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ABSTRACT 

The research sought to establish the macroeconomic determinants of non-performing 

loans (NPLs) in the banking sector of Zimbabwe. The study covered the period from 2009 to 

2013 using quarterly time series data employing the ordinary list squares (OLS) method to 

ascertain the factors that contribute to NPLs. Over the period, the non-performing loans have 

been on an upward trend despite the use of the multiple-currency. The major research 

findings show that inflation, unemployment and interest rates are positively related to the 

level of non-performing loans. However, the variable Real Gross Domestic Product was 

found to be inversely related to the level of NPLs. The key recommendations include 

cooperation between the government and the banks in determining the level of interest rates 

in the economy, the continued use of the multiple currency to keep inflation low so as to avert 

excessive loan defaults. Furthermore, the research advocated for the crafting or alignment of 

existing economic policies so as to unlock FDI which in turn reduces the level of 

unemployment in the economy. On GDP, the research advocated for value addition in order 

to avoid the exportation of unprocessed raw materials. This goes a long way in increasing the 

necessary liquidity in the economy which later on enhances the loan repayment capacity of 

the borrowers. 

 

KEYWORDS: Credit Risk, Non-Performing Loans, Regression Analysis, Zimbabwe 

Banking Sector, Multicurrency Regime. 

 

INTRODUCTION 

According to the Bank of International Settlement (BIS) (2002), a non- performing 

loan (NPL) is defined as the sum of borrowed money upon which the debtor has not made his 

or her planned payment for at least ninety days. A non-performing loan is either in default or 

close to being in default. If the debtor starts making payments again on a non performing 

loan, it becomes a re-performing loan even if all the missed payments are not caught up. 

Non-performing loans in the banking sector of Zimbabwe rose from 0.32% during the first 

quarter of 2009 up to 15.92% in the fourth quarter of 2013 ( RBZ Jan 2014  MPS). The 
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continuous increase in the NPLs ratio reflects credit risk and fading asset quality in the 

banking sector of Zimbabwe. The aim of this study is to analyse the impact that the 

macroeconomic indicators in Zimbabwe have on NPLs.  The research employs regression 

analysis and a quarterly data set of non- performing loans covering five years (2009 to 2013) 

will be used. 

The economy of Zimbabwe is recuperating from an economic crisis and severe 

humanitarian crisis, which had a dramatic impact on the financial service sector.The financial 

service sector of Zimbabwe is made up of commercial banks, building societies, merchant 

banks, savings banks and microfinance institutions. According to the RBZ monetary policy 

statement (2015), nineteen banking institutions are currently operating in Zimbabwe. 

Amongst them, fourteen are commercial banks, one merchant bank, three building societies 

as well as one savings bank and 147 microfinance institutions. The banking sector has faced a 

number of challenges under this multiple currency regime. Some of the challenges include 

lack of adequate capital, the inability of the RBZ to perform its lender of last resort function, 

inadequate domestic liquidity, and weak asset quality among others. These challenges have 

led to the decrease in the number of banking institutions in Zimbabwe. According to the RBZ 

(2010), 27 banking institutions were operating in 2010 and the number has dropped to 19 

banking institutions currently operating (RBZ 2015). Some had their licences cancelled by 

the RBZ and some voluntarily surrendered their operating licences to the RBZ. Some of these 

banking institutions include Capital bank, Trust Bank and Allied bank limited. 

The loan portfolio of the banking sector of Zimbabwe is largely skewed to four sectors of the 

economy. The RBZ (2014) postulates that the services, individuals, manufacturing and 

agriculture sectors are accounting for  18.42%, 23.80%, 15.03% and 15.21% of total credit 

respectively.  The  scenario where individuals constitute a significant share of total lending 

reflects the macroeconomic challenges that are being faced in the economy. In addition, the 

situation also reveals operational volatilities in the banking sector of  Zimbabwe particularly 

the consumptive nature of the lending activities. In this regard, a greater portion of loans is 

being channelled to the individuals who mainly use the funds for consumption rather than for 

investment. The funds do not generate other income, hence, making it difficult for the 

households to repay or service their loans. 

Non-performing loans have become a prominent feature in the banking sector of Zimbabwe. 

