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The rate at which default among loan applicants is eating up the performance of loan
portfolios is so alarming. Apart from the risk-based approaches, there are certain factors
which if taken into consideration could minimize possible loan default. The study meant
to investigate the procedures and processes In granting business loans, examine the
purpose of the demand for business loans and investigate the factors which determine
loan default. The study involved 107 business loan applicants and 22 staff of the bank
studied. Qualitative and quantitative designs were employed. Questionnaires were used
to ascertain data from the respondents. Chi-square was used to determine factors which
determine loan default. The study found that loan procedures and processes were
cumbersome, business clients demanded loans for expansion purposes, the determinants
of loan default are years with bank, sectors clients belong to, diversion of loan for other
purposes and loan procedures and processes. The study recommends that banks recruit
experienced personnel in the credit department and review their cumbersome procedures
and processes for loan applications since it might result in diversion of loan purpose and

possible default.
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CHAPTER ONE

INTRODUCTION

1.1 Background of the Study

Over the years, banking institutions worldwide have been active in contributing their
services towards the growth and development of many countries. Banks perform several
functions including maintaining a safe-deposit vault, acting as money-changer, selling
bonds and other investments to customers, acting as trustees and business manager,
receiving deposits and selling credits to their clients (Oliveira & Hippel, 2011). Indeed,
banking institutions are licensed by the state to mobilize deposits, and provide lending
services as a whole to clients in their local communities; provide adequate supply of
credit for all legitimate business and consumer financial needs; and reasonably price
credit in line with competitively determined interest rates. Indeed, disbursing loans is
the principal economic function of financial institutions to fund consumption and
Investment expenditure by individuals, businesses and units of government. It is also the
major source of income provider to the banking institutions. Of a greater value, Is the
function of mobilization of deposits and lending them as loans for both large and small
scale businesses customers who are unable to raised money from internal resources to

finance new projects or to augment the existing businesses (de la Torre & Peria, 2010).

Bank loans have bsgn-Instpamental in the sustenance of many businesses, worldwide.
The provision of loans over the years by banking institutions has helped many business
enterprises to secure relevant funding for their businesses, expand human resource base,
and consequently improve productivity (Dixon, Ritchie, & Siwale, 2007). Loan

advancements are categorised into various types such as personal, mortgages, auto and
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business loan depending on the purpose for contracting the facility. Loans can be
defined as money that an organization such as a bank, lends to a borrower who in turn,
IS expected to repay at an agreed term and condition. Granting loans-(short term,
medium term and long term) are important functions of banking institutions (Dixon,
Ritchie, & Siwale, 2007). Loan default goes a long way to impact on the growth and

development of many businesses in Ghana.

According to Stiglitz (2007), a major problem for institutional lenders is ensuring that
borrowers exercise prudence in the use of funds so that the likelihood of repayment is
enhanced. However, access to loans are contingent on various Institutional
conditionalities including the capability for repayment, availability of relevant collateral,
and the track record of clients, including businesses that intend to access such loans
(Khieu, Mullineaus, & Y1, 2012). The management of loans by banking institutions are
also associated with risk of recovery, loss in value during repayment period, and the
difficulty of converting loans into liquid cash until it is due to be repaid.

Recovery rates on defaulted loans play critical role in credit risks (Khieu et al., 2012).
According to Mishkin (2007) default risk is the chance that the issuer of a bond will
default, that is, being unable to make interest payments or pay back the face value when
the bond matures. This is because many lenders equate time with risk. Risk associated

with loan-defaults may increase with time. Banks therefore resort to charge interest on

loans (which increases with the loan term) to compensate for some of the risk associated
_ with advancing loans. In some cases, lending institutions are challenged by the high rate
of loan default. Reasons for such defaults have mainly been influenced by the size of
companies-smaller companies have small cash, are unable or unwilling to take on

competent managers to handle finances, marketing and other assignment (Stein, 1998).
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This is compounded by the fact that about 75% of businesses in Ghana are within the small

and medium size bracket (Bank of Ghana, 2010).

Unfortunately, debt collection in Ghana is difficult due to the cumbersome nature of the

country's legal processes and procedures in prosecuting loan defaulters. Again, banks

feel reluctant in sending clients to court due to the wrong public perception of the banks
Image when the case is been published in the media. Furthermore, banks would like to

sustain the cordial relationship between them and their clients.

The implication of loan default on the banking sector provides an underlying foundation
for this study to investigate the determinants of loan defaults among businesses in
Ghana, and also provide some understanding into the processes and procedures of
granting business loans of clients of Sahel Sahara bank, Ghana. The Bank was
established in 2008 by the community of Sahel-Sahariene States of Africa (CENSAD),
and has been active in the banking sector in Ghana. Sahel Sahara Bank, Ghana has been
active in providing long-term credit for the agro-processing sector, promote regional
trade between Ghana and the rest of Africa, and support export diversification in Ghana.
Sahel Sahara Bank has also been challenged by business loan defaults in their credit line
facilities including issuing letters of credit, bank guarantee, overdraft facilities, and

short, medium, and long-term loans.

Itis in view of the challenges associated with loan defaults that this study is being carried
out to investigate the reasons for loan defaults among business clients of Sahel Sahara
Bank, Ghana. It will also examine the sectors which record high loan default rate in

Sahel Sahara Bank, Ghana.



1.2 Statement of the Problem

In the early 1970s through to the 1990s, Ghana embarked on a comprehensive financial
sector adjustment programme to mobilize financial resources for investment and growth.
The financial sector reform had its primary objective which was the enhancement of the
soundness of banking institutions in order to improve deposit mobilization and credit

allocation to the private sector for investment and growth.

The banking sector has been active in providing critical funding for many businesses in
Ghana but challenges such as loan default is affecting the proper implementation of loan
arrangement for the business sector (Ajayi, 1992). Studies by the Bank of Ghana over
the years (2006-2011), have proved that non performing loans have hovered at 618 %
(247.8-1,369.4 million Ghana cedis) of the total assets of Ghanaian banks. Of this value
commerce and finance are the major defaulters (35.4%) and with Electricity and Gas
being the lowest of 3.2% (Bank of Ghana, 2012). The large margin of loan default in
many financial institutions may have dire implications for capital and money supply of
banking institutions in Ghana (Aryeetey & Udry, 1997). Banking institutions affected by

loan defaults may have to resort to measures including writing off such loans._seeking
egal means-to-reclaim oanq shrinking of bank's loan portfolio, and sale

of bank's shares to remain in compliance, and acquire additional reserves to meet the
reserve ratio requirements (Dixon et al., 2007).

Despite many pragmatic reforms undertaken by banks to mitigate the issue of default
risk associated with credit disbursement, the problem still persists. BASEL 1l has been
Instrumental in addressing the increasing spate of loan default (Bank of Ghana, 2011).

BASEL Il recommended that, to curb the loan default risk, every bank must create
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within its establishment a risk management department to thoroughly review any loan
deal. This recommendation is to help detect any possible risk associated with a loan and
help avert such risk even before the loan is approved for disbursement (Bank of Ghana,

2011).

Further to the above strategy, many commercial banks in Ghana, including Sahel Sahara
Bank (Ghana) have reviewed their loan application procedures to make it flexible to
support easy access and repayment of loans contracted. In some cases, provisions have
been made for borrowers to make repayments on weekly and monthly basis. In specific
cases as well, borrowers are allowed to access loan top-up to defray previous loans, and

also allow for repayment on newly agreed terms (Sahel Sahara Bank, Ghan, 2012).

Irrespective of all these measures taken by Sahel Sahara Bank (Ghana) the loan defaults
are still perpetuating and this actually leaves much to be desired. For example
comparative account of the bank's balance sheet as at the year ending 2012 published in
2013 denotes that there was an increase in total loan booked from GHS 38,860,898 in

2011 t6OHS 65,156,201 in 20 2 indicating a percentage increase of 40.36%. However,

the loan impairment charge also increased from GHS 1,078,858 in 2011 to GHS

4,265,123 indicating a percentage increase of 295.3% (Daily Graphic 28" March, 2013
pg 50, 51).

This clearly shows a high rate of non-performing loans in the bank's books and hence a
cause for worry. The ascendancy of this default risk has actually necessitated for deeper
Investigations into the issue in order to find out the reasons why these loan defaults are

still persisting despite all the measures being employed by the bank to remedy the
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situation. Apart from the risk-based approaches, there are certain factors which if taken
Into consideration could minimize possible loan default. It is against this background
that this study is being conducted to investigate the procedures and processes in granting
business loans, examine the purpose of the demand for business loans and the factors

which determine loan default.

1.3 Objectives of the Study
The general objective of the study is to investigate the factor that causes loan default

among business clients of Sahel Sahara, Ghana.

The specific objectives of the study are:

® To assess the process and procedures for granting business loans at Sahel Sahara

Bank, Ghana.

® Toinvestigate the purpose of the demand for business loans at Sahel Sahara Bank,

Ghana.

«—To identify-th<téninning factors that contributes to loan defaults of business

clients of Sahel Sahara Bank, Ghana.

® To examine the sectors of business clients which record loan defaults in Sahara

Bank, Ghana.
1.4 Research Question

The study attempts to answer the following research questions:



® What are the processes and procedures of granting business loans at Sahel Sahara

Bank?

® What are the purposes of the demand for business loans at Sahel Sahara Bank,

Ghana?

® What are the determining factors contributing to loan defaults among business

clients of Sahel Sahara Bank, Ghana?

® Which are the sectors or particular business clients that records loan default at

Sahel Sahara Bank, Ghana?

1.5 Significance of the Study

The study will contribute to both theory and practice. The theoretical aspects will help
to provide guidelines for an effective management of business loans at Sahel Sahara
bank, Ghana. This in effect, will help reduce the loan default challenges facing the Sahel

Sahara Bank, and other banking institutions in Ghana.

It is envisaged that the study will provide a module for addressing loan defaults among

business clients of banking institutions in Ghana especially, Sahel Sahara bank, Ghana.

This would help ensure that business clients of banking institutions are provided with

the needed loans to support their business activities.

It s significant to mention that the outcome of the study will provide banking

Institutions, especially Sahel Sahara bank, Ghana an insight into the reasons for loan



defaults among business clients of banking institutions in Ghana. This will provide the
basics for regulation of effective loan management for business clients of banking
Institutions in Ghana. This will help reduce redundancy in bank loans and improve the

servicing of loans provided for business clients of many financial institutions.

1.6 Scope of the Study

The theoretical scope of the study centres on loan application procedures, purposes of
demand for loans and factors causing loan default. The research covers the operation of
Sahel Sahara Bank within Ghana. It delves into the loan management but with particular

reference to loan default among business clients of Sahel Sahara bank in Ghana.

The geographical scope of the covers Sahel Bank branches in Accra, Tema, Kumasli,
Sunyani, and Takoradi. The study also cover issues related to business loan default
within these geographical areas. Specifically, the study covers theoretical and empirical
Issues of processes and procedures for granting loans, determinants of business loan
defaults, and the to examine the sector that records high loan defaults of Sahel Sahara
Bank in Ghana. The research also explores opportunities for providing better

management of business loans provided by financial institutions in Ghana.

