 15 respondents out of 50 said that, their banks did not 

consider their financial complication and the remaining 35 respondents said that, bank 

managers were very considerate to help them with conditions to restructure interest 

rates. 

 

Table 4.18. Communication right of defaulters  

Communication Right Respondents percentages 

Yes 35 70% 

No 15 30% 

Total 50 100 

Source: Survey data 2020. 

 

(b) Right to Humane treatment 

SMEs defaulters have the rights to be treated fairly without harassment. This study 

investigated the right of human treatment for SMEs which failed to repay their loans. 

Questionnaire for SMEs owners asked respondents if they were treated negative or 

not by bank officials.  

 

The findings revealed that, 40 respondents which is represented by 80% said they 

were harassed and threatened to be confiscated where as 10 respondents , represented 

by 20% said that, they were  not treated badly by their lenders. In addition, the banks 

should follow the rules and regulations which made by Bank of Tanzania (BoT) and 

that no bank has the right to harass and humiliate the borrowers 
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Table 4.19 Indicates the right to human treatment 

Frequency Respondents Percentages 

Yes 40 80% 

No 10 20% 

Total 50 100 

Source: A survey Data 2020 

 

(c) The right to be head 

The research investigated the right to be head which the defaulters have to possess 

when they fail to repay their due amount. Financially the borrower has a fully 

authority to visit an authorised officer or advocate regarding the notice of 60 days 

supposed to pay the loan and the authorised advocate may provide an objection note 

to the lender. In this research, respondents were asked if they had the right to be head 

and the results were as follows; 20 respondents as indicated by 40% said that, they 

were given the right to be head and 30 respondents as given by 60% said that, their 

bank officers never gave them the right to be head despite the fact that they had good 

reasons to explain why they failed to repay their loans. 
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CHAPTER FIVE 

 

DISCUSSION OF FINDINGS 

 

5.0 Introduction 

This chapter provides a discussion of the research findings in relation to study 

objectives and literature reviews, the research investigated on how determinants of 

SMEs loan defaults affect commercial banks. The study investigated how 

determinants of SMEs loan defaults affect commercial banks in Tanzania with 

reference to CRDB bank. The specific objectives were (i) to identify major causes of 

SMEs loan defaults in Tanzania (ii) to assess the impacts of loan defaults in the 

development of SMEs (iii) to investigate strategies undertaken by CRDB bank in 

mitigating the problems caused by loan defaults and (iv) to examine the influence of 

political   changes in facilitating financial constraints which eventually lead to loan 

default. 

 

Regarding the determinants of loan defaults, the reviewed literatures indicated how 

loan defaults have contributed to poor performance of SMEs and commercial banks 

worldwide and Tanzania in particular. For example a study conducted by Calice 

(2013) revealed that, failure of agricultural SMEs to repay their loan in Senegal 

hindered the operations of Attijari Bank. Several reasons have been mentioned in the 

literature review ranging from poor management of  bank officers unwillingness of 

SMEs to repay their loans, decline of Gross Domestic Product (GDP) and lack of 

education to borrowers. 

 

However this study found out that, high interest rates and deaths of borrowers to be 

important causes of SMEs loan defaults and those factors could be used to fill the gap 

in the literature review. Similarly, Foley (1992) in his study found that, many SMEs 

managers encountered difficulties in their pursuit to repay their credits due to 

prolonged illness and eventually made them to default their loans. Therefore, 

according to the findings, there is a need to make a proper review on the interest rates 
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given by CRDB bank and at the sometimes making weekly contacts with the 

borrowers in order to update their loans status.    

  

Concerning the second objective of the study which was to assess the impact of loan 

default to SMEs the findings from the questionnaire and interview with respondents 

has revealed out several impacts that SMEs encounters after their failure to repay 

back their loans and majority of them have become outperformed due in ability to 

return their credits from the banks.  

 

The interview with 30 owners of SMEs indicated by 70% raised argument that failure 

to repay back their loans has created poor relationship with CRDB bank and that they 

have not been able to access financial support to boast their business. Whereas, 20 

owners of SMEs as shown by 30% provided an argument that, failure to return their 

loans has made them to experience lack of profitability in their business ventures. 

