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Abstract

The purpose of this study is to compare the financial performance of domestic and foreign banks in Tanzania for
the period of 10 years from 2007 to 2016. The study used financial ratio analysis to measure financial performance
and ANOV A to measure significant mean differences of profitability between domestic and foreign banks. Results
of this study indicate that the profitability of Domestic banks is higher than the average profitability of the foreign
banks In addition the study investigates through quantitative research employing ANOVA if any significant means
difference of profitability between domestic and foreign banks really exists. The results show that there is no
significant means difference of profitability between peer banks groups in term of ROA and NIM, yet a significant
means of difference is seen between the peer
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1.1 Introduction
The development and stability of an economy of any country depends upon the performance of financial industry.
Banking industry is the vital part of financial system of a country and thus for sound economic growth, analyzing
of banking sector performance is crucial (Sathye, 2001: Gishkori and Ullah, 2013). The presence of foreign banks
in a domestic financial sector has both positive and negative implications, especially for a developing economy.
One of the arguments is that foreign banks’ presence brings positively in the development of a stable and strong
domestic banking sector. The adoption of cutting edge technology by foreign banks in their banking services bring
competitive pressure on the side of domestic banks and comparatively make them more efficient and profitable
than domestic banks (Berger, DeYoung, Genay and Udell, 2001). The objective of this study is to analyze and
compare the financial performance of domestic and foreign banks in Tanzania during the period from 2007 to
2016. Similar studies have been conducted to evaluate the banking sectors performance in developed and other
developing countries. Very few studies have been conducted to evaluate the banking sector performance in
Tanzania. Although Mataba and Aikaeli (2016), Zawadi (2014), Gwhula (2013), Zawadi (2013), Gwahula (2012)
and Aikaeli (2007) have evaluated various issues relating to banking sector performance in Tanzania none of these
studies have analysed and compared the financial performance of domestic and foreign banks. Banking sector in
Tanzania can be either classified according to the form of ownership (domestic and foreign banks) or the size of
banks assets (large, medium and small banks). All group of banks operate in the same markets, however each
group faces different challenges. The study expects to analyze and compare financial performance variation both
through time and across banks group. Study seeks to quantify and evaluate this anticipated financial performance
variation across banks groups

The first step is to analyze and compare financial performance across the banks group. Study associate
financial performance profitability, liquidity, asset quality, capital adequacy and management capacity, the study
analyses the financial performance using financial ratio analysis. The second step to test significance of mean
differences of profitability ratios between domestic and foreign banks by using analysis of variance (ANOVA).

The remainder of the paper structured as follows. Section, 2 reviews of relevant literature on banks financial
performance, section 3 summarizes the methodology used to conduct the analysis; the subsequent section presents
empirical results of the study and finally presenting the conclusions, managerial implications, limitations and
Future research. The remainder of the paper structured as follows. Section, 2 reviews of relevant literature on
banks financial performance, section 3 summarizes the methodology used to conduct the analysis; the subsequent
section presents empirical results of the study and finally presenting the conclusions of the study.

