



The Effects of Stock Exchange Market on Firms’ Performance in Tanzania
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Aims: Study examined effects of stock exchange Market on Firms’ Performance in Tanzania, focusing on key market variables potentially in influencing firm profitability. In the context of a developing financial sector, Tanzanian firms face challenges in leveraging stock exchange mechanisms for optimal performance, raising concerns about the actual impact of stock market dynamics on returns. The general objective of study was to examine how share price (SP) and credit risk management (CRM) affect the performance of listed companies, measured by return on equity (ROE). Study employed Efficient Market Hypothesis Model.
Study Design: Study used explanatory research design.
Methodology: Study used secondary panel data of 140 observation for a sample of 28 listed firms on Dar es Salaam Stock Exchange since 2020-2024. Data were analysed using panel regression models, fixed effects model recommended from Hausman test and other model diagnostics. Ethical considerations were observed using publicly available financial data.
Results: Findings from fixed effects model revealed credit risk management has positive (β = 3.04E-16) significant at the 5% level (p = 0.0436). Significant effect, where share price also exhibited positive insignificant relationship (β = 2.26E-05), (p = 0.6648). 
Conclusion: It is recommended that firms strengthen their credit risk management practices by adopting modern risk assessment tools, enhancing internal control systems and ensuring adherence to sound financial policies. Regulators and market participants should also promote transparency and investor confidence to stabilize share prices and encourage long-term investments. Furthermore, firms should focus on improving financial management strategies and corporate governance to minimize risks and enhance sustainable growth in the Tanzanian stock market.
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1. Introduction 
Investment decisions and financing decisions are very important aspects to be considered among firms (Chindengiwke, 2024). For firms, identifying strong, effective, and productive areas for investment is crucial. One of the effective investment and financing areas used by firms and other investors is the stock exchange market (Álvarez-Otero, 2022). The global financial landscape has witnessed the evolution of stock exchange markets as critical components of modern economies (Zhang et al., 2021). The capital infusion through bid-ask spreads is also considered in the exchanging of securities in the stock exchange market (Hearn, 2021). The effects of stock exchange markets in enhancing financial and non- financial performance of listed companies have been subject of extensive investigation and debate worldwide (Al-Hiyari and Kolsi, 2024). In developed countries, countries established stock exchanges like NYSE, NASDAQ, LSE, and TSE to play pivotal roles in capital formation, providing companies with access to diverse investor base and enabling efficient price discovery decline (Álvarez-Otero, 2022).
In Tanzania, Dar es Salaam Stock Exchange serves as primary platform for trading securities like equities and bonds. DSE played fundamental role in mobilizing capital and facilitating investment in the country. Despite aim mentioned in National Five-Year Development Plan III (2020/2025) of listing more than 35 firms, since its establishment in 1998, DSE has succeeded in listing only 28 firms; out of the 28 companies, 22 represent local companies, the other 6 represents cross-listed firms (DSE, 2024). However, DSE is moderately small compared to other exchanges in the region, with limited number of listed companies.

In emerging markets, the efficiency of credit risk management systems remains central to sustaining firm performance, as it influences both operational stability and market perception (Sarjono & Suprapto, 2020). Credit risk management practices ensure that firms minimize losses from default, improve liquidity and enhance profitability which in turn strengthens investor confidence and supports positive movements in share price (Mwangi & Wambua, 2021). Moreover, fluctuations in share prices serve as a reflection of investors’ expectations regarding a firm’s financial performance and governance quality. When markets function efficiently as posited by the Efficient Market Hypothesis these price movements incorporate all available information including a firm’s risk profile and management efficiency, ultimately affecting performance indicators such as Return on Equity (ROE) (Lim & Brooks, 2023). Recent studies have confirmed that share price behavior is an essential predictor of firm profitability and that firms with better risk management practices tend to exhibit superior ROE performance (Jagirani et al., 2023). Capital Market and Security Authority (2024) report that there is decreased financial performance of the domestic listed companies. Additionally, DSE financial report (2024) observes the continuation of the decline of total market capitalization by -6.8% and volatility in share prices. Moreover, there is limited investor participation in Tanzania (Chindengwike, 2024).

