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DEFINITION OF TERMS

Interest rate: This is the money that is charged by a bank upon any one who gets a loan.
Repayment: This is the act of taking back the money one has browed from a financial
institution.

Loan: This is the amount of money some one brows from a financial institution



ABSTRACT

The research was carried out to study the effect of interest rates ceiling on loan repayment in
Uganda’'s commercial banks with specific regard to Equity Bank, analyzing the impact of interest
rates fluctuation (rising and falling interest rates) on loan repayment in Uganda’s commercial
Banks a case study of Equity Bank and analyzing the effects of interest rate on the supply of

loans.

The study established that most Equity Bank customers were aware of the influence interest rates
have on micro-credits in regard to business performance. It was established that the provision of
loans to entrepreneurs has a great impact on the businesses performance. This partly explains
unenthusiastic regard of the management of Uganda Micro Finance Institutions to their
improvements, in the credit terms to their clients entrepreneurs. The study also established the
most important cause of poor business performance and collapse as being amongst others the

high interest rates, limited amount lent, lack of entrepreneurship skills and high taxes.

The researcher recommends that Equity Bank should endevour to conduct some entrepreneurship
skills and loan servicing short training workshops if it’s to meet its objectives. It should also
revise its terms of lending and reduce on the interest rates to enable entrepreneurs make profits
and be able to service their loans as this will lead to the growth and continuity of their

businesses.



CHAPTER ONE

INTRODUCTION

1.0 Background to the Study

Interest rates can be classified as either short-term or long-term. For example, you can take out a
home loan with the interest rate fixed for 20 years. This is considered a long-term interest rate.
You make the same payments over these years, regardless of whether interest rates rise or fall.
Alternatively, when you use your credit card or take out a personal loan you are borrowing
money at an interest rate that can change in the short term. As a general rule, short-term interest

rates tend to be higher than long-term interest rates.

Traditional finance theory argues that as the size of a loan expands, the interest rate on that loan
rises to accommodate the increased risk associated with the loan. However, utilizing firm-level
data of the Barbadian banking industry, it is observed that the smaller the loan's size, the greater
the interest rate applied, and vice versa. Yet, using a fixed effect panel data framework, this
article also shows that the interest rate differences among loan sizes can be mainly explained by
the borrower's characteristics for local banks while for foreign banks, its operating characteristics

are the most important factors.

Interest rates are a major concern in the banking and lending industry in Uganda. Financial
institutions have been accused of charging high interest rates and exploiting the consumers. This
has led to government through the Ministry of Finance passing a Financial Institutions Act with
an aim of protecting the consumers. The Act imposes interest rate ceilings on loan finance

provided by money lending/financial institutions. These ceilings are proposed to be linked to the



prime rate. Given this, it is not possible for them to charge full-cost recovery interest rates. This
paper tries to highlight the effects of interest rate charged, on loan repayment. It argues that the
biggest cost component of loaning financial institutions is administration costs and not the cost

of capital, thus hiking the interest charged on loan to prime rate is illogic.

According to UBOS (2005) results, access to loans and credit facilities has been and is still a
major problem for a large portion of Ugandan society. The problem is most significant amongst
the disadvantaged and especially in rural areas where the majority of people don’t have access to

formal banking services due to lack of collateral security.

1.1  Statement of the Problem

The number of commercial banks in Uganda has continued to increase day by day at a high rate,
which has aggravated the competition between government and the private sector for loanable
funds. Despite the increased competition especially amongst many commercial banks, interest
rates have remained high; Equity bank not being an exception. This has reduced the customers’
borrowing and loan repayment capacity leading to an increased number of loan defaulters. The
intent of this study therefore was to examine the effect of interest rates on loan repayment and

why customers fail to repay back the loans in time.

1.2 The main Objective
The main objective of the study was to establish the relationship between interest rates and loan

repayment in Equity bank Uganda.

1.3 Specific Objectives

The specific objectives of the study were:



(i)

(ii)

(iii)

1.4

To study the effect of interest rates ceiling on loan repayment in Uganda's commercial
banks with specific regard to Equity Bank

To analyze the impact of interest rates fluctuation (rising and falling interest rates) on
loan repayment in Uganda’s commercial Banks a case study of Equity Bank

To analyze the effects of interest rate on the supply of loans

Research Questions

The study was guided by the following questions:

(i)

(i)

(i)

1.5

1.6

What is the effect of interest rates ceiling on loan repayment in Uganda’s commercial
banks?

What is the impact of interest rates fluctuation (rising and falling interest rates) on loan
repayment in Equity Bank and the general commercial banking industry

What is the effect of interest rates on the supply of loans?

Scope of the study
This study covered the relationship between interest rates and loan repayment in Equity

bank Uganda. The research was carried out in Equity Bank Uganda, taking Masindi

Branch as case study.