The fading asset quality is a reflection of the opposing operating macroeconomic 

environment and institution-specific deficiencies. Furthermore, the mismatch between long-
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term funding requirements for the productive sectors and short-term volatile deposits has 

intensified asset quality exposures in the banking sector of Zimbabwe.  The continued abuse 

of loans and advances by related parties especially the directors and shareholders has played 

an influential role in accelerating   huge levels of non-performing insider loans. 

According to the RBZ Monetary Policy Statement (2014), the puzzling economic 

conditions and increasing  cost of doing business has seriously undermined the capacity of 

the consumers to repay their debts. Thus, credit risk remains a key factor in the risk profile of 

the banking sector of Zimbabwe which is reflected by the presence of non-perfoming loans.  

Data on non-perfoming loans in the banking sector of zimbabwe is published on a quartely 

basis by the RBZ. The trend of non perfoming loans to total loans is depicted on the graph  

below. 

 

 

Fig 1:Banking sector non-perfoming loans (2009Q1-2013Q1) 

Source: RBZ (September  2013) 

 The graph above shows the trends in non-performing loans in the banking sector of 

Zimbabwe from the first quarter of 2009 up to the first quarter of 2013. As depicted above, 

non-performing loans stood at 0.3% during the first quarter of 2009 and rose to 13.8% in the 

first quarter of 2013. The ratio further rose to 15.64% during the third quarter of 2013 and 

stood at 15.92% in the last quarter of 2013. This is attributed to many factors ranging from 

lack of client knowledge, multi- borrowing, and weak internal systems of the banks, high 

lending rates and in adequate supervision by the RBZ. However, this piece of work seeks to 

establish the influences of macro-economic variables on non-performing loans in 

Zimbabwe’s banking sector.  Thus, the quarterly data of non-performing loans in the banking 

sector of Zimbabwe that is published by the RBZ will be employed in this research. 
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Problem Statement 

The level of non-performing loans in the banking sector of Zimbabwe has been increasing 

since the introduction of the multiple currency system. The rise in non-performing loans 

denotes the level of credit risk and deteriorating asset quality in Zimbabwe’s banking sector. 

This research therefore seeks to investigate the determinants of non-performing loans.  

The study aims to investigate the determinants of non-performing loans in the banking sector 

of Zimbabwe from 2009 up to 2013 as well as to serve as a base for designing real credit risk 

supervision policies that improves the performance of non-performing loans. 

  Non-performing loans reflect the presence of credit risk and deteriorating asset 

quality in the banking sector. Therefore, this research intends to determine and evaluate the 

macroeconomic factors contributing to non-performing loans in Zimbabwe’s banking sector. 

Previous studies in Zimbabwe such as the one which was done by Chikoko (2012) 

emphasised more on firm specific factors as the causes of NPLs in the commercial banks of 

Zimbabwe. These factors include ethics and corporate governance, multi-borrowing, lack of 

client knowledge and weak internal systems. Furthermore, another research was conducted 

by Mabvure (2012) when he looked at the determinants of NPLs focusing on bank specific 

variables using the Commercial Bank of Zimbabwe (CBZ) as a case study.  Thus, this 

research seeks to cover the gap by looking at the determinants of non-performing loans using 

the macro economic variables focusing on the entire banking sector of Zimbabwe. 

 

Limitations of the Study 

The research used secondary data collected from the Reserve Bank of Zimbabwe, 

Ministry of Finance and Economic Development, Central Statistics Records and the Bankers 

Association of Zimbabwe. Data from these authorities may not reveal the true picture of the 

economy due to several data smoothing processes that the data goes through. Some of the 

figures from these authorities are estimates not actual figures and this constrain valid and 

sound forecasting for appropriate policy recommendations. 

 

LITERATURE REVIEW 

1. Asymmetric Information Theory 

The theory was first propounded by Akerlof (1970) who reasoned that in many 

markets, the buyer uses some market dimension to ascertain the value of a class of goods. In 

this regard, the buyer sees the usual or regular market whilst the seller has more explicit 

understanding of a definite item. Thus, information asymmetry gives the seller the 

inspiration to sell goods of less than the average market class.  
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The idea was borrowed by Auronen (2003) who argued that the information asymmetry 

theory reveals that it will be difficult to separate the good borrowers from the bad ones 

which may result into adverse selection and moral hazard problems. He went on to say that if 

the borrower has more information than the lender on the loan application to be done, he is 

in a better position to negotiate the ideal terms for the credit than the lender. The party that 

has less information (the lender) is therefore in a position of making a good or bad decision 

in that transaction. 