1.7 Limitation of the Study

Bankerypr'e huge workload including provision of counter services and online

banking, customer service lines, reviewing applications for loans, receiving complaints
 _to the large clientele of Sahel Sahara Bank, Ghana which may affect their availability
and preparedness to respond to questions. The researcher may as a result access

respondents at their convenience.



The busy schedules of bank staff affected their willingness to accept to participate and
respond to questionnaires. Again, the willingness to provide and access accurate,
current and reliable records on loans in the hands of other competing banks may have
dire implications for business in Sahel Sahara Bank. This potential challenge was
addressed by assuring respondents of the confidentiality of information source from

them.

Some of the questionnaires were not returned and some few ones were returned
uncompleted so they were excluded from the analysis. Another major challenge was the
low number of business clients who had defaulted. This did not allow the use of a logistic
regression in the analysis which is usually the most preferred method of analysis.

However the method used is also acceptable.

1.8 Organization of the study

The study has been structured into five chapters. Chapter one covers the background of
the study, statement of the problem, , objectives, research questions, overview of the
research methodology, , scope of study, justification of the study, limitation and
organization of the study. Chapter two covers literature review on theoretical and
empirical literatures on research. Chapter three is on the methodology where details of
the steps taken to conduct the research, population, sampling techniques and data
analysPyill be deli—d.-Chapter four analyzes and discusses the results ofthe study. The
fifth chapter entails the summary of findings, recommendations, and the conclusion.

CHAPTER TWO LITERATURE REVIEW



2.1 Introduction

This section reviews literature on the Contribution of Commercial Banks to business,
and the determinants of business loans among Commercial banks. Again, chapter two
considered literature on the reasons for loan defaults of business clients of commercial

banks in Ghana, and also examines the sectors of the economy that records high business

loan defaults among Commercial Banks.

2.2 Contributions of Commercial Banks to Businesses

Commercial banks worldwide have been at the forefront of mobilizing resources to
support various types of business. The case has not been different in Ghana, as
commercial banks continue to mobilize short, medium and long term loans to support
the business activities of both small and large scale businesses. Commercial banks

mobilize loans that involve sums of money that is expected to be paid back with interest

(Sheffrin, 2003).

According to MacDonald (2003) a loan involves the process of identifying a "Target
Market", and appraisal, approval, documentation, disbursement, monitoring and
repayment of the loan. In most of the identification process, the management of
commercial banks is expected to target specific industries and markets in which lending
_ officers have expertise, request information from existing customers, prospect
discovery, outside referrals or walk-in-customers (Koch & MacDonald, 2006). Once the

- 1dentification is done, the bank requests for formal application and initiates the decision

making process.
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Loans can be classified into two broad categories, namely secured loans and unsecured
loans (Donaldson, 2007). According to Ghaffer (2009), secure loans including
mortgage, are provided under the provision of a pledge such as collateral (which is
possessed by the creditor of the event of loan default) by the borrower. On the other
hand as further argued by Ghaffer (2009), unsecured loans such as credit card debt, bank
overdraft, corporate bonds, personal loan, and business loan do not attract collateral
(borrower's assets) but rather against the borrower's credit rating, and under many
different guises or marketing packages. The supply of credit has a direct link with the
demand since credit demanded by the client of banks aid in attracting profit in the form

of Interest to the credit advancing bank (Barry, Mann, Mihov, & Rodriguez,
2008).

Businesses undertakes projects especially those with greatest risk-adjusted rate of
return, with the view to increase value. In most cases, risky project produce greater yield
than a riskless investment hence, making it important for a company to desire to borrow
more money to invest and undertake such projects. Koch & MacDonald (2006) are of
the opinion that, the fluctuation of an economy results in changes in the supply and

demand for loans. When an economy is growing rapidly, a typical company will find

many more projects that would be profitable than a slow of even shrinking

economy. Such developments are ripe for an increase in demand for loans because more
capital will be required for investment into those business areas (Sandal, 2004).

In significant cases as stated by (Faulkender & Petersen, 2006), all economic sectors

compete with each other to borrow for various purposes. Businesses borrow long term

to finance plants and equipments and short term to obtain working capital to meet
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payrolls or finance inventory. Business borrowing Is sensitive to interest rates, other
loan terms (such as the life of a loan, any collateral, and any other restrictions), and the
economic outlook (Kashyap et al., 2002). An increase in internal rates and a
deteriorating economic outlook can impact some sectors, such as new home
construction, more that others, such as fast food. Other factors influencing business
demand for loans as reported by Tagoe et al., (2005), are the cost of investment goods,

the durability of the goods, and tax treatment of investments.

The size of an available loan from a bank may also influence business demand for loans
as some loans may not be adequate in financing a specific business proposal (Arene,
1992). Many lenders including commercial banks as argued by Black and Strahan
(2002) have different loan thresholds (minimum and maximum size loans) which may
not fit the specific loan requirement of a business, thus limiting the demand for a loan

from a business enterprise.

The availability of other resource mobilization opportunities, including the sales of
bonds also affects the demand of business loans. Businesses can sell bonds to the public

that caroe sold in the secondary market especially for companies that have liquid market

for bonds but because of the high fixed cost associated with bonds as cited by

Adrian and Shin (2008), this approach is economical for large business.
2.3 Process and procedures for granting business loans among Commercial Banks

Generally, commercial banks prescribe various processes and procedures for businesses
to go through to access credit facilities from banks. Despite the financial market
sophistication, a loan is still dominant form of the bank placement. As a result, loan

placements may also be regarded as the most significant source of a bank's profitability.
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Considering that the profitability is ultimate business performance and bank loans are
source of interest income, the loan-granting process management is of imperative
Importance (Petrovic & Davidovic, 2011). The loan-granting process follows adequate
methodological guidelines as a set of mechanisms and procedures to which relevant

credit documentation is being subject.

Formalization of the loan-granting process improves efficiency in gathering and
processing of credit documentation, but also facilitates the process of evaluation of the
gathered data with a view to efficient making of credit decisions (Schaeffer, 2000). In
addition, the documentation flow iIs burdened with specific, check points within which

the data relevant for the loan approval are filtered.

With the bank as regards the future credit activity as enumerated by (Adrian & Shin,
2008), the business meeting is arranged so as to learn about the client's business
activities. In the view of (Petrovic & Davidovic, 2011), making a visit to the client, loan
granting negotiations_ ——n-the client's business premises, that is, the place in which
the security instruments for the loan repayment are located (if it is a loan secured by real
estate as a collateral) are all aimed at detecting and eliminating risk factors that are not
evident from the available documentation. During the visit the following elements are

assessed:
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e territorial circumstances and the client's environment, techniques and technological
conditions in terms of quality, market position and development prospects, e
professional and human quality of management bodies and mangers, strategies, unique
business policy, disagreements between management and members of shareholders'
group which jeopardize the company operation, e the level of administration
(accounting, organizational level, efficiency and reliability of the information system),
e circumstances which permanently jeopardize the company operation (change of
environment resulting in the revenue contraction, out-dated resources, culturally
underdeveloped environment, low-skilled labour, technological negligence and the lack
of organization etc.), e the client's assets (capacities at the client's disposal for business
operation, the level of capacity utilization, the assets not required for operation, etc.) e
circumstances which affect the realization of the loan purpose, e whether the work
processes are taking place in the client's business premises, e the state of assets proposed
as a security instrument, that is, the factors affecting its market and recognized value are
assessed (Petrovic & Davidovic, 2011). Adrian and Shin (2008) states that, before
lenders will grant a small business loan, théS' need to errsuititii{e loan will be repaid.
Every loan Is a risk but banks and brokers want to take as little risk as possible. They
look for businesses that show promise and they award loans to business people who
have solid personal and business financials and are committed to the success of their
businesses. When deciding whether or not to issue you a loan, Brown, Taylor, and Prince
(2005) opines that, lenders may look at gross annual sales or revenues, checking account
balances, profitability and the length of time you have been in business. If your business
Is relatively new, the lender may ask to see a business plan.

In a study by Koch and MacDonald (2006) a lender, including commercial banks will

review your personal credit history, especially if the company does not have a track



record of producing revenue. Among the personal credit information that may be

considered as further outlined by Koch and MacDonald (2006) are:

e personal credit card debt, e

personal loans, e liquid assets, o

real estate holdings, e tax

returns, and epersonal financial

statements.
Lehmann and Neuberger (2001) have indicated that lenders will consider your personal
spending habits, including how you use credit cards and handle installment debt.
Lenders look at individuals with substantial personal debt, as they are less likely to
withstand a reduction in income during slow times. Lenders pay close attention to

balancesheets. Any uncertainty or discrepancy of their contents will raise a red flag.

Cole and Goldbery (2004) state that, business loan applicants will expect a business
summary that describes in detail: the nature of your business; how the funds from the
loan will be used; and available working capital, with descriptions of how it will be

allocated. There i1s some information that lenders may want to see later on in the

15
process, such as proof of insurance for collateralized items or lease documents

(Elyasiani & Goldberg, 2004). While being prepared and organized can save time and
possibly help your loan get approved, too much information may be more of a hindrance

_ than a help.
It is quite clear that business loan applicants should ensure that they satisfy the
appropriate lending procedures and processes to qualify for business loans at

commercial banks.

2.4 Factors influencing the Lending Ability of Commercial Banks



In general, Commercial banks' lending ability is influenced by various factors including
credit availability, customer credit worthiness, and availability of appropriate collateral
and local banking regulations guiding commercial banking (Anderson, 1964; Aryeetey,

2003; Barry, Mann, Mihov, and Rodriguez, 2008).

The ability of commercial banks to grant credit to its clients Is contingent on deposits
received from customers (Anderson, 1964). Bank customers usually tend to invest in
perhaps risk free securities such as Treasury Bills, Bonds among others, to earn interest
on such securities increases. In such scenario of customer investments, the liquidity or
capital of banks is reduced hence limiting banks' ability to lend. Price Water House

Coppers survey in 2013 indicates treasure interest rate exert pressure on borrowing and

lending, -“ecording to the-survey, o 501 the has been and upward trend in BOG

policy, which rose from 13.5% to 15 last year and stand at 16% (Business and Financial
Times, Friday June 14, 2013) Speculation In respect of potential reduction of interest
rates on securities, compel customers to increase their deposit levels and consequently
support an increase in the lending potential of many commercial banks (Bernanke &
Blinder, 1988). Meanwhile, the loan threshold of commercial bank in Ghana is guided
by Bank of Ghana regulation that requires commercial banks to reserve a fraction of
their total assets (capital adequacy requirement), usually 10%. Also in Ghana, banks are
expected to hold a certain percentage of liguid assets expressed as percentage of total

deposits (Barry, Mann, Mihov, & Rodriguez, 2008).

Lending from commercial banks 1Is also greatly influenced by the volumes of
nonperforming loans, which incidentally also greatly affect the liquidity and profitability
of the banks (Stein, 1998). In a bid to minimize these credit risks, commercial banks stall
further lending which also do negatively affect bank business and in other cases,

shareholders value. Stein (1998) is of the opinion that, non-performing loans in increased
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by the absence of relevant credit reference bureau, and inter-bank collaboration to track
bank customers including business enterprises, that fail to honour their loan obligations.
Bank of Ghana financial statement on asset and liability structure of commercial banks
as stated in Bank of Ghana (2012) shows that, total borrowings of commercial banks
(27.6% in 2011) had a growth of 7.7% over 2010 figures. Meanwhile, non-performing
loans for the period accounted for 6-18% of the total loans portfolio (Bank of Ghana,

2012).