Listed companies on the DSE represent various sectors of the Tanzanian economy, including banking, telecommunications, manufacturing, and agriculture (Mwenda et al. 2021). Performance of these companies influenced by both domestic and external factors, including economic growth, regulatory changes, and global market trends (Mwenda, 2023). While the DSE offers a platform for firms to raise capital, access to funding remains a challenge for listed firms (DSE, 2024). Additionally, this study employed an approach that incorporates uses of panel data through secondary sources from all listed firms that were quantitatively analyzed, while previous studies such as Chindengiwke (2024), Chindengiwke (2023), and Lusiana (2020) utilized time series data only in specific single firms. Moreover, the study used a large sample size compared with previous studies like Chindengiwke (2024), Koleosho et al. (2022), Kizys et al. (2021), and Kiptoo et al. (2021), which had smaller sample sizes. Additional to the gap covered in this study, study used the Efficient Market Hypothesis Theory developed by Louis Bachelier (1900) and formalized by Fama in 1960 to 1970. Study used the Efficient Market Hypothesis which postulates that financial markets are informationally efficient and that share prices fully reflect all available information relevant to a firm’s value (Fama, 1970). This theoretical aspect, the performance of firms measured in this study through Return on Equity as influenced by how efficiently the market processes information about internal management practices such as credit risk management and external indicators such as share price performance.

According to efficient market hypothesis, when firms implement credit risk management practices, information becomes publicly observable through financial statements and investor communication that makes adjustments in share prices and accurately represent firm value and profitability expectations (Jagirani et al., 2023). Empirical studies evidenced this linkage, showing that strong credit risk management reduces the possibility of default, enhances asset quality and improves financial performance which is reflected in stronger market valuations (Mwangi & Wambua, 2021). In contrast, ineffective risk management increases uncertainty and volatility, lowering investor confidence and share valuation. As share prices incorporate investors’ collective assessment of firms’ future profitability, serve as a real-time indicator of managerial efficiency and firm stability (Ismail & Obiedallah, 2022).

[bookmark: _Toc208584779][bookmark: _Toc207714023]2. Literature Review
[bookmark: _Toc208584788]2.1. Efficient Market Hypothesis Theory
The theory used in financial economics suggested that financial market is efficient in processing and reflects availability of information. The theory originated the work of an earlier economist known as Louis Bachelier (1900), who theorized that asset prices follow a random walk. The theory was formalized by Fama from 1960 to 1970 in his seminal paper known as efficient capital markets. The idea behind EMH is that in an efficient market, asset prices reflects available information, and is not possible consistently outperform the markets through stock selection and market timing. Among strengths in EMH are its ability to explain the random nature of price changes, its emphasis on the rapid incorporation of information into prices, and its contribution to portfolio management strategies, such as index investing. It also challenges the notion of consistent outperformance of markets by investors, promoting the importance of diversification (Chindengiwke, 2023). Although EMH provides a useful benchmark for evaluating market efficiency and guiding investment strategies, the EMH has weaknesses. The weakness of EMH is explained by Olawale (2024); markets are not always perfectly efficient due to behavioral biases, information asymmetries, and irrational investor behavior. Olawale (2024) added that anomalies like the January effect and momentum strategies challenge EMH's assumptions. 
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Study by Chindengiwke (2024) evaluated relationships between dividend distribution and price volatility among industrial listed firms in DSE. The study utilized purposeful sampling and adopted a time series data combined quantitative research approaches. Seventy annual observations formed the basis of the analysis. Result indicates positive correlations between dividends payment ratio and price volatility of shares. Additionally, Chindengiwke (2023) on relationships between Tanzania composite stock prices index and exchange rates, was grounded in EMH. Secondary data were sourced from Bank of Tanzania and DSE. Study employed ARDL model and analyzed time series data. Findings reveals composite stock prices index was significant impact to exchange rate. Another study was conducted by Wakaba (2023) on the impact of dividends policy on price volatility among shares of industrial and allied firms listed on the NSE. The study utilizes data from secondary sources gathered from company’s financial statements. Finding indicates that dividend payout ratio exhibits positive but insignificants relationship.