Significance of the Study

This study will be significant in the following ways:

(i)

It will provided customers with an understanding of why commercial banks are

charging a given interest rate on loans, which in-turn affects their repayment of loans



(ii)

(iif)

(iv)

It will explain why despite commercial banks’ effort to revise interest rates, customers

still face challenges in loan repayment.

It will give government an insight on how to intervene to reconcile banks and their
customers with an aim of giving way to increased loan accessibility by potential

customers.

It will also help identified other areas in the financial sector that require exploratory

research in relation to interest rates and/or other areas in banking.



CHAPTER TWO
LITERATURE REVIEW

2.0 Introduction.
This chapter presents the literature review of the study. It is divided into six sections. Section

2.1 presents the concept of the interest rate while 2.2 presents the overview of Uganda’s financial
sector. Section 2.3 regulatory framework while dection 2.4discusses the effects of rising and
falling interest rates. Section 2.5 discuses the effect of interest rates on the loan repayment and

section 2.6 presents the effect of the interest rates on the supply of loans.

2.1 The concept of the interest rates
According to Micheal p. Todaro (1992), interest rates is the amount the borrower must pay to the

lender over and above the total borrowed expressed as the percentage of the total amount of the
funds borrowed.

ACCA (2003), explained the interest rates as a measure of the cost for the borrowing. Bank
interest rates are rewards expected by the lenders (bank) for the period the borrower spends using
the borrowed funds. It is the time value of money for the funds granted to borrowers in a specific

period of time.

2.1.1 Types of the interest
David C.(1990) categorizes the interest rate as the bank base rates, personal loan rates, deposit

rate, inter bank interest rates, house purchase loan rates and the overall level of interest rates
while Wikipedia Articles(2007) categorized interest rates as simple interest rates, compound
,cumulative and real interest rates.

According to APPS (1991), interest rates are regarded as purely monetary phenomenon, a

payment for the use of money. The possession of the actual money wills our disquietude and the



premium which we require to make us part with the money is the measure of the degree of our
disquietude.

By the way of contract, this theory emphasizes the supply and demand for money, arguing that it
is the interaction of variables which determines the interest rates. It stated that the classical
theory focuses on what might be termed as the economic variables and argues that the level of
real interest rates is determined by the level of savings ( which provides the level of loanable
funds) and the level of investment in the capital equipment ( which provides the demand for the
loanable funds). This theory dismisses the relevance for the money, arguing that its use is to

merely determine the absolute price level and does not influence the interest rate.

2.1.2 Factors that determine changes in the general level of interest
rates

Robert L.H (1969) asserts that when lenders or investors are uncertain about the future interest
rates, they may wish to hedge their belts. This introduces new dimensions into the interest rates
calculations and gives rise to the term structure of the interest rates while APPS(1991) noted that
the inflationary policies and the related monetary policies would often bring about an increase or

the fall in the general level of the interest rates.

2.2 Overview of Uganda’s Financial Sector

Uganda’s financial system is characterized by the co-existence of formal and informal financial
markets. The formal financial markets, which mainly comprise of commercial banks,
development banks and credit institutions mainly exist in urban areas and offer a narrow range of
financial services. To a great extent, these banks primarily concentrate on providing working
capital mainly to medium and large-scale enterprises. Furthermore, the formal financial

institutions are inflexible in their operations, with respect to the needs of the small-scale



enterprises and the poor people in the rural areas who may not have collateral or well-written
feasibility studies to solicit for loans. As such, the rural areas, where the majority of poor people
live, remain either under-banked or served by informal financial institutions. UBOS (2005)
estimated that only 10% of the rural population and 5% of the rural poor have access to financing
services in terms of saving and credit. This limits the rate of investment and employment

creation particularly in rural areas, thus constraining overall economic growth

2.3 Regulatory Framework

Bank of Uganda was established in 1966 to provide regulatory, supervisory and advisory
functions in the financial sector as stipulated in the Financial Institutions Statute, 1993 and
policy regulations. The statute stipulates that the bank shall formulate and implement monetary
policy directed to economic objectives of achieving and maintaining economic stability. The
current Financial Institutions Statute 1993 which covers banks and credit institutions is weak and
has been revised extensively by the Bank of Uganda. The Financial Institutions Statute 1993 will
be repealed when the Financial Institutions Bill 2001 is enacted into law. When signed into law,
the Financial Institutions Act 2001 will strengthen the prudential regulations governing banks
and deposit taking by non-bank financial institutions. According to Musinguzi, P, Bategeka, L,
Katarikawe, M. (1994), it will in particular raise minimum capital and on-going capital
adequacy requirements, strengthen restrictions on insider lending and large loan exposures and
introduce a requirement for mandatory prompt corrective action to be imposed on distressed

banks by the regulators.