The inability of commercial banks to appraise the credit worthiness of business clients

limits the-potential for such banks to continue to mobilize loans for its clients (Black

and Strahan, 2002). The report of Aryeetey (2003) indicates that commercial banks in
Ghana lack the requisite apparatus, including up-to-date data base to credit score their
clients so as to clearly supervise and monitor those who are on loan portfolios. This is
because, the absence offelevant data base of business loan clients makes it difficult for
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loan officers to convince themselves of the credit worthiness of loan applicant, hence

delay and sometimes limit loan access for business client (Barry et al., 2008).

Again, the overemphasis on providing immovable assets as collaterals also limits the
loan mobilization potential of commercial banks because many bank customers
Including business enterprises, lack immovable assets such as land, plants, and
machinery (Rajan & Zingales, 1995). Ozdemir and Boran (2004) in their write-up,
provides further support to the assertion that customer inability to provide relevant
collateral, including immovable assets limits the capacity of commercial banks to

provide credit for business clients.



Dahl and Sorenson (2007) note that location also impacts on the market potential and
growth opportunities of new firms. Geographical proximity to either critical buyers or
suppliers produces a form of enhanced environmental scanning that enables new
businesses to more easily identify and exploit growth opportunities in the market.
Gilbert (2008) points out that the geographical area where the firm is launched has

Implications for its access to markets and credit resources (T.B, Le, & Nguyen, 2009).

2.5 Determinants of demand for business loans among Commercial Banks.

Kauffman Foundation (2007) on capital structure decisions states that, new Small and
Medium Enterprises (SMEs) in the United States of America rely heavily on external

debt financing suchKAYoNns and trade credits as sources of funding.

_Aryeetey and Udry (1997) are of the opinion that, credit provides the basis for increased
production efficiency through specialization of functions thus bringing together in a

more productive union, The skilled labour force with small financial resources and those
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who have substantial resources but lack entrepreneurial ability. The drive for business
enterprises to secure sufficient finance is a key reason to secure loans for undertakes
proper organization of production, acquisition of investment assets and/or raw materials
and development of marketing outlets (Keyfetz, 2005; Loawale and Odeyemi, 2010).
Banks mobilize appropriate funding or capitalization (the process of determining the
quantum of funds that a firm needs to run its business) is critical to the survival of many
businesses worldwide, as resource availability helps businesses to keep and sustain itself
In operation, because the mobilization of financial resources is central to the process to

establish and operate productive activity (Amabe, 2012).

According to Huyghebaert et al. (2006) trade credit arises when a firm purchases goods
and services for which payment is delayed. It Is a spontaneous source if financing, as it
arises from ordinary business transactions. In South Africa, Herrington and Wood
(2003) point out that lack of education and training reduce management capacity of
SMEs in South Africa and one of the reasons for their high failure which also drive

many businesses to access additional funding, including loans.

Shane and Cable (2002) agree that networking can be used to reduce information
asymmetry in creditor/debtor relationships. Social obligations between connected
parties, and information transfer through social relationships, influence venture finance
decisions including>essmg-loans. Networking is also a relevant influence on demand
for business loans because it is expected to provide to the trade creditors information on
legitimacy, which in turn should give the SMEs advantages in accessing trade credits

(Ngoc et al., 2009).
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According to Pretorius and Shaw (2004), a good business plan is perceived as one of
the most essential documents to be prepared by the entrepreneur or small venture owner
when setting up a business. Business proposal including financial information and
business information Is one of the primary measures of the capacity of a business to
demand and effect repayment of business credit. For Zimbabwe firms, Fafchamps et al.
(1997) found that larger firms were more likely to obtain trade credit including loans

from commercial banks.

2.6 Reasons for loan defaults among business clients of Commercial Banks

Loan default occurs when a debtor has not met its legal obligations according to the
debt contract, example, it has not made a schedule payment, or has violated a loan
condition of the debt contract (Tessmer, 1992). Loan default can apply to loans that

attract a security in the form of collateral (secured) of an unsecured loan.

Generally, a loan agreement formalizes the purpose of the loan, the terms, repayment
schedule, collateral required, any loan covenant and finally, what conditions bring about
default by the borrower (Melitz & Pardue, 1973). When borrowers who are normally
provided with a loan schedule indicating repayment time, amount and frequency, fails
to fulfil their obligation a loan default occurs. In such a case a foreclosure (a legal

process in which mortgage property is sold to pay debt of the defaulting borrower) or
repossessiom(a propsrty—strch-as car is taken back by the creditor when the borrower
does not make payment due on his property) process is initiated by the commercial bank
to reclaim the loan.

2.7 Types of loan default
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Loan default may occur in various forms including debt services and technical default.
Default may involve the failure of the borrower to make the payment on an agreed date
without providing the lender with sufficient prior notice, and well as a lack of
recognition of the importance of meeting the loan obligation, termed debt services loan
default (Wood, 1975; Hansen, 2003). Loan default may be technical when a borrower
violates clauses that are supposed to affirm the loan contract agreement such as sales of
assets, payment of dividends, common with unsecured loans (Melitz & Pardue, 1973;

Kauffman Foundation, 2007).

With most debt (including corporate debt, mortgages and bank loans), a covenant is
Included in the debt contract which states that the total amount owed becomes payable
on the first instance of a default of payment. Generally, If the debtor defaults on any
debt to any lender, a cross default covenant in the debt contract states that that particular

debt is also in default.

Available literature gives different descriptions of bad loans. Some researchers noted
that certain countries use quantitative criteria for example number of days overdue
scheduled payments while other countries rely on qualitative norms like information

about the customer's financial status and management judgment about future payments

(Bloem_and Gorter, 200b——

~Alton and Hazen (2001) described bad loans or non-performing loans as loans that are

ninety days or more past due or no longer accruing interest. Fofack (2005) consider

non-performing loans as loans which for a relatively long period of time do not generate
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Income, that is the principal and or interest on these loans have been left unpaid for at

least ninety days.

2.7.1 Causes of loan default

The study of Herrington and Wood (2003) shows the main causes of loan default
Include shortages in loan, delay in the delivery time of loan, poor supervision, nonprofit
ability of farm enterprises as well as undue government intervention with the operations

and procedures of the programmes being sponsored by the government.

Faulkender and Petersen (2006) shows that the nature, time of disbursement,
supervision and profitability of enterprises which benefited from small holder loan
scheme In Ondo State, contributed to the repayment ability and consequently high
default rates. Other critical factors associated with loan delinquencies are: type of the
loan; term of the loan; interest rate on the loan; poor credit history; borrowers' income
and transaction cost of the loans. However, the lending perception by banks of SMEs

as being involved In high loan defaults could not be confirmed by the study.

Meanwhile, the condition of the economy is equally important; the recent U.S.

economic slowdown has resulted in total delinquencies and monthly defaults climbing
31 approximately 65 percent (Young, Glennon, & Nigro, 2006). Besides the United
States being affected by the economic crisis Barry et al. (2008) indicates that 70 percent
of the defaulters in theiFA#ifiFI§are facing crisis related to health or experiencing death
~in the family. Finally, loans that are too big also lead to repayment problems,

dissatisfaction and high drop outs (Ganbold, 2008).

22



2.7.1.1 Institutional Factors

Institutional factors also contribute to default rates among business clients of
commercial banks. One of the important reasons for poor recovery of loans is
attributable to wrong selection of projects (Vigano, 1993). Success of any project Is
linked to the viability of the project, easy availability of raw material, transportation,
railways, skilled labour, communication facilities, markets, etc. If any of the above is
not easily available to the entrepreneur it results in an increase in the cost of the project
and also in delay of production (Arene, 1992). A failed attempt to conduct a good
feasibility studies into these variables can cause default in repayment of loans advanced
to business clients of many commercial banks. In usual practice, when an entrepreneur
applies for a loan he presents his project in such a way that no one can easily
comprehend the non-availability of the primary prerequisites. It is therefore critical that
bankers conduct a good loan assessment granting loans since loan applicants from the
business circles will ensure that it camouflages its weak condition and rather highlight

Its key potentials and strengths (Young, et al., 2006).

Institutional factors such as failure to conduct due diligence on potential borrowers
Including business clients, increases the risk of loan default amongst clients of
commercial banks (Brown, Taylor, & Prince, 2005). Failing to conduct an in-depth

background check on potential borrowers can lead to credit rationing in which some

borrowers are denied loans even when they are willing to pay a higher interest rate at -
~ the expense of borrowers who end up failing to pay such loans (Claessend, Krahnen, &
Lang, 2005). For example, those who want to take on big risks are likely to be the most

eager to take out a loan because they know that they are unlikely to pay it back. Since
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adverse selection makes it more likely that loans might be made to bad credit risks,
lenders may decide not to make any loans even though there are good credit risks in the
marketplace. Selection of the right entrepreneur is one of the major factors in the

profitability of banks and financial institutions.

Two major criteria namely the intention to repay and the capacity to repay should be
properly dealt with in credit evaluation (Crook, Hamilton, & Thomas, 1983). For most
corporate organisations, financial institutions rely on credit rating agencies such as
Standard and Poor's and Moody's to help them In their credit risk identification (Brown,
Taylor, & Prince, 2005). In Ghana, these rating agencies are not fully developed.
"However, the Central Bank has now taken steps to establish credit rating agencies in
the country. The first being XDSDATA which obtained license from the Bank of Ghana
to operate as a credit reference bureau in the country in compliance with the Credit
Reporting Act 2007" (Business and Financial times 12/05/08). Clearly minimizing the
adverse selection problem requires that lenders must screen out good from bad credit

risks (Musto & Souleles, 2006).

Failure of banks and non-banking financial institutions to continuously monitor
customers after credit has been granted to them leads to possible default. Effective
monitoring of potential borrowers of commercial banks will help banks to keep track of
the borrower?s compliance e terms of the credit, identify early warning signs of
deterioration in the account, conducting periodic valuation of security and monitoring

timely repayments (Claessend, Krahnen, & Lang, 2005).
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Certain Institutions grant loans without going by the principles or canons of lending
which apply to large corporations as well as small personal borrowers. Pond &
Lipscombe (2002) used an acronym CAMPARI which represent Character, Ability,
Margin, Purpose, and Insurance to describe the principles of lending banks and

nonbanking financial institutions must follow to avoid high loan default rate.

According to Ozdemir & Boran (2004), the risk analysis assesses the risk of the
borrower being able to service the loan or repay the loan. They went further to argue
that, to assess risk, information must be obtained on the borrower and the project being
financed and this exercise Is known as "due diligence". Banking and Non-Banking
Financial Institutions failing to assess risk of the borrower and the project being
financed which constitute due diligence causes the borrower to default (Claessend,
Krahnen, & Lang, 2005). The scope and format of due diligence varies as there is no
standard procedure common to all lenders. The exercise varies from case to case and
depends on several factors including the size of the loan, the type of the loan, security
and the lender's existing knowledge of the borrower. Brown, Taylor, & Prince (2005)
said before a lender makes an offer to lend, the transaction has to be approved by its
credit committee. They went further to say that obtaining this approval involves

presenting a credit risk analysis of the borrower and the project.