Adverse selection and moral hazards have led to momentous growth of non-performing 

loans in banks (Bester, 1994).  Each banking institution has private information about local 

credit applicants, but has no information about distant applicants. If banks can afford to share 

information about the credit worthiness of the clients, they can assess the suitability of the 

distant credit applicants thereby lending prudently to them as they do the local customers. 

This results in loans being granted to the safe debtors who had been previously priced out of 

the market causing an increase in total lending 

The adverse selection problem signals that when the banks cannot detach the good debtors 

from the bad ones, all the borrowers are charged a joint normal interest rate.  If the interest 

rate is too high than what the quality borrowers deserve, it will push some of the good 

borrowers out of the borrowing market. This in turn forces the banks to charge even higher 

interest rates to the remaining borrowers which are the bad borrowers. The high interest rate 

enhances the default rate of the bad borrowers causing an increase in bad loans.  The sharing 

of credit information enable the lenders to analyse the risk of the borrowers and set the terms 

and conditions accordingly. Quality borrowers with low risk would be given good looking 

prices (interest rates), inspiring the demand of credit and the fewer high risk borrowers will 

be crowd out of the market since the interest rates being offered by the lenders will not be 

accommodating them ( Barron and Staten, 2008). 

In the context of the Zimbabwean situation, the banking sector has been operating without a 

functional credit reference bureau since the adoption of the multi-currency regime. A credit 

reference bureau is a company or an organisation that collects information from various 

sources and provides consumer credit information on individual consumers for a variety of 

uses. The absence of this CRB implies that the banking institutions could not safe guard 

themselves against adverse selection and moral hazard when granting the loans. Stated 

differently, it means that the banks could not separate the good borrowers from the bad ones. 

This has made it difficult for the banks to price their loans depending on the type of the 
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borrowers resulting in all the borrowers being charged pooled interest rates. These pooled 

interest rates are perceived to be higher and have played a leading role in increasing the level 

of non-performing loans since the borrowers are failing to sustain the high cost of the funds. 

To add on, the absence of information sharing has made the debtors to settle their dues by 

more borrowings from other banks. This has led to the debtors to be over borrowed thereby 

contributing to an increase in the level of NPLs.  

 

2.The Monti-Klein Model 

 The model was propounded by Klein (1971) and Monti (1972) and it is a plagiaristic 

of the industrial approach to banking. The basic assumption of the model is that the motive of 

the banking institutions is to make profit. The shareholders are the major drivers of this 

motive since they expect the highest possible rate of return on their investments thereby 

pushing the firm’s objective to profit maximization. 

The second assumption is that the banks are assumed not to be complete price takers. That is, 

the banking institutions have some degree of autonomy over the setting of prices of both the 

deposit and lending rates. According to Linda etal (1999), the power of banks to control 

prices is increased by the market failures such as market power and information asymmetries. 

The last assumption of this model is that the banking institutions do not have control over the 

interbank money market rate and bond interest rates.  In a nutshell, the interbank market rate 

affects the rates on deposits and the loans that are loaned out by the banking institutions 

The main thrust of the model is that the cost of the funds are the major determinants of the 

loan prices. The cost of funds is in turn determined by the movement in the interbank market 

rate. An increase in this rate is accompanied by an increase in the lending rates implying an 

increase in the price of the loans being loaned out by the banks. 

In the case of Zimbabwe, the Memorandum of Understanding (MOU) between the Bankers 

Association of Zimbabwe (BAZ) and the RBZ partially compelled the banking institutions to 

be price takers. The MOU became effective in January 2013 and it compelled the banking 

institutions to charge maximum lending rates of 12.5% per annum which is above the average 

cost of funding. Some banking institutions equally acted well within the limits of the MOU 

whilst some did not listen to its requirements. According to the Dailynews (2013), the 

commercial banks charged lending rates ranging between 13 % and 35% while that of the 

merchant banks ranged between 13% and 25%. This situation is in line with the second 

assumption discussed above which argued that the banks have autonomy in determining the 

lending rates. It is this autonomy that has motivated the local banks to charge high interest 
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rates on their loans. Borrowers are facing difficulties in sustaining the high rates resulting in 

loan defaults thereby contributing to an increase in NPLs. Moreover, the interbank market in 

Zimbabwe has not been functional since the onset of the multiple currency. The RBZ has not 

been performing its lender of last resort function since it is undercapitalized. This has led to 

the local banking institutions to seek off shore lines of credit in order to strengthen their 

financial positions. This means that the lending rates in Zimbabwe are not a function of the 

interbank market rate thereby not conforming to the last assumption of the theory discussed 

above. In this regards, the banks are pricing their loans basing on the off shore rates which 

are apparently higher thereby contributing to an increase in the level of NPLs in Zimbabwe. 

