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CHALLENGES
Lack of banking culture among 
customers leads to poor finan-
cial records and repayment.

Most customers do not have 
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their loans.
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borrowers, using the same 
collateral to secure
loans at multiple banks.

Loan money is often diverted 
into other projects instead of 
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Entrepreneurs across the world ci te 
access to f inance as a key constraint 
of setting up and operating a business.  

1Given the high concentration of banks in 
Kilimanjaro (22 registered banks) and that the 
majority of formal financial services offered 
to entrepreneurs 2 in the region are offered by 
banks, 3Anza conducted a study into the banking 
products offered to business owners and financial 
challenges facing entrepreneurs in Kilimanjaro.

The goal of this study is to highlight op-
portunities for business owners in Kilimanjaro 
to access capital, as well as to identify gaps 
and challenges in formal f inancial service 
offerings. Intended results include informing 
entrepreneurs of the options available to them, 
and encouraging banks and other financial or-
ganisations to fill the identified gaps in financial 
service offerings.

Methodology

In order to collect the data required, visits were 
made to a l l  o f  the reg i s tered banks in the 
Kilimanjaro Region, with the exception of one. 
4 Along with registered bank branches, many 
group-based microfinance organisations such 
as Saving and Credit Cooperatives (SACCOs), 
Village Community Banks (VICOBA), and Village 
Saving and Lending Associations (VSLAs) are 
also present in the region. To better understand 
these smaller organisations, a representative 
of the SACCOs at the municipal council level 
was consulted. 

All but one of the banks approached par-
ticipated in the study. The sample size of the 
survey therefore included 20 registered banks 
of Tanzania, and 1 government official from 
the Moshi Municipal Council (MMC). For each 
participant, an interview was administered with 
structured lead questions and unstructured 
follow-up questions. 

While efforts were made to make the study as 
comprehensive and accurate as possible, several 

limitations occurred in the data set. Firstly, not 
all banks answered every question. Secondly, 
participants were limited to those approached, 
and smaller microfinance organisations such as 
SACCOs, VICOBA, and VSLAs were under-
represented in the study when compared to 
their market representation. The study there-
fore represents the financial services of com-
mercially registered banks in the Kilimanjaro 
Region. Thirdly, for ease of understanding, some 
of the interviews were conducted in English 
and some in Swahili, which could affect the 
outcomes of the interviews. For the interviews 
conducted in English, every effort was made to 
ensure understanding of the questions. Lastly, 
as in any study, errors can occur both in the 
interview process and in the data set.

Loan Products for Entrepreneurs

The majority of financial products offered to 
entrepreneurs in the Kilimanjaro Region are 
debt loan products. A few banks offer asset 
financing, and others offer letter of credits and 
bank guarantees. 

The majority of loan products from commercial 
banks are offered to individuals: while 68% of the 
banks interviewed offer loans to individuals, 32% 
offer loans to both individuals and groups, and 
none offer loans only to groups. The number of  
group-based loans is much higher when taking 
into account informal saving and cooperative 
societies, VICOBA, VSLAs and the numerous 
SACCOs in the region. Group loans allow 
business owners and entrepreneurs to learn from 
each other, and to act as each other’s collateral 
in order to secure a loan. The structure of the 
group loan depends on the methodology used 
by the bank or society: either each individual 
is given a loan based on their business, or the 
group is given a loan as a whole.

Interest rates for the loans differ according to the 
risk of the business, as determined by the banks. 
For individual loans, the interest rate ranges from 

15-26%, averaging at 20.4%. For group loans, 
the interest rate ranges from 15% to 30%, av-
eraging at 22.5%. Microfinance products often 
have a higher interest rate than business loans.

In Kilimanjaro, there is a wide variety of loan 
amounts offered by banks to business owners. 
The max imum amount of the loan is largely 
determined by the annual turnover of the busi-
ness and the size of the collateral. 

Whereas multiple sources c i te a l arge gap 
in loan amounts, where the “missing middle” 
cannot access financial capital, it appears on first 
glance that there is a present yet less acute miss-
ing middle in Kilimanjaro. 5In terms of possible 
loan amounts, the banks in Kilimanjaro cover 
a wide range of loan amounts, including the 
“middle” category. 

The average loan amounts given by banks to 
entrepreneurs in the Kilimanjaro region, how-
ever, show that loan amounts between 
0-500K and 1.1M-5M are underserved.  A 
gap in loan amounts therefore may not be ap-
parent when comparing loan products available, 
but becomes clear when assessing the average 
loan amounts given out by banks in Kilimanjaro.

While commercial banks offer more products 
for individuals, informal and SACCOs-style as-
sociations offer more options for groups. Fur-
thermore, while commercial banks cover every 
loan amount from 500K and above, the aver-
age loan amount given to business owners by 
banks leaves a gap in the 0-500K range and the 
1.1M-5M range. Only one bank at each of 5.1-
10M, 10.1M-30M and 30.1M-50M offers an 
average loan amount within that range.