Bank processes includincre-e software for monitoring loan advanced to customers have
a greater effect loan default rates in commercial banks (Crook, Hamilton, & Thomas,
1983). While some banks use specialised credit software, others do not use any
specialised software for loan monitoring leading to possible default. According to Koch

& MacDonald, (2006), the process by which credit decision is made varies from bank
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to bank. This goes a long way to influence default rate as formal credit decision process

depends on many factors such as organisational structure, bank size and others.

In effect, institutional loan defaults are contingent on banks making the right decisions
by availing themselves with requisite credit information of their clients, engaging
competent hands to take decisions on loans, and providing effective monitoring
mechanisms for regulating the management of loans at the institutional levels of

banking.

2.7.1.2 Credit Worthiness of Businesses

Industrial credit providers including commercial banks in developing countries have
had their finances challenged by the increasing spate of loan defaults. According to
Koch & MacDonald (2006) the surveying the character of borrowers should be
considered an important factor to be considered by banks especially commercial banks,
before allowing borrowers to access loans at the banks. Character of borrowers to be
considered should include the individual and corporate entities readiness to pay their
debt. Information about a borrower's character including their credit worthiness can be

determined from his credit history, personal interview and other means.

Gatev & Strahan (2006) argues that the morally indefensible behaviour of managers of
business borrowers of developing countries presents an important reason for loan
s-among individuafiofFoCvers. Some business loan beneficiaries are in the habit of
making wilful default in the repayment of loans. Management of such businesses in this

case, refuse to make loan repayments intentionally thinking that they could escape the
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consequences. According to (Kashyap, Rajan, & Stein, 2002), the issue of loan default
was among bank borrowers become minimised after the introduction and
Implementation of key banking regulations that prevented borrowers from wilfully
failing to honour their loan obligations. Sometimes loan default is triggered by investing
loans in projects that do not initially form the core list for accessing loans at commercial
banks (Claessend, Krahnen, & Lang, 2005). There are instances where an Organisation
Is doing well but the promoter would rather invest the available resources in some other
venture. Most chronic defaulters are known to lavishly and luxuriously spend loan
money. The basic intention to repay IS missing in such cases and these are the defaulters
who not only hamper the recovery on the Financial Institutions but also set a bad

precedent for others to follow.

Other factors including death, sickness and other natural calamities of key management
of business enterprises makes it highly impossible for borrowers to repay their loans
because their demise may change the business orientation and direction (Herrington &
Wood, 2003). According to Bester (1994), loan default is partly attributed to natural
calamities such as floods, earthquakes, storms that make is difficult for borrowers to
honour their loan obligations. Natural calamities not only affect the unit directly but
also exert additional burden on the Government e.g. relief measures, waivers, etc. A
further fraction of borrowers, albeit nominal as enumerated by Black and Straham

(2002) tend to take undue advantage of such natural calamities in order to avoid

repayment, thereby increasing the magnitude of default (Black & Strahan, 2002).
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According to Keyfetz (2005), anti—discriminatory laws forbid Banking and
NonBanking Financial Institutions from the use of age, sex, race, religion and other
Irrelevant characteristics such as age of senior management of businesses to deny
customers access to credit facilities. A study conducted in Ghana identified systematic
differences in commercial lending default rate and payment delinquency between firms
that are operated by women and men. Ascertaining default rate among age, sex, race
and religious groups becomes a bit difficult. As a result, banks are unwilling to grant
loans to SMEs with very old people who represent management because they think that
old people at the helm of business affairs die more often (with the potential to change

the business direction especially when it is of a sole proprietorship) than young people.

2.7.1.3 Macro-Economic Factors

Kashyap, Rajan, & Stein (2002) indicates that certain unforeseen, unpredictable and
unexpected fluctuations in the statutory regulations such as change in the Excise rates,
Commercial Tax, Electricity Tariff and other revenue tools of the government, tend to
throw the entire planning of the industrialist out of gear. These fluctuations are of such
a magnitude and are so unpredictable as to be beyond the comprehension of the most
sceptic and apprehensive of entrepreneur. In order to cope with these unforeseen
variations, which force the entrepreneur to put additional burden on his financial
resources, the natural and convenient remedy that comes to his mind is to delay the

repayment of the loan and therefore causing him to default.

According to Madura (2006), the probability that a borrower will default is influenced
by ecorYoKIW conditions and ome other characteristic specific to the borrower.

Unexpected changes in macro-economic indicators cause borrowers to default loan
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repayment. An Increase in interest rates have a direct effect on increasing adverse
selection problems, and promoting financial instability on both balance sheets of both
firms and households. As pointed out in Bernanke & Gertler (1995) excellent survey of
the credit view of monetary transmission, a rise in interest rates and therefore in
households' and firms' interest payments, decreases firms' cash flow, which causes

deterioration in their balance sheets.

2.7.1.4 Legal Factor/Cumbersome Legal Process

Legal complications act as an inducement to default in the payment of dues. The cases
filed in the court languish for years, often with courts decree nowhere in sight. And
worse, even when the decrees are obtained after a long-drawn legal battle, its execution
proves elusive for even 5/6 years due to procedural tangles (Claessend, Krahnen, &
Lang, 2005). Thus, even when recovery certificates are obtained, satisfaction of demand
In actual practice, proves, a far cry. This Is why; some borrowing units themselves
motivate the lending institutions to file civil suits against themselves hoping relief from

burden of regular payment of instalment during the long tendency of the suit.

Once a loan account becomes non-performing, the only two courses left open for
lending Institutions are to either put the unit under intensive recovery drive, just as a
serious patient is taken to an intensive care unit or to write off the overdue in the account
(Fofack, 2005). Meanwhile, Adrian and Shin (2008) are of the opinion that, the
processes for recovering redundant loans are fairly determined by the legal frameworks
that support loan recovery but incidentally legal frameworks of the sort are rare if not

absent in mostSub-Sb_countries.
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2.8 Distribution of loan defaults for various business clients

Business loan defaults rates differ for the different business sectors. In Kenya for
example, studies by Irungu (2013) the construction, building and real estate sector
topped the list of sectors with biggest loan defaults in the first quarter of the year, a
Central Bank of Kenya survey shows, Irungu (2013) add that, according to the new
Credit Officers' Survey for the quarter ended March 2013, 15 per cent of commercial
banks said non-performing loans (NPLs) in building, construction (e.g. roads, buildings,
ports and rail), and real estate (such as houses and lands) had increased. Also, slightly
lower proportion of commercial banks said the transport and communications sector

also had experienced high NPLs.

In assessing the distribution of business loan default for Ireland, MacCann and
MclIndoe-Calder (2012) indicates that for 2010 Construction led Iin business loan
defaults rates, and closely followed by, Real Estate, Hotel and Restaurants, and
Manufacturing sectors. In the same area of assessment, business In finance,
Government, and Information and Communications recorded the lowest default rates

for 2010 (McCann and Mclndoe-Calder, 2012).

Reuters, 2013 states that the South Korea's central bank reports indicate that
construction, shipping and shipbuilding companies were faced with sharply higher debt
default risks than othe»giors-due to an extended slump in those industries. expected
default frequency of these sectors as hinted by Reuters (2013), which it said is a measure
of chances for defaulting on debt, stood at 9.1 percent for construction companies, 8.5

percent for the shippers and 5.9 percent for shipbuilders because a considerable number
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of shipbuilding and construction companies saw their operating profits fall sharply
during 2012 or turn into losses, and (some of the) shipping firms posted losses for a
second consecutive year. The expected default frequency the sector posted far higher
compared with the expected debt default frequency rates of between

1.2 percent and 3.2 percent for the other sectors included in the analysis.

In Ghana, reports by Bank of Ghana (2012) Studies by the Bank of Ghana over the years
(2006-2011), corroborates the results of lrungu (2013), because the business loan
default distribution in Ghana proved that non performing loans have hovered at 6-18 %
(247.8-1,369.4 million Ghana cedis) of the total assets of Ghanaian banks. Of this value
commerce and finance are the major defaulters (35.4%) and with Electricity and Gas

being the lowest of 3.2%.

It is significant to mention that business sectors such as commerce, construction, and

shipping are among the high loan defaulting groups of most commercial banks however;
sectors such as electricity and gas in Ghana, and finance, government and information
communication in lIreland are known to have very low business loan default rates. A
study to assess the distribution of loan default among business loan beneficiaries will be
helpful In drawing out the patterns of loan defaults among business loan clients of

commercial banks.

2.9 Effect of business loan defaults on credit supply and productivity at

- Commercial Banks

Many episodes of banking distress are driven by the deterioration of bank assets.

Clearly, major dislocations can occur even if no bank runs on any significant scale take
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place. Recent examples include the Japanese and Nordic banking crises, as well as the
current global financial crisis (Peter, 2009). At the heart of these episodes is the unstable
Interaction of falling asset prices, bank losses, credit contraction and widespread
bankruptcies. This interaction, widely noted in policy circles, is not captured by leading
approaches to financial instability, such as the theory of bank runs and the financial
accelerator (Adrian & Shin, 2008). Those theories also treat financial and

macroeconomic stability as largely the same. Yet in reality they need not coincide nor
be addressed by the same authorities or instruments. The ongoing financial crisis, for
Instance, witnessed financial instability unrelated to and in advance of any deterioration

In output or inflation.

Loan default presents varied challenges to different stakeholders including the
management of commercial banks, protective and defaulting borrowers. Persistent loan
default can also affect the productivity of lenders including, commercial banks and
nonbanking institutions. According to Pond & Lipscombe (2002), lending is a banking
skill and banks can fail if their loans are bad. The loans portfolio comprise a very large
portion of a Bank's total assets, the backbone of the Bank's structure, and the basis for
judging the performance of a bank including commercial banks (Barry et al., 2008). In
most cases of borrower default, the lending bank is compelled to write off its investments
resulting in capital loss to the bank in question and the unwillingness to make neyloans

(Von-Pischke, 1980). Consequently, financial institutions including, commercial banks

~are unwilling to grant loans when they become confronted by many _cases of loan

default.
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The link between credit and economic development has captured the attention of
economists since long (Ajayi, 1992). With improved financial intermediation, the
proportion of financial savings that is diverted by the financial system into
nonproductive uses fails, and the rate of capital accumulation increases for a given
saving rate (Arene, 1992). He further elaborates the importance of financial
Intermediation as it enhances saving mobilization by providing a variety of safe financial
Instruments to savers and ensuring tangible returns on savings. The financial sector
contributes to the efficiency of the entire economy by spreading information about

expectations and allocation of resources to investors.

Persistent loan defaults negatively impact the credit score of commercial banks and also
prevent such category of borrowers from accessing future loans from such commercial
banks (Shane and Cable, 2002). In some cases, Musto and Souleles (2006) shows that,
the lending banks may lease the loan collection to a collection agency whose mode of
operation may also have negative implications on the borrower's credit rating. More so,
borrowers who acquire secured loans end up losing their collateral when they default.
This results into repossession or foreclosure (if your debt has collateral) or having that
debt turned over to a collection agency (if your debt does not have collateral) (\VVigano,

1993).