 

 Empirical Literature Review. 

Sabaet al (2012) undertook a research on the determinants of non-performing loans in 

the banking sector of the United States. The research itself was a blend of the firm level 

variables and the macroeconomic variables as the determinants of non-performing loans. 

Real GDP per capita, interest rates and total loans were chosen as the independent variables 

with non-performing loans as the dependent variable. The study used data of the US banking 

sector starting from 1985 to 2010 employing the Ordinary Least Squares (OLS) method of 

regression. To add on, descriptive statistics and the Pearson correlation analysis were also 

used in the study. Correlation results revealed that real GDP per capita had the strongest 

relationship with NPLs followed by the Interest Rates and the Total loans. The regression 

analysis results revealed that a negative relationship between interest rates and non-

performing loans exists. Real GDP per capita and the volume of total loans also had negative 

relationships with the level of non-performing loans. 

Moreover, another research was conducted by Bonilla (2012) in two countries namely Italy 

and Spain. The research employed the Ordinary Least Squares (OLS) method using time 

series data set ranging from January 2004 to March 2012. The explanatory variables that 

were chosen were GDP, credit growth, unemployment, inflation and wage.  The data for 

Spain was lagged for 6 months whilst that of Italy was lagged for 12 months.  

For Italy, the explanatory power of all the five variables was tested and it was found that 

these variables explained 85% of the variance of the non-performing loans index.  However, 

the association between the NPL index and inflation was found to be statistically 

insignificant since its p value was greater than the 5% confidence level. The variable 

inflation was dropped from the Spanish data and the p value increased and the data was then 

lagged. The lagged regression results revealed that credit growth and non-performing loans 
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are inversely related. The results also revealed that an increase in the wages will be 

accompanied by a decrease in the NPLs index. To add on, the level of unemployment and 

the NPL index was found to be positively related meaning that an increase in unemployment 

is accompanied by an increase in non-performing loans. Lastly, the GDP also showed a 

strong negative relationship with the NPL index. In a nutshell, the overall research concluded 

that the NPL index in Spain was mostly explained by the wage, the unemployment and the 

GDP. The credit growth however didn’t seem to be a strong explanatory variable. 

The results for Spain which included all the five explanatory variables without the lags 

revealed that the variables explained 62.9% of the variance in the NPLs. However, the 

association between the NPL and both the Credit Growth and the Wage was found to be 

statistically not significant. The p values for these two variables were greater than the 5 % 

level of significance, and therefore, these two variables were excluded in order to improve 

the model. The exclusion of these variables slightly reduced the r square but the adjusted r 

square and the F statistic improved. The lagged results for Italy indicated that inflation had a 

moderate positive relationship with the NPL index. The variable unemployment was found 

to be with a strong positive relationship with the non-performing loans. Also, a positive 

relationship was found between the GDP and the NPL index. Conclusively, the non-

performing loans index in Italy was mainly explained by unemployment and GDP with the 

remaining variables having minimal contribution.  

Farhan (2012) etal did a research on the economic determinants of non-performing loans in 

the banking sector of Pakistan. The research employed the multiple regression model using a 

six year time series data set ranging from 2006 up to 2012. The research employed six 

explanatory variables namely interest rates, energy crisis, unemployment, inflation, GDP and 

the exchange rate. The research revealed that interest rates and energy crisis had positive 

relationships with the non-performing loans. The study further revealed that unemployment 

and inflation had positive relationships with the non-performing loans. An appreciation of 

the exchange rate was found to be accompanied by an increase in the level of non-

performing loans. However, the study revealed that only GDP had a negative relationship 

with the NPLs with a beta value of (-0.162). Stated differently, all the variables employed in 

this analysis revealed positive relationships with the level of NPLs with the exception of the 

GDP. 