2.4 Effects of rising and falling interest rates

One factor that influences the level of interest rates in Uganda is the actions of the Central Bank
of Uganda (BoU). In trying to avoid massive swings in the business cycle, the BoU will adjust
short-term interest rates. It raises interest rates to slow down an economy that is expanding too
rapidly and lowers them when the economy is heading for a recession. Rising and falling interest
rates will directly affect consumer and personal financial decisions. Rising interest rates make
saving relatively more attractive and borrowing relatively more expensive. Falling interest rates
have the opposite effect. Consequently, the effect of an interest rate rise or fall will depend on

whether you are a saver or a borrower.

2.5 Effect of interest rates on loan repayment

The level of interest rates has a direct effect on a consumer's ability to repay a loan. For example,
Thordsen and Nathan (1999), assert that when interest rates are low, people are willing to borrow
because they find it relatively easy to repay their debt. When interest rates are high, people are
reluctant to borrow because repayments on loans cost more. Some consumers may even find it
difficult to meet their existing loan repayments, especially if interest rates increase faster than the
rise in a consumer's income. If interest rates rise sharply and stay high for a long period, some

consumers will default on their loans.

2.6 The Effects of an Interest Rate on the Supply of loans

When the Government regulates the working of the market, supply and demand cannot interact
freely to find the equilibrium quantity and price. When there is an artificial ceiling the allocation
of resources is distorted if the equilibrium price is above the ceiling. The consequence is people

who want finance, but due to their circumstances do not qualify at the ceiling interest rate are



denied access. As this large segment of the market cannot access funds in the formal economy
they have to resort to the informal economy. By limiting the interest rate chargeable, the
government may force many actors in this sector out of business existence. By placing a ceiling
on the interest rate, but not providing an alternative means of finance, the government effectively
excludes the people they were trying to protect. And, since interest rates are not allowed to rise
above a given price, there are no incentives to expand the quantity of loans offered and this will
create a shortage. Basically this will encourage people to consume more of the service than if the
market price were charged. One of the key factors influencing the lack of supply of credit to
small enterprises is the non-recoverability of costs. Charging a rate of interest on loan is the main
source of income for almost all financial institutions in the banking industry. It is the only way
by which they can recover their costs — financial, operating and risk. The components of an
interest rate in most loans includes, Cost of capital, Sufficient return to cover the risk of loan loss

or bad debt, Operating costs and A profit margin.

Given these, the banking or lending institutions can only survive by fully recovering all the costs

of the first three components, and grow if they can also receive the last component.



CHAPTER THREE
RESEARCH METHODOLOGY

3.1 Introduction
This chapter presents the research design, study population, sampling method, data source,

Methods of data collection and instruments, data analysis and limitations to the study.

3.2 Research Design
This research was conducted in the Uganda’s banking industry using Equity Bank as a case
study. It was carried out using a case study research design being a non-experimental, thus, it

aided in the collection of both qualitative and quantitative data.

3.3  Study population

This research was carried out in Equity Bank Masindi branch covering its staff with concern to
loans and customers. This choice of the population has been based on the fact that the study
variables are specific concern and a direct for personnel responsible for interest rates and loan

repayment.

3.4. Sampling method

Due to the large size of the population and other constraints, the researcher used both random
sampling and purposive selection to reduce on the size of customers. This was opted for basing
on the fact that the study targeted officials responsible for and in charge of loan and all bank
customers. Therefore, the sample population depended upon the number of customers who were

got.

10



3.4.1 Sampling design
The desired sampling design was stratified random sampling to select respondents from selected

departments because there was homogeneity within each department.

3.4.2 Sample size
The sample size was 60 comprising of 10 Equity bank officials and 50 bank customers. This has
been arrived at by estimation of the number of banking officials in charge of loaning and the

planned number of customers who participated in the study.

3.4.3 Sampling procedure
The study used stratified random sampling for selecting some customers for response as well as
the bank staff in the sampled area. Purposive sampling was also used so as to select respondents

in this case targeting Bank officials for and in charge of loan and all bank customers.

3.5.0 Data sources
The findings of the study greatly depended on primary and secondary sources.

3.5.1 Primary data
This is data that was got directly from the field. It was collected using questionnaires and

interview guides.

3.5.2 Secondary data
The researcher read related literature relevant to the subject before and during the study (interest
rates and loan repayment) in commercial banking obtained from previous studies, text books,

journals and reports from BoU and Equity Bank itself.

11



3.6.0 Methods of data collection and instruments

Administered interviews were given to a selected sample of the bank staff and questionnaires
to the credit clients to obtain attitudes and information about the influence of interest rates on
loan repayment. Questionnaires ensured increased response rate due to their clarity and
simplicity. The study collected data from a cross-section of respondents using a combination of

study instruments and these included,;

3.6.1 Interview method
The interview method was employed to collect data from banking officials in the loan

department. It was preferred basing on the fact that most of the administrators are usually more
respective to detailed discussions especially when conducted at their workplaces. The face-to-
face interviews certainly allowed in-depth investigation especially because they facilitated
probing of the study subjects for both additional responses and/or clarity. An interview format
was designed to guide the interviews and as a tool that ensured consistency in the interview

process.