A long period of sustained default by borrowers can be a catalyst for emerging issues of
credit crunch that is, a sustained period of careless and inappropriate lending which
results in-ldsses for lendin ins tions and investors in debt when the loans turn sour and

the full extent of bad debts becomes known (Tagoe, Nyarko, & Anuwa-Amarh, 2005).
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These institutions may then reduce availability of credit and increase the cost of
assessing credits by raising interest rate Turner (2008).

Berg (1998) argues that, real estate prices and bank lending were closely intertwined in
both the boom and the bust phase. As losses materialized across the whole banking
system, signs of a capital crunch surfaced. In Sweden, Englund (1999) indicates that
credit contracted by 28% from peak to trough, while loan-to-value ratios fell from 90%
to 60%, far below the pre-boom level of 75%. In the view of Vihriala (1997), the credit
contraction even reached 36%, where the depletion of bank capital, and the concurrent
tightening of capital regulation, also contributed to a capital crunch in Finland. In each
of the countries, the banking crisis reached systemic proportions. The largest banks
experienced serious solvency problems (Sandal, 2004). In view of the size of losses,
policymakers recognized that an unstable banking system could entail the collapse of
credit and payments that would hurt the economy. To avert such a collapse,
comprehensive recapitalizations were undertaken, accompanied by other support

measures (Vihriala, 1997; Sandal, 2004).

The Nordic banking crises as highlight by Pesola (2001) emphasise the important role
played by the interaction of credit, asset prices, bankruptcies, bank losses and capital,
variables that are rarely considered jointly in existing models. Econometric crosscountry
studies conducted in Black and Strahan (2002) detects patterns between these variables
that are broadly in line with the mechanism described in this paper. Bankruptcies and

loan losses in the Nordic countries are well explained by financial
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fragility (debt/GDP) Interacted with adverse surprises (Pesola, 2001). Bankruptcies are

—also Granger-caused by bank credit and house prices in what resembles a 'financial cycle

as opposed to a business cycle (Hansen, 2003).

Invariably, the contributions of commercial banks towards resource mobilization of
many businesses cannot be underestimated as banks continue to provide critical loans
to support the growth and development of many businesses. In the process of the
management of business loans, banks have been challenged by the high rate of defaults.
The need to manage such business loans and identify long lasting solutions to the high

business loan defaults rates is important as It affects the overall credit availability of

such banks.

CHAPTER THREE METHODOLOGY
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3.1 Introduction

This chapter discusses the methodology for the study. The methodology provides
Information about the research design, population and sample for the study, sampling
procedure, research instruments, administration of research instruments, and processes

for analysing the research data.

3.2 Research Design

The study iIs combination of both quantitative and qualitative study. The choice of a
single institution makes the study looks like a case study but the involvement of
branches In about five regions of Ghana makes it cross-sectional. This Is because

variations in the various branches carry along unigue characteristics. The researcher also
employed the descriptive research design used for the study. Gay (1987) sees

descriptive surveys as the process of collecting data in order to test hypothesis or answer
questions concerning the status of the study. The researcher therefore opted for the
descriptive survey design because taking the purpose of the study into consideration; it
was the appropriate design that could lead to the drawing of meaningful descriptions

from the study.

3.3 Sources of Data

Primary and secondary data were used in conducting the research
3.3.1 Primary Source

In order to get consistent, valid and unbiased information, the researcher interviewed

stakeholders who included borrowing clients and the Bank staff.
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3.3.1.1 Questionnaire

The aim of issuing the questionnaire was to help ascertain the determining factors that

caused loan default among Business Clients of Sahel Sahara Bank.

3.3.2 Secondary Source

The researcher also used information from Newspaper publications, articles, internet and

the Bank's records.

3.4 Population

The population for the study were the staff and business clients of Sahel Sahara Bank,

Ghana. The focus of the study was the staff and clients of the entire 14 branches of Sahel

Sahara Bank, Ghana.

However, three branches including Alabar in Kumasi, Tamale and Achimota were
exempted from this study since they started operations this particular accounting year
and has therefore not yet recorded any loan provision in their loan books. An average
populati01fOf90 business clients d 2 staff per branch from the Northern and Southern
sectors of Sahel Sahara Bank, Ghana were drawn for the study.

3.5 Sample Size

A sample size of one hundred and forty (140) business client and twenty-two (22)
bank's staff were considered for the study. Of this number, a minimum of twelve
respondents each (made up of two bank staff and ten business clients) from the eleven

(11) branches of the Bank were selected for the study (Table 3.1).
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In each of the cluster inclusive, at least 10% of the total population was selected thereby

giving the proportional representation to the areas selected for the study.

Table 3.1: Distribution of population and sample selected from staff and clients of

Sahel Sahara Bank, Ghana.

Branches Staff Client Total
Adabraka 2 15 17
Accra central 2 13 15
Spintex 2 15 17
Nima 2 10 12
Darkoman 2 10 12
Tema 2 15 17
North Industrial Area 2 12 14
Madina 2 10 12
Adum 2 13 15
Sunyani _ o 2 12 14
Takoradi 2 15 17
Total 22 140 162

Source; Field Survey, 2013
3.6 Sampling Technique

To ensure a representative result, staff and business clients of Sahel Sahara Bank, Ghana
were stratified into clusters of management and loan officers and business clients of the
bank. Each sample represents the views of both the bank staff and business clients of

the Bank.
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The sampling technique employed was the quota sampling technique. The reason is that,
the branches have different business portfolio and client sizes and therefore the choice
of subjects must commensurate with the number of borrowers in order to control
possible biases in sample selection. The systematic sampling method (probability
sampling technique) was used to select business clients (made up of at least 10 clients)
from the population. Every fifth (51") business client of each branch was selected from
the list of the population until a total of at least ten (10) business clients were obtained

for each branch, Again, the purposive sampling method was used to select the branch

manager and loan officer of each of the selected branches of the bank for study.

3.7 Data Collection Procedure

The main sources of data were primary and secondary. The primary source of data were
obtained using questionnaire. These were designed for both staff and clients. The
questionnaire were made up of more closed ended and few open-ended questions. They
were designe&and scrutinized-by the supervisor before their administration. Copies of
the questionnaire were given to the selected (sample) staff to complete, The edited
copies of the questionnaires were administered to the one hundred and forty (140)

respondents who were business clients and 22 staff of Sahel Sahara Bank, Ghana.
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The survey is useful for the study because it provides for systematic survey of
respondents, wider coverage of the population and ample time to respond, and allows
for quantitative analysis of data (Babbie, 1989; Creswell, 2003; Robson, 2011). Closed
ended questions (with five-point Likert scale) were used for the questionnaires (Vaske,
2008). The household survey was used to generate information on the process and
procedure of granting business loans, determinants of business loans, determinants of
default of business loans, and the sectors of the economy that records high loan defaults
at Sahel Sahara Bank, Ghana. The choice of these instruments was necessitated by the
fact that almost all the respondents under consideration could read and write. The
questionnaire contained at least 20 close-ended questions organized in accordance with

the objectives after gathering the demographic characteristics of respondents.

To obtain the appropriate responses the instruction and items were written in clear and
simple language to ease comprehension. These processes were adapted to suit the type
of scale for the measurement of attitudes and perceptions. This Is because it aided

respondents to indicate the degree of their belief in a statement (Best & Khan, 1989).

The researcher also employed the use of other sources of information such journals and

the Banks end of year 2012 financial results published in 2013.

3.8 Administration of Instrument
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The administration and collection of questionnaire took about a week to complete. The
courier dispatch service of the bank facilitated the collection of the questionnaire for

analysis.

3.9 Data Analysis

The completed questionnaires were first edited for consistency. For the open-ended
items, a short list was prepared from a master list of responses in order to get the key
responses given by respondents. All the responses were recorded on a broad sheet
before being fed into the computer for computer analysis, using the Statistical Package
for Social Sciences (SPSS). To enhance scoring and analysis of the data, the various
categories on the data, and the various categories on the questionnaire were re-coded to
facilitate the analysis. The descriptive nature of the study demanded both inferential
and descriptive statistical tools were used in the analysis of the data. The data was put
Into tables of frequencies and critically interpreted to answer the research guestions.
The Pearson Chi-square module was used in the analysis. This is because the result on
the number of clients who defaulted was not too appropriate for the originally planned
logistic regression. The probability values were used to indicate the significance of the

factors to determine loan default.
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3.10 Profile of Sahel Sahara Bank, Ghana

3.10.1 Corporate Profile

Sahel Sahara Bank is a subsidiary of Banque Sahelo- Saharienne pour l'investissement
et le Commerce (BSIC). BSIC was established by the community of Sahel-Sahariene

States of Africa (CENSAD) of which Ghana is a member.

The objective for establishing BSIC in Ghana is to provide a platform to enable Ghana
realize its long-term objective of developing Into a major agro-processing economy,
taking advantage of the medium to long term funding that will be made available by
Sahel-Sahara Bank. Furthermore the presence of Sahel Sahara Bank is to facilitate or
promote regional trade between Ghana and the rest of Africa, contributing to the nations
export diversification efforts. Through innovative ways of funding agro-processing,
commodity trading, regional trade and the promotion of investment and related

activities are to engender investor confidence and promote intra Africa trade.

The bank's main focus Include, providing windows of opportunity for private sector
growth and development, and financing Agro-processing to realize the governments
vision of making Ghana a major agro processing economy by 2012. Trade amongst
member countries of CEN-SAD group can be facilitated using the BSIC group as a

conduit for settlement of transactions, to avoid the risks associated with the movement

of cash across borders.——
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*he bank currently operates in fourteen (14) African countries which are networked, and
are members of the CENSAD community. Sahel-Sahara Bank, Ghana Ltd) operates
under a universal banking license that allows it to undertake all banking related

activities.

Sahel-Sahara Bank started operations in Ghana on March 25, 2008 and it is currently in

operations with a total number of (14) Branches.

3.10.2 Vision Statement

To become the bank of first choice in Africa in Banking Service, Trade Finance and

Investment.

3.10.3 Mission Statement

e To deliver excellent and innovative banking services that is quick, efficient and
high quality service to our clients.

o 10 use well trained, highly motivated, innovative and goal oriented staff to achieve
excellent service delivery and technology driven products envisaged under the
medium term strategic plan.

e To0 add value and wealth to the business of our customers through competitive

pricing and prompt service delivery.

e To create tangible benefits to society as a corporate citizen.
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e To Improve on our Risk Management environment and capability to better
manage our credit, operational and financial risks reduce credit provisions and

achieve full reqgU7Gpliance.
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3.10.4 Financial Strength of BSIC Group

The BSIC Group has a Stated Capital of 500 Million Euro.

As a bank, we aim to mobilize financial resources from all over the world and channel

them to productive sectors of the economies of member states.