1.2 Literature review

Several studies have been conducted globally on financial performance of banks using financial ratio analysis, due
to the fact that, they generally acceptable and simple to understand by different users in reflecting banks’ financial
performance under given period, some researchers employed financial ratios to analyze the financial performance
of banking sectors included: (Vittas 1991: Denizer 2000: Berger et al. 2000: Olsen and Zoubi 2008: Nedunchezhian
and Premalatha 2013: Radha and Sultana 2013). Claessens et al. (2001) examined how profitability, overhead,
taxes paid and interest margin differ between domestic and foreign banks by employing 7900 banks observations
from 1988 to 1995 from 80 countries. The results showed that for developing countries, domestic banks have
recorded lower profits than foreign banks, however the opposite results found for the case of developed countries.
They argued that the presence of foreign banks is associated with lower profits margin for domestic banks. Aktas
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and Kargin (2007) analyzed and compared the financial performance of domestic and foreign banks in Turkey by
employing financial ratios, they found that foreign banks recorded higher liquidity and capital adequacy ratios; in
addition the results revealed that there are statistically significant profitability mean differences between domestic
and foreign banks Vittas (1991) used three financial ratio analysis, asset quality, profitability and capital adequacy
to evaluate the performance of banking sector in sixteen OECD countries from the period1980-1989. The results
showed that on average banks in US, Europe and Norway had better asset utilization compared to banks in Japan
and Luxembourg. In addition, the results found that on average banks in UK were the most profitable while banks
in US were least profitable. San et al. (2011) evaluated the performance of foreign and domestic banks in Malaysia
employing Data Envelopment Analysis approach; the study used 12 foreign banks and 9 domestic banks. They
found that domestic banks have better performance than foreign banks. Dogan (2013) analyzed the financial
performance of domestic and foreign banks in Turkey using the data of 10 foreign and 10 domestic banks for the
period from 2005 to 2011. The results showed that ROE, asset quality, management effectiveness and total assets
of foreign banks are lower than domestic banks; however for the case of capital adequacy ratio domestic banks
has lesser ratio than foreign banks. Berger et al. (2000) employed of ROA and ROE to evaluate the performance
of both domestic and foreign owned banks operating in US and Europe for the period from1991-1997. The results
showed that, the banking sector in US on average was better performing in term of ROA ROE, while in Germany
and France the banking sector were poor performing in ROA and ROE. Denizer (2000) used profitability and
operational efficiency ratios to measure the performance of foreign and domestic banks which were operating in
Turkey banking system in the period from 1980 to 1997. The findings showed foreign banks have higher
operational efficiency and profitability than domestic owned banks, the findings of the study attributed that, foreign
owned banks reduced their operating cost more than those of domestic owned banks. Helhel (2015) evaluated the
financial performance of domestic and foreign banks in Georgia for the period from 2009 to 2013 for the data of
9 foreign and 6 domestic banks by using profitability ratios which were measured in term of ROA, ROE, NIM and
PEM. The results showed that there are significant differences of profitability between domestic and foreign banks
in terms of ROA, ROE and NIM. Kumbrai et al. (2010) evaluated the performance of five large commercial banks
in South Africa from 2005 to 2009, using financial ratios to analyze the liquidity, credit quality and profitability
performance. The results showed that, there is improvement in the financial performance in term of liquidity, credit
quality and profitability in the period of study. In addition, the results showed that there are significant mean
differences in term of liquidity, credit quality and profitability in the period of study. Jha and Hui (2012) employing
camel framework and multivariate regression model analyzed and compared the financial performance eighteen
commercial banks in Nepal with different structures from 2005 to 2010. The results showed that public sector
banks in Nepal recorded to have higher financial performance in term of ROA than those of domestic public and
joint venture banks. Omran (2007) used financial ratios which included operational efficiency, profitability,
growth and liquidity to measure the performance of private owned banks and state owned banks for the period
from 1996 to 1999 in Egypt and the results found that on average the state owned banks found to outperform the
private owned banks in all performance measures used. Sanaullah, (2009) determined the significance mean
differences of banks in Pakistan for the period from 2006 to 2009 using 18 financial ratios by comparing the
conventional and Islamic to gauge their performance. The results found that the Islamic banks were more liquid,
productively methodical, and less insecure as well as manageable as conventional. Mesut (2013) used the financial
ratios to investigate the financial performances domestic owned banks and foreign owned banks in Turkey during
the period from 2005 to 2011 with the sample of 10 banks each. The results found that, the domestic owned banks
had higher management effectiveness, asset quality management, total assets and return on equities than foreign
owned banks. However, the domestic owned banks had lower lesser capital adequacy ratio than foreign owned
banks. Sabi (1996) evaluated the performance of domestic and foreign banks in Hungary in the process of transition
into a market-oriented economy. The study shows that foreign banks are more profitable than domestic banks and
did not expose to a greater liquidity or credit risk the results indicate that foreign bank profitability is higher than
the average profitability of the domestic banks although importantly, in the post crisis period, the gap between
foreign and domestic profitability become closer. Chantapong (2005) compared the financial performance of
foreign and foreign banks in Thailand and found that foreign banks are more profitable than the average domestic
banks’ profitability. Havrylchyk and Jurzyk (2006) evaluated the performance of domestic and foreign banks in
Central and Eastern Europe by using the data for 265 banks for the period of 1995 to 2003, the results show that
foreign banks are more profitable than domestic banks

1.3 Methodology
1.3.1 Data Collection and Sampling:
The study used quantitative technique of research to define the present study. Quantitative research shows
quantifying connection between variables by using different statistical techniques for descriptive data analysis and
the establishment of the proposed hypotheses (Creswell, 2008).