Apart from the above, another research on the determinants of non-performing loans was 

carried out in Kenya by Muriithi in 2013. The research focused on the commercial banks of 
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Kenya and used the multiple linear regression method of estimation.   Time series data 

covering the period 2008-2012 was used with interest rates, inflation and the total loans 

being the explanatory variables. The results from the research revealed that non-performing 

loans and the inflation rate have a negative impact with each other. The growth rate in total 

loans had an inverse relationship with the level of non-performing loans.  Lastly the study 

revealed that the non-performing loans and the interest rates also had a negative relationship. 

To sum up, all the three explanatory variables impacted negatively on the level on non-

performing loans. 

To add on, Fofack, (2005) did a research on non-performing loans in Sub-Saharan Africa 

covering 16 countries. Two sub panels were used with the first one consisting of countries 

with fixed exchange rates (CFA countries) and the second panel comprising countries using 

flexible exchange rates (non-CFA countries). The research used the causality and pseudo-

panel econometric method of estimation using annual data starting from 1993 up to 2002 

with the minimum length of the panel being three years. The macro economic variables 

chosen for the study included GDP per capita, Inflation, Interest rates, real exchange rates, 

interest rate spread and broad money supply (M2). For the full model, the results obtained 

revealed that real interest rates, broad money supply, changes in real effective exchange rates 

had positive relations with the level of non-performing loans. The   remaining variables 

(GDP per capita, Inflation and interest rate spread) are inversely related to the level of non-

performing loans. 

 

RESEACH METHODOLOGY 

 This research adopted the model used by Bonilla (2012) in evaluating the 

macroeconomic determinants of non-performing loans in Spain and Italy. The research 

employed the OLS regression method of estimation and the model used is shown below. 

…………….. (1) 

From the model used by Bonilla above, the NPLs is the endogenous (dependent) variable. 

The exogenous (independent) variables used are Credit Growth, Wage (Cost of labour), 

Inflation, Unemployment and the Gross Domestic Product. However, due to the 

unavailability of data, two variables namely Credit Growth and Wage will be dropped from 

the above model. A new variable (interest rates) is incorporated into the study thereby 

making a total of four explanatory variables.  Salas and Saurina (2006) argue that the level of 

interest rates in an economy plays a crucial role in influencing the level of NPLs. Thus the 

model in this study is specified as shown below. 
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NPLs= α + β1Infl + β2Unemplo + β3GDP + β4Rint + εi………………………………………………… (2) 

Where: 

NPLs: Non performing loans as a percentage of total loans. 

Infl: Inflation Rate as a percentage 

Unemp: Unemployment Rate as a percentage 

GDP: Gross Domestic Product as a percentage 

Rint: Real Interest Rates represented by the lending rates expressed as a percentage. 

α: Is the intercept term 

 β1, β2, β3, β4: Coefficients of the structural parameters 

εi: Is the error term which captures omitted variables in specification of the model. 

 

Justification of the Variables used in the model 

1. Inflation Rate (IR). 

 Hoag and Hoag (2006) defined inflation as the continuous increase in the price level 

of goods and services in the economy. It erodes the purchasing power of the country`s 

currency hence it redistributes income of the society. Inflation increases the cost of borrowing 

which would later on deteriorate the loan portfolios of financial institutions.  According to 

Bonila (2012), higher inflation can enhance the loan repayment capacity of the borrowers by 

reducing the real value of the outstanding debt. Contrary, it can also weaken the loan 

payment capacity of the borrowers by reducing the real income when the wages are stagnant. 

This is so because the banking institutions adjusts the lending interest rates to the real return. 

Based on that argument, the variable inflation in this research is expected to carry a positive 

sign since the inflation rate in Zimbabwe is low and the wages are stagnant. Inflation will be 

measured by the consumer price index (CPI) as it is easy to understand and use.  

 

2. Unemployment (UN). 

               Morr (2007) argued that unemployment occurs when a person who is actively 

searching for employment is unable to find work. It is often used as a measure of the health 

of the economy and the most frequently cited measure of unemployment is the 

unemployment rate. An increase in unemployment in the economy affects negatively the 

incomes of the individuals which later on increase their debt burden. In other words, the 

unemployed will be left without an income to use in repaying the money that they borrowed. 

It is against this background that unemployment is expected to carry positive sign. Data on 

unemployment will be obtained from the central statistics (Zimstat) publications. 
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3. Gross Domestic Product (RGDP). 