1Thorsten Beck and Robert Cull. “SME 

Finance in Africa” Policy Research 

Working Paper 7018. (September 2014). 

World Bank. 

2The report uses the terms business own-

ers and entrepreneurs interchangeably, as 

banks often do not differentiate between 

the two.

3Anza.“Social Entrepreneurship in 

Kilimanjaro: A Basic Evaluation” Anza.

(May, 2016).

4Due to its location outside of Moshi 

Urban, Twiga Bancorp, which has a 

branch at the Kilimanjaro International 

Airport (KIA) was not visited.

5The SME Banking Knowledge Guide.” 

IFC Advisory  

Services. (2010).
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Challenges for Business Owners

Business owners and entrepreneurs in the Kili-
manjaro Region face specific challenges when 
accessing financial capital from the banks. The 
first, most salient challenge for entrepreneurs is 
the question of having sufficient formal collateral 
to secure a bank loan.

Most banks require collateral to be in the form 
of a developed property, land with a title deed, 
or a mortgage. Some banks accept movable 
assets such as a car or motorbike, but not all. 
Some banks have introduced innovative schemes 
for collateral, for example issuing warehouse 
receipts to agriculture customers to use as col-
lateral for a loan.

Ownership of the appropriate formal collat-
eral is an issue for business owners looking for 
loans. Land title deeds are time-consuming 
to get as government procedures for surveying 
land and issuing formal ownership certificates of 
assets can make the process lengthy and difficult.

The issue of collateral is not a small one: for 
individual loans the average formal collateral 
required is 120%; for group loans the collateral 
required is around 95%. Some group loans use 
the group members as collateral instead of as-
sets. Furthermore, government employees can 
often access a salary loan by using an employer’s 
letter of guarantee and their salary as collateral.

A second challenge for business owners is 
the business maturity needed to access a 
loan. The majority of banks consider 1-2 years 
of business operations and above an appropri-
ate stage at which a business can access a 
loan. Unless an early-stage entrepreneur has 
significant previous business experience, he or 
she is unlikely to access a loan. 

A third challenge for business owners is the 
sectors that banks consider giving loans to. For 
business owners working in sectors such as 
trade, retail, wholesale and transport, there 
are a variety of loan products to choose from a 
multitude of banks. For those working in sectors 

such as NGO work, education, or healthcare, 
however, there are limited options, as most 
banks do not offer those services. 

For some sectors, such as agriculture or cof-
fee growing, there are specific loan products 
where interest repayment grace periods are 
given to align with planting and harvest seasons. 
Government-sponsored programs to encour-
age banks to give loans to certain sectors and 
income levels expand the reach of the banking 
services. These are a positive step towards in-
creasing access to loans for smallholder farmers, 
and entrepreneurs in under-served sectors.

Challenges for Banks

Banks in Kilimanjaro face multiple challenges 
when deciding whom to give loans to. There 
are few banking customers to start with – the 
FinScope 2013 survey indicates that only 16.8% 
of the Kilimanjaro population have/use formal 
bank products. 70.1% of the population use 
non-bank formal products such as M-Pesa, 6.9% 
use informal mechanisms only, and 6.2% are 
financially excluded. 6The pool of potential cus-
tomers is thus small, and limits the banks ability 
to develop diverse and strong portfolios.

With a small group of customers and a high 
density of banks in the market, banks face chal-
lenges such as multi-borrowing, low repayment, 
and insufficient collateral. These challenges make 
it hard for banks to offer financial services to 
entrepreneurs. 

Banks cite multi-borrowing as a challenge to 
their ability to offer loan products to business 
owners in Kilimanjaro. Multi-borrowing – tak-
ing loans out in multiple banks – means that the 
customer’s ability to pay is reduced, and that 
collateral used to secure the loan is often used 
elsewhere. With no registry to track collateral, 
banks find it hard to determine who is a multi-
borrower and who is not.

A further challenge for banks is a lack of f i-
nancial records among micro, small and medium 
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business owners and entrepreneurs. Without 
proper accounts and records of the business, it 
is difficult for the bank to determine the annual 
turnover of the business and to assess the risk 
of giving a loan to the entrepreneur or busi-
ness owner. 

A lack of financial awareness also means that 
micro entrepreneurs and business owners are 
not always aware of the ways in which a loan 
works and needs to be repaid. 39% of the banks 
surveyed rated their customers financial knowl-
edge as “low” (before any trainings or workshops 
were provided), and 44% rated their customers 
financial knowledge as “high”. This spread largely 
reflects the loan amounts offered by the banks: 
those offering small loans generally rated their 
customers knowledge as lower than those 
providing corporate, larger loans. 

Another issue identified by the banks is the 
diversion of funds from the business to other 
needs such as school fees, hospital fees, and other 
emergency fees. There is also diversion of funds 
to other assets such as other businesses owned 
by the entrepreneur or the entrepreneur’s family. 
This makes repayment of loans difficult for the 
entrepreneur, and puts the bank’s portfolio at 
risk, as loans are not repaid on time.