The data for this study was obtained from audited annual financial statements of individual banks for the
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period of 10 years from 2007 to 2016. Out of 52 banks operating in Tanzania five domestic banks and five foreign
banks were included in the sample of the study. The selection of the banks was mainly based on availability of
data.
1.3.2 Objectives of the study.
The first objective of this study is to analyze and compare the financial performance of domestic and foreign banks
from 2007 to 2016 using financial ratio analysis. The analysis will provide an overall assessment of financial
performance and position of domestic and foreign banks that will assist in identifying the well performing peer
groups.
The second objective of this study is to establish if there are really any significant mean differences between
foreign and domestic banks, the study used Analysis of Variance (ANOVA).

In order to find the desired results about second objective of the study, the study has proposed following null
hypotheses:
Hol: There is no significant mean difference of ROA between domestic and foreign banks
Ho2: There is no significant mean difference of ROE between domestic and foreign banks
Ho3: There is no significant mean difference of NIM between domestic and foreign banks
1.3.3  Research Methods
The study is facilitated and supported by employing descriptive financial ratio analysis to evaluate, gauge and
compare the financial performance of domestic and foreign banks in Tanzania. It looks back to the period of 10
years during 2007 to 2016. The first to analyze, compare and explain the financial performance of the selected
banking peer groups by using profitability, asset quality, liquidity, capital adequacy and management capacity
ratios, the financial ratios were calculated using the appropriate formula. To check the significance of mean
differences between foreign and domestic bank here, the study employed the analysis of variance (ANOVA) to
examine the likeliness of the proposed hypotheses.

1.4 Empirical Results and Discussion
According to the Bank of Tanzania (BoT) criteria, the study selected CRDB bank, NMB, EXIM bank, Azania
bank and PBZ as domestic banks and Barclays, Citi Bank, NBC, Stanbic Bank and Standard Chartered Bank as
foreign bank. One of a guiding factor for the measuring of banking sector performance is profitability. Profitability
strengthens banks’ financial position and averts unexpected loss accrued. Bank that consistently incurs loss will
normally deplete its capital base which will usually put the owners as well as debt-holders at risk. In general as
can be shown in profitability tables both banks group. As can be seen table la, both bank groups remained
profitable and non bank group recorded a negative profit during the period of study, however there were slightly
declined in the profitability for both per group in 2010 and 2011 due to the 2008 global financial crisis. Afterward
there is an upward trend of profitability ratios for both bank peer group which was caused by decreasing of credit
cost and a rise of operating profit of the banking industry.
1.4.1  Banking Sector Profitability Performance
In this study Return on Asset (ROA), Net interest Margin (NIM) and Return on Equity (ROE) were used to analyze
and compare the profitability of domestic and foreign banks.
1.4.1.1 ROA
It is financial ratio; the role of ROA is to explain the company’s profit percentage obtains against its entire assets
investment. It is calculated as net income/total asset. ROA is used by banks as a valuable measure for analyzing
their performance including utilize of scarce resources and financial strength. The results of ROA between
domestic and foreign banks have been analyzed in Table 1

The statistical summary of data in Table 1 shows the downward trend in ROA for both bank peer group in
the first five years of the study, domestic banks is 3.66% in 2007 and 1.88% in 2011 and foreign banks is 3.54%
in 2007 and 1.84% in 2011, however this downward trends was due to global financial crisis in 2008. Afterwards
both groups recorded upward trends on ROA, domestic banks is 2.28% in 2012 and 2.65% in 2016 and foreign
banks record 2.24% in 2012 to 2.48% in 2016. However, in the comparison between the two means of ROA reveals
that domestic banks did enjoy the high profitability with the mean of 2.55% than the counterpart of foreign banks
which has a mean of 2.37%. The results also show that foreign banks recorded higher risk on ROA comparing
with domestic with the standard deviation of 0.53.
1.4.1.2 ROE
It shows the profitability in relation to the shareholders' equity. The ratio is obtained by comparing the company
net profits to its average shareholders capital. ROE evaluates the performance level of a company. The higher the
ratio indicates an increase in the profitability of shareholders and possibly leads to an increase the dividend level.
The results of ROE between domestic and foreign banks have been analyzed in Table 2 below