  Gross Domestic Product represents the monetary value of all goods and services 

produced in in an economy. An increase in the GDP represents a source of liquidity in the 

market and the general economy at large. This therefore allows the borrowers to settle their 

debts hence the NPL ratio would remain stable under the growth of the GDP. Fofak (2005) 

argued that an increase in the GDP increases the income of the borrowers which ultimately 

enhances the loan repayment capacity of the borrowers. This later on plays a significant role 

in reducing the bad loans and the opposite equally holds. In other words, GDP and non-

performing loans are inversely related. In this study, this variable is expected to carry a 

negative sign.  

 

4. Real Interest Rates (RINT). 

 Real interest rates are the interest rates adjusted for inflation and it measures the cost 

of borrowing. An increase in the interest rate weakens the loan repayment capacity of 

borrowers meaning that non-performing loans and interest rates are positively related. 

According to Hoque and Hossain (2008), a positive correlation exists between the two such 

that high interest rates increase the debt burden of the borrowers thereby causing loan 

defaults. The loan defaults result in the deterioration of the bank assets and consequently lead 

to the erosion of the capital. In this research, the lending rate by the banks is going to be used 

representing the real interest rate.  The variable real interest rate is expected to carry a 

positive sign conforming to other previous studies such as the one which was done by Farhan, 

etal(2012). 

 

 Data Sources and Characteristics. 

The research used secondary time series data. The main sources of the secondary data 

are the published reports and journals from Zimstat, Reserve Bank of Zimbabwe, Bankers 

Association of Zimbabwe and the Ministry of Finance.  The data obtained from these 

organisations is annual data with the exception of NPLs data which is issued as quarterly data 

by the RBZ. The annual data was spliced or disaggregated into quarters using the Lisman and 

Sande (1957) methodology. Data disaggregation is a way of data interpolation hence 

itconstrains valid and sound forecasting for appropriate policy recommendations.  
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PRESENTATION AND INTERPRETATION OF RESULTS 

Before the regressions were done, diagnostic tests were under taken and the results are as 

follows: 

 

All the variables were tested for stationarity using the ADF test statistic and the following 

results were obtained. 

Table 1- Summary of the Unit Root Test. 

Variable ADF Statistic Critical Value Intercept Order of 

Integration 

 

NPLs 

 

2.134537** 

1%          -2.6968 
 

 

          NO 

 

       I(0)   5%         -1.9602 

  10%       -1.6251 

 

Infl 

 

-4.209881*** 

  1%        -2.6968    

         NO 

 

       I(0)   5%        -1.9602 

  10%      -1.6251 

 

Unemp 

 

-6.353045*** 

   1%       -3.8572    

         YES 

 

       I(1)   5%        -3.0400 

 10%       -2.6608 

 

RGDP 

 

-3.523250** 

1%          -3.8304  

         YES 

 

       I(1) 5%          -3.0294  

10%       -2.6552 

Rint  

-7.814962*** 

1%          -2.6968  

         NO 

 

       I(0)  5%        -1.9602 

10%        -1.6251  

*means significant at 10% **significant at 5% and ***means significant at 1% and at all 

levels. 

 The table above shows that two variables Unemployment and GDP are stationary afterfirst 

differencing and the rest are stationary at level. Thus, the above table shows that the data is 

free from the unit root problems. 

The model was found to be cointergrated since the residual that was generated was found to 

be stationary at level. This is based on the Engel and Granger  (1987) methodology and the 

residual is of integration of order zero based on the ADF statistic 

Table 2- Summary of the Cointergration test Results. 

Variable ADF Statistic Critical Values Intercept Order of 

Integration 

 

Residual 

 

  -2.534724** 

1%     -2.6968 

5%     -1.9602 

10%   -1.6251 

 

Yes 

 

I(0) 

 **means significant at 5% 
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The Breusch-Godfrey test was employed to detect the possibility of autocorrelation in the 

model. The results in the table below shows that the series is not correlated. 

 

 

 

Table 4 -Autocorrelation Test Results 

F-Statistic Probability Obs* R-Squared Probability 

0.902159 0.429642 0.937557 0.295591 

 

From the table above, the probability value was 0.429642 which is greater than 0.05 therefore 

it can be concluded that the model does not suffer from autocorrelation. 