3.6.2 Questionnaires
A questionnaire is a predetermined written set of questions used to obtain data from the

respondents by having the responses in writing. The researcher used questionnaires in order to
gather quantitative data from both categories of respondents. Questionnaires were preferred in
the study because they are a convenient method since respondents gave their responses

independently and secretly.

12



3.6.3 Observation
The researcher moved to the bank to see how the loan officers, borrowers and tellers were

operating. Majority of the customers in the loans section were applying for loans while very few
were bringing in their installment payments. Majority of those who were paying their loan

installments were even not paying full installments and were begging for a grace period.

3.7 Data Analysis
Data from the field was carefully classified, edited, basing on clarity, completeness, accuracy

and consistence to ensure reliability. Data analysis was based on the objectives of the study and
done by use of Statistical Package for Social Sciences on collected data to draw meaningful

interpretation and conclusion to give findings and suggestions.

3.8 Limitations of the study

The following were highlighted as the limitations to this study;

High costs to cover all the research requirements.

) Limited time in which the research was to be completed.
i) Inconsistencies in information given by different respondents.
iii) Difficulty in data sourcing; the researcher may find difficulty in getting the right

information from the selected population.

iv) Problems in coding and data analysis.

13



CHAPTER FOUR

DATA PRESENTATION, ANALYSIS AND DISCUSSION OF
FINDINGS

4.0 Introduction

This chapter presents the research findings, analysis and interpretation in accordance to the study
objectives. The data presented in this chapter is based on a sample survey carried out among
equity bank’s customers of Masindi branch in Masindi district. Out of the sample population of
60 respondents, 10 were officers from Equity Bank and 50 were bank customers. Descriptive
statistics have been used to analyze data and frequencies and percentages have been summarized

in tables

4.1 Sample Characteristics
The sample characteristics were in terms of gender, marital status, age and number of years spent

while using micro-credits. The table below shows the respondents’ age.

Table 4. 1: Respondents’ Age

Age Frequency Percentage
Less than 20 1 2

21-30 27 45

31-40 21 35

41-50 8 13.3

51-60 3 4.7

60+ - -

Total 60 100

Source: Primary source

14



Table 4.1 above is a presentation of the respondents’ distribution by age. According to this table
out of the 60 respondents in the sample, only 2% of the respondents were less than 20 years of
age and 4.7% were aged between 51 and 60 years. 13.3% were between 41-50 years and 35%
were aged between 31-40 years. Majority of the respondents were between 21-30 years implying
that most of the customers in the study area were youths below 30 years and above 20 years of
age. It was found out that a few aged people are engaged in the business sector and have access

to micro credits.

Table 4. 2: Respondents’ Gender (entrepreneurs)

Sex Frequency Percent
Male 24 40
Female 36 60
Total 60 100.0

Source: Primary source

The characteristics of gender are shown in Table 4.2 above. According to this table, majority of
the respondents reached during the study were women who made up 60% of the total sample
population and only 40% were men. This implies that women have accessed micro credit
schemes than men and from the researcher’s observation during the study, majority of the
women’s loans are recovered because of their effective loan repayment and not interest rate,

however, the 40% of the respondents indicate the presence of businessmen.

15



4.2  Time spent using loans (micro-credit schemes)

Table 4. 3: Shows the time spent while using micro-credits

Years Frequency Percent
Less than 1 8 13.3
1-2 5 8.3
2-3 2 3.4
3-4 17 28.3
4-5 4 6.7
5-6 20 33.3
6 and above 4 6.7
Total 60 100.0

Source: Primary source

Table 4.3 above shows the number of years spent since the joining of micro credit scheme. In
other words, this section was intended to find out how long the selected respondents have been
using and/or supported by micro credit loans in their businesses. It shows that most of the
respondents have used these loans for many years (more than three years). This can be seen by
the 28.3% and 33.3% of the respondents had used micro credit loans for 3-4 years and 5-6 years
respectively. 6.7% of the respondents have been using micro credits for 4-5 years and another
6.7% for more than 6 years. This means that majority of the respondents had used micro credits
since 1999 till the time this study was carried out. At the time of the study, 13.3% of the

respondents had not yet completed a full year while using micro credits and while 8.3% had used

16



micro-credits for 1-2 years while 3.4% for 2-3 years an indication of a small percentage of the

respondents/entrepreneurs who had just joined micro credit schemes under Equity Bank.