This study calls upon CRDB bank and other commercial banks to create a friendly 

repayment models in order to assist the development of SMEs due to their 

contributions towards national growth and promotion of sustainable development. 

     

Third objective of this study was to investigate strategies that CRDB bank uses in 

order to mitigate loan defaults. The findings from the study and especially a 

questionnaire with bankers revealed how CRDB is committed to ensure that the 

borrowers repay back their loans. However, loans officers and credit managers 

admitted that, internal factors such as lack of credit knowledge and moral hazards 

done by some of loan officers contributes greatly towards loan defaults and in all 

branches where the  study was undertaken the researcher noted the negative impact of 

loan defaults in the bank portfolio. A study conducted by Honohan (2010) has shown 

how Fidelity Bank in Nigeria fired its employees who caused a massive loss of cash 

due to poor monitoring. 

 



51 

 

The researcher investigated the relationship that exists between political changes and 

financial constraints which might subject SMEs into loan defaults. It seems that, the 

transition from 4th government to 5th government in Tanzania have created economic 

difficulties to  many SMEs which conducted their business without following 

procedures and rules such as escaping from paying taxes. The questionnaire to SMEs 

owners revealed that, the 5th Tanzanian government has introduced restrictions in 

revenue collection and demanding all traders to pay their taxes before charges 

compared to the 4th government where such restrictions in paying taxes were not 

followed. As a result many SMEs are bound to collapse financially and the impact 

will affect commercial banks.  Likewise, a study conducted by Emery (1984) in 

Ghana indicated how poor performance of SMEs created great impact to commercial 

banks.   

 

Loan default has been one of the major reasons for redundancies to loan officers and 

bank managers who fail to monitor the performance of their borrowers. This study 

investigated how SMEs loan defaults contributes towards job redundancies to the 

bankers. Experience from the CRDB branches revealed that, some of the bank offices 

lost their job due to inability of their borrowers to return their due amount of money 

and when asked what could be done to refund the balance, they had no clear 

information. Therefore, this study revealed that, lending to SMEs has been one of the 

risk activities that could immediately affect employment status of bank officers. 

 

Literature review has indicated that, loan is an important asset that bank uses to 

increase revenues. Development of any commercial bank and for this reason CRDB 

depends on good performance of loan department and the reverse entails that, banks 

would collapse. Failure of SMEs to repay their loans has affected the development of 

commercial banks to the extent that they fail to attract shareholders to invest their 

capital in the banks. 
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The government of Tanzania has to motivate SMEs and empower them due to their 

contributions in the GDP more than any other informal sectors. Financial policies 

should be regulated in such a way that they would help SMEs to obtain financial 

support to fund their projects. In so doing the government should intervene interest 

rates provided by commercial banks in Tanzania. A study conducted by Mori (2009) 

revealed the rationale of regulating interest rates so as to attract SMEs and other 

informal sectors to borrow a certain amount of cash to progress their business. 

 

Poor business strategy was identified by the researcher to be one of the stumbling 

blocks which hinder many SMEs to develop and in fact that, it has been the reason for 

why many SMEs fail to repay their loan back to commercial banks. A study 

conducted by Bichanga (2013) identified how SMEs in Kenya suffered many 

problems related to poor strategies. Similarly, the researcher in this study revealed the 

same problem and mostly faced by manufacturing SMEs. Thus, SMEs were seen in 

this study to be very ineffective due lack of business strategies.  

 

Questionnaires to SMEs owners revealed serious problems in relation to poor 

financial skills by those owners.  
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CHAPTER SIX 

 

CONCLUSION AND RECOMMENDATIONS 

 

6.0 Introduction 

This chapter presents conclusion and recommendations. The focus of the research 

was on SMEs loan default and their impacts to commercial banks in Tanzania. 

Conclusion of the study is given from deductions of the findings and discussion. 

Recommendation on the other hand, is derived from conclusion.  