Study by Koleosho et al. (2022) investigated impacts of dividends policy on price volatility of shares among selected firms listed in NE. Study utilized EGARCH model to measure volatility. A random sampling of 49 firms from 162 listed in NE during 2010 to 2020 was chosen for panel analysis. Findings revealed that dividends policy has significant negative relationships with share price volatility. Saputra (2022) examined the influence of ROA, ROE, and PER on stocks price of coal companies listed in ISE for period from 2018 - 2021. Study found ROA not affects stock price, and neither ROE nor PER has significant impacts to stock price. Another study by Lusiana (2020) examined sources of profitability for enterprises in food and beverage sectors listed in ISE, focusing on ROE and EPS as indicators of company strength. It used data in the form of time series from 2015 – 2018. Results indicate that ROE shows positive and significant impacts on stock prices. Jiang et al. (2025) assessed the earnings management and price informativeness in a global sample. Findings show that greater price informativeness correlates with stronger predictive power of prices for future performance and constrains opportunistic reporting. Gil-Alana et al. (2025) evaluated impacts of social media activities on stock price informativeness for 49 countries. Panel of 231,462 firm-years examining social media intensity and idiosyncratic return variation. Findings show that social media improves price informativeness, which prior research links to better investment and performance outcomes. Mugenda (2023) examined how stock market reacts to dividend announcements, evidenced from Kenyan listed firms. Findings show significant abnormal returns around announcements, indicating prices quickly embed value-relevant information, with implications for financing costs and performance. 
Temba et al. (2024) investigated influences of credit risks management practices on monetary performance of banks of Tanzania. Study draws on Pyle’s (1997) Risk Management Theory and employs multiples regression methods to analyze data. Result indicates credit risk show positive impact to business performance. Mwenda (2023) explores significance of management risk disclosure relations on profitable business of Tanzania. Mixed-methods design was engaged, adding qualitatively and quantitatively. Data from secondary source were available through company’s annual reports on DSE for the period 2010-2021. Findings reveal management risk disclosures positively influences ROA. King and Iwedi (2023) examined relationships of liquidity management risk practices and profitability in banking institutions of Nigeria, utilizing Liquidity Preference Theory as the theoretical framework. The research adopted a time series methodology. The descriptive and OLS analysis was used. The findings from the descriptive statistics indicate a positive correlation between fluctuations in the average net profit across the banks analyzed. Nestory et al. (2023) assessed relationships of management risk practices on performance of public institutions. Results indicate that risk management processes significantly and positively influence organizational performances. Al Zaidanin and Al Zaidanin (2021) investigated influences of credit risks management on performances of commercial banks of UAE. Study utilized panel data from sixteen UAE commercial banks coverage period for 2013-2019. Regression model revealed management credit risk show significant negative effects to profitable banks. Kiptoo et al. (2021) examined connections of management risk practice on performances of insurance companies of Kenya from 2013 to 2020. Findings revealed negative significantly impacts management risk to performance of these corporations. Mtani (2025) examined effects of credit risk management and business performance of commercial banks, evidenced from Tanzania. Balanced panel from 225 observations was used in the multiple regression. Results show stronger practice of credit risk associated with higher ROE. Mwangi (2023) examined effects of credit risks management and performances of banks of Kenya. Findings show effective CRM programs significantly improve profitability. However, institutional differences mean Tanzanian-listed firms face distinct enforcement and reporting regimes.
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According to Skinner and Dancis's (2020) research, designs are scientific ways used by researchers to ensure that methods of data gathered fill the study gap. Study used secondary data in form of panel for 28 firms listed in time of 5 years since 2020 to 2024 from the company’s website and DSE website Therefore, study applied an explanatory research design for making sure data collection filled study gap by looking at the causal relationship and testing variables (Hirose & Creswell, 2023).. The sample size of 140 firm-year observations was used. The variable of share price (SP) was measured using price earnings ratio, credit risk management (CRM) was measured using liquidity ratio and return on equity was measured using profit after tax over total equity. The sampling distribution table shown in table 1.
Table 1. Sampling Distribution Table
	F/N
	Strata
	Time Period
	Number of Firm
	Number of Years 
	Number of Sample Size