3.10.5 Credit Facilities at Sahel Sahara bank Ghana
e Establishment of Letters of Credit

e Short, Medium and long-term loans

e Overdraft facilities

e Establishment of Credit Line

e Issuance of Bank Guarantee




CHAPTER FOUR

PRESENTATION OF RESULTS AND DISCUSSIONS

4.1 Introduction

This chapter presents the descriptive analysis of data sourced from customers and staff
of Sahel Sahara Bank and other major findings of the study. The results are also

discussed to satisfy the research objectives.

4.2  Presentation of Results

The primary data for this study was collected from a total of One hundred and twenty
nine (129) respondents. This consists of One hundred and seven (107) business client

and Twenty-two (22) staff respondents of the Bank.

4.3 Demographic Characteristics of respondents of business clients

Majority of respondents were male; the males were 66 in number and accounted for

61.7 percent of the sample. There were also 41 females (38.3%). Most of the
respondents have Secondary education background. Respondents of Secondary
education background numbered 50 (46.7 0/0). There were 32 respondents (29.9%)
who had tertiary education backgrounds and 23 (21.5%) whose education level was
basic. Most respondents located near a Sahel Sahara Bank branch. Respondents who
were close to the bank were 46 (43%) whilst 37 (35%) lived far from the bank. There
were however24 (22%) who-az-not-located in the same area as the bank. Sole
proprietorship iIs the commonest among the types of businesses operated by
respondents. Sole proprietors were 77 (71%). There were also 12 (11.2%) businesses

that were partnerships and 7 (6.5%) were joint ventures.



In addition, the respondents considered for this study have operated businesses for a
varied number of years. There were 36 (36.6%) respondents whose businesses are 1-5
years old and represented a majority of respondents. Also, 31 (29%) of the businesses
were 6-11 years and 3 (2.8%) were over 20 years. With regard to the nature of business,
majority of them were in to commerce; such businesses numbered 65 (60.7 0/0). The
manufacturing sector also polled 17 (15.9 0/0) businesses and construction and
agriculture sectors had 8 (7.5 0/0) and 3 (2.8%) business clients respectively. Most —
57 (53.3%) of the businesses were small in size and 37 (34.6%) were medium whereas
12 were large scale. The demographic characteristics of respondents are presented In
Table

4.1
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_Table 4.1

CoTI v svvavo LA ANWOPUNIUCHL UL DUSIIESS CHENLS

Measure ‘ Categories Frequency Percentage
Secondary ‘5‘ 0—46.7
Others 2 | I||_19
Demograbﬁi& haracteristics of Respondent of busines
21.5
46.7
Total
100

66

Gender Male 61.7 emale 3813

Total v 5N 107 100

Total 107 100

”d Total g% T 100
Duration in éﬁ‘l‘l‘}eSS 1-5yrs 336 N
6-10yrs....31 29 ’ .

y W e O
Irisys > 3 ANE 26 24.3
R A i e R R R
20yrS 1] e 1 O o

Over 20yrs 3 _ 2.8

1o0tal

Nature of Business Manufacturing 17 15.9



Commerce 65 60.7

Commerce 60,
Construction 8 7.5
Agriculture 3 2.8
Agriculture 3 .8 Services 6 5.6
Others 8 75
Total

8 7.5

107 100
Size of Business Small Scale 57 53.3
Medium Scale 37 34.6
e Large Scale - 13 12.1
Total 107 100

Field survey, 2013
With regard to the staff sampled for the study, male staff outnumbered female

counterparts. There were 16 (72.7%) males and 6 (27.3%) females. However, all staff
(100 0/0) have had tertiary education; 15 (68.2 0/0) were junior staff, 4 (18.2 0/0) were
middle level and 3 (13.6%) were senior management. Majority- 17 (77.3%) of the staff
have worked with the bank for 1-3 years whilst 5 (22.7 0/0) have worked with the bank
for 4-6 years. Most-9 (40.9%) of the staff that participated in the study has worked as

loan officers for 2-4 years. Another 9 (40.9%) of staff have also worked with the bank
as loan managers for 1 year. There were also 4 (18.2%) officers that have held the
position of loan officers for five to 7 years. The demographic characteristic of staff

respondents Is presented in Appendix 2.

4.4  Process of granting loans at Sahel Sahara Bank, Ghana

Prior to the granting of loans at Sahel Sahara Bank, Ghana, an elaborate process is
observed. Certain conditions must be satisfied before loans are granted. Nearly all loan
managers (21) strongly agreed that the approval of the credit committee is necessary
prior to the granting of loans. Other important processes and procedures strongly agreed

by respondents were the request of good business records (18 respondents), good
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account turn over (15 respondents) and request for acceptable collateral (15

respondents). The loan procedures and staffs' agreement on these processes presented

In
Table 4.2
48
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Table 4.2 Processes and procedures for granting business loans
Variable A N D SD
Re uest for business lan from customer 9 8 3 0 2
Re uest for an acce table collateral 15 { 0 0 0
Re uest for ood account turn over 15 4 3 0 0
Re uest fora ood business records 18 3 1 0 0
Pre aration of credit re ort for risk assessment 16 6 0 0 0
A roval or recommendation from branch manaer 7 5 0 0
A roval from credit committee 21l 1 0 0
Customers back ound check 18 3 1 0 0

Field survey, 2013




The procedures identified by the staff were confirmed by customers as majority (80)
clients strongly agreed that having a good account turnover is necessary in order to
qualify for loan at Sahel Sahara Bank, Ghana. There were also 69 respondents who
strongly agreed that acceptable collateral is a prerequisite for granting loans.
Meanwhile, 42 respondents also strongly agreed that a good business plan is also

necessary to qualify for loans but 8 respondents disagreed to this and 28 respondents

were neutral. The conditions to be met prior to the granting of loans are presented in

Table 4.3.

Table: 4.3 Conditions for granting loan at Sahel Sahara Bank, Ghana

Field survey, 2013

Strongly Strongly
Variable A ree A ree Neutral Disaree Disaree  Total

Good business Plan 42 29 28 8 0 107
Provision of acceptable

collateral 69 24 10 3 1 107
Keeping of good busi ess

records 48 36 17 5 1 107
Good account turn over 81 21 4 0 1 107
Interview b the bank official 46 44 15 0 2 107

o]



In assessing the process and procedures for granting business loans at the bank, most
clients responded that the process is cumbersome. Clients who reported that the loan
process was cumbersome were 41 in number and constituted 38.3 percent of the sample
size. In the opinion of 36 clients (33.6 0/0) however, the process is best described as
normal whilst 23 (21.5%) respondents refer to it as frustrating. Clients' assessment of the

loan process is illustrated in Figure | .

Figure 1: Client's assessment of the process of granting loans

50 0
40
0
30
0
20
0
10 0
0 ¥ 1 I ( T
Normal Cumbersome  FrustratingOthers
Frequency ¢ Percent

Field survey, 2013

Loan placements are considered as very significant source of a bank's profitability.
Therefore, the loan management process is very important. This revealed that, the process
PnJprocedure for granting loans at Sahel Sahara Bank Ghana entails satisfying a set of

N TG conditions. Majority of respondents strongly agreed

that, a good account

—turnover is a perquisite to granting loans at the bank. This condition is in place to ensure
that beyond the intention to repay loans, clients also prove their ability to repay in order

to minimize the incidence of default. Also, most respondents strongly agreed that it is

—_—

necessary to provide acceptable collateral security in other to qualify for loans from

Sahel Sahara Bank, Ghana. This provision compensates for default. In that, the
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collateral security depending on its form it can be used to pay for the loan in the
unfortunate event of default. However, majority of clients are uncomfortable with the

scrutiny associated with loan application and described it as cumbersome.

Schaeffer, (2000) reported that existence of loan-granting process and procedures Is
beneficial as 1t improves efficiency In gathering and processing of credit
documentation, and enhances the process of evaluation of the information gathered.
More so, the conditions to be satisfied prior to the granting of loans at Sahel Sahara
bank, Ghana are in line with what were identified by Petrovic & Davidovic, (2011).
Petrovic & Davidovic, (2011) emphasized the need to assess the account quality of the
loan applicant and the state of assets presented as security instruments. Notwithstanding
the fact that loan applicants consider the application process as cumbersome, Adrian
and Shin (2008) also found that, anytime banks want to give out loans, they must ensure
that the amount can be repaid and the procedures and processes to be observed are the

measures In place to take care of this.

4.5 Determinants of demand for business loans

Business clients of Sahel Sahara Bank, Ghana contract loans for different purposes.

Majority of clients take loans for the purpose of business expansion. Clients who collect
lus for the p ose of business expansion were 81 (75.5 0/0) whilst 19 (17.8 0/0) of
respondents also cited the acquisition of business assets as the purpose of their collection
of loans. There were also 6 (5.6%) of respondents whose purpose for collecting loan is
the acquisition of personal assets. The purposes for or determinants of demand for

business loans at Sahel Sahara Bank, Ghana are demonstrated in Figure 2.
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Businesses rely on external debt financing such as loans. Clients apply and are granted
loans for out of the need for it and their ability to repay the amounts requested at the
time and rate set by the bank. The determinants of business loan demand at Sahel Sahara
Bank, Ghana vary among clients. It was revealed that most respondents take loans for
business expansion. This is because depending on the nature of business, expansion can
be profitable but is very costly too. In addition, it may be difficult for some business to
be expanded with the operating capital because the expansion is capital intensive and
In most cases does not necessarily imply immediate returns. For this reason, external

sources of funding like bank loans become the option.

This finding corroborates Keyfetz, (2005); Loawale and Odeyemi, (2010) as the
researchers also indicated that business enterprises secure loans for proper organization
of production, acquisition of investment assets and/or raw materials and development
of marketing. The availability of credit brings together in a more productive union,
skilled labour force with small financial resources and those who have substantial
resources but lack entrepreneurial ability (Aryeetey & Udry, 1997). Thus, credit is very
Important to

business success and the need for it I1s primarily to complement other factors of

production in order to improve business.
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Figure 2:

Purposes of business loans accessed by clients
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Field survey, 2013

4.6 Determining factors that contribute to loan defaults among business clients

Business clients default loans for a number of reasons. Out of the 107 respondents, only

41 had defaulted in a loan payment or the other. The default of business loans can be

Investigated through the examination of demographic factors that could influence

defaults. The type of business could determine whether or not a client is a probable

defaulter. With 2 "esp gden 4

a loan default rate of more than 5 occasions and a

total frequency of 30 defaults, sole proprietorships constitute the single largest



business type that default in paying loans. However, joint ventures have the least default

rate with only 2 respondents defaulting once and I respondent twice. From the chi-
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square and probability values of 14.487 and 0.697, it means that, type of business

ownership is not a significant predictor of loan default.

Meanwhile, 18 business clients who are 1-5 years have defaulted in loan repayment
with 1 respondent having defaulted for over 5 occasions. With regard to the duration in
business, businesses that were over 20 years have the least default rate as only 1 of such
businesses has defaulted on one occasion. This Is an indication of the fact that, long
business relation contributes less to default. From the chi-square and probability values
of 20.75 and 0.653 respectively it could be seen that duration in business is not a
significant predictor of default among business clients. The size of business is another
factor that influences default. However, small businesses defaulted in the payment of
loans more frequently than large ones. In all, 25 small businesses claimed to have
defaulted loans with 1 of such businesses defaulting on more than 5 occasions. Large
scale businesses have a better default rate as only 5 of them defaulted and the highest

frequency of default for this category was 1.