 

6.1 Conclusion 

This study discovered that, SMEs play an important role towards national economic 

growth as they employ a large number of people. Following their significance, the 

government should set up guidelines which will ensure their survival. Determinants 

of SMEs loan defaults are universal, but for the purpose of this study, the research 

observed high interest rates, character of borrowers, changes in economic and 

political environments, business failure, poor loan monitoring, deaths and prolonged 

illness to be main factors which contributes to the SMEs loan defaults. 

 

The study findings has revealed that, loan defaults affects both CRDB bank and 

SMEs because they depend on each other, therefore, there is a need to develop a 

cordial relationship which will enable the two to success from each other. Sometimes, 

CRDB bank charge high interest rates to the SMEs because of lending risk created by 

the character of the borrowers. Poor access to credit facilities is the major stumbling 

block that SMEs experience in their daily operations.  

 

In Tanzania the development of SME sector has been regarded by economists to be 

one of the essential sectors which the government depends in ensuring that, the 

number of unemployment rate would reduce significantly.  Despite loan defaults to 

Commercial banks, the SMEs create a base for industrialization in the country and 

pioneer in the fight against poverty. However, lack of specific policy focusing SME 
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sector has a created a number of gaps which increases loan defaults and many other 

challenges. Lack of coordination has created difficulties to many SMEs to the extent 

that, they have failed to provide potentials which would enable them to contribute in 

the growth of the economy. 

 

Studies from other researchers have indicated a concern that in order to rescue 

applicability of SMEs, the government has to create a mechanism which will enable 

them to be coordinated, monitored and easily evaluated. In so doing, some of 

constraints which engage them into loan default will be reduced. 

 

This study observed how tax regimes contribute to unfavourable working 

environments to SMEs and perhaps they have been a source for loan defaults. 

According to research findings, taxes are high and collected by several authorities 

such Tanzania Revenue authority (TRA) and local government. This situation has 

discouraged many SMEs and sometimes hinders them to repay back their loan to 

commercial banks. As a result many SMEs have failed to graduate into large 

enterprises.  

 

Thus, the study suggests that, in order to restore hopes of many SMEs owners who 

are constrained  with loan default the government must intervene  regulatory 

framework by doing the following approaches; (1) establishing separate court which 

will handle disputes facing SMEs  versus their bank lenders, (2) to revise tax systems 

by simplifying the procedures,(3) establishing training seminars which will enable 

SMEs acquire their rights and (4) simplifying the process of registration and license 

provisions so as to formalise them. 

 

Regarding physical infrastructure, it seems to affect many SMEs and the problem 

ranged from poor roads, lack of cold rooms and shortage of warehouse. The week 

infrastructures fail to attract investors who would have transformed those SMEs into 

more effective contributors to national growth. Therefore, in order to achieve the 

development vision 2025, the government should continue improving infrastructures. 
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Questionnaires with many SME owners located in Dar es Salaam helped to draw 

attention on the need to ensure that, those owners get an access to business training. It 

was observed that, many SMEs are ignorant of business skills and they did not 

appreciate the role of it towards the development of the sector. Perhaps, in so doing it 

will help to reduce loan default. CRDB bank is supposed to set up mechanism of 

accessing the level of business skills of their borrowers before affecting their loans. 

Likewise, the government need to enhance the capacity building to all institutions 

which train SMEs. 

 

Technologically, SMEs in Tanzania are poorly developed despite its importance. Poor 

technological advancement is a source of many problems to SMEs and in fact it needs 

quick government response. The researcher observed that, some of the available 

technologies are not properly delivered to the supposed persons.  The opinion of the 

researcher is that, SMEs has to be well equipped with modern technologies in order to 

achieve development goals. 

 

Finally, SMEs lack access to finance due to many reasons: the sector is perceived by 

many economists and bank lenders as one of the high risk institution which may 

cause banks to experience financial losses. Another reason is that, SMEs has no 

guarantees to fulfil their collaterals. Thus, the government has addressed this 

challenge for better improvement. 

Inclusive economic development and national growth demands policy takers to 

consider opportunities and challenges facing by SMEs otherwise will create negative 

impact to SMEs in one hand and the nation in the other hand. 

 

6.2 Recommendations: 

(a) Recommendations for CRDB bank. 