	1. 
	Finance, Investment and Bank
	2020 - 2024
	13
	5
	65

	2. 
	Manufacturing Industries
	2020 - 2024
	8
	5
	40

	3. 
	Commercialized Services
	2020 - 2024
	5
	5
	25

	4. 
	Gas and Oil
	2020 - 2024
	1
	5
	5

	5. 
	Telecommunication
	2020 - 2024
	1
	5
	5

	
	Total Number of Years and Firms
	
	28
	5
	140


Source: Constructed by Author (2025)

3.2 Data Analysis
Study employed an econometric method capable of estimating a model using panel data. Empirical econometric models known as random effect and fixed effect were employed. However, ARDL of Pesaran and Smith (1995) was planned prior so as to observe the long-run effect. Due to insufficient cross-sectional data in form of firms being less than 30 and the result i < t, the study used fixed-effects model and random-effects to observe short-run relationship. Panel data was processed through EViews version 10 through the following equation.
 =  ++ +
 It is typically assumed to be IID (0,). This represents error term for assumptions of normally distribution with 0 mean value and constant of variance. FPit is firm’s performance of firms i on time t, firm’s performance was measured by ROE.
  FP		Represents Firm’s Performance
		Represents constant
β1, 2		Represents coefficients
Ɛ		Represents error term
CRM		Represents Credit Risk Management
SP		Represent Share Price
Quantitative data from the Eview 10 program were analyzed through common approaches used to infer the results, which is probability value of 0.05. 
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According to Levitt et al. (2021), ethics in business research are the underlined principles used for decision-making on acceptable practice while conducting specific research. Starting with the principle of participants’ anonymity, the data were collected from the study’s participants involving listed firms and were treated anonymously; names and other identities were not disclosed at all. In this study, only lawful, responsibly sourced secondary datasets were used, and their acquisition and use strictly complied with Tanzania’s PDPA (2022) and sectoral rules. Since PDPA sets requirements of collections, processing, establishes rights of data subjects, and mandates controller and processor obligations, the use of secondary data was aligned with these obligations, including data minimization and security safeguards. Furthermore, principle of researcher’s integrity: during data collection exercise, study ensured treatment of all research parties for due respects, honesty, and fairness (Levitt et al., 2021). This included seeking for consent of participants’ involvement in study by having introduction letter from OUT for data collection. Study ensured integrity, transparency, and accountability in all secondary-data procedures. Study documented dataset provenance, transformation, and quality checks; reported known limitations in terms of coverage, timeliness, and survivorship bias in listed firms; and avoided misinterpretation and misuse of data beyond the intended scope.
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	ROE
	CRM
	SP