Another important demographic determinant of default is the number of employees of
the organisation has hired. Businesses with 1-10 employees recorded default on 25
occasions for 1 of such firms, the default has been very frequent; more than 5 occasions.
Large businesses of up to 40 employees did not indicate any defaults at all. Again,

clients who have done business with the bank for 1-3 had the highest frequency of
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defaults-totalling 24 with—tof such clients defaulting on more than 5 occasions.
However, clients who have worked with the bank for more than 10 years had the least
default rate of 1. The demographic factors that bring about default of business loans are
presented in Table 4.4.

It is interesting to find that, apart from years with bank which proved to be significant
determinant of loan default, all the demographic factors were poor predictors of loan
default among business clients of the study area. The study is inconsistent with the

findings of Keyfetz (2005), MacCann and Mclndoe-Calder (2012) and Irungu (2013).

Out of the 41 respondents who had defaulted, 39 had spent up to 6 years with the bank.

Thus less number of years with the financial institution could contribute to default.
Long standing relation reduces the probability of default and this finding is consistent

with literature.

Table 4.4 Demographic factors which determine loan default

Variable Cate ories Fre uenc of loan defaultsb  Clients

o/



Chis
None 1 2 3 4 5 >5 | uare Value
. Sole
Ownership Pro rietorshi 47 16 9 2 1 | o 2
Partnershi 8 2 0 1 0 1 o 14487  0.697
Join Venture 0O o 0 O
Others / 3 0] |l ol olo
Total 66 23 10 4 1 1 2
Duration 1In
business 1-5s 18 10 6 1 0 o 1
6-10 s 22 6 1 o1l o 1
20.75 0.653
11-15rs 18 2 3 2 0 | o
16-20 rs 6 4 0 1 0 o o
Over 20 rs 2 1 0 O ol o o
Total 66 3 10 4,11
Size of business small Scale 37 31 .
Medium Scale 26 6 2 7.05 0.854
Lar e Scale 8 Olo O o
Total 66 23 10 4 12
Number  of
em 10 ees 1-10Em 10ees | 31 15 6 2 0 o
11-20Em 10 ees = 16 D el o o 1
21-30Em 10 ees 7 2 0 | O 59709 | 0481
31-40 Em 10 ees | ° 3 1 |[0jojo0|O
Over 40 ears 3 © 0l 0 O
6 1 2 0 o o o
Total 66 3 10,11,
Years with bank 1-3 ears 31 13 8 A 11 fo.613 0.034
4-6 ears 34 8 11 4 oo .0
7-9 ears 1 1 0 o0 O O
1 years and
above 1 0 1 oo 00
Total 66 23 10 4 1 1 72

Source: Field survey, 2013
Apart from demographic factors, there are also other factors that contribute to default

among business clients. One of such factors is loan diversion and it was discovered
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that 20 respondents who diverted loans agreed to have defaulted in payment with 2
of such clients defaulting on more than 5 occasions. The chi-square value was 42.836
whilst the probability value was 0.000 indicating much significance. The result
Indicates that diversion of loan purpose is a strong determinant of loan default among
business clients. This result is consistent with the works of Ganbold (2008) and
Faulkender and Petersen (2006). Claessend, Krahnen & Lang (2005) reported that,
some borrowers wilfully default loan repayment by diverting loans to other
unyielding ventures and this satisfies the third objective of the study. When borrowers
divert the usage of the loan for other purposes, repayment becomes difficult because
the tendency Is that, they invest the money in non-income generating ventures which

makes the servicing very difficult.

Clients perception of the loan process also Is another cause of defaults as those who
described the process as cumbersome had the highest number of defaults. The
chisquare and probability values were 43.388 and 0.001 respectively which means
that loan process is a significant determinant of loan default. Usually, cumbersome
and complex application procedures lead to many delays in accessing the loan. What
usually happens is that by the time approval is given for the loan, the purpose might
have obsolete-with Thne which—trsuatYleads to the factor already discussed
(diversion). It was reported by Herrington and Wood (2003) that the main causes of
loan default include shortages in loan, delay in the delivery time of loan and poor
supervision.

Another important factor is the interest on loans. Clients who perceived the interest
on loans as moderate recorded high number of defaults; a total of 24 where as those

who considered the interests as low recorded only 1 case of default. The transaction
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cost to profit when considered as high also brings about defaults in most instances.
Clients who considered the transaction cost to profit as high recorded a total default
frequency of 19 where as only 1 client defaulted among those who considered the
transaction cost to profit as low. Furthermore, clients with a lower percentage of loans
paid from personal pocket record high incidence of defaults. Clients with 1-20% of
loan out of pocket recorded a total of 12 incidences of default where as those with 50
% recorded 2 default incidences. Most loan managers of the bank, 14 (63.3 0/0)
suggested that proper monitoring be ensured to minimize the frequency of loan
defaults, there were also 8 (36.4 0/0) of respondents whose opinion in depth analysis
of clients prior to the approval of loans is the most effective measure that could
minimize the incidence of defaults. Apart from the first two factors, all other factors
were not significant determinants of business loan default. The result is contradictory
to a lot of literature on determinants of loan default. Table 4.5 is a representation of
other factors that contribute to loan default among business clients of Sahel Sahara

Bank, Ghana.

Table 4.5 Other factors that could contribute to loan default rate among business

clients
Frequency of loan defaults by
Cate ories Clients
Variable None 1 3 4 5 >5 suare Value
- - 9] 4 4 1 2
Loan Diversion Yes 3 1 42836 000
57 19 2 o o O O
Total 66 23 10 4, 1 1 2
Loan rocess Normal 25 10 o0 o O 1 O
4 1 0o o
Cumbersome 26 8 i : 43388  0.001
Frustratin 15 3 o 0
Others 0 1 3 2 o o 1
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Total 66
Interest on Loans Low 4 o 1 0 0 0 O
3
Moderate 39 16 2 11.289 0.881
Hi h 2 (7 1 0o o1
Others 1 o O c 0 0 O
Transaction cost to
rofits Low 13 6 o o 1 o o
Moderate 26 9 3 o 1
Hi h 27 8 7 2 O o0 2
Total 66 23 10 4 1
Percentage of loan from 19.141 0.744
ersonal ocket 1-20% 17 o | 0 1 1 o5 0
21-40% 12 4 |4 |2 o 1 1
41-50% 8 I 1 o o0 o
1 1 1 O 0 0 O
28 9 2 0 0 0 1
Total 66 23 0 4 1 1 2

Field survey, 2013
4.7 Sectors of business clients with higher loan default in Sahara Bank, Ghana

Majority of clients that have defaulted loans are involved in commerce. Clients who
engaged in commerce have a total default frequency of 21 with 1 such client
defaulting on more than 5 occasions. However, all clients in the agric sector indicated
that they have defaulted in loan repayment on different occasions whilst 3 clients in
the services sector have also defaulted in payment. It could be seen from the chi-
square (59.303) and probability values (0.001) that the sector a business client
belonged to is a significant determinant of loan default. The absolute values on the
most defaulting sectors might be misleading. In relative terms, the order of most
defaulters were the Agriculture, construction, manufacturing, services and commerce

sectors looking at the number of respondents involved in the study. The unclassified
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others had no default. The sectors of business clients which record loan defaults In

Sahel Sahara Bank, Ghana and the frequency of defaults is presented in Table 4.6.

This finding is In agreement with the Bank of Ghana Annual Report (2012) which
also reported that default among the commerce sector is high in the industry but did
not find the same of the agriculture sector. This difference could be because of only
few business clients of the bank are engaged in the agriculture sector and all 3
unfortunately were defaulters. In line with Irungu (2013) ; MacCann and Mcindoe-

Calder (2012), the construction industry was also found to have a high default rate

Table 4.6Sectors of business clients with higher loan default

How man times have ou ever missed a loan re a ment

Cons truction

Variable None 5 Total Chi-squa P-Value
Manufacturing 9 7 0 0 0 0 1 17
Commerce 44 12 6 2 0 o) 1 65

Agriculture

Se rvices

Others 8 o o O o 0 0 8 59.303  0.001
Total B 1 A€ T 107

Field survey, 2013

The loan defaulters identified a number of different repayment plans; majority-68.2
percent of them were however not applicable. This meant that they had never
defaulted that constitute 66 out of the 107 clients. There was however 18.7 percent
of respondents who suggested a rescheduling of the repayment date whilst 8.4
percent of them also requested a reduction in the interest on loans. The repayment

plan suggested by clients is presented in figure 3.

Figure 3: Loan repayment plan
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Percent of loan repayment Plan

1.9

18.7

)
Rescheduling

Reduction of interest

Rebate

2.8
Not applicable

Others 68.2

CHAPTER FIVE
SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 Introduction

The chapter covers the summary of major findings, conclusion and recommendations
based on the findings. The summary begins with the socio-demographic

characteristics of the respondents and the rest has been presented in accordance with

the objectives of the study.

5.2 Summary of major findings

The educational background of business clients were such that at least 79.5% had
completed secondary education whilst all the staff had tertiary level of education.
There were 61.7% male business client respondents whilst the male staff respondents
were

72.7%. It was found that 57% of clients were far from bank premises which could
make monitoring quite difficult. It was again found that 72% of clients were sole

proprietors and 53.3% of businesses were small scale. On the issue of duration, 58%
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of clients had operated for at least 10 years whilst 40.9% of staff had spent at most a

year with the bank.

On the procedures and processes for the granting of loans, it was found that approval
from credit committee, customer background checks, request for acceptable
collateral, request foogood business records d preparation of credit report were
necessary. It was confirmed by the clients that the bank looked for good account
turnover and provision of acceptable collateral were most important prerequisite for
the granting of business loans. It was indicated by 38.3% of the respondents that the

loan application procedure was cumbersome.

The most popular determinant of demand for business loan was found to be the desire
to expand. Expansion motives drove most business client's demand for a loan facility

at the bank.

The significant demographic factors that determined business client default were
number of years with the bank and the sector which the client belonged to. The other
factors which were found to be significant were loan diversion and loan processes and

procedures.

In relative terms, the most defaulting sectors were the Agriculture, construction,

manufacturing, services and commerce sectors.

5.3 Conclusions

It could be concluded from the study that the educational level of the business clients
IS quite enviable and the bank can rely on this roll out literacy based products for them
to patronize. Business clients are far away from the bank premises and this could

make monitoring difficult and more expensive since credit officers will have to travel
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some distances before getting to the business premises of clients. Credit officers are
Inexperienced since most of them have spent less than a year in that position. There

is the tendency for mistakes———

—The requirements for the granting of loans are approval from credit committee, good
account turnover and provision of acceptable collateral. The procedures and processes
for the granting of loans are cumbersome. This could lead to delays which might affect

the purposes for the collection of loans and this could lead to default.

The determinant of demand for loan Is the desire to expand. Expansion motives drive

the demand for external finance usually in the form of loans.

The factors that determine loan default are number of years of banking relation, the
sector which the client belonged to, loan diversion and loan processes and procedures.

Having indicated a cumbersome loan application process, unnecessary delays could

lead to diversion and subsequent default.