The statistical summary of data in Table 2 shows the downward trend in ROE for both domestic and foreign
bank in the first five years of the study, domestic banks recorded ROE with 49.02% in 2007 and 15.96% in 2011;
foreign banks recorded ROE with 34.14% in 2007 and 14.80% in 2011. Then the ratios for both banks rise from
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16.26% in 2012 to 21.82% in 2016 for domestic banks and 15.60% in 2012 to 20.11% in 2016 for foreign banks.
Domestic banks enjoy the higher profitability level with the mean value of 22.73% comparing with foreign banks
with 18.58% and this it may attract more potential investors this group of banks. However, the results show that
domestic banks recorded higher risk on ROE comparing with domestic with the standard deviation of 9.92.
1.4.1.3 NIM

Net Interest Margin is defined as the balance of the interest income that the banks create and the amount of interest
received by the depositors. NIM is obtained by dividing the difference between the earning on loans in a period
and the rate of interest paid on the funds borrowed by the average earning assets. The results of NIM between
domestic and foreign banks have been analyzed in Table 3

The data summarized in Table 4.3 shows the decline in NIM in the year 2010 for both banks groups, from
20.80% in 2007 to 14.20% in 2010 for domestic banks and from 17.60% in 2007 to 11.20% in 2010 for foreign
banks. The main causes for this decline is high operating costs and increasing trends of non-performing loans for
banking sector in Tanzania... However, an increase in trend for both banks group has been recorded during 2014
from 15.80% and 18.50% for domestic and foreign banks respectively. Generally both groups are profitable in
term of NIM during the period of study; no group has recorded the negative NIM.

1.4.2  Banking Sector Liquidity Performance

In the banking sector liquidity describe the ability to satisfy demand for cash in exchange for deposits. A bank is
considered to be liquid when the bank has in various forms and locations plus investment insecurities that are
easily available at a short notice without loss or much loss to the bank. Banking sectors across the globe are usually
facing with liquidity problems due to poor liquidity management. Thus analyzing the liquidity performance of the
banking sector is essential. This study used cash and deposits to total assets and customers deposits to total assets
ratios as the measures of liquidity in the banking sector

1.4.2.1 Cash and Deposits to Total Assets

The data summarized in Table 4 shows the trends of liquidity performance of domestic and foreign banks, which
is measured in term of cash and deposits to total assets based on mean measure foreign banks has higher level of
liquidity compared to domestic banks with a mean value of 48.31% than domestic banks with the mean of 47.03%
during the years of study. On the other hand, based on standard deviation indicate a high dispersion and instability
levels of this ratio in domestic banks than foreign banks

1.4.2.2 Customers Deposits to Total Assets

This ratio shows the ability of a bank to utilize its customers deposit to finance the bank activities.

Based on the mean measure the summary results in Tables 5 show that foreign banks depend more on
customers’ deposits in financing its operating activities with a mean ratio of 61.61% than domestic banks with
56.10%. In addition, based on standard deviation indicates a high dispersion and instability levels of this ratio in
domestic banks than foreign banks.

1.4.3 Banking Sector Asset Quality Performance

Banks asset quality referred to the quality of the loan as the overall risks which are attached to the various assets
which are held by an individual bank. In the banking sector asset quality management is essential because asset
quality determines how many assets in a particular bank are at financial risk and how many allowances for potential
losses it must make. The asset quality is one of the key indicators to measure the strength of banking sector. Thus,
analysis of the asset quality is viewed as an important part of banking sector quantitative execution evaluation.
This study used the ratio of non-performing loans to total loans (GNPA) to measure the asset quality of the banks.
This implies that for better asset quality, banks need to maintain lower rate of this ratio.