	Mean
	 0.201429
	 0.630211
	 0.970379

	Median
	 0.190000
	 0.503109
	 0.100000

	Maximum
	 2.570000
	 2.572312
	 6.700000

	Minimum
	 1.010000
	 1.000000
	 5.000000

	Std. Dev.
	 0.377816
	 0.403112
	 3.668133

	Skewness
	 2.192797
	 2.571862
	 2.885070

	Kurtosis
	 3.864387
	 4.924615
	 7.154694

	Probability
	 0.010000
	 0.003000
	 0.025000

	Sum
	 28.20000
	 3.685813
	 275853.0

	Sum Sq. Dev.
	 19.84151
	 1.524526
	 1.878409

	Observations
	 140
	 140
	 140


Source: Data Analysis (2025)
[bookmark: _Toc207714061][bookmark: _Toc208584821]Return on Equity (ROE) shows mean value of 0.2014; indicating that on average, firms generated a return of approximately 20.14% on shareholders' equity. However, the median value is lower at 0.19, suggesting that distribution of ROE was positively skewed with few firms achieving significantly higher returns. This is confirmed by the high skewness value of 2.19 and an extremely high kurtosis value of 3.864, indicating a distribution with a long right tail and heavy peak. The maximum ROE observed is 2.57, whereas minimum was 1.01, and standard deviation of 0.3778 reflects considerable variation in profitability among firms. Therefore, the skewness and kurtosis of the ROE confirm that the distribution of ROE significantly represents the normality of the data. According to Demir (2022), the normality of data for skewness should not go above absolute value of ± 3, and for kurtosis should not greater than value of ± 10.
Credit Risk Management (CRM) has mean value of 0.63, with median significantly lower at 0.50. This confirms that there is no presence of great value of outlier in data. Maximum value recorded is 2.57, while the minimum is only 1.00, which indicates a wide range of capital raised by firms. The standard deviation is at 0.04, which reflects the normal dispersion in the amounts raised. Skewness value 2.57 and kurtosis value 4.92 are also normal. The result confirms that distribution is normally skewed and the normal distribution of data exists (Hatem et al., 2022). Share Price (SP) displays a mean of 0.97 and a median of 0.10. The difference between these measures suggests significant normal skewness, which is supported by a skewness result value of 2.89. The maximum share price is 6.7, while the minimum is 5.00. Standard deviation of 3.66 indicates significantly variation of share prices. The kurtosis value of 7.155 suggests a normal distribution with substantial tails. Therefore, the results of skewness and kurtosis confirm that the data of share prices are normally distributed
4.2 Pearson Correlation Matrix Test
Pearson correlation matrix’s result shows relationships between return on equity (ROE) and stock market indicators, including credit risk management and share price, for five-year period since 2020-2024 using 140 samples. The correlation between Share Price (SP) and ROE was 0.418 where p-value was 0.0235, indicate moderate statistical significant positive relationships. Result suggests increases in share prices are associated with better financial performance among listed firms. This finding supports the study of Lusiana (2020), who noted that share price movements serve as a market signal for firm value and financial health. Similarly, study by Saputra (2022) founds share price volatility is a significant determinant of shareholder returns and firm performance. Result indicates positive statistical significantly correlation of CRM and ROE, with correlation coefficient of 0.488 and p-value of 0.0005. Result denotes moderate statistical significant relationships. Result signifying effective practice of credit risk management contribute in improving financial performances of Tanzania firms. Such relationship implies that firms with stronger systems to assess and mitigate credit risk are likely to experience higher returns on equity. This finding aligns with the study by Natufe and Evbayiro-Osagie (2023), who assert that credit risk management enhances the stability and profitability of firms by reducing default risks and improving loan performance. Similarly, the study of Siddique et al (2022) emphasized credit control is essential in sustaining firm’s performance particularly on developing economies.
[bookmark: _Toc206689012]Table 3: Pearson Correlation Matrix Test
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Source: Data Analysis (2025)
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	Method 
	Statistic
	Prob.**
	sections
	Obs

	Null: Unit root (assumes common unit root process)

	Levin, Lin & Chu t*
	-26.5140
	 0.0000
	 28
	 112

	
	
	
	
	

	Null: Unit root (assumes individual unit root process)

	Im, Pesaran and Shin W-stat
	-5.07086
	0.0000
	 28
	 112

	ADF - Fisher Chi-square
	 91.7993
	 0.0018
	 28
	 112

	PP - Fisher Chi-square
	 98.9376
	 0.0004
	 28
	 112

	
	
	
	
	

	
	
	
	
	

	** p < 5%


Source: Data Analysis (2025)				
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	Method
	
	Statistic
	Prob.**

	ADF - Fisher Chi-square
	 58.4103
	 0.0475

	ADF - Choi Z-stat
	 46.2042
	 0.0005

	
	
	
	
	

	
	
	
	
	

	 P < 5%.


 Source: Data Analysis (2025)
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	Method
	
	Statistic
	Prob.**

	ADF - Fisher Chi-square
	 186.210
	 0.0000

	ADF - Choi Z-stat
	-8.22149
	 0.0000

	
	
	
	
	

	Source: Data Analysis (2025)
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	Method
	
	Statistic
	Prob.**

	ADF - Fisher Chi-square
	 68.0193
	 0.0067

	ADF - Choi Z-stat
	-3.32354
	 0.0026

	
	
	
	
	

	
	
	
	
	


Source: Data Analysis (2025)