While bank loans remain a key source of fi-
nancing for entrepreneurs, there are several 
challenges both for entrepreneurs to access 
finance, and for banks to ensure that loans are 
repaid and that the businesses given loans are 
viable, legally registered businesses. 

1. The regional government of Kilimanjaro or 
national government of Tanzania could set up 
a collateral registry where assets used to secure 
a loan for one bank are recorded in an effort to 
reduce multi-borrowing and lack of repayment. 
This could be used in the same way as the current 
credit reference bureau - banks can reference 
the list before deciding whether to issue a loan.  

2. One key issue for entrepreneurs and business 
owners is that land cannot be used as collateral 
without a title deed. According to one of the 
banks interviewed, the government has indi-
cated that land title deeds will be issued to all 
landowners in 2016. This would be a good way 
to help entrepreneurs and business owners to 
secure a loan with sufficient formal collateral. 

3. Given that 70.1% of the population in Kiliman-
jaro uses non-bank formal financial mechanisms, 
banks should find a way to integrate records such 
as M-Pesa transfers into their definition of ac-
counting and record keeping. This would increase 
the pool of potential candidates for loans and 
would make it easier for business owners operat-
ing mostly with mobile money and other non-bank 
financial platforms to access loans from banks.  

4. Several of the banks interviewed offer workshops 
or group trainings. These should be continued 
and banks should collaborate with NGOs and 
businesses also offering these services in the 
Kilimanjaro region. Furthermore, the National 
Entrepreneurship Education Framework should 
be used to ensure that the education is in line with 

national standards. Workshops should address the 
lack of financial knowledge of entrepreneurs and 
introduce business owners to a community who 
can further support them in their business efforts. 

5. Entrepreneurs and those looking to pursue en-
trepreneurship in the future should open bank 
accounts early in the business development 
process in order to keep financial records and 
to prove his or her abilities in banking. This will 
help banks to better assess loan applications. 

6. To address the issue of diversion of funds, banks 
s h o u l d  o f f e r  l ow  l o a n  amounts to start, 
with staggered financing as the business grows. 
Many of the businesses interviewed indicate 
that they often reduce loan amounts in order to 
encourage the entrepreneur to grow the busi-
ness before taking a larger loan amount. This 
will help to encourage the investment of loan 
money into their business instead of other assets. 

7. Sector-speci f ic loan funds are an important 
way to make sure f inancing is available for key 
sectors in the region, and should be continued. 
These kinds of initiatives should be undertaken 
for more under-served sectors such as educa-
tion, or seasonal tourism.

Recommendations 

In order to address some of the issues raised in 
this report, several actions could be undertaken 
on multiple levels of the financial system:

Conclusion

The challenges faced by entrepreneurs in ac-
cessing finance in Kilimanjaro are numerous yet 
not insurmountable. While entrepreneurs face 
high interest rates and sizeable collateral require-
ments, banks struggle with low levels of financial 
literacy among small and medium enterprises 
entrepreneurs and diversion of funds. These 
challenges can be addressed through improved 
business support services such as financial train-
ing, as well as adapting current loan structures 
to match the realities of owning a business in 
Kilimanjaro.
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Glossary

Annual Turnover – The total annual sales 
of a business.

Asset Financing – This form of financing is 
used by businesses to obtain the equipment 
they need to grow by paying the cost of a 
piece of equipment back in installments, with 
interest.

Collateral – Property or an asset pledged to 
the lender by the borrower in order to secure 
repayment of the loan. In the case of default, 
the lender can take ownership of the asset.

Collateral Registry – A central database 
that records all registrations of collateral made 
by borrowers. 

Credit Reference Bureau – A central 
database that records information on an indi-
vidual’s borrowing and repayment activities.

Debt Loans – A debt loan is money given 
to a borrower by a lender that is paid back 
with interest in installments over a set period 
of time.

Developed Property – Any property that 
has been altered through construction or 
placement of materials (including crops).

Entrepreneur – A person who organises 
and operates a business.

Land Title Deeds – A document issued by 
the government to detail a person’s rights to 
the land.

Letter of Credit  – A letter from the bank 
to a seller to guarantee that the payment 
made by the buyer will be paid in full and 
on time once goods or services have been 
delivered.

Letter of Guarantee – A letter from the 
bank on behalf of a customer to guarantee 
the financial obligations of a contract made by 
the customer. 

M-Pesa – A mobile-based money transfer, 
financing, and micro financing service by Vo-
dacom (Tanzania) and Safaricom (Kenya).

Missing Middle – Small and medium enter-
prises that are too large for microfinance and 
too small for private equity.

Multi-borrowing – When a customer bor-
rowers from multiple banks.

Registered Banks – Banks that have been 
registered with the Bank of Tanzania.

Anza would like to thank 
the banks and government 

officials who participated 
in this research.