4.3 The role of Micro-Credit loans enterprise development with reference to

Equity Bank loans

Table 4. 4: The extent to which micro credits have helped improve business performance

Response Frequency Percentage
Great extent 18 30

Less extent 26 43.3

Very less extent 16 26.7

Total 60 100

Source: Primary source

From Table 4.4 above, 30% of the respondents proved that micro credit loans have had a great
influence on their business performance and 43.3% pointed out that micro credits (loans) have to
less extent helped their businesses improve on their performance while 26.7% more or less
attributed no positive role of micro credits (loans) in their performance. However, according to
these findings in this Table (4.4), it can be asserted that Equity bank loans have had a great and
significant role and/or influence in improving business performance in the study area (consider

30% and 43.3% of positive response).

The researcher also examined the relationship between experience and business growth. This

approach was intended to give the study an in-depth analysis of the effect of Equity bank loans
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on the level of business growth by the different categories of respondents and other variables so

as to establish any similarities, differences and relationships with the aspects of performance.

Table 4. 5: Analysis of the impact of Interest rate on loan and business performance in

Masindi District

Response Frequency Percentage
Strongly agree 12 20

Agree 34 57

Strongly disagree 4 7

Disagree 10 16

Total 60 100

Source: Primary source

According to table 4.5 23% of the respondents expressed a disagreement that micro-credit loans
have helped their business grow. These respondents, in an interview explained that the bank
charges high interest on loans and it is this high interest rate that have significantly affected their
business operations and other claimed that, this effect have been witnessed with their profit
margins hence making repayment difficult and the end result is closure of businesses. On the
other hand, 77% proved with agreement that micro credit loans have helped their business grow
however, many respondents accused the bank of charging high interest rates, which they claimed

might affect their repayment with time if not revised.

Basing on these study findings, it was found out that though some customers have had their

enterprises achieve some levels of growth, virtually all respondents complained about high
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interest rate and proved its effect on their repayment of loans. It was further found out that many
micro-credit customers have pulled out using loans any more while others are planning to stop
seeking for loans once their current running loans are fully repaid if, the bank does not revise its

interest charged on loans.

But according to one Equity Bank supervisor in the loan department, some claims were true as
he claims, “many businesses have grown from the small size capital to large capital as a result of
loans;” however, different respondents criticized the method of lending as being uneasy. The
criticism mainly was on the previous Micro-credit group lending method that in many cases it
affects other parties who properly service their loans yet there are others who have intentions of
defaulting or fail as a result of their business failure. It can therefore be inferred that though
micro credit loans have caused business growth in the study area, the high interest rates on loans
have affected their repayment and might continue to affect more as well as business failure to

increased premium and inability to repay back.

Table 4. 6: Equity Bank staffs’ response on the effect of interest rate on loan repayment

Response Frequency | Percentage
Very great influence 8 80
Less influence 2 20

Source: Primary source

This category of respondents included mainly officers from the loans department, audit/accounts
department and other administrators. The researcher analyzed responses from 10 respondents

from the bank. The responses elicited according to the researcher’s analysis, 80% of the
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respondents asserted that interest rates significantly affect customers’ loan repayment and the
banks loan recovery while, 20% proved it to have had less influence. The whole response here
means that interest rates significantly affect loan recovery since none of the respondents declined
to the fact. However, though high interest rates has that effect, officials from the bank also
proved that their loans despite the fact that they are subjected to high interest rates, have had a
very great role in improving business sector and therefore performance stating that micro-

enterprise businesses have excelled due to their loans.

Table 4. 7: Analysis of the proposed factors leading to loan defaulting in Masindi District.

Response Frequency Percentage
High interest rates 26 43.3

Short repayment period 3 5

Small loans 11 18.3

Fiscal policy (taxation) - -

Social problems (domestic) 4 6.7

Lack of entrepreneurship skills 16 26.7

Total 60 100

Source: Primary source

From Table 4.7, results of micro credit problems affecting loan repayment in Masindi District
were analyzed. The researcher analyzed respondents’ views on some limitations that affect loan
repayment such as high interest rates, short repayment period, the government fiscal policy (tax)
remuneration, size of capital (loan), social problems, lack business skills. In this Table 4.7,
interest rates and small loans offered featured more frequently. Respondents in this research who

criticized the high interest rate and lack of entrepreneurship skills as factors behind loan
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repayment and affecting their business growth and performance accounted to 43.3% and 26.7%
respectively of the total number of respondents and this was followed by those who criticized the
small size of loans offered (18.3%). Criticisms against short repayment period were 5%, social
problems and domestic problems experienced with the business owners were 6.7%, while none

of the respondents attributed loan repayment to taxation.