The results of unit root tests conducted on the CRM series present compelling evidence regarding the stationarity of the variable within the panel dataset. While several tests were applied, like Levin, Lin & Chu, Im, Pesaran and Shin, ADF-Fisher Chi-square, and PP-Fisher Chi-square, to ensure robustness in assessing the stochastic properties of the series. The null hypothesis for all these tests is that the series contains a unit root, implying non-stationarity. Beginning with the Levin, Lin & Chu (LLC) test, the test statistic is -26.5140 with a p-value of 0.0000, indicating a strong rejection of the null hypothesis of a common unit root process. This result signifies that the CRM variable is stationary across all cross-sections under the assumption of a shared autoregressive parameter (Levin et al., 2002). The Im, Pesaran, and Shin test, which assumes individual unit root processes across the cross-sections, also supports stationarity with a statistic of -5.07086 and a p-value of 0.0000. Thus, this result affirms the appropriateness of using the CRM variable in level form in subsequent panel regression models without the need for differencing or transformation, and it enhances the reliability of causal inferences drawn from panel data estimations. However, the result of the stationarity of the variable is also justified in the first difference.
On the side of the first difference, the Augmented Dickey-Fuller (ADF) Fisher Chi-square method was employed using 28 cross-sectional units and a balanced panel data set comprising 84 observations from the years 2020 to 2024. The test was carried out without the inclusion of any exogenous variables such as individual intercepts or trends. Lag length selection was done automatically based on the Schwarz Information Criterion (SIC), and the result was a lag length of zero for all units. The panel-level results provide strong evidence of stationarity in the differenced CRM series. The ADF Fisher Chi-square statistic is 186.210 with a p-value of 0.0000, and the ADF Choi Z-statistic is -8.22149, also associated with a p-value of 0.0000. These statistically significant values at the 1% level lead to the rejection of the null hypothesis of a unit root, suggesting that the first-differenced CRM variable is stationary across the panel. Therefore, the findings confirm that the CRM variable is integrated of order one, which is denoted as I (1), meaning it is non-stationary in level form but becomes stationary after first differencing. This result is critical for further panel data econometric modeling and suggests that any analysis involving CRM should use the differenced form to maintain the robustness of the results.
The ADF Fisher Chi-square statistic revealed a value of 58.4103 on the SP with an associated p-value of 0.0475. Since the p-value is less than the 5% significance level, the study rejects the null hypothesis of a unit root at the panel level. This indicates that the SP series is stationary in the panel context, meaning the data do not exhibit persistent stochastic trends and revert to a long-run mean over time across the panel units. For the differencing side, the panel unit root results show an ADF Fisher Chi-square statistic of 68.0193 with a corresponding p-value of 0.0067, which is statistically significant at the 1% level. This result provides sufficient evidence to reject the null hypothesis of a unit root, suggesting that the share price variable is stationary in its first-differenced form. The Choi Z-statistic also supports the result of the significance of the Fisher test as adequate. The combined panel-level result confirms that the SP variable becomes stationary after first differencing, implying it is integrated of order one, I (1). This finding ensures that subsequent econometric modeling involving SP enhances robustness and reliability of study's inferences.