CRDB bank is recommended to visit SMEs premises regularly in order to be sure that 

the funds disbursed to SMEs are utilized properly. Physical visit to SMEs is an 

effective mechanism to ensure that SMEs repay their loans timely. Those SMES 
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which will use funds out of the intended goals should be taken to court for breaching 

the contract.   

  

CRDB bank is also recommended to develop relationship-management approach with 

SMEs. This approach can effectively be done through conducting seminars and 

workshops. By so doing the study expect that, it will help SMEs to know how the 

best way to use the borrowed funds.  

 

CRDB bank is also recommended by this study to conduct proper customer selection 

before loan approval. This strategy may help to reduce problems in poor credit 

monitoring which is one of the factors that lead to SMEs loan default.  

 

 CRDB bank is strongly recommended to use credit reference bureau established in 

Tanzania. Credit reference bureau will help the bank to reduce risks in lending 

process which is a problem facing many banks. 

 

(a) Recommendations on the factors 

The findings revealed that, high interest rates caused many SMEs to default their 

loans. To overcome this, CRDB bank is recommended to make a review on interest 

rates so as to enable SMEs to access credit and repay their loans on time. 

  

The study found that, deaths and prolonged illness faced by SMEs owners influenced 

loan defaults. In order to overcome that problem CRDB bank is hereby recommended 

to conduct regular communication through mobile phones and emails so as to get 

update of the borrowers. 

 

On the character of the borrowers behind loan defaults, CRDB bank is recommended 

to apply legal actions such as taking the borrowers to the court in order to arrange 

seizure of the properties and confiscating mortgages in order to compensate the 

losses. 
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Regarding the issue of business failure due to changes in political and economic 

environment the study recommended CRDB bank to provide SMEs with necessary 

entrepreneurial skills before starting their business. Poor knowledge of business is a 

good source of loan default which all SMEs owners are supposed to avoid. 

 

On the question of poor monitoring the study recommends CRDB bank to make 

regular follow up to all SMEs and develop a monthly report this will help the bank to 

escape unnecessary losses. In order to achieve this bank should employ skilled 

personnel in the area of credit management.  

 

(b) Recommendations for Policy Makers. 

Policy makers are recommended to prepare a long term plans and vision for SMEs 

development. For example, SMEs policy planners should develop a frame that will 

enables the government to measure results and SMEs performance. Policy makers 

should realize that SMEs development is a long term undertaking that needs support 

from the highest level of government. 

 

Policy makers are also recommended to address all constraints facing SMEs and not 

just dealing with one area of finance. Therefore proper interventions that expected to 

improve SMEs should include advocacy, advisory, training and other forms of 

technical assistance. 

 

Policy makers  are also strongly recommended to develop the SMEs financial 

ecosystem that consist of several district but mutually reinforcing elements such as 

well coordinated institutional arrangements, financing schemes, education and 

awareness and debt resolution programs.  

 

(c) Recommendations for further studies 

This study was confined to investigate SMESs loan default in commercial banks 

using CRDB bank as a case study. It is therefore recommended that, other studies to 

be conducted should involve more than one commercial bank in order to make a 

comparative analysis. 
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The study was conducted in Dar as Salaam Region, by selecting 10 branches from 

five districts. It is therefore recommended that, another study to be conducted that 

will involve many Regions in order to investigate how loan defaults affects their 

financial stabilities. 

 

 

 

 

 

 

 



59 

 

REFERENCES 

 

Allan I and Olomi D (2003). Why MSMEs Have Limited access to Bank loans. 

University of Dar es Salaam entrepreneurship centre 

Allen, E and Maghimbi, S (2009) African cooperatives and the financial crisis. Coop 

Africa working paper No 3 

Ameyaw A (2011).Causes and effects of loan defaults on the profitability of Okomfo 

Anokye Rural Bank. Thesis, Unpublished .KNUST 

Ameyaw-Amankwah, I. (2011). Causes and effects of loan defaults on the profitability 

of Okomfo Anokye Rural Bank. Thesis, unpublished. KNUST. 

Anjichi S.N (1994) Commercial banks’ lending techniques‟ paper presented at the 10th 

East Central Banking course, Kampala in June.  