The statistical summary of data in Table 6 shows the asset quality trends the period from 2007 to 2016 for
both domestic and foreign banks, the results indicate that there are upward trends of the asset quality for both
banks from 2.92% in 2007 to 4.90% in 2016 for domestic banks and 6.86% in 2007 to 8.20% in 2016. Domestic
banks recorded lower rate of asset quality ratio with the mean value of 3.97% compared with foreign banks with
mean value of 8.74%. The mean ratio of the asset quality for foreign banks recorded 8.74%, this implies that more
stringent credit risk management practices are required to be adopted by foreign banks before and after lending in
order to minimize and maintain the quality asset ratios below 5.00% as per requirement of international standards.
1.4.4 Banking Sector Capital Adequacy Performance
It is important for banks to maintain the confidence of the investors and prevent them from bankrupt, thus capital
adequacy indicates the overall financial condition of banking sector and the ability of administration to overcome
the need of additional capital (Ravinder, 2012). It is a key parameter for evaluating the quality and soundness of
keeping money framework banks with a sensible. The summary results of capital adequacy performance are shown
in Table 4.7

Based on the results in Table 7 the averages of CAR for both groups of banks are highly impressive. Both
banks peer group maintain less similar capital adequacy ratios with the mean values of 11.24% and 11.53 for
domestic and foreign banks respectively. However, the capital adequacy for both groups has been recorded much
higher than international standards set by the Basel Capital Accord.
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1.4.5 Banking Sector Management Capacity Performance
The study used the ratio of total expenses to total loans and advances to define the operating efficiency ratio of the
banks which describe the management capacity performance. The results of management capacity performance
banks peer groups is shown in Table 8

Based on the results in table 4.8 foreign banks managed to maintain lower in this ratio over the years of study
with a mean value of 9.99% with lower level of variability of 0.76%: compared to domestic banks with mean value
of 12.02% and higher level of variability of 1.02%...
1.4.6  Data Analysis and Results
The second objective of this study is to find out if there are any significant mean differences of the financial
performance between domestic and foreign banks in Tanzania during 2007 to 2016 by using profitability measures
of ROA, ROE and NIM for which the study has tested the proposed null hypotheses
1.4.6.1 ROA
With a view to find the degree of association of Return on Asset between selected domestic and foreign banks,
Analysis of Variance (ANOVA) has been used and the summary results are exhibited in Table 9.
Hypothesis: 1
Hoi: There is no significant mean difference of ROA between domestic and foreign banks
The ANOVA table results show that the P’-value (0.1134) is greater than 0.05(x), this mean that the mean
difference in profitability of two bank peer groups is not significant at 5% level of significance. Thus, the
alternative hypothesis is rejected and null hypothesis is accepted. Therefore, there is no statistically significant
mean difference on ROA between domestic and foreign commercial banks. This implies that the financial
performance of domestic and foreign banks in Tanzania during the period of study has been more or less the same
in the context of ROA
1.4.6.2 ROE
With a view to find out the degree of association of Return on Equity between selected domestic and foreign banks,
Analysis of Variance (ANOVA) has been used and the summary results are exhibited in Table 10.
Hypothesis: 2
Hoo: There is no significant mean difference of ROE between domestic and foreign banks
The ANOVA table results show that the P’-value (0.0428) is less than 0.05(a), this mean that the mean difference
in profitability of two bank peer groups is significant at 5% level of significance. Thus, the alternative hypothesis
is accepted and null hypothesis is rejected. Therefore, there is statistically significant mean difference on ROE
between domestic and foreign commercial banks. This means that domestic and foreign banks in Tanzania during
the period of study have recorded difference in financial performance level when ROE is considered.
1.4.6.3 NIM
With a view to find out the degree of association of Net interest margin between selected domestic and foreign
banks, Analysis of Variance (ANOVA) has been used and the summary results are exhibited in Table 11
Hypothesis: 3
Ho3: There is no significant mean difference of NIM between domestic and foreign banks

The ANOVA table results show that the P’-value (0.607) is greater than 0.05(cr), this mean that the mean
difference in profitability of two bank peer groups is not significant at 5% level of significance. Thus, the
alternative hypothesis is rejected and null hypothesis is accepted. Therefore, there is no statistically significant
mean difference on NIM between domestic and foreign commercial banks. This implies that the financial
performance of domestic and foreign banks in Tanzania during the period of study has been more or less the same
in the context of NIM

1.5 Conclusions

The central objective of the study is to analyze and compare the financial performance of domestic and foreign
banks in Tanzania for the period of 10 years from 2007 to 2016. The comparative financial performance of
domestic and foreign banks have been evaluated and appraised based on profitability, liquidity, asset quality capital
adequacy and management capacity.