7. Regression Results 

Table 7- Summary of Regression Results 

Variable Coefficient Std  Error t-statistic Prob 

C 3.707752 5.308129 0.698504 0.4955 

INF 0.617307 0.245830 2.511113 0.0240 

RINT 0.100898 0.030960 3.258979 0.0152 

UN 0.755275 0.119734 6.307940 0.0003 

`RGDP -0.826853 0.186028 -4.444774 0.0007 

= 0.738517 

Adjusted = 0.682121s 

D W statistic = 1.845755 

F statistic = 8.919078 

Probability (F-value) = 0.000008 

After running the OLS regression, the model is therefore specified as  

RGDPUNRINTINFNPL 826853.0755275.0100898.0617307.0707752.3 −+++=  
 

 Interpretation of Results 

A high  of 0.738517 specifies that about 73.85% of the non-performing loans in the 

banking sector of Zimbabwe are described by the exogenous variables in the model and the 

remaining percentage (26.15%) is explained by other factors incorporated by the error term. 

The adjusted  specifies that, after correcting for the degrees of freedom, about 68.21% of 

the non-performing loans are determined by the model and the other factors account for 

31.79%. The   possibility of nonsense regression is ruled out since the D.W statistic is larger 

than the  and close to 2. Thus the adjusted  value indicates the high explanatory power 

of the model.  The other rule of thumb (F-statistic greater than five) is being satisfied since 

the one obtained in the model has a value of 8.919078. 
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From the obtained results, inflation (INF) was found to be significant with a t-statistic 

value of 2.511113. A positive relationship between inflation and the non-performing loans 

was found as expected which is indicated by the positive sign of the coefficient of 0.617307. 

This means that a unit percent increase in the rate of inflation is accompanied by an increase 

in the level of non-performing loans by approximately 0.617307%.  This is due to the fact 

that inflation weakens the loan repayment capacity of the borrowers since the banks adjust 

the lending rates to the real return. The borrowers will not be able to repay their loans if their 

wages and salaries remain stagnant since their real income would have been reduced.  

Khemraj and Pasha (2009) also found a positive relationship between inflation and the non-

performing loans in Pakistan. 

Real interest rate (RINT) was also significant since it had a t-statistic value of 

3.258998. A positive relationship between the interest rates and the NPLs came out as 

expected which is shown by the positive sign of the coefficient of 0.100898. A one percent 

increase in the level of interest rates is accompanied by approximately 0.100898% increase in 

the level of NPLs. This is so because an increase in interest rates raises the cost of borrowing 

thereby increasing the debt burden of the borrowers. This eventually leads to the high loan 

defaults thereby contributing to an increase in the NPLs. A positive relationship between 

interest rates and NPLs was also found by Salas and Saurina (2006) when they investigated 

non-performing loans in Spain. 

The variable unemployment (UN) was found to be significant since it had a t-statistic 

value of 6.307940. A positive relationship was found between unemployment and the non-

performing loans. This is supported by a positive coefficient (0.755275) of the variable. If the 

level of unemployment increase by once percent, NPLs will increase by 0.755275%. An 

increase in unemployment affects negatively the incomes of the individuals thereby 

increasing their debt burden. The unemployed people will be left with no money to repay 

their loans thereby causing an increase in loan defaults. Furthermore, an increase in 

unemployment affects the demand of the final products produced by the firms negatively. 

This eventually affects the sales of the firms leading to the decline in the revenues of the 

firms thereby by affecting debt servicing by firms. This positive relationship between 

unemployment and NPLs conforms to other previous studies such as the one which was done 

by Bonila (2012) in Spain. 

A t-statistic value of -4.444777 was obtained for Gross Domestic Product (RGDP) indicating 

that it is a significant factor in explaining the NPLs in Zimbabwe. The results show an 
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inverse relationship between RGDP and NPLs indicated by a negative coefficient of -

0.826853. A unit percent increase in the level of RGDP is accompanied by 0.826853% 

decrease in the level of the NPLs. This is so because an increase in GDP represents an 

improvement of liquidity in the economy. This usually translate to an increase in income 

thereby augmenting the loan repayment capacity of the borrowers. This in turn contributes to 

lower bad asset quality and the opposite equally holds. This relationship conforms to the 

study which was done by Shingjerg (2013) when he analysed the NPLs in the banking sector 

of Albania. 