Babbie E (1992). The practice of social Research. Ward worth publishing company . 

Califonia 

Balogun, E.D. and Alimi, A. (1990). Loan Delinquency Among Small Farmers in 

Developing  Countries: A Case Study of the Small-Farmer Credit 

Programme in Lagos State of Nigeria, CBN    Economic and Financial 

Review, 26(3). 

 Berger Allen N., and De Young Robert (1995). Problem loans and cost efficiency in 

commercial Banks. Economic and Policy Analysis paper. 

Bichanga, W. O., and Aseya, L. (2013). Causes of loan default within Microfinance 

institutions in Kenya.  Interdisciplinary journal of contemporary research 

in Business.Vol 4, No.12. 

Bigambah (1997). Lending methodologies, loan losses and default. Quick Books. 

CGAP, (1999). Measuring microcredit delinquency: Occasional paper no. 

3 CGAP secretariat1818 h street. Government printers.  



60 

 

Botha M.E (1989) .Theory development in perspective: The role of conceptual 

frameworks and models in theory development. Journal  of advancing 

nursing 14 (1), 49-55 

Calice, P (2013). African Development Finance institutions: unlocking the potential 

working paper 1974, Tunis African development Bank Group 

Cohen I and Holiday M.(1996). Practical statistics for students. Paul chapman 

publishers Ltd. Critique (99 4001-413) in M.S. Olisa 

De Servigny, et al (2004). The standard and poor’s guide to measuring and managing 

credit risk. McGraw Hill. 

Duffie et al (2003). Credit risk, pricing, measurement and management. Princeton 

university press. 

Emery, K (1984) the impact of trade credit use on firm profitability: empirical evidence 

from Sweden: Journal of advances in Management research, vol 13 No2 

pp. 116-129 

Fofack, H. (2005). Nonperforming loans in Sub-Sahara Africa: Causal analysis and 

macroeconomic implication. World Bank Policy Research Paper 3769 

Vol. 21; pp16. 

Foley, P (1992). Local economic policy and job creation. A review of evaluation 

studies. Urban studies, 29, (3-4) 

Gorter, N. &Bloem ,M. (2002). “The macroeconomic statistical treatment of Non-

Performing Loans Publication of the Organization for Economic 

Corporation& Development. 

Hainz, C,(2003). Bank Competition and Credit Markets in Transition Economies. 

Journal of Comparative Economics 31, 223-45. 

Honohan P (2010). Partial credit Guarantees: principles and practice. Journal  of 

financial stability , 6(1) 1-9 



61 

 

Hu, Jin-Li, Yang Li and Yung-Ho, Chiu (2006). Ownership and Non-performing 

Loans: Evidence from Taiwan’s Banks. Developing Economies, 

(Forthcoming). 

Irwin, D and Scot J. M (2010) Barriers faced by SMEs in obtaining credit in Ghana. 

Ghana 

Joel, B (1998) Risk Management in Banking. John willey and sons. 1998 

Jones L.D (1994). Home mortgage debt financing of non-housing investments, Journal 

of real estate finance and economic 9: 91-112 

Katunzi, T.M (2010) Tanzania SMEs perception towards adoption of supply chain 

Management strategy. International journal of business and Management, 

vol5, No 10, pp45-50 

Keenan. S. (1999). Historical default rates of corporate bonds issues 1920-1998.moods 

investor service. Global credit Research January 1999. 

Kosozi,M (1998). Risk Management and Sensitivity analysis . 

Kothari C.R (1990). Research methodology: Methods and techniques, Willey Eastern 

LTD, New Delhi. 

Kothari, C.R (2004).Research methodology: Methods and techniques, Willey Eastern 

LTD, New Delhi. 

Lando and David (2004) Credit risk modelling theory and application. Princeton 

university press 

Mori, N (2009). Access to finance for SMEs in Tanzania, in African entrepreneurship 

and small business development. Otme Company Ltd 

Nguta M and Guya , S (2013). Factors influencing loan repayment  default in 

microfinance institutions: the experience of Imenti north district, Kenya 

international  journal of applied sciences and technology. 



62 

 

Nkuah, J.K (2013).Financing small and Medium Enterprises (SMEs) in Ghana. 