The sectors with the highest loan default were the Agriculture, construction,
manufacturing, services and commerce sectors. Seasonal variations make the

agriculture sector a very risky area of investment.

5.4 Recommendations

The study has come out with some recommendations. It IS recommended that, the
bank should prospect for business clients within the catchments areas of the bank.
This is to enable them reduce cost of originating, processing and monitoring loans.
Again, it is easier and convenient monitoring clients who are closer to bank premises.

For effectiveness and cost control purposes, clients should hardly be far away from

branches.
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It is again recommended that, the bank recruits experienced credit officers. If new
employees will be engaged in the credit department, they should be constantly guided to
minimize mistakes and losses the bank may incur. The import of this recommendation

stems from the inexperience of staff respondents discovered during the analysis.

It is recommended that the bank becomes very careful of lending to business clients
who belonged to certain sectors like the agriculture, commerce and construction
sectors since they constitute the highest defaulting sectors. Again, the following
factors should guide the bank in making loans to business clients: diversion of loan
for other purposes, delayed and cumbersome loan processes and procedures and the
number of years a client has been with the bank. A closer look at these factors could

minimize possible loan default.

It IS recommended that further research could look at the effect of loan on the bank

portfolio. A larger sample size could be considered for a more generalized result.
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APPENDIX A

QUESTIONNAIRE FOR STAFF OF SAHEL SAHARA BANK, GHANA
KNUST
INSTITUTE OF DISTANCE LEARNING
This questionnaire on the topic ‘Determinants of Loan Default among Business Clients in
Sahel Sahara Bank (Ghana)' has been designed to solicit information for purely academic
purposes and your anonymity Is guaranteed. | shall be grateful if you would answer them to
the best of your ability. Indicate your answer(s) by a tick like this [V], a short answer and a

simple explanation  where necessary.

Part A: DEMOGRAPHIC DATA

1.S5ex: Male[] Female][]

2. Level of education: Basic [ ] Secondary [ ] Tertiary [ ] others (please specify). ..............
3. Level of employment: Senior/Management Level [ ] Middle Level [ ] Junior Level [ ]
4. Duration in employment: 1-3yrs [ ] 4-6yrs [ ] 7-9yrs [ ] 10yrs and above

5. How many years of experience do you have as a manager/loan officer?
(a) 1 year () (b)2-4() (c) 5-7 () (d) 8-10 yrs () e. Over 10 yrs
Part B: Process and Procedure for-graitifig business loans at Sahel Sahara Bank, Ghana

Please, indicate your response by ticl&fig ( ) only one (1) of the respective box against each

question; strongly agree (SA), Agree (A), neutral (N), disagree (D) and strongly disagree (SD).

Question Tick here

76

S

LIBR ARY
(WAME NERUMAR DB
* WHRY ‘48 URIVERBIYY g¢
SCIENCE ARD TECHEQOLORY



In processing loan for business client at Sahel Sahara Bank, Ghana SA A N D SD
| alwa s ensure the followin strictl

6. Re uest for Business lan from the customer

7. Re uest for an acce table collateral

8. Re uest for a Good account turnover

9.Re uest fora ood business records

10. Pre aration of credit re ort for Risk assessment

11. A roval or Recommendation from branch mana er

12. A roval from Credit committee

13. Customer's back ground check.

Part C

14.How can loan processing be improved?

15.What can be done to minimize the rate of loan default among business clients?

b 1 9
16.Any suggestion or recommeng/idation-o management

. e e e e e ..................................................' . NI R R
. e R R T L R R L L
LA AL L B I B R R L B L .

APPENDIX B

QUESTIONNAIRE FOR BUSINESS CLIENTS
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KNUST

Institute Of Distance Learning

This questionnaire on the 'Determinants of Loan Default among Business clients in Sahel
Sahara Bank (Ghana)' has been designed to solicit information for purely academic purposes
and your anonymity is guaranteed. | shall be grateful if youwould answer them to the best of
your ability. Indicate your answer(s) by a tick like this [ J, a short answer and a simple

explanation  where necessary. Part A: DEMOGRAPHIC DATA
|. Level of education of respondent:
Basic [ ] Secondary [ ] Tertiary [ ] others (please specify).......ccveunn.
2. Type of Business Ownership: a) Sole proprietor [ ] b) Partnership [ ] ¢) Joint Venture [ ]
d) Other (SPecCify) w.vvvvviviiiiiiiiiiiieinennn,

3. sex: Male [ ] —Female][ ]

4. Duration in Business 1-5yrs [ J 6-10yrs [ | 11-15yrs [ ] 16-20yrs [ J Over 20yrs [ ]

5. Size of business: Small scale [ ] Medium scale [ ] Large scale [ ]
6. Sector of business: Manufacturing [ ] Commerce [ ] Construction [ J

Agriculture [ ] Services [ ] Others

7. How many employees do you have? 1-10[ ] 11-20[]21-30[] 31-40 [ Jover 41 [ ]

8. What is the distance of your business location from the bank?

Near [ ] Far [ ] Not located within the same town as the bank [ ]
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9. Years of relationship with the bank: 1-3yrs [ ] 4-6yrs [ ] 7-9yrs [ J 10yrs and above

10.  Have you ever used the loan requested for a different purpose other than the intended

purpose to deal with an emergency? Yes[ ] Not ]

PART B Conditions/Requirements for granting loans at Sahel Sahara Bank, Ghana

Question

Please, indicate your response by tick g () only
one (1) of the respective box against each
question; strongly agree (SA), Agree (A),
neutral (N), disagree (D) and strongly disagree
(SD).

The bank ensures the following strictly before
granting loans

SA N D SD

11. A Good business plan

12. Provision of acceptable a collateral

13. Keeping of good_business records

14. Good account turn over

15. Interview by the bank official

16. How will you describe the loan application process at Sahel?

Normal () Cumbersome () Frustrating

[ ] others specify..

lllllllllll

PART C Determinants of demand for loans

17. How do you describe the interest charged on your loan at Sahel Bank as compared to others?

Low [ ] Moderate [ ] High [ ] others specify............
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18. How do you describe the transaction cost of your business as compared to your profits?

Low [ ] Moderate [ ] High [ ]

19. What is the size of your business capital in Ghana cedis?

(@)1-2000 []  (b)2001- 5000 [] (¢) 5001-10000 (d) 10001-50000[ ]

(e) 50001-100000 (f) over 100000 ]

20. What percentage of loan is paid from your personal income?

1-20% () 21-40% () 41-50% () Over 50% ()

21. What percentage of your revenue Is used to service your loan?

1-20% () 21-40% () 41-50% () Over 50% ( ) others specify

22. What is the duration for loan payment (in years?) a) Lessthan 1yr[]b) 1yr[]

¢)2yrs[]d)3yrs [1e)4yrs [] f) 5 yrs and over [ |

23. Loan repayment plan a) Daily [ ] Weekly [ ] bi-weekly [

Monthlyt—A Quarterly [ ] others, please specify............cxee:

24. How many Business loan applications do you make In a year?
I (e)5and more[]

25. How many business loans have you made since joining this bank?

a) 1-5 b) 6-10 c) 11-15 d) 16-20 e) Over 20

26. How many of your Business loan applications become successful (without default)?
a) 1-5 b) 6-10 c) 11-15 d) 16-20 e) Over 20

27. How many times have you ever missed a loan repayment?

(a)None [ ]b) Once () (c)twice () (d) thrice (e) four times
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f) five times [ ] g) More than five times [ ]

28. What plan do you arrange with your bank for missing your repayment?

(a) Rescheduling () (b) Reduction of interest [ ] (c) rebate [ ] (d) Not applicable [ ]

e) Others p|ease Specify .....................................................

29. Do you have another loan commitment with any other bank? Yes () No()

30. What is the purpose of your loan?

a) Business expansion b) Acquisition of Business Assets c¢) Acquisition of Personal
Assets [ d) Settlement of urgent personal bill [ ]
€) Others (SPECITY) .vvrererriururiiimniiiriiiiiiieii s

For each of the following statements, indicate the extent of agreement or otherwise

Statement

SD

31. Bank officials do little in-de th anal sis of clients

32. | am unable to 0 er records-e£my bysiness

33. Amount of loan a roved is inade uate for u ose

34. Amount of installment is too high as compared to my
business-revenues

34. | have extra sources of income a art from m business

35. There are dela s on the loan rocessin

36. Business rofits are low

37. Provide any suggestion for reducing loan default

APPENDIX C

ANALYSIS OF STAFF RESPONSES
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Demographic characteristics of loan managers

Variable Cate ories Fre uenc Percenta e
Sex Male 16 72.7
Female 6 27.3
Total 22 100
Education Basic 0
Secondar
Tertiar 22 100
Others
Total 22 100
Level of em 10 ment Senior mana ement 3 13.6
Middle level 4 18.2
Junior 15 63.2
Total 22 100
Duration In em 10 ent 1-3 ears 17 LL3
4-6 ears S 22.1
Total 22 100
EXx erience as a loamMana er —tvear 9 40.9
2-4 ears J 40.9
5-7 ears 4 18.2
Total 22 100

Field data, 2013
process and procedures for granting business loans at Sahel Sahara Bank, Ghana

Variable

SA N D SD
Re uest for business lan from customer 9 8 3 o) 2
Re uest for an acce table collateral 15 7 0 0 0
Re uest for ood account turn over 15 4 3 0
Re uest fora ood business records 18 3 1 0 0
Pre aration of credit re ort for risk assessment 16 6 0 0 0
Approval or recommendation from branch
mana er 17 5 0 0 0
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A roval from credit committee 21 0 1 0
Customers back ound check 18 3 1 0
Field data, 2013
How to improve loan processing
Variable Fre uenc Percent
Too much beaurocrac 7 31.8
Earl rovision of loan documents b clients 8 36.4
There should be credit limits a roved b branch mana ers 6 27.3
Decentralize loan rocess 1 4.5
Total 22 100.0
Field data, 2013
How to minimize loan default among clients in the view of loan managers
Variable Fre uenc Percent
Pro er monitorin 14 63.6
In-de th anal sis of-clients beforeapproving loans 8 36.4
Total 22 100.0
Field data 2013
suggestions from loan managers to management towards loan
Variable Fre uenc Percent
Clari loan eli ibili rocess to make it accessible 5 29 7
More Loans should bea roved to et more customers 3 13.6
Mana ement should abide b turnaround time 6 27 .3
Electronica roval of loans should be ex lored 1 4.5
Credit de artment should be 10 isticall e ul ed 3 13.6
2 0.1
Effective monitorin 2 91
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Total 22

100.0

Field data, 2013

Suggestions from clients towards improving loan processes

Variable Fre uenc  Percent
Well defined Loan usage and terms 14 13.1
Reduce interest rate on loans 3 2.8
Bank should reschedule loan plans 13 12.1
Bank should ensure customers insure their assets against fires 4 3.7
Bank should enforce monitoring to customers 25 23.4
Rescheduling of repayment plan 2 1.9
29 27.1
Approved loan should be adequate 5 4.7
Harsh punishment of defaulters 1 9
Reduction of interest rate 11 10.3
Total 107 100.0

Field data, 2013
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