4.4 Analysis of Loan Repayment and Interest rates.

Table 4.8: Interest Rate charges

Response Frequency Percentage
Strongly agree 13 21.7
Agree 29 48.3
Not Sure 5 8.3
Disagree 9 15.0
Strongly Disagree 4 6.7
Total 60 100.0

Source: Primary source

The responses in Table 4.8 were given towards the statement that “the interest rate charged is
high.” About 70% of the respondents were in agreement with the statement. They claimed that
other banks provided friendly interest rates but dealt with Equity bank due to the ease with which
they could access the loans. However, all the 10 Equity bank officials disagreed with the

statement as it would contradict with their operations.
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Table 4.9: Loan Repayment process

Response Frequency Percentage
Strongly agree 4 6.7
Agree 8 13.3
Not Sure 5 8.3
Disagree 28 46.7
Strongly Disagree 15 25.0
Total 60 100.0

Source: Primary source

The responses in Table 4.9 were given towards the statement that “Loan repayment is a smooth
process.” About 75% of the respondents were in disagreement with the statement with all the
bank officials (10) disagreeing or strongly disagreeing. Bank officials said that majority of the
people default due to various reasons above and recovering the money from them is not an easy

process.

Table 4.10: Relationship between Interest rate and Loan repayment

Correlations

High Interest rate  |Loan Repayment is a
charged smooth process
High Interest Pearson 1.000 -.246
rate charged Correlation
Sig. (2-tailed) : .690
N 5 5
Loan Pearson -.246 1.000
Repayment is a Correlation
smooth process Sig. (2-tailed) .690 .
N 5 5
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Data in the tables 4.8 and 4.9 was correlated. Pearson Correlation r equals -0.246 at 0.690
significance level. This indicates a negative correlation between high interest rate charged and
the loan repayment being a smooth process. This implied that as the interest rate charged

increases, loan repayment becomes a difficult process both on the side of the borrowers and the

bank.
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CHAPTER FIVE
SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1  Summary

This chapter is a synthesis of the earlier discussions. The main objective of the study was to
examine the effect of interest rates on loan repayment, a case study of Equity Bank Masindi
Branch in Masindi District. The specific objectives of the study were; to investigate the effect of
interest ceiling on loan repayment, to analyze the impact of interest rates fluctuation on loan
repayment and to analyze the effects of interest rate on the supply of loans. Existing literature on
the subject under study was reviewed. The study used questionnaires and interviews as data

collection instruments/methods.

It is of recent, not earlier than early 1990s that the government of Uganda liberalized the
financial sector. This aspect led to establishment of Micro finance institutions (MFIs) and under
this it initiated the micro-enterprise economic development, which was initiated, is being
implemented through MFIs. The main aim of this was to ease develop and boost the business
sector from the informal sector to SME (Small-Macro Enterprises) and fight the problem of
unemployment through job creation. As a result Uganda Micro Finance limited saw its route to
the seen as micro-credit financial institution, however, later, it was taken over by Equity Bank

under which this study was carried out.

This study mainly focused on the impact of interest rates on loan repayment in Equity Bank. The

study examined the level of interest rate in Equity Bank, loan repayment and recovery.
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The study was virtually of qualitative design, however, it comprised of some quantitative
aspects/data. Primary data was got from a cross section of the bank customers and staff of Equity
Bank. Documentary review, structured and semi-structured questionnaires and in-depth

interview were the techniques used to collect data.

This study clearly shows that there is to great extent a close relationship between interest rates
and loan repayment in conjunction with business growth and performance. High interest rates,
coupled with lack of entrepreneurial skills were seen as the major factors that have a direct
bearing with the loan repayment among Equity Bank loan customers. Literature available clearly
shows that however much loans have great role in business growth and development and
therefore performance, the level of interest rates has a significant effect in premium repayment
thus one claim that a loan may not necessarily be solely the paramount factor, the self-efficiency
theory clearly shows that enterprise growth and performance is dependent on entrepreneurship
skills, which in many cases are equally districted to every person therefore giving loans to people

who lack skills to effectively and efficiently invest it is a waste of time.

The research, therefore, hoped to establish the relevance of some of the theories of loan
repayment and performance in the business sector and the effect of interest rates on performance
of small business in Uganda. To a large extent, the importance of micro-credits developing
enterprises was examined and its relationships to the dynamics business growth and development

were established. Further, the different factors affecting the loan repayment were also assessed.

The methodology constituted the use of a cross-sectional study design. The purpose of this
choice of research design was to enable the researcher get an in-depth description of the

performance factors relating to micro-credit and how they affect business performance.
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The data was collected using both quantitative and qualitative methods. Qualitative data
underwent both content analysis and thematic coding. Descriptive statistics were used to analyze
quantitative data. It was observed that micro-credit terms, size of loan, government policy and
entrepreneurship skills and other factors influence the performance of small business. The cross-
sectional study therefore provided the basis for understanding the relationships between micro-

credit and business performance.