Challenges and determinants in accessing bank credit. International 

journal of research in social sciences, vol2, No3 

Sheila A (2011). Lending methodologies and loan losses and default I a micro finance 

deposit taking institutions in Uganda. A case study of  Finca  Uganda 

kabala branch(MDI). Research report presented to Makerere University, 

Uganda 

Agarwal S and Chromsisenghet,S (2009). Consumer bankruptcy and default. “the role 

of individual social capital”. Working paper. 

Ahimbisibwe, G, (2002).The effects of Credit policy on Financial performance of 

deposit taking microfinance institutions in kenya. Masters thesis of 

finance school of Business, university of Nairobi. 

Awan,A (2015). Causes of loan defaults in pakistani Banks.A Case study of district 

D>G.Khan Ssn 1013-5316; coden: sinte 8.ci int. 

Bichanga, W (2013). Causes of loan default within Micro-finance institutions in 

Kenya. Jomokenyatta University of agriculture and technology, Nairobi, 

Kenya. 

Dahir,A (2015). The challenge facing Microfinance institutions in poverty eradication: 

A case study in Moghadishu. International journal of Humanities social 

sciences and Education. Vol 2 issues2, pp 56-62. 

Kakuru,J(2003). The management of loan portfolios and the performance of 

indigenous commercial banks in uganda. A case study of Uganda 

commercial banks and cantenary rural development Bank. MBA. Thesis, 

Makerere University, kampala.  

Kinyondo A, A (2009). Determinants of loan repayment performance in microcredit 

institutions. Evidence from Tanzania / Asian –African Journal of 

economics and Econometrics. vol 9. No 3 pp 337-345. 



63 

 

Randhawa,B and Gallardo ,J (2003). Microfinance in regulation in Tanzania.  

Implication for development and performance of the industry. African 

working paper series no 51.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



64 

 

APPENDIXES 

 

APPENDIX “A” 

 

QUESTIONNAIRES FOR BANKERS 

1. Branch name ……………………………………. 

2. Position……………………………………………. 

3. Years stayed in the organization…………………………. 

4. What are the bank risks caused by lending to SMEs? 

5 Do you have a record of SMEs loan Defaults? 

6. How many SMEs have failed to return their loans? 

7. What are the determinants of loan defaults? 

8. Which period do loan defaults occur more? 

9. What are the factors considered by the bank before loan provision? 

10. Which strategies do CRDB uses to mitigate loan defaults? 

11. Do changes in political regimes affect loan portfolio? 
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APPENDIX “B” 

 

QUESTIONNAIRES FOR SMEs 

1. Name of SMEs……………………………. 

2. Location of SMEs………………………… 

3. Leadership position………………………. 

4. Do you adhere to the CRDB lending policies? 

5. Do you keep record of loan defaults in this office? 

6. What are the factors that hinder SMES to repay back their loans 

7. Do you have a record of loan bracket in this organization? 

8. What are the impact of loan default to SMEs 

9. Do changes in political and economic environment facilitate loan defaults? 

10. Are you satisfied with interest rates charged by CRDB? 

11. Are qualified to process a new loan? 

12. Do CRDB loan officers visit your business? 
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APPENDIX C 

AN INTERVIEW QUESTIONS FOR BANK OFFICERS 

1. What are the legal implications to SMEs that fail to make loan repayment? 

2. How does CRDB bank regulate its interest rates to its borrowers? 

3. What are the current risks that CRDB bank encounters when giving loan to 

SMEs? 

4. Do loan Officers attend regular training in order to enrich their loan collection 

skills? 

5. Is there any strategy that may avoid SMEs to default their loans? 

6. Does loan default affect job security for bank employees? 
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APPENDIX D 

AN INTERVIEW QUESTIONS FOR SMEs OWNERS 

1. How many years have ever been in this business? 

2. Have you ever experienced loan default in your business? 

3. What strategies do this company undertake in order to avoid loan defaults? 

4. How many banks have you taken loans in order to progress your business? 

5. Are you satisfied with CRDB bank’s lending policies? 

6. How does loan default affect employee’s retention in your business? 

 

 