Table 8. Results from the Method of Estimation
	Variables
	Methods of Estimation

	
	Pooled OLS
	Fixed Effect
	Hausman Fixed Effect
	Random Effect

	
	Coef.
	p-value
	Coef.
	p-value
	Coef.
	p-value
	Coef.
	p-value

	CRM
	-3.1114
	0.3076
	3.04E-16
	0.0436
	-3.11E-14
	0.0076
	-3.55E-14
	0.0032

	SP
	-1.2305
	0.1573
	2.26E-05
	0.6648
	-1.23E-05
	0.1573
	-1.08E-05
	0.8211

	C
	0.1801
	0.0000
	0.141965
	0.0000
	0.187026
	0.0000
	0.195709
	0.0003



Starting with, Pooled OLS, the model reveals mixed levels of statistical significance among the independent variables that are credit risk management and share price in their respective influence on firm performance. The coefficient for CRM is negative (β =-3.1114), although statistically insignificant (p = 0.3076). This suggests that within the context of Tanzanian firms, improvements in credit risk management do not have a statistically meaningful direct impact on ROE. This finding reflects weak enforcement of risk management standards and the possibility that risk management mechanisms in Tanzania are still developing and not yet robust enough to affect profitability. The result contrasts with studies of King and Iwedi (2023), who emphasized that effective credit risk management enhances financial performance by reducing the likelihood of default. On the side of the SP, the result reveals a negative coefficient of (β = -1.2305) and is statistically insignificant (p = 0.1573). This suggests that fluctuations in share prices do not exercise a measurable direct influence on ROE. The result contradicts much of the mainstream financial theory, which posits that rising share prices signal investor confidence and profitability potential (Fama, 1970). However, in emerging markets such as Tanzania, share price movements are influenced more by speculation and less by firm fundamentals, hence the weak correlation. An empirical study by Mugenda (2023) noted that in less developed financial markets, share price volatility often reflects liquidity constraints and market inefficiencies rather than firm-level performance.
For Fixed Effects Panel Data Regression Results, the coefficient for CRM is positive (β = 3.04E-16) and statistically significant at 0.05 level (p = 0.436), suggesting that improved credit risk practices are associated with better firm performance in terms of ROE. The statistical significance implies that efficient management of credit exposures through risk assessments and internal controls positively influences profitability. This aligns with the findings of Temba et al. (2024), which emphasizes that strong credit risk frameworks reduce default rates and enhance firm-level sustainability. Additionally, the empirical studies of Kiptoo et al. (2021) confirm that risk-conscious financial management leads to performance improvements, particularly in volatile markets. For Tanzania, the implication is clear that enhancing credit risk controls within listed firms could serve as a strategic lever to improve return metrics and attract investor confidence. The Share Price (SP) variable also yields a positive coefficient (β = 2.26E-05) but is statistically insignificant (p = 0.6648). This suggests that fluctuations in share prices did not have a direct, meaningful influence on ROE for Tanzanian firms during the study period. The result is inconsistent with classical finance theories, such as those proposed by Fama (1970), which argue that share prices reflect a firm's future earning potential and investor sentiment. However, in emerging markets like Tanzania, share prices may be influenced more by speculation, thin trading volumes, or low information transparency, making them less reliable indicators of firm fundamentals. Empirical research by Gil-Alana et al. (2025) confirms that share price informativeness in underdeveloped capital markets is often limited, thereby weakening the price-performance link. This suggests the need for investor education, improved corporate disclosure, and better trading infrastructure to increase the relevance of market signals.

Results from Hausman fixed effects panel data regression model offer a robust understanding of the impact of stock market-related variables on financial performance of firms in Tanzania. Hausman test is crucial in panel data analysis, as it determines suitability of the fixed effects model over the random effects model. Credit risk management (CRM) variable yields a negative and statistically significant coefficient (β = -3.11E-14, p = 0.0076), indicating increased exposure to credit risk and inefficient credit risk practices negatively affect firm performance in terms of ROE. Result implies firms fail to control credit risks effectively face diminished returns due to increased default rates, provision costs, and operational inefficiencies. Finding aligns with the theoretical position of Nestory et al. (2023), which underscores the critical importance of credit risk control in maintaining financial health and sustainability. Empirically, similar conclusions were drawn by Mwangi (2023), who noted a strong inverse relationship between credit risk and profitability in European banks. In Tanzania's context, this calls for stronger risk assessment frameworks, internal control systems, and regulatory structure on firms' credit exposure management, especially within the financial and investment sectors. Variable of share price (SP) shows negative and statistically insignificant relationship with ROE (β = -1.23E-05, p = 0.1573). Although classical finance theory suggests higher share prices often reflect positive investor sentiment and strong firm fundamentals (Fama, 1970), insignificance result implies share price movements in Tanzania are not a reliable indicator of firm performance. This is due to limited market participation, thin trading volumes, and information asymmetries in Tanzanian capital markets. Lusiana (2020) reports similar findings in other African markets, noting that share price dynamics in such settings are often disconnected from firm fundamentals due to speculative activity and low liquidity. Therefore, in Tanzania, market reforms aimed at increasing transparency, expanding the investor base, and improving corporate disclosure practices are essential for enhancing the relevance of share price signals. 