5.2  Major Findings

The study established that all respondents were fully aware of the effect of interest rates role
played by micro-credits in regards to business performance. Basing on their views, they said that
the provision of loans to entrepreneurs has had a great impact on the businesses performance as
compared to businesses not facilitated by micro-credits; this partly explains unenthusiastic regard
of the management of Uganda Micro Finance Institutions to their improvements, in the credit
terms to their clients entrepreneurs. However the businessperson appeared to be supportive to the
micro-credit scheme, they yarned and claimed for increase of their loans and reduction on the
interest rates and requested for entrepreneurship skill training and loan investment workshop as

being the major factors that will lead to the improvement of their business performance.

The study did find out the most important cause of poor business performance and collapse as
being amongst others the high interest rates, limited amount lent that cannot facilitate reasonable
investments, lack of entrepreneurship skills and high taxes. Although there are other factors
affecting business performance in Uganda, the above four mentioned are paramount in regard to

the study scopes.
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5.3 Recommendations

The recommendations presented in this section have taken into regard the findings and
interpretations of this study. Consideration has been given to the effect of micro-credit on the
performance of small businesses, factors responsible for the poor of micro-enterprise
performance in Masindi in regard to micro-credit scheme and the suggested solutions to this poor

business performance and collapse.

The foregoing findings on business performance in this area and other parts of the city and
country at large confirms that the skills associated with entrepreneurship are rare and limited in
supply. This means that the abilities of the entrepreneur to cause effective business performance
are paramount but not every businessperson can have and exhibit them. However, people can be
taught to acquire the abilities that are necessary to make them entrepreneurs but not that every
one can perform the same way another person does. Unfortunately, the opportunities for
entrepreneurs are often limited by the economic environment, which surrounds them. This
therefore confirms the respondents’ criticism on the fiscal policy by government (taxation) in

chapter four table 4.7.

The researcher therefore recommends that EBUL should endeavour to conduct some
entrepreneurship skills and loan servicing short training workshops if it’s to meet its objectives.
Furthermore, the researcher recommends that EBUL should revise its terms of lending and
therefore reduce on the interest rates so as to enable entrepreneurs have room for making profits
to enable them service their loans as this will lead to the growth and continuity of their

businesses.
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In addition to the above, the entrepreneurs should formulate associations and organize seminars
and/or workshops for entrepreneurship skill acquisition and loan investment and servicing.
Further, EBUL and other MFIs should put a mechanism that will support its clients training
programmes and enforce them on how to use and manage loans and their enterprises so as to
ensure growth and continuity of their businesses. This will also help them taking up opportunity
cost while dealing in business and avoid diversification of funds to non-profitable business

ventures like for home consumption and other domestic (social problem solving).

From the study findings recommendations were sought and different views given on what should
be done as measures to over come the business failure, collapse and/or poor performance in
Uganda. It is proposed that all MFI should revise their interest rates to such amount affordable
by people at different economic levels. Further suggestions were that things like assessment fees
should be abolished completely or reduced so as to enable those intending to access micro-credit

facility do so at a reasonable and affordable cost.

In addition to the above, respondents called upon government to reduce taxes charged on small
businesses, saying that however much micro-credits are extended to small business enterprises
for development and /or boosting of the sector, high taxes cannot allow reasonable profit

generation.

Finally the researcher’s advice is that entrepreneurs should commit all their efforts and resources
to profitable business ventures other than diverting loans for consumption purposes and solving
domestic problems if their enterprises are to perform and grow and should endeavor to attend

entrepreneurship skills workshops and/or short training programmes.
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5.4  Areas for Further Research
The study has revealed that for a better understanding of micro-credit scheme and its tenet effect
on micro-enterprise performance in the growing global economic sector, other emerging business

trends need substantial investigation. The suggested areas are:

= Assessment of the links between micro-credit in the crossroad to macro entrepreneurship

in Uganda.

= The factors affecting the development of micro-enterprises in rural and peri-urban

business centres.

= Entrepreneurship skills development and business/enterprise development in Uganda

today.
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APPENDIX I:

MAKERERE UNIVERSITY
FACULTY OF ECONOMICS AND MANAGEMENT
BACHELOR OF COMMERCE (ACCOUNTING)

PARTICIPANT QUESTIONNAIRE

Dear Respondent

This questionnaire is being administered to collect data on the topic “Interest Rates and Loan
Repayment; A Case Study of Equity Bank Masindi Branch”. You are requested to participate in
this research and provide honest information on the questions asked. Your responses are
important and the information will be strictly confidential. Please complete this questionnaire in

accordance with instructions given. Thank you very much for your cooperation.