The findings of the study show that both banks group are financially viable as both have employed the
appropriate financial techniques and policies to manage their banks and to adapt to their dynamic and flexible
environment factors, resulting in a modest maximization of their profits. Profitability values which measured in
term of ROA, ROE and NIM are very changeable during the period of study for both groups and both banks groups
remained profitable. However, in term of ROA and ROE domestic banks recorded higher mean values of 2.55%
and 27.73% compared with foreign banks of 2.37% and 18.58%. The liquidity level in domestic banks is lower
than that of foreign banks. In the case of asset quality the results indicated that domestic banks managed to maintain
lower rate of asset quality ratios compared with foreign banks: foreign banks recorded highest mean value of 8.74%
which is above the average standard of 5.00%. Thus, foreign banks need to improve their processes of screening
credit customers and monitoring of credit risk in order to minimize the asset quality ratios. As far as management
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efficiency ratios, the analysis showed that foreign banks managed their operations with a lower level of costs than
domestic banks. However, both banks’ peer groups have unsatisfactory performance on operating efficiency ratios
because their mean values are above the average. The mean of CAR for both groups of banks are highly impressive.
In addition, the ANOVA summary Tables show the results of profitability performance of banks peer groups
selected for the study here has been more or less the same in terms of ROA and NIM. This implies that the financial
performance of domestic and foreign banks has remained equally the same in term of ROA and ROE. However, a
significant means difference is found between banks peer groups in term of ROE, which implies that domestic and
foreign banks differ from each other in term of ROE. Despite of financial crisis in the world market the
performance of banking sector in Tanzania has been remarkably sound and stable observed in the light of their
contemporary world phenomena. Thus, to sum up, the performance of the Tanzanian banking industry cannot be
underestimated, hence it needs to extend a more encouraging and outstanding support to the process of economic
recovery to prove its efficiency vibrantly ensuring greater sustainability and growth.
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Table 6: Asset Quality - Bank- Group-wise (In Percent)
indicators 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 Mean SD
DB 292 406 2.02 324 486 4.06 420 460 480 490 397 0095
FB 6.86 862 632 928 12.16 9.80 920 8.60 840 820 874 1.61
Source: Annual reports
Table 7: Capital Adequacy - Bank- Group-wise (In Percent)
Indicators 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 Mean SD
DB 8.6 9.6 10.8 11 11.6 12.6 128 124 11.8 112 11.24 133
FB 8.8 114 12,6 142 13 11.4 11.3 112 10.8 10.6 11.53 147
Source: Annual reports
Table 8: Management Capacity - Bank- Group-wise (In Percent)
Indicators 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 Mean SD
DB 14 126 128 126 11.6 12 11.8 114 1081 10.6 12.02 1.02
FB 9 11.6 106 102 104 10 9.81 9.68 942 9.2 9.99 0.76
Source: Annual reports
Table 9: Analysis of Variance for Return on Asset
Source of Variation SS df MS F P-value F-Crit
Between Groups 0.16928 1 0.16928  3.07459 0.113426 5.117355
Within Groups 4.18822 9 0.46536
Total 4.85302 19
Source: Researcher 2017
Table 10: Analysis of Variance for Return on Equity
Source of Variation SS df MS F P-value F-Crit
Between Groups 86.071 1 86.071 5.5526 0.042854 5.117355
Within Groups 1149.28 9 127.698
Total 1374.86 19
Source: Researcher 2017
Table 11: Analysis of Variance for Net Interest Margin
Source of Variation SS df MS F P-value F-Crit
Between Groups 2.312 1 2.312 0.283882 0.6070707 5.11735501
Within Groups 56.368 9 6.263111
Total 131.978 19

Source: Researcher 2017
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