[bookmark: _Toc208584836]For the Random Effects Model Results, the CRM variable exhibits a negative and statistically significant coefficient (β = -3.55E-14, p = 0.0032), indicating that inadequately implemented credit risk policies reduced a firm’s financial performance. This finding is consistent with the risk-return trade-off principle in financial management whereby unmanaged risk exposure, especially in credit-intensive sectors, translates into lower profitability (Temba et al., 2024). Empirical evidence from the study of Mwenda (2023) also affirms that poor credit risk management impairs firm performance, especially in developing markets with weak financial infrastructures. In Tanzania, this suggests an urgent need for firms, particularly financial institutions and publicly listed companies, to institutionalize robust credit risk assessment tools. The share price (SP) variable shows a negative and statistically insignificant coefficient (β = -1.08E-05, p = 0.8211) that suggests changes in share prices do not meaningfully impact ROE among Tanzanian firms. This contradicts classical finance theory, which posits that rising share prices reflect market optimism and better expected future performance (Fama, 1970). The observed insignificance is attributed to low liquidity, shallow market depth, and speculative trading behaviors common in frontier markets like Tanzania. Similar results were reported by Saputra (2022), who noted that in underdeveloped markets, share price fluctuations are not always grounded in firm fundamentals. This calls for strengthening transparency, corporate disclosures, and market participation to ensure share prices serve as reliable performance indicators.
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	Cross-section random effects test comparisons:

	Variable
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	Var(Diff.) 
	Prob. 

	
	
	
	
	

	
	
	
	
	

	CRM
	0.140000
	-0.330000
	0.000000
	0.0012

	SP
	0.000023
	-0.000011
	0.000010
	0.5074
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	Std. Error
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	Prob.  

	
	
	
	
	

	
	
	
	
	

	C
	0.141965
	0.106981
	1.327011
	0.0000

	CRM
	3.04E-16
	3.77E-14
	0.008073
	0.0436

	SP
	2.26E-05
	5.20E-05
	0.434437
	0.6648

	
	
	
	
	

	
	
	
	
	



[bookmark: _GoBack]Correlated random effects Hausman test was employed in study to determine most appropriate model between fixed effects and the random effects estimators, within context of assessing effects of stock exchange market on firms' performance in Tanzania. Individual variable comparison shows statistically significant differences in coefficients between fixed and random effects for credit risk management, stock market development, and regulatory framework, all with p-values below 0.05, further affirming suitability of fixed effects model. This comparison indicates these variables exert differing influences depending on model specification and suggests firm-level heterogeneity plays a substantial role in explaining variation in ROE. Findings are consistent with assertions made by Patrick (2021), who emphasized importance of accounting for individual effects when such correlations exist. On the side of the fixed effects results provided alongside the test, the coefficient for CRM (β = 3.04E-16) is statistically significant at the 5% level (p = 0.0436). This positive association indicates that effective credit risk management contributes positively, albeit minimally, to firm performance. This finding supports the argument by Njeru and Wambugu (2022), who observed that prudent credit risk control enhances firm financial outcomes by improving capital preservation and reducing non-performing assets. In contrast, share price (SP) was found to be statistically insignificant (p = 0.6648) and had a small positive coefficient (β = 2.26E-05), implying that fluctuations in share price have minimal short-term influence on ROE. This reflects the relatively low liquidity and speculative behavior in Tanzanian capital markets, where price changes do not necessarily mirror firm fundamentals, a view echoed by Masoud and Sulley (2023) in their examination of East African bourses.

5. Conclusion
Study examined effects of stock exchange markets on firms’ performance in Tanzania using panel data to analyze influences of credit risk management as well as share price, on return on equity. The study findings indicate that credit risk management (CRM) and share price (SP) have varying effects on firm performance in Tanzania. Results from the fixed effect and Hausman models show that credit risk management has a positive and significant impact, implying that effective management of credit risks enhances firm performance by reducing potential losses and improving financial stability. On the other hand, the effect of share price on firm performance is statistically insignificant across all models, suggesting that fluctuations in share prices alone do not substantially determine the overall performance of firms in Tanzania’s stock market.
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