INTEREST RATES AND LOAN REPAYMENT; A CASE STUDY OF EQUITY BANK
MASINDI BRANCH

PART I (EQUITY BANK CUSTOMERS)

A) DEMOGRAPHIC DATA

1. What is your gender?

a) Male ) b) Female )
2. What is your age (in years)

a) Less than 20 years ) b) 21- 30 years ()
c) 31- 40 years O] d) 41-50 years )
e) 51- 60 years ) f) Above 60 years ]
4. Marital status

a) Married ) c) Widow(er) (]
b) Single ) d) separate ()

6. Occupation?



a) Civil servant ) b) Self employed ()
c) Private sector worker D
d) OTNErS (SPECITY).. ittt et e

B) THE ROLE OF MICRO-CREDIT LOANS ON ENTERPRISE DEVELOPMENT

WITH REFRENCE TO EQUITY BANK LOANS

1. Do you have knowledge on the Micro-Credit loans in Equity Bank and how they

operate?
a) Yes ) b) No )

2. Have you ever used Micro-Credit loans from Equity Bank?
a) Yes [ b)No ()

3. If Yes, for how long have you been using Micro-Credit loans?

a) Lessthanlyear [ ] d)3-4 years (]
b) 1-2 years ()]  e)4-5years ]
c) 2-3years ) f) 5-6 years )

d) 6 years and above C]

4. Do you think there has been an improvement in your business since you started using

Micro-Credit loans?

a) Istrongly Agree (] c) I strongly Disagree (]



b) 1 Agree () d) I Disagree ()

5. Ifthere has been an improvement, to what extent have the Micro-Credit loans helped

improve your business?
a) To great extent () c) To very less extent ]
b) To less extent (]

6. Do you face any challenges in using the Micro-Credit loans?

a) Yes (] b) No (]

7. If Yes, what are the challenges?

a) High interest rates

b) Short repayment period

c¢) Small loans

d) Fiscal Policy (taxation)

e) Social problem

70 00 0O

) Lack of entrepreneurship skills



8. Interest rate charged is high

Strongly
Strongly Agree | Agree Not Sure Disagree | Disagree
Tick
9. Loan Repayment is a smooth process
Strongly
Strongly Agree | Agree Not Sure Disagree | Disagree
Tick




APPENDIX Il

MAKERERE UNIVERSITY
FACULTY OF ECONOMICS AND MANAGEMENT
BACHELOR OF COMMERCE (ACCOUNTING)

PARTICIPANT QUESTIONNAIRE

Dear Respondent,

This questionnaire is being administered to collect data on the topic “Interest Rates and Loan
Repayment; A Case Study of Equity Bank Masindi Branch”. You are requested to participate in
this research and provide honest information on the questions asked. Your responses are
important and the information will be strictly confidential. Please complete this questionnaire in

accordance with instructions given. Thank you very much for your cooperation.

INTEREST RATES AND LOAN REPAYMENT; A CASE STUDY OF EQUITY BANK
MASINDI BRANCH

PART Il (EQUITY BANK OFFICIALS)
DEMOGRAPHIC DATA

1. What is your gender?

a) Male ) b) Female )
2. What is your age (in years)

a) Less than 20 years ) b) 21- 30 years ()
c) 31- 40 years 0O d) 41-50 years )
e) 51- 60 years ) f) Above 60 years ]
4. Marital status

a) Married (] c) Widow(er) ()
b) Single ) d) separate )

6. What is your position in Equity Bank?



a) Loan Officer ()
c) Auditor/Accountant D
d) OTNErS (SPECITY). i e e e e e e e e e e e e e

THE ROLE OF MICRO-CREDIT LOANS ON ENTERPRISE

DEVELOPMENT WITH REFRENCE TO EQUITY BANK LOANS

10. Do you think there has been an improvement in businesses of your customers who use your

Micro-Credit loans?
a) |strongly Agree ) c) I strongly Disagree (]
b) I Agree ) d) I Disagree (]

11. If there has been an improvement, to what extent have the Micro-Credit loans helped your

customers improve their businesses?
a) To great extent (] ©) To very less extent (]
b) To less extent ()
12. Do you think your customers face any challenges while using your Micro-Credit loans?
a) Yes (] b) No (]
If Yes, what are the challenges?
a) High interest rates )

b) Short repayment period D

VI



¢) Small loans

d) Fiscal Policy (taxation)

e) Social problems

) Lack of entrepreneurship skills

13. Interest rate charged is high

O 00U

Strongly
Strongly Agree | Agree Not Sure Disagree | Disagree
Tick
14. Loan Repayment is a smooth process
Strongly
Strongly Agree | Agree Not Sure Disagree | Disagree

Tick

VII




INTERVIEW GUIDE

1. Do you have knowledge on the Micro-Credit loans in Equity

Bank?....ooo oo

2. Do you know how they operate?

3. Have you ever used Micro-Credit loans from Equity Bank?

4. For how long have you been using Micro-Credit loans?

VI