 

Policy Implications and Recommendations 

The empirical results from this research found out that there is a positive relationship 

between inflation and NPLs. Given the current situation of stagnant salaries and wages in 

Zimbabwe, an increase in inflation affects the capacity of the borrowers to repay the 

borrowed amount. This is so because the banks will simply adjust the lending rates to the real 

return so as to protect their profitability margins. The government has to keep the inflation 

rate relatively low as to avert the ballooning of the NPLs. Economic theory argues that the 

monetary policy can be used to control the level of inflation. However, since the adoption of 

the multicurrency regime, the RBZ cannot fully implement all the instruments the monetary 

policy. This means that the RBZ cannot manipulate the interest rates and money supply to 

control inflation. This research therefore advocates for the continued use of the multi-

currency system since it guarantees price stability. A relatively low level of inflation will help 

to reduce any further increases in the non-performing loans in the banking sector of 

Zimbabwe. To add on, the rate of inflation can be kept low by keeping the salaries of the 

workers especially the public sector workers stagnant. This is so because the local retailers 

have a tendency of inflating the prices when the salaries of the civil servants are increased. 

This helps to keep the rate of inflation low since they will be not having any incentive to 

increase the prices thereby retarding excessive loan defaults. 

To add on, the research also found a positive relationship between the non-performing loans 

and interest rates. The interest rate is the cost of borrowing money hence its increase will 

mean that the borrowers will face difficulties in repaying their loans. It therefore means that 

the rates should be kept fairly low so that the borrowers will be able to pay back when they 

borrow the money from the banks. Therefore, what it means is that the monetary authorities 

must come up with interest rate policies that are aimed at averting excessive loan defaults. 

Zimbabwe lost the monetary policy independence after adopting the multiple currency in 
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2009 meaning that the central bank cannot use the monetary policy to influence interest rates 

in the economy. However, the government through the RBZ, can engross banks so as to reach 

a covenant on the fair lending rates that the banks should charge. The rates must strike a 

balance between the borrowers and the banks meaning that they have to be fair enough to 

allow banks to make economically reasonable profits at the same time being fair to the 

borrowers. 

Furthermore, this study also advocates for the recapitalisation of the RBZ so as to keep the 

lending rates fairly low. The recapitalisation of the RBZ will enable it to perform its lender of 

last resort function. This means that when the local banks are short of funds, they will 

approach the central bank rather than seeking the off shore lines of credit. Recapitalisation of 

the central bank enables a fair bank rate to be charged by the RBZ implying that the local 

banks will be in a position to borrow at lower rates. A fair bank rate will automatically 

translate into lower lending rates that will be charged by the banks to the borrowers. 

Moreover, the empirical results revealed that a positive relationship exists between the NPLs 

and unemployment. This calls for the government of Zimbabwe to reduce the unemployment 

if the asset quality in the banking sector is to be improved. This piece of paper calls for the 

government to stimulate demand in the economy through the use of the fiscal policy. The 

government can lower the taxation level in the economy as it will allow the consumers to 

spend more. This leads to an improvement in the sales level of the firms which in turn allows 

more labour to be employed by the firms since labour has a derived demand. When people 

are working, they have the money to use in repaying the loans hence bad loans will be 

reduced. Also, the government can craft or align its existing policies to be friendly to foreign 

investors so as to unlock foreign direct investment. Foreign direct investment helps in 

reducing unemployment via the multiplier effects since more and more income will be 

generated in the economy. This enhances the loan repayment capacities of the borrowers 

since they will be having the income at their disposal to repay the debts. This goes a long way 

in reducing the level of non-performing loans in Zimbabwe.  

Lastly, the observed results revealed an inverse relationship between the NPLs and the level 

of GDP. This means that an increase in the level of Gross Domestic Product is accompanied 

by a decrease in the in the level of NPLs. This compels the government of Zimbabwe to boost 

the GDP so as to increase liquidity in the economy.  An increase in liquidity represents the 

availability of income in the economy. This calls for resilient and prudent policy intervention 

measures so as to boost the total output of the economy. The government can attract foreign 
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direct investment and at the same time formulate policies that enhance value addition so as to 

avoid the exportation of unprocessed raw materials. This helps in increasing the level of GDP 

in the Zimbabwean economy at the same time increasing the liquidity. 

 

 Suggestions for Future Studies 

Future researchers may include variables such as exchange rates, credit growth, wage 

rate, total loans among others were omitted in this study. They can even employ other 

methodologies other than the one used in this study. 
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